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Although sales and revenmes tend to be slightly higher ip the fourth
quarter, seasonality 1s generally not sigmiticant to lrace Packaging. As a
1esnlt of product introductions, marketing programs snd improvements in global
ecopomic conditicus, worldwide demaud fur Grace Packagiug products grev go a
1apid pace in 1994 and 1995, placing pressure on existing capscity. To address
this matter, Grace Packaging ha: added capacity in sll regions (including a
shrink films manufactaring plant in Knsntan, Malaysia, that is expected to
become operational in 1996).

Catalysts and Other S5ilica-Based Products. This business ("Grace
Davison") is composed of three principal product groups: refimery catalysts,
polyolcfin catalysts, and silice and zcolitc adsorbents. These products apply
silica, alumina and zeolite technology and are designed and menufactured to
neet the varying specifications of snch diverse cnriomers ag major ail
tefiners, plastics and chemical manufacturers and consumer products companmies.
Grace Davison’'s technological expertise provide: a competitive edge, allowing
Grace Davigon to guickly design producis that meet cusiomer specifications, as
well as to develop new products that expand its existing techmolegy. For
example, Grace estimates that 954 of its 1995 fluid cracking catelyst sales
were attributable to products introduced in the last five years.

Refinery catalysts include (a) fluid cracking catalysts used by petroleunm
refiners to convert crude oil into more valusble transportation fuels, snch as
gasoline and jet and diesel fnel, as well as other petrolemm-bazed products,
and (b} hvdroprocessing catalysts that remove certain impurities (such as
nitrogen, sulfnr and heavy metals) from ornde oil prior to the nse of flnid
cracking catalysts. Oil refining is a highly specislized discipline, demanding
that products be tailored to meet local varistions in crude oil and the
refincry’s changing operational nceds. Grace Davison rcgularly works with most
of the approximately 360 refineries in the world, helping to find the most
appropriave catalysi formnlations for the refiners’ changing needs.

Competition is based on techmology, prodnct performance, customer service and
price. (Urace believes 1t 1s cne ot the world leaders in retinery catalysts and
the largest supplier of fluid crecking cetelyst: in North Americea and Europe.

Grace Daviscon polyolefin catalysts and catalyst supports are essential
components used in mannfactnring nearly half of all high density and linesr low
deusity polyethylene resins, which sre used in products such ss plasiic film,
high-performance pipe and household containers. The polyolefin catalyst
buginese is technology-intensive and focused on providing products specifically
formulated to meet end-nser applications. Manufacturers generally compete on a
worldwide basis, and competition has intensified
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recently due to evolving technologics, particularly the wse of metalloceaes.

Si1lica and zeolite adsorbents are used in a1 wide variety of industrial and
consumer applications. Silicas are used in cuwlings as flalliug ewgents (i.e.,
to reduce gloss). in plastics to improve handling, in toothpastes as thickeners
and clesners, in food to carry flavorse and prevent csking, and in the
purification of edible oils. Zeclite adsorbents are nsed between the two panes
of insulated glass to adsorb moistare and in process applications to separate
certain chemicals from mixtures. Competition i3 based on product performsnce,
cusiomer service and price. Grace Davison is planning to expand its silica
business 1n the Asia Pacific region with 1 new plant in Kuantan, Malaysia, to
cpen in 1996.

Grace Naviaon's kales and revennes were $637 million in 1995, 3610 m1llion
in 1994 and $572 million 1ia 1993; approximately 52% of Grace Davison's 1995
sales asnd revenues were generated in North America, 37% 1in Europe, 1U% in Asia
Pacific end 1% in Latin America. At year-end 1995, Grace Davison employed
spproximately 2,700 people worldwide in nine facilities (six in the United
States and one each in Canada, Germany and Brazil).

Most raw waterials used in the wanufscture of Gruce Davisvn products are
available from multiple sources and, in some instances, are prodaced or
supplied by Grace. Because of the diverse applications of producte using Grace
Davison technology and the geographic areses in which such prodocts are used,
seasonality does not have a significant effect on Grace Davison’'s businesses.

Construction Products. Grace Construction Products (“Grace Construction”)
is ¢ leading supplier of specialty materials to the worldwide construction
industry. Gracc Construction’s products strengthca coacrete, control
corrosion. prevent vater damage and protect structnral steel against collapse
dne tn fire. These inclnde concrete admixtnres, cenent additives,
waterproofing systems and fireprcofing materials. In North America, Grace
Construction alsc manatactures and distributes masonry block additives and
products and vermiculite producte unsed in construnction and other industrial
applications. Grace Construction’s products are sold to a broad customer base,
including cement manufacturers, ready-mixed and prestressed conctete producers,
specialty subcontractors and applicators, matonry block manufacturers, building
myleriuls distribulors and olbher indusirial manufsaclugess.

Grace Constiuction competes globally with several large comstruction
materials suppliers and regionally and locally with numerons smaller
competitors. Competition is based largely on
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price, product pcrformence, proprictary technology aad technical sapport and
service. (race Construction's customers are treqmently local comtractors and
cement manafacturers; consequently, local suppliers are often able to compete
elfectively.

Giace Copstruction’'e 1995 zsles and revenues totaled $397 million (66% in
North America, 17% in each of Burope and Asia Pacific and less than 1% in Latin
America), versus $387 million and $333 million in 1994 and 1993, respectively.
At year end 1995, Grace Construction employed approximstely 1,900 people at 57
prodaction facilities (27 in North America, 11 in Southeast Asia, 7 in
Anstralia/New Zealand, 7 in Europe, 4 in Latin Aserica and 1 in Japan) and 70
salcs offices worldwide.

The raw materials nred for mannfactnring Grace Congtraction prodncis are
primarily commodities obisined from maltiple sources, including commodity
chemical producers, petrolenm companies and paper manuntacturers. Ln most
instsnces, there are at least two slternative suppliers for each of the
principsl raw materials used by Grace Constructicon. However, the worldwide
supply of calcium lignin, a wood paulping by-product used as & raw material in
the production of concrete admixtnres, has been decreasing as paper mills
converl Lo uew manufacluring processes. Grace Consiruclion has secured
short-tern supplies of calcium lignin and is exploring new techmclogies to
teplace it in the futare.

The construction business is seasonal, influenced by weather conditions.
and cyclical, in respongse to economic conditions and construction demand.
Grace Construction seeks to imcrease profitability and minimize the impact of
cyclical downturns in regiomal economies by introducing techmically advanced.
valno-added produots, cxpanding gcographically and developing busincss
cpportunities in removation construction markets. In addition, Grace
Constraction ha: implenented a lower cost strncture hy conrolidating
mannfacturing operations in North America and through an extensive
1estracturing plan in Europe.

Container and Specialty Polymer Products. QGrace’s container and specialty
polymers busineis ("Grace Container”) consists primarily of four product lines:
container sealsnts, closure seslants, costings for metal packaging, and
specially polymesrs. Conlainer seslunts are applied to fvod aud beverage caus,
as well as other rigid containers (such as industrial product containess and
serogol cang), tc ensuse a hermetic seal between the lid and the can body.
Closure sealants are nsed to seal pry-off and twist-ofi metal crowns, as well
as roll-on pilfer proof and plastic closures. for the glass/plastic container
markets (primarily in beverage and food applications). Coatings are used in
the manufacture of cans and closures to protect the metal against
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corrosion, to protect the contents sgainst the infloences of metal, to ensure
proper adhesion ot seajiing compounds to metal surtaces, and to provide base
costs for inks and for decorative purposes. Formulsated engineered polymers are
used in primled circuil bourd sud componeni sssembly in Lhe elecirouics,
electrical, sutomotive and defense indnstries, including surface mount and
conductive adhesives, capecitor coestings, light.emitting diode encspsalante snd
conformal coatings. Grace Container is expandinyg its product offering through
new technologies such as 1ts oxygen-scavenging compound, which combines with
closure seslants to extend shelf life by eliminating oxygen, and oxygen's
effect on taste, from sealed bees and other bevezage bottles.

Grace Containcr salcs and revemncs were $3537 million. $325 million and
$306 million in 1995, 1994 and L993, respectively. Its product3 are marketed
internationally, with 342 of 1995 ssles and revennes in Farope, 28% in each of
North Americe and Asia Pacific and 10% in Latin America. At year-end 1995,
Grace Container employed approximately 1,600 people at 30 production tacilities
(9 in Asia Pacific and 7 in each of North America, Europe and Latin America)
and 57 sales offices worldwide. Competition is based on providing high-guality
customer service at all customer sites, as well as on price and product quality
and reliability. Although the raw materials veed in Grace Container's
vperalions, ipcluding resins, gubber and latices, wre generslly svuilable frow
naltiple sources, the prices of these raw materials experienced rapid
escelation throaughout moet of 1995, negatively impacting Grace Contesiner's
gross margins; improvements sre expected in 1996 as raw materials prices
started to ease during the latter part of 1995. Although demand for containes
packaging and sealant products tends to increase slightly during the second end
third quarters, the impact of sach seasomality is not sigmnificant to Grace
Container.

Water Treatment. Grace s water treatment and process chemicals business
("Grace Dearbarn™) consirtr of water treatment and paper industry Rervices
business lines, which market the following products: (a) water trestment
chemicals and support equipment to prevent corrosion, scale and microbiological
growth in indostrisl atility waters, heating, cooling and steam generation
applications, and industrial wastewates applications for clarification, sludge
de-watering, odor control and water recycling. (b) process chemicals and
support equipment to optimize and protect proce:sing systems for the production
ol pulp und paper, refined peirvleum producis aud petrochewicals, sugas and
alcohol; (c) chemictls for the protection and cleaning of industrial cooking
and gterilizstion equipment for canned foods; (d) paint detackification
products 10 remove paint sludge from water wash paint spray systems; (e)
chenicels and equipment for the treatment of process waters in the mining and
processing of metal ofes; and (f) chemicals and
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cther products useful .n servicing and msintaining vessels used in salt and
tresh vater. Grace Degrborn also provides consulting services related to 1its
products and equipment.

Grace Dearborn sales and revenues for 1995 totaled $399 million (41% 1in
Eorope, 37% in North Americsa, 19% in Latin Americsa end 3% in Asis Pacific).
Sales and revennes for 1994 and 1993 were $363 million and $330 nmillion,
fespectively. At year-end 1995, Grace Dearborn employed approximately 2,500
people at 23 manufactaring facilities (6 in esch of Latin Americe and Asia
Pacific, 5 in Eunrope, 4 in North America and 2 in South Africa) and 122 sales
offices.

The raw materials used in Grace Dearborn’s basiness lines are readily
availahle from mnltiple sonrces, generally at stable prices. The paper
industry services business is affected by the cyclicality of the global paper
market. ‘lhe water treatment services business responds to (but 1s not
adversely affected by) seesonal fluctmations, concentrating on boiler
treatment in colder scasons and cooling system trecatment in warmer seasons.
The effects of 3easonality are diminished by the geogrephic diversity of the
markets served by Grace Dearborn. Grace Dearborn conpetes globally with
several large coupanies and regicuslly sud locally with suwervus smaller
companies. Competition is based primarily on technicel service and product
performance.

In March 1996, Grace annomaced that it had entered into a definitive
agreement to sell ita Dearborn water treatment and process chemicals business
to Betz Laboratories, Inc. for $632 million. The transaction i3 expected to
close in the second qunarter of 1996.

Thermal and Emission Control Systems. Grace's thermal and emission
contrnl systems bnsiness ("Grace TR( Systemr") is a developmental bnginess that
consisis of four principasl product groups: web processing products, industrial
emi1ssion control prodacts. mobile emission control products and specialty
catalysts. These products sre designed to customer specificetions and are sold
to & variety of industiial customers.

Web proces:ing products, consisting primarily of air flotation dryers and
suxilisgry eyuipment, sre sold principally to Lbe graphic aris, coaliung aund
converting markets. The industrial emissiom control products greump
manufactures volatile organic compound control equipment, including thermal,
catelytic and regenerative oxidation systems. Demand for this equipment 1is
driven principally by government regulations. The mobile emission control
products group 3ells weshcoat materials and specialty substretes. Washcoat
nmaterials are nied by catalyst mannfacturers to enhence the perfor-
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nmance of catalytic converters sold to sutomotive original equipment
manutacturers. Specialty catalysts are nsed to control volatile organic
compounds, nitrogen oxides and carbon monoxide from a variety of sources.

Competition for Grace TEC Systems' prodacts is based primarily on system
design, materials, technology, customer gervice, prodact performsnce and price.

DISCONTINUED CPERATIONS

In 1993 Grace classified its then remaining noncore busipesses as
discontinued operations, and in 1995 Grace classified i1ts health care business
as ¢ discontinucd opcration. A3 discasscd above (scc "Stratcgic Restructuring
and Other Growth Initiatives"), Grace has completed the sale and monetization
of a smhsrantial portion of its noncore hurkinesies (although Grace remains
snbject to certain liabilities relating to those bnsinesses). Grace's health
care and cocoa businesses are the principal discontinaed operations that have
not yet been divested. Grace i3 actively pursming the disposition of these two
busincsses and its other remaining discontinued operations and expects to
complete their dispositiorn 1inm 1996. Following is a description of Grace's
health cere and cocos bnsinesses; see Notegs 3, 5, 7, 12 and 13 to the
Cousolidated Finspncigl Stalemenis und "Munugement’'s Discussion and Anglysis of
Results of Operations and Financial Condition™ in the Financial Sapplement, and
"Strategic Restructuring and Gther Growth Initistives” above, for asdditional
information.

Health Care. Grace's health care business is coanducted primarily through
NMC, which provides kidney dialysis sesvices;, manunfsactures and distributes
products and equipment for dialysis treatment; performs clinical laboratory
tcsting and othcr mcdical scrviccs: and provides home infusion, home
respiratory therapy and home health services.

NMC is the largest United States provider of kidney dialysis and related
services to patients suttering trom chromic Kidney disease and has been
actively expanding this busines: overseags. At December 31, 1995, NMC operated
snd/or managed 681 outpatient dialysis centers (574 in North America, 62 in
Earope, 33 in Latin America and 12 in Asia Pacific). these centers.
substantially all of which sare leased, sverage approximately 5,600 square feet
in size. NMC alsov provides ippatient wcuie dialysis services under conlracls
with hospitals in the United States (526 at December 31, 1995) and furnishes
dialysis equipment and supplies to patients who elect home treatment. At
December 31, 1995, NMC was treating ap-
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proximately 42,900 patients in the United States and 7,900 pttients in other
countries. Revenues from kidoey dialysis services were $1.5 billios im 1995,
31.3 billion in 1994 and S1 billion 1n 1993.

Since 1991, Grace has wmade uumerovus acquisitions relatiug Lo its health
care business. These acquisitions, totaling $857 million plms L15,621 shares
of the Company’: Common Stock over the 1991-1995 period, included a United
States provider of alternate-site infasion therapy and dialysis health care
services, a United States provider of home infnsion therapy services, regional
United States providers of home infusion therepy services and home support
narsing services, and aumeroms dialysis centers lociated primarily in the
United States.

NMC manufactures disposable bloodlines, dialysis concentrates, artificial
kidneys (dialyzers) and dialysi: machines for nie in its dialysis centers and
for sale to unaffiliated dislysis providers and home patients; distribates
dialysis supplies and equipment and other medical products and 3upplies
senufactured by others; and provides lsboretory services for dialysis and other
petieats in the United States and Portugal. ’

NMC slso provides infnsion and respiretory therapies and home health
services Lo putienls in Lheir huomes (hrough s metwork of 105 United Stutes
locations (104 leased and 1 owned) in 34 states. Infasion therapy comsists of
the intravenous delivery of an expanding range of medicetions end nutritional
preparations, such as chemotherapy, total parenteral nutrition, antibiotic
- therapy and drugs for pain mapagement. Respiratory therapy consists of the
delivery of oxygen and eerosolized drugs end the use of monitors, nebaulizers
and ventilators. In additioan, NMC provides other home heaslth services through
21 locations.

NMC provides various ancillary medications and services to patients
snffering from end-stage renal digeare ("ESRD”) at its dialysis centers, the
post significant of which is the administration of erythropeietin ("LEPO"). [EIO
18 used to treat anemia, a medical complicaticn irequently experienced by ESKD
patienis, end i3 administered to most of NMC's dialysis patients. Revenues
from EPO accounted for approximately 13% of NMC's revenues inm 1995, EPO u.s
produced by a2 single manufacturer, and any interruption of supply could
adversely sffect NMC's business and resulis of operations.

NMC's United States business is dependent on the continuation of Medicare
and other third-party insurance coverage for dialyeic and home care services
and prodncts. At such time as Medicare becomes a patient's primary payor for
dialysis (generally. three months following commencement of treatment or, in
the case of
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patients covered by emplover-sponsored health insurence, 21 months
after commencement of treatment) and/ or home care products and services,
Medicare currently reinburses supplieérs o: sach services and prodaucts tfor
spproximately 80% of established fees or reasonable charges; the remaining 20%
is puid by the patient and/or & non-Medicare insursnce carrier. NMC eystimates
that, in 1995, Medicare, Medicaid and other governmental health care programs
acconnted for approximately 60% of NMC's revenues. The reimbursement rates
under such programs, as well as the scope of their coverage, are sabject to
legislative change a3 a result of deficit reduction and other measnres.

Because in most cases the prices of dialysis services and products in the
United States are directly or indirectly regulated by Medicare or other
govcroment payors, compctition for paticnts is bescd primerily on gquality and
accessibility of service and referrals from physicians and hospitals. 1In
addition, some ztater limrt competitinn nnder laws that restrict the nnmber of
dislysis facilities within a geographic area based on neced, e¢s determined by
state agencies. Competition in the home care business 1s alsc based on quality
of service as well as price, and, where state laws do not impose limits on
compet.ition, these are no significant barriers to epntering this business.
Further, the rapid growth of managed care (a combination of financial
incentives and management controls intended to direct patients to efficient
providers in cost-ef{feclive seitingd) bhus resulted in greater emphasis oo
service costs for patients insured by third parties; therefore, cost efficiency
is «lso 2 key elrment of competition in this market. Basted upon its knowledge
and understanding of the health care industry in generial and of other providers
cof kidney dialysis and infusion therapy, as well as iniormation cbtaimed from
publicly available sources, NMC believes that it is among the most
cost-efficient o1 the companies in its field and that it 1s the leading United
States supplier of dialysis services and &« leading United States provider of
infusion and respiratory therapics.

Tn most conntries other than the United States where NMC provides dislysis
services, prices and the opening of new fecilities are directly or indirectly
regulated by governments, and competition 18 based primarily on the quality and
svailabilaty of service and relationships with referring physiciens.

NMC believes there are adequate sources of supply for the raw materials
and products used in its health care services and medical products businesses.
AL year-end 1995, NMC employed spproximately 18,900 people [ull-iime wl iis
facilities worldwide.

On Febrnary 4, 1996, Grace and Fresenins AG announced that they had
entered into an agreement pursuant to which NMC wounld
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combine with Fresenins' worldwide dialysis business. Sec "Strategic
Kestracturing and Other Growth lnitiatives™ above for additional intormation.

See "Legal Proceedingxs” below for informuiicon concerniug cepluwin lawsuils
and government investigations and proceedings relating to NMC and Note 7 to
Grace's Consolideted Financisl Statements and "Mansgement' s Discussion and
Analysis of Results of Operations and Pinancial Condition™ in the Financial
Sapplement for additional information concerning NMC.

Grace Cocoa. Grace's cocoa and chocolate business (~Grace Cocoa™)
prodoces high-quality intermediate cocoa and chocolate products for sale as
ingredicnts to the bakery, confcctioncry, dairy and beverage industrics. Cocoa
ligquor, cocoa batter and cocoa powder are sold internationally, coatings and
intermediate chocalate productr are rnld to the Fnropean narket; and
intermediate chocolate products, primarily coatings and cookie drops, are sold
to the North American market. Grace Cocoar competes primarily on the basis ot
superior service, product quelity and reliability. Salegs of cocoa and
chocolate prodncts were $798 million in 1995, $718 million in 1954 and $636
million in 1993. At year-end 1995, Grace Cocoa employed approximately 1,700
people at 9 production facilities (4 in each of Europe and North America and 1
in Asis Pecific) und 5 other offices worldwide.

See "Strategic Restructaring snd Other Growth Initiatives” sbove and Notes
7 and 13 to Grace's Consolidated Financial Statements for additional
information concerning Grace Cocoa.

RESEARCH ACTIVITIES

Gracc cngages in rescarch and development programs dircoted towerd the
development of new prodncis and processes and the improvement of, and
develnpment. of new nkes for, existing prodnctr and processes. Research is
carried ont by product line laboratories in North America, Curope, Asia and
Latin America and by the Corporate Kesearch Division in Columbia, Maryland. lhe
Research Division’'s activities focns on Grace's core product lines end inclunde
research :n specialiy polymers; water treatment; cetalysis; construction
materials; photopolymers; specialty packaging: and process engineering,
principally involving the development of technologies to manufacture chemical
specialiies.

Reseerch and development expenses relating to continuing operstions
apounted o $12! million in 1995, $107 million in 1994 and $112 million in 1993
(inclading expenses incurred in funding
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external research projects). The eamount of research and development expenses
telating 10 government- and customer-sponsored projects (as opposed to projects
sponzored by Grace) it not material.

See "Management's Discassion |nd Analysis of Resalts of Cperations and
Financial Condition” in the Financitl Supplement for additional informstion.

ENVIRONMENTAL, HEALTH AND SAFETY MATTERS

In constructing and operating its facilities, Grace incurs capital and
operating expenditunres relating to the protection of the environment, as well
83 costs to rcmediate propertics. The following tsble scts forth Grace's
expenditures in the past three years, and its estimated expenditures in 1996
and 1997, for (a) the operation and maintenance of environmental facilities and
the disposal of hazardous and nonhazardous wastes with respect te continuing
operations; (b) capital improvements to environmental conirol facilities
telating 10 continning operations; and (c¢) the remediation of sites:

(a) (k) (c)
Operaticn of
Facilities and Capital
Waste Disposal Improvements Remediation

(in millions)

1993 $41 $19 $44
1994 a6 22 31
1995 44 135 Kh
1996 (est.) 45 20 30
1997 (est.) 47 17 20

Such expenditures have not had, snd are not expected to have, a material effect
cn Grace's olber capital eapendilurey or ovu ils ecaruiugs or competilive
position. See Note 12 to the Consolidated Financial Statements and
"Management': Digcussion and Analysic of Results of Operatvions and Finsncial
Condition” in the Pinancial Supplement.

With the gosl of continmnonsly improving its environment, health and safety
("EHS"} performance, Grace established its Commitment to Care(TM) initiative
(based on the Responsible Care(R) program of the Chemical Manufacturers
Association) in 1994 as thc program undcr which sll Gracc FHS activitics src to
be implemented.
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To the exient applicable, Commitment to Care extends the basic clements of
Kesponsible Care to ali Grace locations worldwide, embracing specitic
objectives in the key aress of ptoduct stewardship, emplovee health and safety,
(Umsunlly awdreuess aud emergency response, distribulion, process salely eud
pollation prevention.

In 1995 (following completion of the first year of the implementation of
the Conmitment to Care program). Grace conducted a survey of facilities
worldwide to determine the progrem’s results. The survey showed significant
progress toward Grace's goal of implementing the program in all Grace
facilities.

See Item 3 of this Report for information concerning environmental
proceedings ta which Grace is a party and "Management's Discassion and Analysis
of Results of Operations and Tinancial Condition” in the Financial Supplement
tor additional intormation concerning environmental matters.

ITEM 2. PROPERTIES.

Grace operates manufactaring and other types of plants and facilities
(iucluding office wnd other service fecilities) thrvughoar the werld, some of
which are shared by two or more of Grace's prodact lines. Grace considers its
major operating properties to be in good operating ccadition and suitable for
their current use. Although Grace believes that, after taking planned
expansion into account, the productive capacity of its plants and
other facilities is generally adequate for onrrent operations and foreseeable
grovth, it conducts ongoing, long-range forecasting of its capital requirements
to assusre that additional capacity will be available when and a3 needed (see
information rcgerding Gracc’s capitel cxpenditurcs in "Menagement’'s Discussion
and Analysis of Results of Operations and Financial Condition” and on page F-27
of the Financial Sopplement). Accordingly, Grace does nor anticipate thav its
cperations or income will be materielly affected by the absence of available
capacity.

Additional information regearding Grace's properties is set forth in Item 1

asbove and in Notes 1, 9 and 12 to the Consolidated Financial Statements in the
Finencial Supplement.

ITEM 3. LEGAL PROCEEDINGS.
Asbestos Litigation. Grace is a defendant in lawsuits relating to
previously sold asbestos-containing products and anticipates that it will be

named as s defendant in additional asbestos related
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lawsuits in the future. Grace was 8 defendant in approximstely 40,800
asbestos-related lawsaits at year-end 1995 (47 involving claims for propesty
damage and the remainder involving approximately 92,400 claims tor personal
injury;, es compared to approximately 38,700 lawsuits at vear-end 1994 (65
involviug claims for properiy dimage and .be remsivder involviug approaimately
67.900 claims for personal injury). In most of these lawsuits. Grace is one of
many defendants.

The plaintiffs in property damage lawsuits generally seek, among other
things, to heve the defendants absorb the cost of removing, contsining or
tepeiring the asbestos-containing matesrials in the affected buildings. Through
year-end 1995, 129 ssbestos property damage cases were dismissed with respect
to Gracc without paymcnt of any demages or scttlcment emounts; judgmcots were
entered in favor of Grace in 10 cases (excluding cases settled fcllowing
appeals of jodgments in favor of Grace and a cazie in which the plaintiff was
granted a new trial on sppeal); Crace was held liable for a total of $74.7
million 1n 7 cases (2 ot which are on appeal); and 177 property damege suits
and cleims were settled for a total of $421.8 million.

Included in the asbestos property damage lawsuits pending ageinst Grace
and others at year-end 1995 were the following class actioms: (l) &
Peuusylvania state court action (Priuce George Center, Inc. v. U.S. Gypsum
Company. et al., Court of Common Pleas of Philadelphis Comnty), ceriified in
1992, covering all commercial buildings in the United States leated io whole or
in part to the United States government om or after May 30, 1986; (2) an
action. conditionally certified by the United States Court of Appeals for the
Fourth Circuit in 1993 and pending in the United States District Court for the
District of South Carolina, covering all public and private colleges and
universities in the United States whose buildings contain asbestcs materials
(Central Wesleyan College. ct al. v. W. R. Gracc, ct al.); and (3) a purported
class action (Anderson Memorisl Hospital, et al. v. W. R. Grace & Co., et al.),
filed in 1992 in the Conrt of Common Pleas for Hampton Comunty, Sonth Carolina,
on behalf of all entities that own, in whole or in part, any building
containing asbestos materials manutactured by Grace or one ot the other named
defendants, other than building: subject to the class action lawsuits described
sbove and any building owned by the federal or any state governmeat. In
December 1995, Giace entered into an agreement to settle the claims under
Prince George Center, Inc. v. U.S. Gypsum Company, et al. The terms of the
selilement agreemeut (which is subjecl (o judiciel review snd approval alier
class nembers have an opportunity to be heard) aze not expected to have a
significant effect on Grace's consolideted results of operation: or financial
position. Im July
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1994, the claim: of most class members in Anderion Nemorial Hospital, et al..
v. ¥. R, Grace & Co., et al. were dismissed due to ¢ ruling that a Soath
Carolina statote prohibits nonresidents irom pursuing claims in the South
Carolins state courts with respect to buildings located outside the state. The
plaintifls have requested that Lke cousl recovnsider ils decisiou. In August
1994, Grace entered into an sgreement to settle In re: Asbestos School
Litigation, s netionwide clats action brought in 1983 in the United States
District Court for the Basterp District of Pennsylvania on bebalf of all public
snd private elementary and secondary schools in the United States thst contain
frisble asbestos materials (other than schools that "opted out” of the cluss).
The terms of the settlement agreement (which were approved by the District
Court in September 1995) are not expected to have a significant effect on
Gracc's consolidatcd results of cpcrations or finamcial position.

The remaining asheator lawinits pending at year-end 1995 involved cleims
for personal injury. Through yesr-end 1995, approximately 10,100 personal
injury lawsuits involving 24,500 claims were dismissed with respect to Grace
without payment of any damages or settlement amounts (primarily on the basis
that Grace products were not involved), and spproximately 23,700 sauch suits
involving 29,600 claims were disposed of for a total of $109 million (see
"Insurance Litigstion" below). However, as a2 result of various trends
(including the insolvency of other former asbestos producers snd cruss-cleims
by co-defendants in asbestos persontl injury lawsnits), the costs incarred in
disposing of euch lawsuits in the past may not be indicative of the costs of
disposing of such lawsuits in the future.

In 1991, the Judicial Psnel on Malti District Litigation consolidated in
the United States District Court for the Eastern District of Pennsylvania, for
pre-trial purposes, all asbestos personal injury cases pending in the federsl
courts, including spproximatcly 7,000 cascs then pending sgainst Grace;, 3.600
new cases involving 7,200 claim3s against Grace hsve sabsequently been sdded to
the consolidated casex. To date, no action has heen taken hy the conrt
hendling the consolidaied cases that would indicste whether the consolidation
will attect Grace’'s cost ot disposing ot these cases or 1ts detense costs.

Grace's ultimate cxposure with respect to its asbestos-related lawsuits
and claims will depend on the extent to which its insurance will cover damages
for which it may be held liable, amounts paid in settlement snd litigation
costls.  As discussed below under "Insurance Litigatiou,” s May 1994 decision of
the U.S5. Court of Appesls for the Second Circuit limited the amonnt of
ingurance
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coversge wvailable with respect to property damage lawsuits and claims.
Becanse Grace’s insurance covers both property damage and personal injury
lawsnits and claims, the May 1994 decision has had the concomitant ettect ot
reducing the insursnce coversge sveilable with regpect to Grace's asbestos
persousl 1njury lawsuils esud c¢laims. However, in Grace’s opinion, 1L 1s
probable that recoveries from its insaurance carriers, along with other funds,
will be availsble to satisfy the property damage and personal ianjury lawguits
and claims pending at year-enmd 1995, as well as persoanal injury lawsuits and
claims expected to be filed through 1998. Consequently, Grace believes that the
resolation of its asbestos related litigation will not have a material adverse
effect on its consolidated results of operations or financial position. See
"Iasurance Litigation" below and Note 2 to the Consolidsted Financial
Statcments in the Financial Supplement for additional informetion.

FEnvironmental Prnceedings. Grace (tngether with other companies) has heen
designated a "potentially responsible party” ("PRP") by the United States
tnvironmental Protection Agency ("EPA") with respect to absorbing the costs ot
investigating and remediating pollntion st varioms sites. At year-end 1995,
procecdings were pending with respect to spproximately 30 sites as to which
Grace has been designated a PRP. Federal law provides that all PRPs may be
held jointly and severally liable for the costs of investigating asnd
1emedisling ¢ sile. Grace iy #lso conduciing investigstory and remediaslion
activities at sites under the jurisdiction of state and/or local anthorities.

In addition, in 1939. Hatco Corposation ("Hatco"), which purchased the
assets of a Grace chemical business in 1978, instituted a lawsuit sgainst Grace
in the United States District Court for the Distsiot of New Jersey (Hatco
Corporation v. W. R. Grace & Co.-Conn.) seeking recovery of cleanup costs for
waste sllegedly generated at a New Jersey facility during the period of Grace's
cwncrship. Gracc subscquently filcd & lawsnit against its insurencc carricrs
seeking indemnity agaimst any dapmages assessed against Grace in the underlying
lawsnit, a2s well as defense costs. Tn decirion: rendered dnring 1993, the
District Court ruled that Grsce is responsible for 2 substantial portion of
Hatco's costs. 1m July 1995, the United States Coanrt ot Appeals tor the lhird
Circuit reversed the decisions of the Digtrict Court snd remanded the lawsnit
to the District Court for further psoceedings. Specifically, the Court of
Appeals (a) reversed the District Court’s ruling that Grace is responsible for
a substantial portion of Hatco's coste and (b) ruled that in the remand
proceeding the burden of proof weuld be oo Hetco Lo establish thei il had oot
1released Grace from the ssserted lisbilities. In an earlier
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decision, the Distraict Court bad resolved, in a nanper tavorable to

Grace, certain legal issues regarding Grace's right to insurance coverage;
Lhowever, tbe ullimsie lisbility of Gruce's insursuce carriers will be
determined at trial, should 2 trial be necessary after the remand proceedings
described sbove. Remediation costs, and Grece': share, if any, cf such costs,
will be determined once ongoing site investigations are completed and e
temedistion plan is approved by the State of New Jersey. As a resnlt of the
above factors, the amount thet Grace may be required to pay to Hatco, :f any
(which Grace expects will be partislly offset by recoveries from insurance
carsiers), cannot be reliably estimated a1t this time.

In November 1995, Grace received & letter from the United States
Department. of Fnergy ("TOE") inqniring as tn Grace's willingnes: tn contribnte
to the continved cleanup of 2 former Grace property located in Wayne, New
Jersey. ‘lhe letter asserted that Grace has a2 legal duly to pay tor the site’'s
clesnup and that the total cost of cleanup may exceed $100 million. The
operetions conducted by Grace st the Wayne site (from 1955 to 1970) iancluded
work done on radiosctive materials under contract with the United States
government for the "Manhatten Project” end with the United States Atomic Energy
Comnisyion. In 1975, the United Staies Nucledr Regulatlory Commissiovn inspecled
the site, concluded that 1t was decontaminated in accordance with applicable
1egulstions and relessed it for unrestricied use. In 1984, purznent to a
request from the DOE, Grace transferred the Wayne property to the DOE and made
a cash pavment as & contribution towards the DOE’'s cleanup efforts at the site,
which was scknowledged by the DOE as fulfilling eny obligastion Grace hed to
contribute to DOE's cleanup effort. As a result of these transactions, Grace
believes 1t has no further obligation to contribute to the DOE’3 cleanup
sctivitics.

Tn March 1993, an ecrion wax filed in the linited Stares Diztrict Conrt for
the Southern District of Texas against Grace Drilling Company, a subsidiary of
the Conpany the business and assets ot which have since been sold, and several
other defendants:, for alleged violations of the Clean Water Act and the Rivers
and Harbors Act (U.S. v. Fina Oil and Chenmical Ce., et sl.). The government
alleges that seagrasses and sesbeds around a drilling rig operated by Fina Oil
and Chemical Co. were dameged in connection with the placing, servicing and
1emuvdl ol Lhe rig. The guverumeni is seeking injenclive relief requiring Lhe
defendants to restore the damaged areas and to compensate for temporary loss of
the ceagrass habitei, as well a: civil penalties of up to $25,000 per day of
violation and attorneys® fees.

Grace is also s party to other proceedings involving federal, state and/or
local government agencies and private parties
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regerding Grace's compliance with environmentsl isws and regulstaons.

These proceedings are not expected to result in significant semctions or in aspy
materiel liwbility. As e voluntary participaut in the EPA Toxic Substsuces
Control Act Compliance Andit Program, Grace tgreed to undertake a

- corporate-wide sudit of compliance with Section & of snch Act and to pay a
stipulated civil penalty for each study or report that EPA alleges should have
teen. bunt was not, submitied to the EPA as required under such Section.
Although finael review of the andit is not complete, Grace believes it will be
required to pay the EPA penalties aggregating frem 3$250,000 to $400,000 for
information discovered in the course of the sudit. In sddition, Grace has
voluntagily rcported to thc EPA violations of ccrteain notification and rclated
requirements under such Act, and penalties may be assessed sgainst Grace in
connection therewith; however, the amonnt of such penalties cannot he
determined at this time.

Grace believes that the lisbilities for environmental remediation costs
thst have been recorded in the Consolidated Financiasl Statements are adeguate.
In addition, Grace is presently involved in litigation with its insurance
carriers seeking to hold them responsible for certain amounts for which Grace
may be held lisble with respect to such costs. The ovulcome of such litigatiow,
as well as the amounts of amy recoveries that Grace may receive in coannection
therewith, it presently uncertain., For further information, see Note 12 to the
Consolidated Financisl Statements and "Mamagement's Discnssion ind Analysis of
Results of Operations and Financial Condition”™ in the Financial Supplement.

Insurance Litigation. Grace is involved in litigation with certsin
insurance carriers with respect to ssbestos-related claims and environmental
liabilitics. Its ssbcstos-rolated insurance ections consist of & casc stvled
Maryland Casualty Co. v. ¥. R. Grace & Co., pending in the United States
Nigtrict Conrt for the Southern Nirtrict of New York; Dayron Tndependent. Schonl
District v. United States Mineral Products Company, et al., pending in the
United States District Court tor the Eastern LDistrict ot lexss; Independent
School District No. 197, et al. v. W. R. Grace & Co. and Accident & Casualty
Insnrance Co., et al., pending in the First Judicial District in Minnesots; The
County of Henmepin v. Central National Insnrance Company, et al., pending in
the Fourth Judicial District in Minnesota; Ecolab, Inc. v. Central Natiomal
Insurance Co., peuding in the Districi Couri lor Rumsey Couuly, Mimnesols; aud
American Employers’ Insurance Co., American Re-Insursnce Co.. Commercial Union
Ingurance Co., and Unigard Security Insurance Co. v. W. R. Grace & Co.,
Continental Casaetlty Co., and Maryland Casualty Co., which is pending in the
New York state courts: Grace's insurance actions relating to environmental
liabilities con3ist of



Maryland Casualty Co. v. W. R. Grace & Co., pending 1n the United

States District Court for the Southern District of New York and Hatco Corp. v.
¥. R. Grace & Cv.-Couu., peuding in the Uniled Sisies Disctrict Court for the’
District of New Jersey. The relief sought by Grace in these actions would
provide insnrance to partially offset Grace’'s estimated exposure with respect
to the actions®' subject matter, including amonnts previously expended by Grace
to defend claims and satisfy judgments and settlements (see Note 2 to the
Consolidated Finsencial Stetements in the Financial Supplement). The factnal
hases underlying these actions aze the nature of the underlying
asbestos-related and environmental claims, the language of the insurance
policics sold by thc cerricrs to Grecc and thc drafting history of thosc
policies.

In 1991 (in an asbesios-related case involving Maryland Casualty Co.), the
United States District Court tor the Southera District ot New Yozk determined
that coverage for property demage is triggered by the "discovery of damage-
during the period covered by the relevant policy. In September 1993, the
United States Conrt of Appeals for the Second Circnit reversed the District
Court's ruling ss to & "discovery of damage” trigger for such claims and,
inslead, ruled Lhal coverage for Lhese claims is triggered based ou the date uf
installation of asbestos-containing materials. In January 1994, the United
States Court of Appeals for the Second Circuit grented Grace's petition for 1
1ehearing concerning the September 1993 decision, and in May 1994, the Conrt
issued a new decision confirming its September 1993 decisiom. As a resulrt,
Grace recorded net noncash charges totaling $300 million after taxes in 1993
and 1994 10 reflect the reduction in asbestos property damage insurance
coverage. Subsequently, the Second Ciscnit refused to rehear its decision, and
the Unitcd Statcs Supreme Court denicd Grace's petition for & writ of
certiorary with respect to that decision.

In 1991 and 1994, a Mississippi conrt held that certein of Grace’'s excess
insurance carriers are obligated to detend and indennity Grace, determining
that, for purpoies of insnrance coverage, damage to building:s from
asbestos-containing prodocts occurs at the time sauch prodacts are put in place
and that the damage continues a3 long as the bnilding contains the products
(referred to as & "continuoms trigger"); Grace iubseqmently settled with each
ef the insursuce carriers, und an appesl of Lbe Mis»issippi court’s decisaon
was dismissed. In 1992, the Minnesota court referred to above reached a
gimilasr decision in intesrpreting Grasce's ineurance policies. In Jannary 1994,
the Minnesota conrt entered judgment against certain of Grace's carriefrs in the
amount of $14.2 million, but that judgment was reversed by the Minnesota Conrt
cf Appeals in January 1995. After the Minnesota Supreme Court
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denied review ot this decision, the parties ggreed to settlements 1n
1995 and early 1996.

Prior to 1993, Grace received payments totaling $97.7 million from
ingurence carriers, the msjority of which reprezented the aggregate remaining
cbligations owed to Grace by those carriers for primary-level insurence
coverage written for the period June 30, 1962 throngh June 30, 1987. 1In 1993
and 1994, Grace settled with insurance carriers for & total of $300.2 million
(portions of which were paid or will be paid in subsequent years) in
reinbursenent for snounts expended by Grace in connection with asbestos-related
litigation. In 1995, Gracc scttled with « primary-level insurcr for $100
nillion, and with other insurers for a total of $200.3 million, including
fnture payments of approximately $70 million  As a resnly of these
settilenents, insurance litigations were dismissed as to the primary-level
product liability insorance coverage previously sold by the relevant insurefs
to Grace; however, litigstiongs continae as to certain excess-level carriers.

In a 1995 3ettlement included in the amounts set forth above, Grace
settled with an affiliated group of excess-level carriers that hed sgreed to s
settlenent in 1993, had wade w series of paymenls under Lhai agreewenl and had
subsequently notified Grace that it would no longer honor the agteement.
Pursuant to the 1995 gettlement, the group of carriers paid Grace $44 million
in 1995, and agreed to make additionel pavments totasling S60.2 million in 1996
and 1997. Pursnant to a settlement with another group of carriers, Grace
teceived 526.8 million in 1995 and $9.7 million in early 1996. Grace will also
coutinue to receive payments under these agreements based on future cash
cutflows for asbestos-related litigation and claims; such pavments are
catimatcd to represcnt approximeicly $237.3 million of the asbecstos-rclated
teceiveble of $32L.2 million at December 31, 1995.

See Note 2 to the Consolidated Tinancial Statements and "Management's
Discussion and Analysis ot Results ot Operations and Financial Condition™ in
the Finencisl Supplement for additionel information.

Fumed Silica Plant Litigation. In 1993, Grace initiated legal actionm
in the Belgian courts ageinst the Flemish government to recover losses
tesulliug from the closing of Gruce's lumed silica pluni in Puurs, Belgiuu.
Grace is seeking damages in excess of four billion Belgian framcs
(spproximately $135.5 million at the December 29, 1995 exchange rate¢), plus
interest and lost profits. Thi3i claim was dismissed at the trial court level
and is now being appealed by Grace. The trial court also determined that Grace
shonld repay approximately 239 million Belgiun francs {(approximately $3.1
nillion at the December 29, 1995 exchange rate) plas
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interest to the Fleamish government for previously rece.ved investment
grants; this decisiom 1S also being appealed by Grace. AlsO-pending 1s an
srbitration involving the engineering company that was responsible for the
desigu and voustzuction of the fuwed silics plant. The outcome of this
proceeding may affect the action filed against the Flemish government.

Shareholder Litigation. Commencing in March 1995, five lawsuits were
brought against the Company and members of its Board of Directors (as well as
J. P. Boldnc, whe resigned as President and Chief Executive Officer and a
director of the Company in March 1995) in New York State Supreme Court, New
York County. These lawvsuits were consolidated in the case entitled Weiser, et
al. v. Grace, ct el. Thc consolidstcd umended complaint 1n this laswsait, which
purports to be a derivative acticn (i.e., am action brought on behalf of the
Company), alleges, smnng other thingr, that the individnal defendants breached
their fiduciary duties to the Company (a) by providing J. Peter Crace, Jr. (the
Chairman and a director ot the Company until his death in Aprii 1995) with
certain compengation arrangements npon his voluntary retirement as the
Company’'s Chief Executive Offices in 1992 and (b) by approving Mi. Bolduc's
severance arrangements, and that Messrs. Grace and Bolduc breached their
fiduciary dutie: by accepting such benefits and payments. The lawsuit seeks
unspecificd damages, Lthe cancellatiun of ell sllegedly impruper sgreewents, Lhe
cancellation of the non-employee director retirement plan. the return of all
remuneration paid to the present and former directors who are defendants while
they were in breach of their fiduciary duties to the Company, an
award of attorneys' and experts’ fees and costs and soch other relief as the
Conrt may deem appropriate.

In March 1996, two purported shareholder derivative class actions were
filcd 1n New York Statc Supreme Court, Nov York Counnty, against the Company and
Albert J. Costello, tbe Company s Chairman, President and Chief Executive
Officer, alleging that the defendanis hreached their fidnciary dntiex to the
Company's sharehclders by failing to investigate and consider fully a proposal
by Hercules, lncorporaied to acquire or merge with Grace i(lzes, etc. v. W. K.
Grace & Company, et al. and Polikoff, etc. v. W. R. Grace & Company, et al.).
The lawsuits seek injunctive relief ordering defendants to carry ont their
fidociary dutie3s by considering snd evaluating 3nch proposal, unspecified
nonetary damage:, costs and counsel fees and such other relief as the Court
deems pruper.

Securities and Exchange Commission Investigstion. The Compsny has been

notified that the Secarities and Exchange Commission has issued a formal order
of investigation with respect to the
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Company’'s prior disclosures regarding benetits and retirement

arrangements provided to J. Peter Grace, Jr., and certain matters relating to
J. Peter Grace IIX, s son of J. Peter Gruce, Jr. The Company is couvpersting
fully with the investigation.

NMC - OIG Investigation. On October 17, 1995, NAC received five
investigative subpoenas from the Office of the Inspector General of the United
Stetes Department of Heelth and Human Services ("OIG"). The subpoenas call for
the prodnction of extensive documents relating tc various aspects of NMC's
business. A letter accompanving the subpoenss 3tated that they had been 1ssued
in conjunction with an imvcstigation being conductcd by the OIG, the United
States Attorney for the District of Massachmsetts snd others, concerning
possihle violations of federal laws relating to health care payments and
reinbarsements. The five subpoenas cover the following areas: (a) NMC's
corporate mansgement, personmnel snd employees, organizsiional structure,
finencial information and intesnal comnmunications; (b) NMC's dialysis services
business, principally medical ditector contracts and compensation; (c) NMC's
treatment of credit balances resulting from overpayments received under the
Medicare ESRD progrum and its payment of supplemental medical insurance
preuiuns on bebalfl of indigent puticuls; (d) NMC's LifeChewm luborstury
bnsiness, including documents relating to testing procedures, marketing,
customers competition and certain overpayments totaling approximately $4.9
million that were received by LifeChem from the Medicare program with respect
to laboratory services rendered between 1939 and 1993 and (e) NMC's Homecare
Division and, in particuler, information concerning the intredialytic
parenteral nutrition ("IDPN") business, including billing practices related to
varioans service3, equipment and supplies and payments made to third parties a3
compcnsation for administcring IDPN thcrapy.

NMC ig canperating with the OTG investigation and haz made, and ix
expected 1o continne to make, extensive producticn of documents and information
in response to the subpoenas. lhe resulits ot the investigation and 1ts impact,
1f any, cannot be predicted at this time. In the event that a U.S. govermment
agency believes that any wrongdoing has occorred, civil and/or criminal
proceedings could be instituted. and if any soch proceedings were to be
institnted and the outcome were unfavorable, NMC could be subject to fipes,
peutliies und damages or could becuue eacluded [1om guvermweunl reimbursement
programs. Any 3uch result could have & material adverse effect cn NMC's
financial positicn or the results of operatione of NMC and Grace.

Under the terms of the proposed transaction with Fresenins AG described
obove under "Strategic Restructuring and Other Giowth
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Initistives,” any lisbility aerizing es ¢ result of the OIG imvestigation would
remain the responsibility of NMC.

NMC - OBRA 93 Litigation. The Omnibus Budget Reconciliation Act of 1993
("OBRA 93") alffecied the puyment of benelils under Medicare sud employer health
plans for certain eligible ESRD patients. Im July 1994, the Health Care
Financing Administration ("HCFA") issned an ingstruction to Medicare claims
processors to the effect thet Medicare benefits for the patients afiected by
OBRA 93 would be subject 1o a new L8-month "coordination of benefits"™ period.
This instruction had a positive impect on NMC's dialysis revenues because.
during the 18-month c¢oordination of bemefits period, the patient’'s employer
health plan was tesponsible for payment, which was generally at & rate higher
than that providcd under Mcdicarc.

Tn April 1995, HCFA issned a new instraction, reversing its original
instroction in a2 manner that would substantially diminish the positive effect
ot the in:tial tnstruction on NMC's dialysis business. Under the new
instraction, no 18-month coordination of benefits period would arise, and
Medicere would remsin the primary psyor. BCFA further proposed that its new
instroction be effective retroactive to August 1993, the effective date of OBRA
63. Consequently, NMC may be required to refund pasyments received from
cuployer healll pluns lor services provided after Augusl 1993 under BCFA's
criginal instrnction and 1o re-bill Medicare for the same services, which would
result in & cumulative reduction of net revenue: to NMC totaling spproximately
$120 million sas of December 31, 1995. Effective July 1, 1995, NMC ceased to
recognize the incremental revenue realized under the original instruction,
which has resulted in « material reduction in MMC'tc opersting esrpings in
comparison to prior periods in which NMC recognized sach incremental revenue.
However, NMC continued to bill the employer health plans as primary payors
through Dccember 31, 1995, at which time NMC commenocd billing Mcdicarc for the
patients affected by OBRA 93.

In May 1993, NNC filed snit in the United States District Court for the
District ot Columbia seeking & declaratory judgment with respect to HCFA' s
instroctions relating to OBRA 93 (Nstional Medical Care, Inc , et al. v.
Shalale). In June 1995, the court granted NMC's motion for & preliminary
injunction to preclude HCFA from retroectively enforcing its new instruction.
The litigation is continoing with respect to NMC's request to permaneatly
cujoin BCFA's uew instruccion, beih retrosclively und pruspeciively., While
there can be no sssurance that a2 permanent injuaction will be issued, NMC
believes that it will ultimately prevail in its cleim that the retroactive
1eversal by ECFA of its original instruction
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selating 1o OBRA 93 was inppermissible under spplicable law. If BCFA's revised
instruction is upheld, NMC's business, financial position and results of
cperations would be materially adversely attected, particularly it the revised
instruction is applied retroactively.

NMC - IDPN Proceedings. NMC administers IDPN therapy to chronic
dialysigs patients who suffer from severe gagstrointestinal malfunctions. Since
late 1993, Medicare claims processors have applied medical coverage
interpretations in a manner that has sharply reduced the number of IDPN claims
approved for payment as compared to prior periods. NMC believes that the
teduction in IDPN claims currently being paid by Medicare represents an
pnauthorized policy coverage change. Accordingly, NMC and other IDPN providers
arc parsuing various admimistrative and lcgel remcdics, including
administrative appeals, to address this reduction. In November 1995, NMC filed
a complaint. in the United State: District Coart for the Middle District of
Peansylvania (NMC Iomecare, Inc. v. Shalals) seeking a declaratory judgment and
injunctive reliet to prevent the implementation ot this policy coverage change.

NMC management believes that its IDPN claims sre consisteat with published
Medicare coverage guidelines and ultimstely will be approved for payment. Sach
claims represent substantial accounts receivable of NMC, smounting to $93
uillion as ol December 31, 1995, snd curreully increasing al the rate of
approximately $5 million per month. If NMC is anmable to collect its IDPN
receivable, or if IDPN coverage is reduced or eliminated, depending on the
amount of the receivable that i3 not collected and/or the nature of the
coverage change, NMC's bnsiness, fipancial position and results of operations
could be materially sdversely affected.

As prcviously reported, in May 1995 the Mcdicarc c¢laims proccssors
circulated & draft coverage policy which, if implemented in the form proposed,
wonld have limited or preclnded continned coverage of parenteral and enteral
nutrition ("PEN") therapies, including IDPN therapy. In March 1956, NMC
1eceived & copy ot a revised tinel version ot the new coverage policy, which 1s
expected 10 becone effective for services billed on and after July 1, 1996.
Vhile the new policy permits continved coverage cof IDPN and other PEN
therapies. and while the potential impact of the new policy is subject to
forther analysiz, NNC believes that the new policy would make it sunbstentially
more difficull tu qualify pulients for fuiure coverage by, among olher things,
fequiring certain patients to undergo onerons and/or invasive tests in order to
qualify for covesrage. NMC. together with other interested parties, plans to
seek to effect certain changes in the mew policy, snd NMC is congsidering
changes to its patient qualification procedures in
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crder to comply with the policy. However, if NMC is unable to achicve changes
in the new policy, 1t physicians and patients tail to accept the new
qualification procedures andior if patients fail to guoalify under such
procedures, Lhe pulicy could siguificantly reduce the number uf patieuts
eligible for Medicare coverage of IDPN and other PEN therapies. which would
have a material adverse eifect on NMC': financial position and results of
operations.

NMC  Import Alerts. In 1993, the United States Food and Diug
Administration ("FDA") issued import aleris with respect to {a) hemodislysis
bloodlines mannfactnred at NMC'3 facility in Reynosa, Mexico and (b)
hcmodielyzers manufacturcd in NMC's Dublin, Irclend facility. Products sabjcct
to FDA import alerts may not enter the United States antil the FDA spproves
the qnality assnrance syrrems of the facility at which snch prodncts are
mannfactured. In January 1994, NMC entered into a comsent decree providing
that the importation ot bloodlines and hemodialyzers could resume upon
certification by NMC that the relevant facility complies with FDA regalations
and successfnl completion of an FDA inspection tc verify such compliance. The
consent decree also required NMC to cestify, and be inspected for, compliance
with applicable FDA manufactaring requirements at sll of its United States
nanufucluring facililies.

NMC cubmitted 111 required certifications for its United Stetes and
non-United States facilities in accordance with the timetable specified in the
consent decree, and the bloodline import slert was lifted in March 1994. The
Dublin hemodialyzer import alert was lifted in December 1995. Nc fines or
penalties have been imposed on NMC as & result of the FDA's actions or in
connection with the comseat deccee.

NMC - Grand Jury Investigations. NMC has received multiple subpoenas from
s federal grand jury in the District nf New Jerzey invesrtigating, among other
things, (4) NMC's efforts to persuade the United Stetes TFood and Drug
Administration to litt a Japnuary 1991 import hold 1ssmed with respect to NMC's
Dublin, Ireland facility, (b) whether NMC sold defective products, (c) the
manner in which NMC handled customer complaints snd (d) the development of a
new dialyzer product lipe. Grace hss also received two subpoenas relating to
this investigation. NMC and Grace have made extensive document production in
1esponse w Lhese subpoevuas aud have fully couperated wiih the grand jury iu
tesponse 1o these snbpoenas. In February 1996, the United States Aitorney for
the District of New Jersey notified NMC that it is & target of the New Jersey
grand jury inve3tigation, insofar as it relates to possible violations of
federal criminal law in connection with efforts to sffect the Jannary 1991
import hold referred to above; the naterial element of the import hold was
lifted in 1992,
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In addition, in December 1994, a subsidiary of NMC received a subpoena
trom a tederal grand jury in the Eastesrm Dastrict o1 virginia investigating the
contractual relationships between subsidiaries of NMC that provide dialysis
services and third parties Lhal provide wedical directorship and related
services 1o those spbsidiaries. NMC has made document production in response
to this gubpoens.

The outcome of these investigations and their impact, if any., om NMC's
business, financiel condition and results of operations cannot be predicted at
this time.

Shercholder Actions rclating to NMC. 1In 1995, ninc purpertcd class
action lawsuits were brought against the Company and certain of its officers
and direcrors in varinng federal conrtr. These lawsnits are heing consnlidated
in the case entitled Morphy, et al. v. W. R. Grace & Co., et al., which is
pending in the United States District Court tor the Southera Lastrict ot New
York. The first amended class action complaint in this lawswit, which purports
to be a class action on behalf of all persons and entities who purchased the
Company’s publicly traded securities during the period from March 13, 1995
through October 17, 1995, generally alleges that the defendants concealed
infurmgtion, sud issued wislesding public stetemeuls wnd reporls, concernmiug
NMC’s financial position and business prospects, & proposed spin-off of NMC and
the matters that are the tubject of the invectifations deccribed above in "NMC
- OIG Investigation™ and “NMC - Grand Inry Investigstions,” inm violation of
federal securities laws. The lawsuit seeks unspecified demages, atiormeys’ and
experts’ fees and costs and such other relief a3 the Court deems propes.

In October 1995, s purported derivative lawgsuit was filed in the United
States District Court for the Southcra District of Floride, Northcra Division,
against the Company, certain of its directors and its former President and
Chief Fxecntive Officer, alleging that snch individnals hreached their
fiducisry duties by failing to properly supervise the activities of NMC in the
conduct ot its business (Bennett v. Boldnc, et al.). 1n December 1YYS, the
plaintiff in this sction filed a new action, based on similar allegstions, in
the United States District Court for the Southern District of New York (Beanett
v. Bolduc. et al.). The Florida action has been dismissed in favor of the
action filed in the Sonthern District of New York. A second action making
similey ullegations was filed in Ovilober 1995 in Nev York Siale Supreme Court,
New York County (Baver v. Bolduc, et al.). The Company has been advised that
thic sction will be dismissed or stayed in favor of the Bennett action, which
has been consolidated, for discovery purposes only, with the Murphy action
described above. The com-
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rlaint in the Benneit sction seeks unspecified demages, attormeys’ end
experts’ fees and costs and such other relicf as the Court deems proper.

In Februsry 1996, a porported class sction was filed in New York State
Supreme Courl, New York Counly, sgeinsti the Cuompsuy, ceriain of ils direciors
and a former director, alleging that the defendants breached their fiduciary
daties in compection with the Company's agresment to combine NMC with Frecenmins
AG's worldwide dialysis business, as described in Item 1 above under “Strategic
Restrocturing and Other Growth Initiatives™ {(Rosman v. W. R. Grace & Co., et
al.). The lawsunit seeks injunctive relief ordering defendants tc carry ont
their fiduciary duties and preventing or rescinding the transaction or any
1elsted transactions with Fresenins AG, unspecified monetary damsges, sn award
of attorncys’ and capcrts’ fccs and costs and sach other rclicf as the Coamrt
may deem just and proper.

See Note 7 to the Comsolidated Financial Statenents for additiomal
intormation concerning litigation involiving NMC.

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

This Item is inapplicable, ss po matters were submitied to a vote of the
Compauy's securily holders during tbe fourih quarter oi 1995.

EXECUTIVE COFFICERS

The Company’s current executive officers are listed below. Executive
cfficers are elected to serve until the following snnnal meeting of the
Company’s Board of Directors; the next such meeting is scheduled to be held on
May 10, 1996.

Name and Age Ottice First Elected
R. H. Beber (62) Executive Vice President 05/10/93
and General Counsgel 09/01/91
Robert J. Bettacchi (53) Vice President 02/01/90
Albert J. Costello (60) Chairman 05!/ 10/ 95
President and Chief 05/01/95

Executive Officer

Larry Ellberger (48) Senior Vice President 07! 06/ 95
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Constantine L. Hanpers (63) Executive Vice President 06/06/91

Peter D. Houchin (48) Senior Vice President and 08/03/95
Chief Finencial Officer

James R. Hyde (57) Senior Vice President 07!/ 06/ 95

J. Gaky Kaenzig, Jr. (51) Senior Vice President 10/ 05/ 95

Donald H. Kohoken (61) Excoutive Vicc Presideat  12/07/89

Fred Temperenr (53) Senior Vice President 02/ 06/ 92

lan Priestnell (51) Vice President 02/ 06/ 92

All the above executive officers have been actively engaged in Grace's
Lusiness for the pusi five years, other than Mr. Coustello. whu served us
chairman of the board and chief executive officer of American Cyanamid Company
from April 1993 to December 1994 and as president of American Cysnaaid Company
from 1991 through Msrch 1993; Mr. Ellberger, who was a corporate vice president
and ditector of corporate development and planning from October 1991 amtil
1995, end prior to that vice president, industrial end performance products
division, of Amesican Cysnamid Company; and Mr. Houchin, who was chief
executive officesr of Gulfstream Land & Development prior to joining Grace in
QOctobecr 1991.

PART TT

ITEM 5.  MARKET FOR REGLISIRANT'S OCOMMON BQULTY AND RELATED STOCKHOLDER
MATTERS .

Except as provided below, the information called for by this Item appears
in the Financisl Sopplement under the heading "Financial Summery”™ opposite the
caplion "Other Stulistics - Cuumen shareholders of record” (page F-28); under
the heading "Cuasterly Sunmary and Statistical Information - Unauodited”
oppoeite the captions "Dividend: declared per common szhare” snd "Market price
of common stock™ (pege F-26); and in Note 14 to the Consolidsted Financial
Statements (page F-22).

Each shate of the Company's Common Stock has an atteadant Common Stock
Parchase Right ("Right"). The Rights are not and will not become exercisable
unlcss and until ccrtein cvents ccour {(as described below). Until such cvents

occur, the Rights will automatically trade with the Common Stock and separate
certificares for
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PART I
LI1EM 1. BUSINESS.
INTRODUCTION

W. R. Grace & Co., through its sabsidiaries, is primarily engaged in the
packaging and specislty chemicals businesses on a worldwide basis. It has
classified its other businesses as discontinued operations, the most
significent of which afe i1ts bhealth case end cocca basinesses.

As used in this Report, the term "Company™ refers to W. R. Grace & Co., a
New York corporation, end the tctm "Grace” refers to the Company and/or omc or
more O0f its sub3idiaries. Grace's principal executive offices are located at
One Town Center Road, Bocas Rston, Florida 33486-1010, and its telephone number
is 407/362-2000. Al year-end 1995, Grace had approximately 21,200 fall-time
employees worldvide in 1ts continuing operations (spproximately 21,100 1in
discontinued operations).

Grace's Consolidated Financial Statements for the three years in the
period ended December 31, 1995 ("Consolidated Financiel Statements”), and
certyin ocher f(inaucisl informytioun iucluded in the Compuny’s 1995 Anuusl
Report to Shareholders., are set forth in the Financial Supplement to this
Report and incorporated by reference herein.

Information concerning the sales and revennes, pretax operating income and
identifiable as3ets of Grace's continuing operations by geogrephic ares for
1995, 1994 and 1993 is contained in Note 18 to the Consolidated Financial
Statements in the Financitl Supplement.

STRATEGIC RESTRUCTURING AND OTHER GROWIH INITIATIVES

Recent Strategic Initiatives. In mid-1995, Grace annonnced and began
implementing plans to enhance shareholder value by strengthening its balance
sheet and reducing costs. These objectives are being achieved through (a) the
pending dispositions of Grece's health cere business and vater ticatment and
process chemicals business (discussed below): (b) the anticipated use of the
proceeds from these transaction: to snbstantially reduce indebtedness, to
1epurchase up Lo 208 vl the Cumpeany's Coumon Stuck, aud Lo invesl in Grace's
core businesses; (c) & worldwide restructuring program to streamline processes
and thereby reduce expenges by $100 million annually (with further act:oms
being taken
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to improve mergins); and (d) the implementaticn of rigorous controls on working
capital and capitsl spending. 1hese plans are designed to make Grace
high-performance, high-value compeny focused on the strengths of its packaging
dud specialiy chemicals businesses.

Grace's core businesses are nov packeging, catslysts and other
silica-based products, construction products, and container and specialty
rolymer products. Each of these businesses is a2 market leader. cffers high
value a«dded products, employs leading technology and has global reach. In
these businesses, Grace provides highly differentiasted and saperior products
and services through investment: in research and development., facilities that
cnable Grece to takce advantage of capanding global merket opportunitics, end
technology platforms capable of providing multiple products to satisfy
cnstomers' specific needs. Mareover, Grace has focneed resesrch and
development spending on core businesses, fostered an exchange of techmnology
among 1ts product lines, and increased the level ot process developmenti
directed st streamlining operations.

In June 1995, the Company annonnced that its Board of Directors had
approved ¢« plan to spin off National Medical Csre, Inc., Grace': principal
heulth care subsidiery ("NMC"), a&s & resull, Grace classilied ils healih care
business s8 & discontinued operation in the second quarter of 1995. Following
NMC's receipt in October 1995 of five investigstive subpoenas from the Office
of the Inspector General of the United States Depariment of Health and Human
Services (see "Legal Proceeding3”™ below), the completion of the spin-off of
NMC, originally expected in the 1995 fourth quarter, was delayed.

In February 1996, Grace and Fresenius AG ("Fresenius”) entered into @
definitive agreccment to combinc NMC with Frcscnius’ wosrldwide dielysis busincss
("FWD") to create Fresenius Medical Care ({"FMC™). As a resmlt of the
comhination, FM: wonld acqnire NMT, which wonld remain responsihle for all
liabilities arising out of the investigations of NMC, discussed below.

However, Grace would retain certain health care sssets, primarily a
bioseparation sciences business and & health care services company (clessified
as discontinued operations), as well as other assets (including cash and
marketable securities).

The combinalion would folluw g borrowing of appruaimalely $2.3 billion by
NMC. a tax-free distribution of the proceeds by NMC to Grace. and a tax-free
digtribution by the Company, with respect to each share of ite Common Stock, of
cne shire of a newly formed corporation holding all of Grace's businesses
(principally it3 specislty chemicals businesses) other than NMC. As a result
cf the separstion of Grace’s specialty chemicals bnsinesses from NMC and

-
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the sabsequent combination of NMC and FWD, the helders of the Conpany’'s Common
Stock vouid own 10U§ 01 the specialty chemicals company and 44.3% ot FMC, and
Fresenius and other shsreholders would own 55.2¢ of FMC. The holders of the
Compauy’'s Common Stuck would alse owd prelerred stock, the vailue of which would
be linked to the performance of FMC. Completion of the verious transactions 1is
subject to customary conditions, including the approval of the zhareholders of
the Conmpany and Fresenius; United States, German and European regulatory
sctions; and obtaining financing on satisfactory terms. Commitments for
financing have been received (which commitments are subject to various
conditions and have not been entered into), and it is expected that the various
transactions will be completed by the third quarter of 1996.

In March 1996, Grace announced that 1t had entered into a definitive
agreement 1o ell its NDeathorn water trestment and proncess chemicals business
to Betz Laboratories, Inc. for $632 million. The traeasaction is expecied to
close 1n the second querter ot 1996.

1991 Strategy. Sale and Monetization of Noncore Businesses; Other Actionms.
The strategic initiatives described above reflect the further development of a
corporate strategy ennounced in 1991. The major components of the strategy
were Lo (a) [ucus on core businmesses Lo dcceleraie profitsble growll;, (b)
upgrade fimancial performance, principally by selling or monetizing nomcore
businesses, mansging deht levels congistent with profiteble growth
cpportunities, and reducing overhead; and (c) integrate corporate and operating
onit fonctions through global product line management.

Pursuant to this strategy, during the 1991-1993 period Grace disposed of
most oI its noncore businesses snd investments, including its oil and gas, coal
and cacrgy scrviccs basincsscs; its printing prodaucts busincss; its speccielty
textiles business; its book, video end software distribution businesses; 1its
remsining agricnltnral husinexser; and varions chemical hasinesrzes, inclnding
its organic chemicals and antomotive materials businesses. Gross procecds from
these and other divestments totaled $2.15 billion 1n the 1991-1995 period. In
1992, Grace slzo monetized a portion of its cocoa snd chocolate business by
selling a 21% limited parinership intesest in Grace Cocoa Associstes, L.P.,
which owns this business and other sssets. resulting in Grace's receipt of
spproximately $300 million in cesh. Grace is actively pursuing the disposition
ol its cucun business;, during the fourth quarier of 19953, Grace ievised Lhe
divestment plan for this business, focusing on the improvement of opessting
cagh flow through the sdoption of new strategie: and & new global
organizationsl stractare, while simulteneously pesitioning the business for
sale. As a result of
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these actions, Grace expects to complete the disposition of this business
during 1996.

As parl of its 1991 corpuraie strategy, Grace ylso reorgsuized the
management of its core businesses on the basis of global product lines. As a
result of thie reorganization, Grace is able to serve ite multinational
customers in ell global regions, as well &8 tailer its product offerings to
neel local preferences.

Strategic Acquisitions and Other Growth Initiatives. To focus on core
business growth, Grace has made strategic acquisitions directly related to its
corc busimesscs, totaling $190.4 million 1n the 1991-1995 pcriod, including
acquisitions intended to expand those busipesses ontside the Unmited States. In
1992, Grace acquired the North Anerican food service packaging hmsiness nf T
Pont Canada. In 1993, Grace acquired the Katalistics flnid cracking catalyst
additive busine3s previously owned by & joint venture between Union Carbide
Corporstion and AlliedSignal Inc. In 1993, Grace slso formed a 51%-owned joint
ventare with a large chemical and indastrial concern headguartered in
Yolgograd. Russia, to produce flexible packaging for sele throughout the
Commonwealth of Independent States: the joint venture begen production in the
third quarier of 1994.

In 1994, Grsce acquired the Schur Maltiflex group of Eunrcpean flexible
packaging businesses;, construction chemicals businesses; and a 3mall pollution
control equipment producer. In addition, during 1994 Grace formed a 51%-owned
joint veninre with sn Indian company to supply water treaument products and
services 1in Indis.

In 1995, Grecc formcd a 51%4-owncd joint ventnre in Malaysia to producc
1igid plastic packaging products for sale throughount Southeast Asia; a
68%-owned joint ventnre with a Chinere packaging conpany to mannfactnre hrink
films for sauwsage casings and to market Grace’'s packaging products and systems
a1n China; a 51%-cwned joint venture with a Rnssian company to prodnce containmer
and closure sealents for sale thronghout the Commonwealth of Independent
States; and ¢ 50%-owned joint ventunre with Eangelhard Corporation to manufscture
and market metal-based catalytic converters to the automotive indusiry. In
early 1996, Grace agreed to form a joint venture to produce and market
coaliugs, closures aud can-scaling compounds in India.

Although Grace intends to emphasize internal growth, it may also effect
acquisitions, joint ventures and strategic alliances that afford synergies or
cther benefits necessary to fuolfill strategic objectives of a core bmsimess
(such as & key technology or oppertunities for geographic expaniion) or that
provide a
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combination of & close fit with a core business with the potential for
exceptional retuins.

See Notes 3, 5, 7, 12, 13 and 19 (o he Cousoulidaled Finaucial Sisleweuls
snd "Mapagement’'s Discussion and Analysis of Results of Operstions and
Financial Condition” in the Financial Supplement for additional informationm.

DESCRIPTION OF BUSINESS

Grace’'s continning operstions consist principally of the development,
nanufacture and sale of packaging and specialty chemical products and systems.
Thesce products and systcms scrve highly specialized markets and represcnt an
important or critical component (but a relatively small portion cf the cost) of
the end prodoct: in which they are nced. Accardingly, competition teads 1o he
based primarily on technological capability, customer service, product quality
and, to s lesser exteant, price.

Grace’s products and systems are marketed primarily through direct sales
organizations. Through direct regular comtact with its customers, Grace gains
an in-depth knowledge of their businesses and anticipates and caters to their
ueedy. QGrace is ofieu involved in the desigu of custumers’ produclion
processes and theresfter serves as a supplier for such processes.

The following is & description of the products and services provided by
each of Grace's businesses.

Packeging. Grace’'s packaging business {"Grace Packaging™) provides
high-performance total packaging systems on & worldwide basis, competing
principally by pioviding superior gquality products end scrvices for specialized
customer needs. The principsl products and services provided by Grace
Packaging are (a) flexihle plastic packaging sy:tems (inclnding nmaterial,
cquipment and scrvices) for a« broud range of perishable foods such as iresh,
smoked and processed meat products, cheese, poultry, prepared tocds (including
soups and sauces for restanrant: and institations), baked goods snd produce;

(b) shrink films used in packaging a variety of nonfood consumer and industrial
products; (c) foam trays for supermarkets and poultry and other food
processors; and (d) rigid plastic conteiners for dairy and other food and
nonfood products. Grace Puckaging competes Lhrough Lhree product groups:
flexible packaging (marketed extensively under the Cryovac(R) registered
trademark), Formpac(IM} foam trays end Omicron(TM) rigid plastic containers.
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The Cryovac packaging products group developed and imtroduced flexible
plastic vacuum 3hrink packaging to the tood Processing industiry in the late
1940, comtribnting to expanded food distribution and marketing by providing
superior proteciion sgaiust decay-inducing bacleriv sud woislure loss. The
narket for Cryovac products has since expanded into the retail fcod market, and
Cryovac packaging technology ha: also been introduced in nonfood applicstions
for consumer merchandising of housewares, toY¥s and compact discs, &s well as
for electronic and medical products.

Cryovac flexible packaging products incluode shrink bags, shrink films,
laminated films and films for medical bags and equipment. Shrink bags are
multi-leaycrcd plastic bags thet mold themsclves to thc cxact shapc of the
product, forming a clear "second skin." Usimg sophisticated coextrusion
techanlogy, Crynvac shrink bags naximize harrier properties, aptics, ahnse
tesistance, shrinkability and secal stremgih. Cryovac shrink films are
malti-layered shrinkable plastic tiims nsed to package a variety ot tood and
nonfood consumer goods to protect against damage, preserve freshness and
enhance marketability. Cryovac laminates arc multi-layered, sonshrinkable and
normally high-barrier flexible materials used for packaging perishable foods,
shelf-stable products (nonrefrigeraied foods, such as syrmps. toppings and
lome v paste) aud various nonfoud producls.

Grace's flexible packeging products differentiate themgelves from
competitive products by offering a combinstion of the Iollowing core
competencies: (a) proprietary film processing technology, (b) resin technology.
pernitting the prodnction of materials suited to specifiic customer needs; (¢)
packaging and focd science expertise, providing better understsnding of the
interaction between packaging materials and packaged products; (d) complete
systcms support capability, providing e singlc scurcc for customer nccds; (¢) a
talented employee base that strives to anticipate, meet and exceed customer
expectations; and (f) an effective sales and diztribntion network.

lodavy, Grace Packaging 1s recognized as a vorldwide leader in tlexible
packaging technology. OGrace's technological leadership haz spursed Grace
Packaging's growth in several masrkels: in the rapidly expanding packaged
fresh-cut produce market, Grice produces films that permit oxygen to pass
through at various rates, thereby matching the varying respiration sates of
different vegelables and permiliing longer shell life, iu the fresh weal
market, Grace's case-ready program reduces smpermarkets’ in-store production
costs by s2llowing meat processors to centrally package meat prodncts suitable
for display;, in the bome-in pork market, Grace's TBG(IM) packaging products
have revolutionized the distribution of large sabprimal cuts of pork by adding
o film patch to certein sections

_6-

-



9

cf a bigh-abuse barrics bag to prevent bome punctures; and in the processed
meats and poultry markets. Cryovac cook-1n bags and laminates withstaad high
cooking temperatures, redncing the potential for contaminstion and retaining
product shepe, clerily aud weight,

Formpac manufactuses and sells polysiyrene foam prepackaging trays used by
supermarkets and grocesry stores to protect and display fresh meat, poaltry and
produce, as well as foam food service items such as hinged-lid containers used
in institutional environments, by carry out restanrants and by supermarkets for
sale to retail cnstomesrs. Formpac nannfactures foam trays in a two-stage
process consisting of the extruniion and thermoforming of polvstyrene foam
shects. Although thc majority of Formpac's customcrs arc located in the
eastern tvo-thirds of the United States, Formpac's proprietrary technology has
al:o heen snccezsfally nsed in certain packaging applications ontside of rhe
United States. Competition is based on service, price and prodact quality.

Grace Packaging’ s Omicron business group produces rigid plastic packaging
applications (primarily tabs for deiry products such as margarine and yogurt)
in Aostralia. Omicron products use proprietary thesrmoforming technology,
involving the controlled thinning and sheping of hot plattic sheets to increase
streuglh and rigidity while minimizing weighi. Gruce 1s expanding the Ouicron
business into Sontheast Asia through a 51%-owned joint venture formed in 1995
to produce rigid plastic packaging products in Melaysia.

Grace Packaging's sales and revenues were $1.7 billion in 1995. $1.4
billion in 1994 and $1.3 billion in 1993. Approximstely 51% of Grace
Packaging's 1995 sales and revenues were generated in North America, 30% in
Enrope, 11% in Asia Pacific and the remainder in Latin America. At year-end
1995, Graocc Packeging cmploycd approximatcly 9,900 pcoplce in 28 produciion
facilities (9 in Nosth America, 8 in Enrope, 6 in Asia Pacific and 5 in Latin
America) and 79 salex nffices, erving approximately 24,000 cnstomers.

Resims are the principal raw materials used by Grace Packaging. Although
prices for ethylene-based resini can be volatile, there is currently an
adegquate worldwide supply of resins at generally stable prices. Fuarther, Grace
Packaging has typically been able to imcrease the sales prices of its products
in response to incresses in the prices of resin: and other raw materials. In

wost cases, muliiple sources of 1esius and viber rav malerials exist, with sl

least one source located in most global regions.




