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PART I

Iten 1. Business.
INTRODUCT JON

%. R. Grece 4 Co., through ils subsidiaries, is primarily esgaged in the
tpeciralty cheaicsl business on a worldwide basis anc 1n specislized health care
sctivitias. 1n its chemicsl operstions, Orece develops, Manufsctures and
narkats specialty chemicels snd materials snd relstad systems. 1In Malth care,
Groce is primarily engaged in supplying kidmey dialysis and homs antusion and
respiratory therspy services ond preducts.

At Used in this Report, the tern "Compasy’ refers to W. R. Grace R Co., »
Ne+ York corporstion, snd the term °0Orace” refers ta the Company asd/or ohe or
more of its subsidiaries. Grece's principal eiecutive sTfices are located at
One Town Center Road, Boca Raton, Florida 3348¢-1010, aad 1ts telephons numder
18 407/382 2000. At yssr-end 1893, Orace had spproximEtely 34,000 Tull-time
employess worldeide in its conlinvisg cperations (spproxisataiy 7,000 in
dszscontinved opsrations).

Orece‘s Conselidated financial Statenents Tor the three ysars as the period
ended Decembsr 31, 1983 (“Consolidemiud Financial Statements’} and certain other
finencial information included in the Company s 1993 A 1 Report to
Sharehalders are 3ot forth in the Financiel Supplament to taas Heport and
ancorperatsd by refersnce hersin.

STRATEGIC RESTRUCTURING

In 1991, Grece anncunced a new corporats strategy with the principal
objective of enhancing shereholder value. The major conpohents Of the strategy
are (8) focusing on core businesses te sccelerate growth; (D) upgradisg
finsncial pertormance, principally by aselling or moRItizing non-corée businesses,
lowerang tha ratic ef debt to tolsl capital anc reducang overnead; end (¢)
intagrating corporate end operating unit functioas tArough glabal groduct line
|aanagement .

The cors businesses referred to sbove are packaging, hegith care, catalysts
and other silice-besed products, cormstruction products, witer trestrant and
process chemicals, and container products. As part of its new corpcrate
strategy, Grace hes reorpaniiad Lhe management OF thess cOre businessss on the
basss of global product linws. 6Gruce has also organized task forces that ars
developang end implementing ‘besi practices’ relating to finsncial plansing,
iaformstios systens, tuman resources, logistics End otner sanagement functions;
has iaplemented a process to better
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allocate capital among it$ Dusinesses; and has retired or refieasced most of its
hagher-cost oebi.

DIVESVMENTS AND OTHER DISPOSITIONS. Pursusnt to its new strategy, Grace
has divestec or monetiiesc 3 number of non-cord businesses and has announced
plans to divest otimra. In 1991, Grace $010 1tS Speclalty textiles bissiness;
Ats sutonolive chemicals snd sound desdening components businesses; investments
in two pharmaceytical businesses; its Irinidadian fertilizer operations; its
animal fesd bDusinesses; 1ts polyurethane foamn Seslant manutacturing business;
and 1ty Jupansse RACTOWave Products business. In 1992, Grace sold its book,
viceo and SOTtware ofstribetion businesses end its organic chesicsls business
ano related assets. In Owcemder 1992, Grace slso campleted a transaction to
monetize @ portion of 1ts cocod and chocolate business by selling 2 21N limated
partnargnip intersst sn Grece Cocos Associstes, L.P. (°Grace Cocoa’), which owns
this DUSINess and Other assets, resulting in Grace’s receipt of approximately
$300 millson in cash.

Dering the 7irst half of 1883, Grace $0ld substantially all of its oil and
oas end energy Services DUsSinesses tor net cash proceeds of $386 million, and it
iv in the process Of 1liquidating the remaining siscellaneduc pssets and
lasbilities of those businesses. Grace also seld s nunber of other non-core
businesses anu cOrporste Javestaents in 1993, including a SO\ interest in s
Japaness chenical business (Tor sgproximately $31.4 million), & tood hygiene
services Lusiness (for approxisately $11.2 million) and minority investments in
Qrace-3ierra Horticultural Products Gompany and Csnonis Eavironmental Services
Corp. {for procasds totaling $41.3 mallion). In Janwary 1994, Orace received
$42.8 @illivn in exchange TOr the securities of The Restavrant Enterprises
Group, Isc. held by Qrace.

In the fourth quarter of 1992, Grace classified Colowyo Coal Company, 8
coal sining subsidiary, as a discontisued operstion. 1In the second quarter of
1993, atter svaluating the expected contribution of its remaining nos-core
DUSINESSES to 1ts tuture parformanca sné growth, Grace reclassified ss
discontinued ODETaT1ONS 1tS COCOR 8nG Dattery separators businesses; certain
engineerec materials businesses (principelly priating products, slectremagnetic
ragiation control aed material technology businesses}; end substantially all of
1ts other aon-corg businesses. Grace 1s actively pursuing the sale of these
businesses.

SIKATEGIC ACQUISITIONS. As part of its strategy tO focus on core business
growth, Grace has made, anc¢ expscts to continue to make, strategic acquisitions
directly related to its core businssses. In 1992, Grace acquired the North
ARETican 1000 Service packaging business of Dy Pont Canada for apprcximately 320
aillion. in 1993, Grace acguared {a) the watar treatment and related operations
ot Aquatec Quamica S.A. of Brazil, which Mas significant operations throughout
South America, as well as operations in Portugal and the
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United States: and (b) tha Katalictics fluid cracking catalyst esditive business
previcusly ownad by s joint venturs batwsen Unien Cardidc Corporstion asd
Allind-Signal inc.

In the 1001-92 parind, Grace scquired the Renacare unit of Llcyds Chemists
plc, the lesding United Kingdem producer of dialysis ooncentrate and 3
dastributer of associated products, 83 well ss additiomal dialysis centers
located primarily in the United States, for approximstely $54 millien im the
sgeregate. In 1903, Grace scquired Monme Intsnsive Care, Inc., a mationsl
provider of alternate site infusion therspy and dialysis health cere services,
for spoproximstely $129 aillion 1n cash (inclusive of axpenses); Yirginas-based
Anerican Homacers Equipment, Inc., B provider of homs infusion snd respiratory
therapy services, for spproxisately 116,000 shares of the Company's comnoe stock
and other contideration; and Riggers NMedizintechnik GabH, & Cermsn manuiscturer
and distributer of dielysic products., Additionally, éuring 1993, Qrace acquirey
regionsl providers of hose infusion therspy sorvices end home support nursing
servicas, as well as 26 sdditional dimlysis oenters lecatsd primarily ir the
United States, for a tetal of approximstely $02 millisn., In March 1994, Orace
anaounced that it had agread to scquire Home Nutritioeal Bervices, Inc., »
natisnal provider of home infusion therapy services, for approximatsly §120
mallion §n cash (inclusive of expensas and debt to D¢ assumed); completion of
the tramsartion is snticipated during the second querter of 1994, Orace is
considering sadditional acquisitions in the health care industry, with » vier 10
continuad development of it internationsl health csre business.

Sea Notas 3, 6, O asd 11 te the Consolidated Financisl Statemenls st
‘Mansgemant ‘s Discussion and Anslysis of Fimenoial Condition and Results of
Operations® in the Financial Supplement for sdditions] informstion.

INDUSTRY SEGMEMTS

Inferastios concarning the etles and reveaues, pretax operating profit and
identifisble assets of Orsce’s continuing cperstions by isdustry segment and
oecorsphic ares fer 1993, 1902 and 1001 is costained in Note 17 to @race's
Consolidated Finsncial Statements in the Financial Supplement.

SPECIALTY CHENICALS

Grace's specialty chenicsl operstions consist of the development,
nprufacturs snd sala of products snd systems in five core market growps (swe
*Strategic Restructuring” above). Thase products and systeas typically serve
highly specialized markets sed represent am important conporsnt (but a
relatively small poertion of the cost) of the end products is which they ere
used. Accordingly, competition is geserally besed primarily on technological
capability, custoser sarvice and product guulity. Ormoe’s specislty
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chealicol products and systema are marketad primarily through direct sales
organazetions.

The fellowing is & desCription of the products ang services Proviges oy
each of Grace's core specialty chewical businesses.

PACHACING. Crgce's pachaging business (“Orsce Packaging‘) provides
high-performance total pschagiag systems on a worldwids Dasis, cOBPIIADY
peincipally by providing superior qualily products asd ssrvices TOr specialized
customer needs. The principsl products sec services provided by Grace Packaping
are (o) flexible pachaging systems (including meierial, squipment and services)
for & braad range of perashable foods such as fresh meat, prepared f00US, baked
goods, poultry, produce, theess, and mmoked and processed meat products; (D)
shrink falns for packaging B variety of consmer and industrial provucts; (c)
foan trays for supermsrksts snd poultry asd other Tood prucessors; and (d) rigid
plastac contaaners for dairy and other food and aon-food products.

Grece Packaging competes through three product groups: tlexible packaging
{(asrketed extansively uader the Cryovec-RA- rspistered tradensrk), Toan trays,
and rigid plastic containers.

Cryovac-R- flexible packaging products include shrink bags, SAFiRK Tllms,
lsminsted films, mwdica]l filmy, and squipnent. TRe Cryovac packaging products
group developed arnd introduced flexible plestic vacuwn shrink packagang in tne
late 18405, contribuling to sxpasded OO0 OLISTrADUTIGN &Nd Barket1n) by
providang tettesr protection spainst decay-1aducing Dacteris sno moisture loss.
The market for Cryovac products bus subsequently Snifted from 1aQustiriil teod
applications teward the retsil food market, and Cryovac packsging tSChnology nes
slse besn intreduced jin non-foud applicutions such as Tleéxible packagaing far
display itens and electronic and medicsl products.

The flexible packaging products group emphasizes Tive cors competencies to
differentiate itielf frem competiters: (1) propristery f11lm processing
technology; (2) resin technology, permitting the production of msterisls swited
to spacific customer nesds; (3) packaging and food science expertise, providing
betier understanding of the interacilion betsesn pachaging materials snd packagsa
products; (4) complets systems 3upport capability, te provios a $ingle source ot
supply for customer needs; and (5) sirstegically located productien, wereteusing
200 distributien netsorks.

Foan trays are produced by ths FOrmpac business group of Grace Peckaging,
primarily for sale to superparkets and poultry and Other Tood Processors ia ihe
eastern Unitec States. Formpac's peopristary technology has mlso been
successfully utilized in certwin packsging applications outsice thAe United
States, and Formpac is exploring opportunities to expand 1tS DUSIAGSS Gutside
horth Americs.
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Grace Packaging's Owicron buginess group produces rigid plastic packagang
Spplicatices, priaarily 70r dairy procucts in Australia. These products
utilize proprietsry thermoforaing technology, involving the controlled tainning
and shaping of hot plastic Eheets to increase stresgth mnd rigidity while
RINIMIZANG WeLgNt .

Grace Packaging's $8183 asd revenues were $1.) dillion in 1903 and 51,2
billion in sach of 1991 anc 1992, Approximately BO\ of Grace Packaging's 1993
sales and revenues ware generated in Norta America, 300 in Europe, 106 ia Asja
Pacific, and the remainder in iatin America. At year-end 1993, Grace Packaging
enployed approximately 0,000 people in 23 production facilities (P in Rorth
America, 6 in Europe, 5 in Latin Americs and 3 in Asia Pacific) and 7? sales
offices, serviag nors than 18,000 custonars.

A majority of the ras materials used by Grace Packaging are resins that are
generslly avsilsble at stable prices. Je moit cases, multiple sources of rew
materials oxist, with at least one source being locatsd in each ragionslt market.
The primary external influence affacting the packaging business is the gensral
economy; seasonality is not significant to Grace Packaping‘’s business.

CATALYST AND OTHER SILICA BASED PRODUCTS. This core business {°Grace
Davizon®) 1s composed of three principal product groups: fluid crecking
cetalysts, polyolefin catalysts, and silics and 1eelite adsorbents. These
products involve silica, alumisa and 2eolite technology and tha design aad
manufacture of products to meet custoner spscifications; they are scld te major
oil refiners, plastics and cheaical manufecturers, and Consumer procucts
companies.

Fluid cracking cetalysts sre used by refiners to upgrade oil tc more
valusble transportation fusls such as gasoline and jet and diesel fuel. 0il
refining i1s a highly specialized discipline, demanding that products be tailored
to mest Jocal variations in rew msterisls and operational nesds. Ccapstition is
based on technology, product performssnce, customer service end price.

Polyolefin catalysts and cetalyst supports ars essentis) comporents used in
manufacturing nearly half of all high dansity and linesr low density produced
polysthylene resins, which are used in products such as packaging film and
plastac pipe. The catalyst business is technology-intensive and focused on
provading products specifically formulated to weet end-vser applicatioss.
vanufacturers generally compete on » worldwide basis, and competiticn bas
intensified recently due to excess capacity in the catelyst isdustry, with
resultant price sansitavity.

Silics end zeclite sdsorbsnts are wsad in plastics, deatifrices, paints,
insulated glass and other products, and in the refining of edible ocils. Silicas
are used is coatings as flatting agents, in plastics to inprove hanclisg, in
toothpastes as thackeners snd

t: DOCUMENT 1
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cleansrs, in 100¢ tO Carry flavors and prevent caking, and jin the purification
of edible oils.

Ornce Davison's sales and revenuds were $572 sillion in 1993, $516 million
an 1992, and $470 million 1in 1991; Epproximstely 598 of Grace Davison's 1993
s3les and revenuss wmare gensrated in North Amarica, 3% in Europe, 8% in Asia
Pacific anc 1% 1n Latin Americs. At ysar-end 1993, Grace Davison smployed
approxisately 2,600 persons worldwide an nine facilities {six im tme United
States and one 83ch 1n Cansda, Germany and Brazil).

BOst ras Agterisls used in the manufacture of Grace Devison products are
aveilable trom multaple sources 8nd, in same instances. are produced or supplied
by Grace. Bacause of the diverse applications of products utilizing Grace
Davison technology snc the geographic areas in which such products are used,
S83S0MLILY CO0s Mot have 8 significant effelt on Grace Davison's businesses

CONSTRUCTION PRMXCIS. drace Construction Products (°GCP") is a leading
supplier of Apecislty msterials and systems to the world-wide construction
amjustry, OOP products and systams strengthen concrete, control corrosion,
prevent water caaspe and protect structural steel against collspse due 0 fire.
These products IACIu0e concrete aduixteres, cement processing sdditives, ang
fireproefing and waterprooring asterjals. In Nerth America, GCP also
manufectures and distrioutes reinforced fidberglass building conponents, masonry
block additives and proaucts, and vermiculite products used in construction and
other industrial applications. OCP ‘s products are s0ld to & broad customer base,
including cememt mansfacturers, resdy Aixed and precast coacrete producers,
specaalty subcontractors and applicators, aasonry block sanufacturers, butlding
nateramls distributors and other industrial aanufacturers.

GCP 13 a principal supplier of the products it manutfacteres, competing
with several Large global suppliers snd smaller regional competitors.
Competition 15 DasSeO largaly on pricing, product parforsance, proprietary
techaulogy and tecnnical support and service.

GCP’'s 1993 sales and revenwes totaled $333 million (70% in North Anerica,
178 1n Curope, 1N in Asia Pecific and less than & in Latin Anerica). Sales
ond revenues Tor 1992 and 1991 were $333 million and $345 million, respectively.
AL yesr-end 1983, GCr smployed spproxisstely 2,000 peraons at spproxisately S@
prouvuction facilities (33 in Nortk America, 9 in Southeast Asis, 7 in Australia,
S in Eurvps, 4 Ih LAtIn Americs and ¥ in Japan) and 73 ssles offices worldwide.

Supplies 8RO raw materisls used for msnufacturing GCP products are
primarily comodities odbtainsd frem nultiple sources, iscluding comsodity
chemical producers, petroleun companies, other constrfuction industry suppliers
and paper oanufacturers. In most isstanc-
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£S, thars sre at laast t=o alternative seppliers for the row materials stilized
by GCP. The construction business is seasonal, based on weather conditions,

and cyclical, in rasposse to ecencmic conditions and construction Oemand. 10
increase profitanility and minimize the impact of ¢yclical downlurns in regional
economies, GCP strives to introduce new and improved products, Nas imglemented 3
lowar cost structure is North Anerics and Europe and 13 ewphasliling expdnsion in
Europesn ans Southesct Asian markete.

WATER TREATMENT. Grsce's water treatnset and precess cheaicals business
{“Grace Dearborn®) consists of the weter treatment and paper 1NQUSCLTy BeFrvices
business linat, which market the following products and services: (8) cheaicsl
treatments and systeas to prevent cerrosion, scale and microbiological growth in
1ndustrisl process waters, heating snd coollag mpplicationy, and isdustrisl
wastewiter applications fof clarification, siudge de-vatering, odor control asd
water racycling; (h) paper industry process ehemicals, support aquipsent and
related specislist and consulting servioes; (c} hydrocarbon prucesiing
chenicals, related support equipnant end services to protleclt and optimize
processing syiten parforaasce; (d) chemicsl trestmsnts, supporl squipmsent and
services for sugar processing, including processing sugar into alcohel as a
gasoline substitute; (o) chemical treatments to protect 1adustrial canned trood
cooking ant sterilizing equipment; and (f) peint detsckification products ang
sprvices to remnve paint sludge froa water wash paint spray systens.

Grace Desrborn sales snd revenuss for 1993 totaled 3330 million (428 in
North Averica, 408 in Europa, 16\ in Latin America and 24 30 AS1e facitic).
Sales SNd revarmias for 1902 end 1091 were $302 million and $202 millios,
respectively. At year-snd 1803, Grece Desrborn employsd approximately 2,800
persons 3t 21 plants (7 in Latin Americs, 8 in North America snd 4 1in sach of
Europe snd Asia Pacific) snd 107 sales effices.

Aow materials vsed in the Grece Desrborn buiinets 1ines are reedily
available fren multiple sources, generally st stadble prices. Tse paper ndustry
services business i sffectec by the cyclicality of the global paper market.

The water treatasnt services business respoads to (bet is ROt adversely affected
by) sessonal fluctustioas, concestrating en bojler trestsent in wintar and
€o0ling System treatment in suswmer. The effects of seasunality sre further
diminished by the geographic diversity of the markets in which Grace Dearborn
competas.

CONTAINFR PRODUCTS. Q-ace's container Dwsismss ("Grace Contsinere®)
congists of three product linss: container seslesits, closures and coatings.
Toe prancipa} products marketed by these producl lines 1aciude sealing campownds
And related spplication equipment for food and besverage cans snd other rigid
containers; gasketing materials to ths wsta) crown, alueinue roll-os and plastic
closurs sagmentis of the glass/closure packaging msThets; S0he-
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tiva lacquers snd sssociated protective andt Uscorative coatings Tor plastic and
metal closures; protective and decorativs coatings ang lacquers ?or rigid food
and beversage containers; and lubricants used Primarily ia twd-plece can
nanufacturang.

Crace Container sales and revanves (8xcluding those of Grace Specialty
Polymers, discussed below) were 3238 million, $253 sillion and $248 million in
1003, 1902 and 1991, respeclively. ]ts products sre marketed internstionally,
wath 378 of sajes and revenues in Europe, 27% in NOrth America, 258 1in ASae
Pacific 889 118 jn Latin America. At year-end 1993, Grace Contarner employed
spprozamately 1,830 persons at 25 planis and 39 sales Offices worlowide.
Compatition is bssed On providing high-qeality customer service, as well as on
price and product quslity snd relisbility. Rew materials are gonerally
availsble fron myltiple scurcea st stable prices. Although deaand tTor coatainer
packaging and soslant products tends to increwse during the warmsest months of
the yesr, the impact of such seasonality on Gruce Centainer 18 offsat alsost
entirely by the geographic civersity of Lhe markets in which it competes.

Recently antegreted with Orace Container is Grace Specialty Polymsrs, which
develops formulatad enpinesred polywers TOr peinted circuit board snd Component
ateembly in the slactronica, elecirical, sutomotive and aetense industries.
These include surface mount and conductive adnesives, capacitor costings, lignt
emi1tting diede ancepsulénis and conformal coatings. The integration aof these
product lines reflects the reliance of Doth businasses on polymer tschnology as
an integral feature of the products they wmenutacturs.

HEALTH CANt

Grace's heslth care business (‘Grace Maslth Care') is primarily engagad im
supplying kidaey dimlysis snd home infusion and respiratory tharapy services,
and 10 the manufecturs sad sule Of products weed to provide dialysis and other
&ec2cal services.

Qraca heslth Care pruvides kidamey dialysis and related services for
outpstients witd chromic r'engl Tajlure. At Vecesber 31, 1003, Grace Health Care
oparated K01 ceatsrs providing dialysis and raletag sarvices (471 in the United
States and Puertio Rico, 23 in Portugal, 4 1n Spain, 2 in the Crech Republic and
1 in Argontina}; thasa Centers, aubstantially all of which ers leased, average
ap- preximately 5,600 square fesl in size. Grace Heaith Care also provides
inpatient scute dislysis Services under CONtracts with nospitels is the United
States (385 at December 31, 1933) and furnishes diilysis equipment asd supplies
1o patiests who elact home trwatment. At Decenber 31, 1083, Grace Meslth Csrs
was tresting sppreximately 37,000 patients in the U.S. snd 3,000 pataents 1ia
other
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countries. favenuss from kidney dislysas services were $1,012 million in 1043,
$860 million 1n 1992 anc $720 milljon in 1981.

Additionally, Grace Health Care manufectures disposable bland)ines,
dialysis solutions and sriaficisl kidneys (dialyzers), for use in 1ts dislysis
centesrs and for sale 10 unattiliated dialysis facilities and home patients;
distrjbutes OL8lysis SUPDIL1RS AND equipment and other medical produets and
supplies aanufactured by others; and provides lsborstory services {including
hepatitis Testing) to dialysis patients, Mare than two-thirds of the sales of
dislysis and other medical products supplies and equipamnt reflect sales to
patients not directly treated, or facilities not eperatad, by Grace Health Care.

Grace Heatth Care also provides infusion and respiratory therapy services
sn¢ other mecdical equipment and supplies to patients for home wse throuph »
sgtwork Of 97 locations (68 leased end 1t owned). Infusion therapy includes
intravenous Gelivery of an expanding range of medications and sutritional
preparations, such as chemotherapy, total parentsral sutritiom, antibiotic
therspy and Orups tor pain managesent. Respirstory therapy includes delivery of
oxygen ano Serosdlized drugs and the use of ventilators. In mddition, Grace
Nealth Care provides home nursing support servicas through nine branch
locations .

Grace Health Care’'s business is dependest on ths continuatien of Madicars
end ether INIrd-party insurance ceversge tor dialysis aad hose care services and
progucts. At such tine as Medicare becomes a patient's primary payo- for
dualysis [gEnerslly, 3 months fOllowing comnencement of treatment ar, in the
case of patients coversd by smployer-sponsored hMalth issurance, 21 sonths af ter
cumrncesent of treatment) and/or homecure products and services, Nedicasre
currently reimourise supplisrs of such services snd products for spproximately
80% of established feas orf ressonable charges; the reasining 200 1 peaid by the
patient ang/or his Ron-Medicare insurance carrier.

Because 1n most cases the prices of dislysis sarvices and products in the
U.S. are airectly or indirectly reagulated by Medicare, Competiticn e the
angustry 15 Daseo primarily on quality and sccessibility of service. In
addition, some states linil comgetition under laws that restrict the aumber of
usalysis facilities within » geographic area based on need, as datermisad by
state agenciss. Competitlion in the hems cere business is also hased os quality
of service 83 well 33 prica, snd, where siate laws do not inpose limits on
conpetition, there sre N0 sigaificant barrisrs te entaring this husiness. Cost
sfficiency, therefors, is ailso 8 key element of competition in this market.
Bssed upon Orace s knowladge ssd understanding 01 the hasith care ircustery in
general end of other providers of kidney dialysis and infusios therspy, as well
a3 1ntornation cbtained from publicly available sources, Grsce Health Cars
Dalleves that it iz among the most cost-efficient of
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the companies in 45 11014 and tha: it 45 the leading United States supplier of
dialysis services and products and a 1eading United States provide- of infysion
therapy.

Except as notad in the following parsgraph. Gracs Heslth Care helieves
there sra sdequste sources of supply for the rgv asterisls and praducts uvtilized
1 its health care serviCes and madicsl products pusinesses. Al yaar-emd 1993,
Grace Health Care saployed a tetal of acproximataly 13 600 persons full.tiae ot
1ts facilities worldwide. 6Grace Health Core's businesses Qenarally ara not
seasossl or cyclical in nature. It is unclesr at this tise whather and o whst
extant any of the curreatly proposed reforms 10 U.S. health care lae will effect
Grace Health Care's operations.

Nataons] Nedical Care, lnc. ('NMNC') is Grace's principal health care
subsidiary. In 1993, the United Stetes Food snd Drug Asministration [“FOA®)
issued umport alerts with respect to {a) heaodialysis bleodlines asaufazturesd st
NMC‘s plent Jocated in Raynoss, Nexico and (b) hesodialyzers manuiactursd in
NIC's Dublin, Irelans fecility. Products subject to FOA import alerts may not
enter the United States until the FDA aporoves the qumlity assursace systeas of
the facility at which such products are manufactursd. In Janusry 1904, MIC
entered anto & consent decres providing for the resusption of isportation of
bloodlames and hemodislviers following certification by MNC that the relevant
facility complies with FDA regulstions snd succassful coepletion of an FDA
irspaction to verify such cempliance. In snccardasce with the tonsent decres,
NMC certafied compliance to the FDA with respact to the Reyncsa, Mevico faecility
10 January 1994 and tha FDA lifted the bloodline import alert im Harch 1904,
following a thorough rainspection by tie FOA snd a commitment by M to fimish
certsin studias by May 1894 aad. in the interim, to perfors additions)l product
testing. Certification of compliance at tha Dublin, Irelsnd fecility is
anticipated in the second gquarter of 1094. The consent dacree alsc requires NNC
to cartify and maintain complimncs with applicable FOA device asnufgcturing laws
engd reguletions st all of its United States sanufacturing tacilities. NWC hes
conducted a full review of such facilities and upgraded its suality sssuranre
Systems as seacesssry, and )l certifications recuired with respect to ssch
tacilities have been filed. Mo fines or penalties were imposied on MNC s »
result of any of the FDA'S sctiens relsting to the import alerts or in
connection with the coasent decres. Nedither the import alerts nor previnssly
reported recalls of certain MNC products have hsd, nor sre thay expected to
have, & materisl sffect on Grace’s results of operations or fissncisl position.

HEALTH CARE INVESTMEN]. Grace has & 47% comnos equity interest in s
conpany that serves hospitals aad other heslth care isstitutioss by recruiting
nurses and sther trained health care personnsl snc placing them on teaporary
assignaents throughout the United States. Grare also owns preferred stock of
the coapany ead op-
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tiont‘. exercisable conmencing in 1084, to acquire the bylance of such
conpany 's Comnon equity.

See 'Stratep:c Rastructuring® ghovs for 10fnrnation concarning 1993 and
early 1994 transactions snvolving Grace’s health cars hnisiness

OTHFR OPFRATIONS

THERMAL AND FNISSTON CONTROI SYSTFMS. In 1993, Grace compined itt web
processing equipment business and its air emiasion control catalysts and syttems
businass to forw o naw product line 4 thermsl and smisgien control systems,
named "Gracs TEC Systass®. The principal products currently msrketed by thas
product line are (8) air flatatinn oryers snd auxiliary web procestieg sgvipment
for the printing, casting and canverting industriss, and (b) air amission
control catalysts and systems to contral volatile organit compounds, Carbon
nonoiLde and nitrogen oxides enissions from powar genacatinn, jadusirial sn¢
autonotive sources.

DISCONTINLEDN OPFRATIONS. Tn the fourth quarter of 1992, Grece cleswsified
Colowyo Cozl Company (°Colowyo’) &8s a discontinued operatinn. Calewyn, »
partnership wholly owned by Grace, operates the largest swrfarss cosl mine in
Colorado under federsl and stats leases cowaring pravan sadfor probadle surface
reserves of spproxinztely 195 aillion tons af Jow-sulfur coal.

In the second querter of 993, Grace classifinf ss discontinued operatsions
1ts renaining non-core businesies, including Grace Cocos, an internatisnal
producer and supplier of high-quality intermediate cocos and chocolate products
to the bakery, cosfectionery, dairy asd havarsge industriss; Grace’s battery
separatlors business; and cartain anginearsd asterials businesses, prancipslly
pranting products, slsctronagnatic radistion control sand asterisl techmology
businesses.

Gracs ia activaly pursuing the divestment of these discontinued operations
and thosa referred 1o under °Strategit Restructuring” above. See Notes 3 and €
ta Graca’s Consolidated Finascisl Statements in the Firancisl Supplement and
‘Strategic Restructuring® for saditiossl informstion.

RESEARCH ACTIVITIES

Grace ongages in actave ressarch and develapmant programs directed toserd
the development of nes products and procassas and the japrovement of , and
developmant of new uses for, existirg products and pracessss. Resesrch is
carried out by civisional lsboratorias in the United States, Europs and Japan
anc by the Corporate Research Division, which has facilities in Columbia,
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Naryland; Lexington, Iuslcnuu:n and Atsugi, Japan. Tha Researchk Divisjos’s
activities Tocus on Grace’s core preduct 1ines ang include spacialty polywers;
Di1OMEOICIL Cevices, cBtAlysis; construction Saterials; photopolvWors; specislty
packaging; anc precess angineering, principally involving the development of
tachnologles to manufscture chemical specislties and biomedical preducks. As
part of 6érace’s commitment to focus resources en core businesses, corporate
reseirch prograas Tor the core product lines are being incressed, while funding
in support of wmon-cors businesses and discontinued operations is beisg
eliminated. In addition, product line and corporste raseerch prcgrns lrc being
integrated and coacentrated on key projects.

Resascch and developmant expefises relating to contineing operations
ssountec to $13% million a1n 1993, $130 millian is 1902 and $128.1 million in
1991 (including axpenses 1ncurred ir funding externsl ressarch projects). The
anount Of research and cevelopment axpenses relating to goverament- and
CUSTOMETr - SPONSOra0d Projects {as OppPased to projects sponsorsd by Grace) is not
materisl.

ENVIRONMEN AL, HEALTH AND SAFETY SATTERS

In coastructing and opersting its facilities, Grace incurs capital snd
operating sxpanditures ralating to the protection of the environment, as wall as
costs to remediate previously contaninsted proparties. Costs incurred to
operste and maintaie envircneestal facilities and dispose of bazardous and
non-hazsrdous wastes with respect to coatinuing operations wers S$¢5 aillion in
1993, $56 aillion ie 1092 and $38 million in 1091, end are astimated to be $50
mili30n and $54 millien in 1604 and 1995, respectively. Orace's capital
axpenditures for environmental control facilities relating to continuing
operstions wers spproxinstaly $20 million, $18 million and $17 sillion is 1903,
1992 snd 1991, respectively, sad are estinsted to de $19 @illion snd £23 million
during 1604 and 1995, respectively. Costs incurred to rsmedlate previonsly
contsainated sites were $44 million, $35 ajllion and $18 millios in 1063, 1902
as0 1991, respectively, and are estinsted to be $44 million aad $35 millioe in
194 8nd 1995, respactively. Such expenditures have not had, asd ars nof
eIpected to Aava, & material effect on Grace's other capite)] expenditures er on
its earnings or competitive potition. See lote 1t to Grace‘s Consolidated
Financiel Statements and 'Mansgement‘s Discwssion ané Analysis of Results of
Opsrations aed Finencisl Condition® in the Financial Supplesent.

Grace has astablished an Environmentsl, Heslth and Ssfety (°ENS®) policy
an0 relpted pregrans that include spscialized safety treining for employsas,
sonitorang of the workplace enviromsent, end training and guidasce for eaployees
with respect to EMS regelatory cn-oum These programs ars supported by »
central EHS departeent orpanized is 1003. This departasnt also audits apar-
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AT1Ag Tac1lities eNd SANAQES Gruce’'s emvironmentsl remsdistion activities.

he Responsible Care progrsm of the Chemical Masufacturers Associstion, in
which Grece’s United States chemical aperstions hve participated, has been
axtended to @race operations worldwide under the name ‘Commjtment to Cars®. The
goal of this program is to promote bast mansgement practicss in thae sress of
product stewsrdshid, emplovee health and safety, camumity swareness and
saergency responss, procass sufety, distribution prectices and pollution
pravention. Grate's EMS auditing program has also bees sxpanded to include zll
facilities worldwide; this program involves the oniite inspectien of Tecilities
for compliance with epplicable laws. ss well as Grace's policies, standards and
guidelines .

See Jten 3, °"Lagal Procesdiaps®, in this Report, and “Msnagemsnt’s
Discussian and Analysis of Results af Operations and Financis) Convitaon’® ;in the
Finsncial Supplesent, for informstion cancerning anvirsnmental praceadings to
whkich Grace is a perty.

UATERTAL § AND ENERBY

The svajlability and prices of the raw nsterials snd fuols used by Grace
ars sub)ect to worldwide meriet cosditions snd governmentsl policies. On the
basis of existing arrangements, Grace doss wsot anticipate any mejer disruptions
of its business in 1964 us @ result of shorvages of raw saterials or snergy.
Should shorteges ocour, their effect on Grace's operstions would depend upon
their nature, duration and severity and consequently cansol be delermined st
this time. Howevar, srrangemsmts have been made, and will continwe to be aade,
for long-tern commitments for many of Orace’'s raw satsrials and fwel
requirements from prisary sources of supply.

1TEN 2. PROPERTIES.

Grace operstes chemical, SRRUTSCTUTING ARG Other types Of plants and
facalities (including office end ottwr service facilitiss) throughost the world.
Ocace considers its major opersting properties to D8 in good operating candition
and suilable fer their current use. Althaugh Grace belisves that te productive
capacity of mOst of 1ts plants and other facilities i3 adequate for current
vperations snd Toreseeadle growthn, it conoucts ongoang, long-range torecsstiag
of 1t capital requirements to Sssure that addatione] capacity will be available
wies and &s needed (see aRtormetion regarding Grace’s capital axpsnditures oe
pige F-28 of the Financial Supplement). Accordingly, Grace doss not anticipate
that its operations Oor iNcows will be materially affected by the absance of
avBiiable cmpacity.

.13 -
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Agditionsl inroraation regaraing Grace’s properties ais set forth it ltem 1
above, in Sehsoules V 8n¢ VI on pages F-35 and F-36 of the Financisl Sugplement
ahd AR ROtes 1, 8 and 17 t0 Grace’s Consolidatsd Finascial Statemants ir the
Fisancial Supplement.

ITEM 3. LEGAL PROCEEDINGS.

ASBESTOS LITIGATION. Grace is & detesdant in lawsuits relating to
previously $0lC aspestes-containiag prooucts and snticipates that it will be
AQNEd DS 5 CSTONCENT 18 8AIATIONEL SsDOstOs-related lawsuits in the future. At
year-end 1993, Grace wis 8 Cetendant in approximstely 38,100 aspestos-related
lawsuits rapresinting spproxindtely 58,700 claims (as compared to adprouimately
30,900 lawsuits and 53,000 Clains at yesr-end 1992). 02 of the lawsuits peading
3t year-end 1943 involved clains for property danage allegedly Csused Dy the use
of aiDestos-containing materials 1n tha construction of buildings. The
plaintiffs 1n these Jawsuits gsnerally seek, mmong other things, to have the
defendants apsordp the cost of removing, containing or repairing the
2EDATLOS-CONTAINING BATOr2IS 10 the affacCted Duildings. The remaining
asbestos-related Llawsuits involve cleims for personal fajury, Ie most of
Grace's asbestos-reisted lawsuits, it is one Of many defendants.

Through year-end 1993, 120 asbestos property damape ceses had bsen
dismisted with respect to Grace without payment of any damages or settlement
SmouNts; JudpRents were entered 1a tavor of drace in teelve casas; in six Ceses
(vour 0% which are on appeal), Grece was held lisble for » total of $68.3
million; and 131 property damage suits and claims had been settled by Orace for
4 total of $300.0 sillaon. Grace has recorded s receivable for the insurance
pro- cesds 3t sIpects to receive in connection with these adverse verdicts and
settlsments, as well as defanse casts initially paid by Grace (ses 'Insurance
Litigation® below and Note 2 to Grace's Consolideted Fimancial Statements ia the
Fanascial Supplemsnt).

Included in the ssbestos property damage lewsuits pending 8asinst Grace end
others at year-end 1093 are tha following class actions: (1) s Penasylvanis
state court actaon (PRINCE GEORGE CENTER, INC. V. U.S. GYPSUM COMPANY, ET AL..
Court of Common Pless of Philadelphia County) covering all comnercial dbuildings
1n the United States leased in whole or jin part to the United States governmeat
on or after May 30, 1986; (Z) an action, conditionally certified Dy the United
States Court of Appeals for the Fourth Circuit in Septeaber 1983 and pending in
the United States District Court for ths District of South Carolinas, covering
all public and private colleges and universities in the United States whoss
buildaags contain asbhastes materisls (CENTRAL WESLEVAN COLLEGE, ET AL. V. W. R.
QRACE, ET AL.): (3) an action (IN Rt: ASBESTOS SCHOOL LITIGATION), brought in
1983 an the United States District Court for tha Emsters District o*
Fennsylvania, oa behalf of all public anc private slemsatary snd secondery
schools in the United States
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that contain asbestos materials, which action has been scheduled for trial in
late 1994 on a linited number of issuds. and (4) a purported claxk actioe
(AMDERSON WEMORIAL HOSPITAL, ET AL. V. W. R. QRACE & CO., FT AL.), ?iled in 1892
1n the Court of Comnoa Pleas for Hampton County, Seuth Carolias, an hehalf of
all entities that own, in whole or in part, any tuilding containing sshestos
nRaterials manufactured by Grace or one of the other aamedt defendants, other than
bvildings subject to the class mction lawsuits Oescribed amhove sni any buslding
owned by tas tederal or any state goverament.

The remaining ssbestos Jawswits pending &t yasr-end 1083 iavalvad claims
for personal injury. TVhrough vear-end 1993, approxvimatsly 7,000 persoeal injury
lawsuits isvelving 17,900 cleins had been dismissed with respect to Orace
without payment of sny damages or settlement smounts (primarily on the basis .
that Grace products ware not invelved), and approximatsly 11,300 sach suivs
involving 13,400 clasins hsd bsen settled for a totel of £52.2 miliion (sea
*lasurance Litigation® below). In Januery 1993, in EDWARD M. CARIOOGH, ET AL.
V. AMCHEM PRODUCTS, INC., ET Al.. the United States District Court for tha
tastern Dastract of Pennsylvenip conditionally certified & class of all tutura
asbestos personal injury clemmants, including individuals who hsve bean
occupationally exposed to atbestos-containing asterlals but whn do not presently
allege ashestos-related inury. Although Grece 1s not ssong the defancarts
naned in the class actaon complsint, disseminmation of the required class natics
a3y generate additicnel litagation apsinst Grace.

In 1991, ths Judiciel Panel on Multi-District Litigstion consplidated in
the United States District Court fer the Eastern District nf Pesnsylvsnia, for
pre-trisl purposas, all asbestos personal 1sjury cases pending 1n the federsl
courts (including spproxiastely 7,000 cases agsinst Grsce). VYo dats, no action
has been teken by the court hendling the comsolideted czasas that would Andicats
shather the cossolidation will affect Orace's cost of disposing of these ceses
or 1ts defense costs.

Grace ‘s ultisate aIposure in respect of its ssbestos-releted lsssuits and
clayms will depend on the extent to which 1ts insurance will cover damages fer
which it may be held liable, smounts paid in settlement snd litigation costa.
wnile (8) Grace's insurasnce carriers haws not scimowledged or have denied the
spplicability of their insurance coversgs to Gracs's asbestos proparty dsmage
lswsyits and claims (except as discusspd belaw under "Insurence Litigation'),
(b) Grace is currently in litigatisn with certsin carriers conceraing the
spolicabalaty and extent of ite intursnce caversge and {¢) the resolution of
certain issuds, primarily relating to the avajlability of coversge for specific
vears, will reeuire further judicial proreadiegs, Oraca believes that its
ansurance will cover s substantisl partion of sny damsges, sattlemest smounts
and 1itigation costs relsted tn jts asbestos litigation and
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clsias. Consequantly, Grace Delieves that the resolution of its asbestos
1itagetion will not have a matsrisl adverse effact on its Comsolidated financlat
position or results of operations. Sée “Insurance Litigation® below and Note 2
to Grace's Consolideted Fissncisl Statesents ja the Financial Supplssent for
aKitiona]l informstion.

ENVIRONMENTAL AND OTHER PROCEEDIMAS. Gracs (together with other companies)
nas been designated 8 “potentislly responsible party' (‘PRP°) Dy the United
States Environmental Protection Agescy {“EPA') with respect to absorbing the
cotts of investigating end remedisting pollution at various sites. &race hes
not incu~red any aaterial lisbility with respect to sites as to which such
proceedangs have been concluded by sgreement with the EPA.

At year-end 1903, proceedings ware pending with respect to approximately 35
sites as to which Grace has been casignated & PRP. Althowgh federal law
provides that all PRPs may be held j0intly snd severally liable for the costs of
investigation asd ramediation 0f @ site, sfter considerstion of the liabjlities
of other PRPs with respect to these sites and their respective levels of
financisl respossibility, @race believes that the amount recordec in its
Gonsolidated Fisancial Statements for environmental remedration is adequate to
cOver its exposyre with raspect to these sites {see Note 11 to the Censolidated
Fanancial Statesents in the Financial Supplesast for further information). Iw
ad¢ition, Grace 1s presently involved in litigation with 1its imsurance csrriers
seaking to ho)d them responsible for tertain amounts for which Grace may be held
liable wath respect to thess sites. The outcons oOf such litipstioa, ms well as
the anount of aay recovery that Grace agy receive in connection therewith, is
prestntly uncertain.

Grace is also involved in other litigetioa, including certain environmental
proceedings brought by federal, state and/or lecal government agencies and
privats parties. No such litipation is expected to result in sigaificent
mONetary o other sanctions or in other materisl lisdilities. However, as 3
voluntary participant in the EPA Toxic Substances Control Act Cospliance Audit
Propran, Grace saresd to undertake a corporate-wide sudit of cawplisace with
Section § of such Act and to pey & stipulated civil penalty for each study or
raport that should have besn, but was not, submitted to tde EPA as required
undsr such Section. Although final review of the audit is not complete, Gracs
believes it will be required to pay the EPA peaalties aggragating fras $250,000
10 $400,000 tor saformatios discovered in the course of the audit. In aoditian,
Grace has voluntarily reported to the EPA viclations of certsin notification and
related requarensats under such Act, and it is anticipated that pesmlties will
be sssessed against Grace i1n connaction therewith; the amount of such pensltiaes
cannot be Jeternised at this time. For additional information, ses lote 2 to
Grace's Consolidated Financial Stetements in tas Financisal Supplement.
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1n addition, in April 1693, the unjted States Department of Justice Tiled
swit ageanst Grace in the United States District COUrt tOr the District of
Wontans, Orest Falls Division, slleging certsin Vi01stions of the Clean Alr Act
18 connection with the demolition of & mill in L1DDy, Nontana derind lete 1994
asd sarly 1992. The complaint seeks Gumages of uP tO $25,000 per Oay for esch
of veven alleged violations and 1ajunctive relisY agaiast tuture violations, and
the Departwent of Justice previowsly Informed Grace that it might sesk pensltiss
Of up to $3.3 ®1l110n is cOnNNECTI0N therewith., However, subject to certiia
conitaons, Grece and the Departaent orf Justice have agraed in principle to
selile this astter upon the payment Dy Grace of penalties substsntislly lower
tasn the wnount initislly contemplated Oy the Lepertmeat of Justice.

Furthe: , Hatco Corporation {“Hatco*}, which purchased the assets of a Grace
Lhenscal business 10 1978, previocusly instituted @ lswsult against Grace is the
United States Pistrict court ror tee Dastrict of New Jersey sseking recovery of
cleanup costs oI waste allipgedly generates at 8 New Jersey facility during the
periud of Grace s DwNersnip. Grace nas 8iso filed 8 lawsuit against its
insurance Carciers seexing indemnity agsinst any cdamages sssessed agaimst Grace
in lhe underlying lowsuit, 8s well 85 defense costs. In dacisions randered
during 1993, tee Cowrt ruled that Grace as rasponsible for s substantial portien
of Matco’'s costs. In ap sarlier decision, the Court had resolved, in & manner
favorable to Grace, cartain lsgal 1ssuss regarding Grace’'s right to insurance
coverage; Rowever, the Ultimste liability of Grsce’'s fsserance csrriers will be
deversjnec at trisl. Remsdial costs, ano Grace's share ef such costs, will be
deterwiney once onpoing 61t 1AVEStigations ure compieted and a remédistion plan
i1y epproved by the SISte Of New Jersey, which 3s not expected to occur before
the letter part of 1994. As 8 resylt o the above factors, neither the amoust
that Grace may De required to pay Marco, nor the amount that Hstco aay have to
atsore, nor the smount OT Grace's recoveriss trom its insursnce carriers csn be
reljably sstimated at this time. Mowever, based on its investigation to date,
Grace Delisvas TASL the Ultimate resolution of this matter will not have 8
nmaterisl affect on i1ta timanciral condition.

INSURANCE LITIGATION. Grace 1s involved in litigation with certain
1NSUFANCe CArriers with respect to ssbestos-related claims and environmentsl
iabilities. Its asbestos-related iasurance actions consist of two cases styled
MARYLAND CASUALTY CO. V. ¥. R. GRACE & CO., both pending in the United States
Dasiriet Court Tor the Southern Jistrict of Mew York; STATE OF MISSISSIPPI V.
THE FLIMIXOWE LU, Ef AL., pending in the Circurt Court of Jackson County,
Miss1ss1ippl; DAYIUN LMOEPENDENT SCHOOL DISTYRICT V. UNITED STATES NINERAL
PRODUCTS COMPANY, ET AL., pendging 1n the Unjited States District Court for the
tastern District of Texas, INDEPEMUCB! SCHOOL DISTRICT NO. 107, €T AL. V. W, R.
GRACE & CO. AND AGCCIDENT & GASUALIY INSURANCE CO., ET AL., pending in the First

- %7 -
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Judicas) Dastrict in Uinnesota; THE COUNTY OF HEMNEPIN V. GENTRAL KATIOMAL
INSURANCE COWPANY, ET AL., pending in the Fourth Judiciel District im Ninnesota;
ECOLAB, INC. V. CENTRAL NATIONAL INSURANCE CO., peading in the District Court
for Ransey County, Ninnssote; AMENICAN [NPLOVERS' INSURANCE CO., AMERICAN
REINSURANCE CO., AND COMMERCIAL UNION INSURANCE CO., AND UNIGARD SECLRITY
INSURANCE CO. V. ¥. A. ORACE & CO., CONTINENTAL CASUALTY CO., AND WARVLAND
CASUALTY CO., which is pendang in the New York atets courts, and w. R. ORACE &
CO.-CONN. Y. ADMIRAL INSURANCE CO., ET AL., pending in the Superivr Court of
Californaa for tae County of Les Angeles. Grace’s insursnce sctioms relating to
environmentsl liabilities consist of NARYLAND CASUALTY CO. V. W. R. GRACE & CO.,
pending in the Unitad Stetes District Court for the Southern Qistrict of New
York; and MATCO CONPF. V. N. A, GAAZL & CO.-CONN., pending in the United Stetes
District Court for the Dastrict of New Jarsey. 7The relief sosght by Qrace in
thete sctiens would provade insurence sufficiant te cover Grace's estimsted

xp e with resp to the actione' subject matter, includisg cameges fur
amounts previously eapanded by Crace to dsfend claims and setisly fudgmsats and
settloments (sse Note 2 to Graca’'s Consolidatad fimascisl Statements ir the
Financial Supplement). The factwsl bases underlying these actions are the
nature of the underlying asbestos-related and ensirosmentsl clams, the language
of tha insurence policies s0ld by the carriers 10 Orace and ths draftirg history
of those pelicias.

In March 1991 (in one of the sbove asbestos-releted cases involving
Msrylsnd Casualty Co.), the United Stetes Disirict Court tfor the Southera
District of lew York hald that Grace's pramary insurance curriers are obligated
to defend and indemnify Gracs Tosr dameges {other thes certain punitive damages},
settloment amncunts and liligelios costs with respect to ashestos-ralated
property casage end personal injury claims; 1in 80 holding, the Court detersined
that coverage for property damage iv triggered by the ‘Olscovery of deaage’
during the period coversd by the relovunt policy. On Septenver 1, 1983, the
Usited States Court of Appesls for the Secosd Circuitl reversed the Dastrict
Court’s rulisg @s to ¢ ‘discovery of Gsnape” trigger for such Clsims and,
instesd, mdopted & trigger Dased Ou thwe Cate of instalistion of
esbestos-containing materials. Ju January 1994, the Usiteo States Court ot
Appeals for the Second Circuil granted Gracs’'s petitios Tor @ renearing
concerning the Septemder 1, 1983 deciston. Tne S6cond Gircuit has reguested
that the parties rebriet the 2isuve of the trigyer of ceversge, Which reoristing
i3 schedulad to Be concluged in April 189¢. It i3 net known whetder Orel
argunsnt concerning this issue will Le scheduled in cennection with the
rehearing of this case.

In Deconber 1991, the Wississippi Cuurt referred to abova 8135 held that
Grece's primary and eixcess Ansurance Curriers are cdligated to efend anc
indemnify Grace, delsrmaining that, Tor purposes of ANSErance coverage, osmage to
buildings from asbestos-containing praducts occurs et the time such procucts are
put in place snd that the dasege Conlinumes o3 long 83 the bulléing contains the
products
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(rerarred to »3 & "cONtinuous trigger’). In November 19902, the Mimmasota court
referred to spOve FeEched @ similsr 08CISion 1n interpretang & Gracs inserance
policy,

In 1993, Grace received $74.6 million under settlements with insurasce
carrisrs, in reinbursement tor amounts previously axpended by Grace in
CONNECLIon with BSDEStOs-ralsted litigation. Thase settlemants also provide for
future ralmbursanents of $114.0 aillion. In esrly 1094, Orace sottled with two
20011100a] 183UrRNCe Carriers ohd receivad sporoximately $88.8 million under
such settiements. Frior to 1993, Srace received payments totalling $97.7
milli10n from ansurance carriars ($30.9 aillion prior to 190%; $35.3 million in
1981 and $31.5 millioa jn 1892), the majority of which representad tiw asgpregate
ramaining odoligations owed to Grace Dy thoss carriers for primary-lsvel
ARsurance coverage written for the period June 30, 1962 throuph Jane 30, 1987.
A3 8 result ot the payments recaived in 1980 and 1991, insurance litigstioas
were dismissad 8s to the primary-Jeval product liability insurasce coverage
praviously sold by the ralevant insurers to Grace; however, Jitigations continue
#% 10 CSrTaLE Other priadry- and excess-lavel corriers.

Graca centinues to be involved in litigation with certain of its insuraace
carraers, incleding an affilisted group of cerriers, that had agreed to a
settlement end had made & seriss paymgnts thersynder during 1983, The group
of carriers subsequantly notified Grace that it would mot hanor the agresment
{whach had mot been oxocutod{ due to the September 1, 1083 decisien of the
United States Court of Appesls for the Second Circuit referred to above. Grace
belisves that the settlement pgreenent is binding snd initisted sction to
entorce the settlement agresment. In Jenuary 1994, the Unitad States District

court tor the Eastern District of Texss held that uu agrasment is enforceadle.
The affilisted group of carriers is expected to sppeal this ruling to the United
States Court of Appeals for tha Fifth Circuit.

3es Note 2 to Grace’s Consolidared Financial Statements, sppearing in the
tinanci1sl Supplament for additional informatien.

FUMEU SILICA PLANT LITIGATION. In Jenusry 1993, Orace initieted legsl
action 1n the Belgian courts inst the Flamish goversment to recover lagses
resulting trom the closing of Urace’s funed silice plant ias Puurs, Belgiun.
(See Note 8 to Grace’s Coasolidated Financial Statessnts ia the Finamnciel
supplenent for additiongl isformation). Orace is sseking damages in excess of
four dalilon Belgian francs (approxinstely $120 million st current exchange
rates}, plus interest snd loss of prefits. There ars also pending two seperasts
aroitrations, ons involving the engisesring company that was responsible for the
design and construction of the fumed silics plast, and the other involviny a
:1:3:\ by the company from which the plant had agreed to purchase hydragan inder
3 long-term

- 19 -
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contract. The outComes of these proceedings may Atfect the action
filed sgainst the Flenish governsent.
ITEV «. SUBWISSION OF MATTERS TO A VWITk OF SECUALTY MOLDERS.
This Item is inmpplicable, as ND Ratters were submitted to a vote of the
Cenpany°s security holders guring the fourth quarter of 1993,
EXCCUTIVE OFFICERS
The Company’s current exscutive officers are listed beslowm. Executive

afficsrs sre slected to serve until the tallowing snnual meeting o“ the
Compuny ‘s Board of Directors; the a¢xt such meeting 1s schaduled to be held on

May 10, 1994,
NANE AND AGE OFFICt FIRST ELECTED
J. P. Bolduc (54) President and 08/02/90
Chiat Executive Officer 01/01/93
A. U. Beber (60) Exacutive Vice President 05/10/93
and Generai Counsel
f. Potar Boer {53) Executive Vice President 01/C5/89
HWgh L. Carey (74) Executive Vice President 12/01/87
Jean:-Louis Greze (62) Executive Vice President 05/10/98
Constantine L. Hampers (61) Executive Yice President 06/08/91
Donald H. Kohnksn (S9) taecutive Vice President 127107189
Jomas P, Neeves (88) Executive Vice President 09/08/90
Brian J. Smith (49) tyxecutive Vice President 07/06/80

and Cnief Famancial Officer

All the s0ove #xecutive officers have been sctively sngaged in Grace’s
bus seess TOr the past tfave years.

M. Carey was @ pariner of Finlay, Kunble, Wagner, Heine, Underberg,
anley, VWeysrion & Casty (2 law firm) from 1983 to 1967, that firm ix cswrently
involwed in DINRruptcy procesdings commenced svbsequent to Mr. Carey's
departure. Mr. Carsy 1s coopereting with the trustes ie bankruptcy to sacurs »
plan of reorganization that would result in some limited liability for Mr.
Carey.
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PART 11

11eM 5, MARKEY FOR REGISTRANT'S COMMON EOUITY AND RFIATED
STOCKHOLDER MATTERS.

Except as providad below, the infornation called for by this [tem sppears
in the Financial Supplement under the heading ‘Financial Summery' oppotite the
caption “Other Statistics - Comnos sherehcglders of record” (page F-20); under
the beadang 'Ouarterly Susaary’ Opposite tha captions “Dividends de:lersd per
conmon share® and ‘Market price of common stock' (pags F-25); snd in Note 13 to
Grace's Consolidated Financinsl Statements (page F-19).

Each share of the Company's Conmon Stock has an attendant Comnon Stock
Purchase Right (‘flaght”). The Rights are rot and will net becoms exercicadle
unlass and unti] cartain svents occur (as dsicrinhed belew). Until such events
occur, the Rights will sytomstically trade with ths Commoa Stock asd separstc
certificates for the Raghts will not be distributed., The Rights will become
exercissble on the tenth business day (or such later busisess day ac may be
fixed by the Conpany’s Board of Directors) sfter a person oc group {a) bscomes
sn “interasted shareholder®, 83 defined in Sactian §12 of the Nex York Business
Corporation Law (genarally, a beneficial ownar of 204 or wore of the outstending
voting stock), or (b) commences a tendar offer or exchange effor thet would
result ia such parson or group bacomisQ an interested shareholder. The Rights
w111 not have any voting power at any tima,

Whea the Aights became exercisshle, sach Right will jnitislly entitle the
holder ta duy from the Compasy ons share of Common Stock for $87.50, subject tw
adjustasnt in certsin cases {‘purchase prics°). I1, st any tams Bfter the
Aights bsceme exarcissble, {(a) the Company is involved in & merger or other
buginess conbinatioan in which (i) the Cempany is net the surviving corporation
or (ii) any Of the Commnn Stock is changed or ted into er sachanged Yor
stack or othsr securities of say other person or cash or ather property, or (L)
50% of the Company’s assets, cash flow or esarning power is s0ld, esch Right will
eatitls the holder 10 buy 2 mmber of shares Of commen stock of the acquiring
conpany having 8 market valua equal tc twice the purchase price. Alternstively,
each right not osmed by a person who bacomes an interested sharehelder would
tecaome sxarcisable for Coamon Rtock (or other consideration) hsving & markel
value oQual to twice the purchase price.

The Rights may De redermed dy the Comapany at $.026 per Right (peysdle ia
cash, Common Stock or eny other fore of consideration deemed sppropriete by the
Board) st any tise throwgh the tenth business day {or such later dusiness day a3
nay be fixed by the Board! after s public sancuncement that e person or group
has become 8n interested sharsholder; this right of redemption may bo rejnstated
1f all interested sharekolders reduce their holdings to
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108 or 1835 Of the ocutstanding Common Stock. The Rights will expire an Jawmuary
1997,

The Rights may be amended either befors or sfter they become exercisable.
However, the basic sconomic tems of the Pights (such as the purchase and
redemption prices and the sxpiration dete) cennot be caangsd.

JTEM 8.  SELECTED FINARCIAL DATA.

The information called tor by this Item appesrs under the headinp
*Financial Suenary” (page F-20 of the Financial Supplement) and is kotax 5, 6, 8
and 16 to Grace's Consolidated Financial Statsmants (pegas F-12, F-13, F-17 snd
F-22 of the Financial Supplement). In additson, Fwhihit 12 to this Report (pmge
F-47 of the fimancizl Supplament) costains the ratin of earnings to fixsd
charges and combined fixed charges asd preferred stock divisands for Grace for
the years 1089-19093.

ITEM 7. WANAGFEFNT'S DISCUSSION AND ANALYSIS OF FINANCIAL COMOITION AND
RAFSIN TS OF OPERATIONS.
The information called for by this [tom sppoars on pages F-30 tc M-30 of
the Financial Supplement.
ITEM §. FINANCIAL STATEMENYS AND SUPPLEMENTARY DATA.
Sae the Index to Consolideted Financiul Statements end Financial Slastement
Schedules and Exhibits on page F-1 of the Financial Sugplenent.
ITEN 0. CGHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.
Thas item is inapplicable, ¥ nu such Changas or disagreenents have
occurerad.

PART III

ITEM 10. DIRECTUMS ANU tXECUTIVE OFFICERS OF THE REGISTRANT.

Except for mntormation regarding the Company's sxacutive officers (see page
20)], the intormation called fer by this ltem is iacorporatsd in this Report by
rerarance to the definitive Proxy Statement for the Gompany's 1994 Annual
uunoqlaf Sharenolders, except for informstion nat deemed to be *soliciting
naterial® or
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*1iled” wmith the Securitias anc Exchange Commission (*$EC*), information swbjoct
to Regulations 14A or 14C under the Securitias Exchange Act of 1031 (*Exchynge
Act’) or anforastion sub)ect to the liabilities of Section 18 ©of the Exchonge
Act.

LTEN 17, EXECUVIVE COMPENSATION.

ITeN 12, SECQURITY OWNERSHIP OF CERTAIN BENEFICIAI OWMNERS AND WANAGEVENT .

1168 13, CERTAIN RELATIONSHIPS ANC RELATED TRANSACTIONS.

Tne 1information callad for by Itens 11, 12 sad 913 is incorporsted in this
Repart by reference to tha definitive Proxy Statement for ths Caspany's 1094
Annupl tiseting 0f Shareholders, except for information not deemed to be
'solicating materisl’ or °filed* with the SEC, information sedject to
Regulstions 14A or 14C uncer the Exchange Act or informstion subject to the
11abalitaes of Section 18 of the Exchangs Act.

PART 1v

ITEN 14, EXHIBITS, FINANCIAL STATEMENT SCHEOULES, AND REPORTS ON FORM €.K.

FINANCIAL STATEMENTS AND SCHEDURFS. See the Index to Consolidated
Fanancisl Statesents and Financisl Statensst Schedules and Exhibits on page F-1
of the Financial Supplement.

REPOATS ON FORM 8.K. The Company filed no Reports on Form 8-K during the
fourth quarter of 1943,

EXHIBITS. The exhibits to this Raport are listed below. Other than
exhibits that ars filed herewith, 217 exhibits licted Balew are incorporated
herein by reference. Exhidits indicatec by an ssterisk (*) are the management
contracts and conpensstory plans, centracts or arrangements required to be tiled
8% exhibits to this Report.

EXHIBIT WHERE LOCATED

....... semccvracna

Certificate of Incorporstion of Exhibit 3 to Fore B K
W. R. Grace § Co.. as amanded {filed 6/0/88)

By-1sws of W. R. Grace & Co., a3 Exhihit 3.2 to Form 10K
asended (f{vad 3/28,03)
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Indenturs dated st of Septem. Exhibit 4.2 to Form 10.K

ber 20, 1002 smong W. R. Grace (filed 2/26/93)

4 Co.-Conn., W. A. Grace & Co.

ond Beskers Trust € ¥

Indenture deted as of January Exhibit 4.4 to Forn 10-K

28, 1893 ssong ¥. R. Orace (filed 3/26,93)

8 Co.-Conn,, W. R. Grace & Co.
and NationsBank of Georgim, N.A.

Credit Agreemsnt dated as of Exhibit 4.2 to Forn 8-K
September 1, 1992 asong %, A. i1filed 9/26,92)

Grace 4 Co., ¥. R. Orace & Co.-

Conn. snd the Sevaral Banks Partaes

tharete and Chemical Bank, &3 Agent

Amended and Restated Rights Exhibit to Amendment on
Agrasment oated a3 of June 7, Form 8 to Application for
1990 betwesn W. A. Crace & Co. Aegastratioa on Form 8 B
and Neaufacturers Henover Trust 1filed €/19/90)

Conpany

W. R. Crace & Co. Executive Exhibit 19(f) to Forn
Selary Protectaon Plen, es 8-K {filad 6/9/88)*
ancnded

W. R. Orsce & Co. 1581 Stock Exhibit 28(a) to Forn
Incentive Plen, a3 amended 10-Q (filed 8713/01)°

W, A. Gracs & Co. 1086 Stock Exhibit 28¢(h) to Fors
Incentiva Plan, ss amended 10-Q (files 8/13/81)°

W. R. Grace & Co. 1090 Stock [xhibat 28{c) to Form
Incentive PMlan, as smendsd 10-Q (files 8/13/91)°

Forms of Stock Option Agreemants Exnibit 10(h8) to Form
10-K (filed 3/28/92)°

Forns of Restricted Share Award Exhibit 10(i) to form

Agreement s 10-K (filead S/208/92)°
Intormation Concerning W. K. Pages 10 and 11 of Proxy
Grace & Co. IncenLave Compen- Statessnt (faled 4/10/93)*

sation Progren and Deferred
Compensat ton Pregran

$. R. Gracs & Co. Lung-Tern Exhibit 10(1) to Fom
Incentive Plan 10-K (Tiled 3/29/91)°
%. R. Grace & Co. Retirsnent Exhibit 10(0) to Form
Plan for Qutside Directors, as 10-K (filsd J/28/92)*
anended

- 24 -
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Employmenst Agreemsnt dated August Exhidit 10(r) to forw
7, 1680 vetween W. N. Greace & Co. 10-K (filed 3/20/91)°
and Joseph R. Wright, Jr.

Eaployment Agrsement dated Exhibit 10(x) to Form
s of April 1, 1991 batween 10-K (filed 3/28/92)°
%. R. Grace & Co.-Conn_ and
Constentine L. lianpers, as

anendad

Housang Loan Agresment dated Exhibit 10(q) to Fore
as of August 1, 1887 Delwewn 10-K {Tiled 3/29:88);
%, R. Grace & Co. aad J. P. Exhidit 19(1) to Form
Balduc, related Anendeent and B-K (Tiled 6/9/88)"

Assigneent dated Say 10, 1958

tmployment Agreement datec Filed herswith-
August 1, 199] betwees J. P,
Bolduc and . R. Grace & Co.

Stock Option Agreement deted Fileg berewith*
June 30, 1903 betesen David L.
Yunich and W. A. Crace & Co.

Stock Option Agreement dsted File¢ herewith*
June 30, 1603 botwesn Dsvig L.
Yunich snd . A. Grace & Co.

tationsl Medical Care, Inc. and Exhibit 10 (sa) to Form

Subsadasries Executive Bonus 10-K (tiled 3/28/92)°
Plass

Retirement Agresanent between Exhibit 10,23 to Form 10-K
W. R. Greca & Co. snd J. Peter (riled 3/26/93)*

Grace datec December 21, 1892

Executive Severance Agresment Exhibat 10.24 to Form 10-K
dated as of September 1, 1992 (filed 3/26/03)°

betueen W. R. Groce A Co. anc

<. P. Bolduc

Executive Severance Agreomant Extiibit 10.26 to Forwm 10-K
dated Geptember 1, 1992 (Tileu 3/26/93)°

between W. R, Gracs & Co. and
Constantane L. Hampera

Forn ef Exocutive Severance Exhibil 10.28 to Fors 10-K
Agresment between %. . Grace (Taled J/26/93)°
& Co. and othere
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Coasslting Agreeasnt

datad Jime 1, 1902 between
. R. @rare & Co. and

Kanshy Argocistes, Imc.

Incentive Compessation Agrecaent

cated Juna 1, 1992 betesen
National Medical Care, Inc.
and Kamsky Associates, Inc.

Consultiag Agreement doted &3 of
Juna 18, 1993 by end botween
Nationa) Medical Care, Inc., The
Humphray Group, Inc. and Gordon
J. thmphrey

Employmant Termination Agreesaat
dated June 30, 1963 betwoon

J. R. Wright, Jr. and ¥, R.
Grare & Co,

. R. Grace & Co. Supplementsl
Executive Retirement Plan, a3
anepded

Weighted Avaraga Nusber of
Shares and Fararage Used in
Per Share Computations

Computation of Ratio of Earaings
to Fixed Charges eud Conbined
Fixed Chargas snd Prefarred
Stock Dividends

Selected Portions of the 1003
Annual Report to Sharenclders
of W. R. Grace & Co.

List of Subsidisries of
%. R. Grace & Co.

Coasent of Independent Azcoun-
tants

FPowers of Atterney

Cxhibit 10.29 t0 Form 10-X
{filed 3/28r92)°

Exhibit 10.30 10 Form 10.X
(flled 3726/93)°

Filwd herewith®

Filed serselth”

Filed berswitn”

Filed herewith
{in Financiul Supplesent
te 10-K)

Filed herewith
{in Finencial Supplement
to 10-K)

Filed herwsith
(in Financisl Supplensnt
te 10:K)

Filed nerewitn

Filed herewith

{in Financaal Supplement
to 10-K)

Filed herewith
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SIGNATURES
Pursusnt to the requirements of Section 13 or 15(d) of the
Securities Exchange Act of 1934, the registrant has duly Caused

this Report to be signed on its behalf by the undersigned, thergun:
10 duly suthorized.
N. R. GRACE & CO.

By /37 8. J. Smith

B. J. Sarth
{Executive Vice President)
Date: Warch 28, 1004

Pursuant to the reguirements of the Securities Fxchange
Act of 1934, this Raport hss been signed below by the following
parsons on behalf of the regastrant snd in the capacities indicated
on darch 28, 1994.

SIGNATURE TINE

......... caees

J. P. Bolouc® President and Oirecror
(Principsl Executive Officer}

G. C. Dacay* R. C. Macsuley* 1

E. W. Duftye R. Malliken* ]

H. A, Eckmsnn® J. £. Phipps’ !

C. H. Erhart, Jr.* J. A. Puelicher® ]

J. P. Grace* E. ¥. Pyne* ] Directors
R. H. Grierson® 0. ¥W. Robbins, Jr.* |

C. L. Kampers® G. $. Vance* 1

T. A. Nolmas® D. L. Yunich® ]

G. J. Mmphray®

G. P. Jeniansg®

s/ B. J. Snith Executive Vice President
----------------------- (Principsl Financisl Ofticer)

(8. J. Saith)

s/ R, N, Sukenik Vace President snd Controller
----------------------- (Principal Accounting Officer)

(R. N. Sukenik)

* By signing his nam¢ hereto, Robert 8. Lamm is signing this docu-
nent on behalf of sach of the parsons indicated sbove pursuant to
powers of atturney duly executed Dy such perzods end filed with
the Securities and Exchange Commissine,

By /s/ Robert B. Lamn

Robert B. Lamn
{Attorney-in-Fact)

COPYrsnranazseannnnscaval]inant DOcument: DOCUMINT 1
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FINANCIAL SUPPLEWENT
te
Annual Report on forml 10-K Yor the Year Ended December 31, 1993
%. R, ORACE & CO. AmD SUBSIDIANIES
Incex tO CORsOlidated Financisl Stateaents
ang Financial Statement Schedules and [xhibnl

PAGE
Report of lndwpendent ACCOUNTAnts of rihancial Statemant Schecdules. . F-2
Conasent of ImUependent ACCOuntants. . . . . . . . . . . . . ... .. F-2
Report of Jodependent ACCOUNTARTS . . . . . . . ., . . . . « . « ... F-3
Consolidaled Statensnt of Operatioas tor the three years in tha
period enved December 31, 198 . . . . . . . . . . ... .. F-4
Consolidated Stalement of Casn Flows Yor the thrae years in the
per;od endec Decemoer 33, 1993 ., . . . . . . . . .. .. .. F-§
Consolidated Balance Sneet 8s &t Uscember 31, 1003 ang 1992 . . . . . F-6
Consolidated Statenwnt of Sharenvlders’ Ekquity for the three
yoars Ain Lhe period ended Decomber 31, 1983 . . . . . . .. F-7
Notes to Consolidated Financidl Statements. . . . . . . . . . . . . F-8.F-u
Quarterly Ssmmvary - Unsudited . . , . . . . . . . e e e e e F.25
Quarterly Statastics. . . . . . . « . . . . . . e e e e e .. F-26
Wor ldeide Opesrations. . . e, F-22
Capsta) Expsnditeres, Net fmu Asuts ond Dlpﬂcutmn ond
Lease AmOrtizetaon . . . . . . . . s e e e e v« ... F-28
Financial &m-ry ........................ F.29
uanagement's Discussion en0 Mnyus of Results of Oparstions
ang Financial Conoltion. . . . . . . . . . e e . . . F-30
financial Statemsnt $chedules
Scheoule I1 - Anounts receivable from officers and
onployees exceedinpg $100,000 . . . . [-34
Schedule ¥ - Property, plaat and equipment . . . . . . . r-ss
Schedule ¥I - Accunulsted depreciation, depletioes and
amortization of property, plsst and
eqQuipnent . . ., . . . . . .. v ... F-36
Schedule VIII - Valustion and quahfylno account and
fosorves . . . . ... ... X7
Schedule IX - Snort-term borrowiangs . . . . . F-38
Schedule X - Suppiemsntary income stetement xnfornum F-39
Exhidit 11: Weighted Aversge Munber Of Shares anc Elntngl Used in
Per Share Compuiations . . . . . . . . . . . F-40
Expibit 12: Computation of Hatio of Esrnings to Fix.d cmrau nd
Combined Fixed Charges and Preferred Stock Dividends . . . . F.41

The TinanCial 0ata listed above appearing in this Finsncisl Supplewent are
incorpuratec by refereace nhersain. The Financial Statement Schedules should ha
resc 1n CONJUNCLion with the Consolidated Financial Statements and Notes
twreto. Financisl statements of 50A- or less-owned persons and other persons
accountec Tor Oy the equity method have besn omitted as provided in Ruls 3-09 of
Securities Bnd txcnange Coonission Repulatiom S-X. Financial Statement
Scheaules not iacluded have been emitted because thay are not applicahle or the

required information as shown in the Jonsolideted Finsncial Statsments or Notes
TEreTo.

F-1
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REPORT OF [TNDEFINDERT ACCOUNTANTS ON
FINANCIAL STATEMENT SCHEDULES

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

Our auditc of the consolidated financial siatementis referred to 1n OUF report

dated February 8, 1904 sppearing on page 25 of the 1993 Annual Repcrt to

Shereholders of W. R. Grace & Co. (which report and consclicated fimancist

statenents are ancludad in this Arnual Report on form 10-K) ais0 included an

sudit of the Financial Statement Schedules listed o page F-1 in the Index to

Consolidated Fanancisl Ststemsnts and Fimancial Sistement Schedules and Exhibits .
ef this Fermn 10 K. In our opinion, these finsnclal Ststemdnt Schadules present

tairly, in 211 materaal respects, the information set forth theréin whan resd in

conjunction with the related coasolidated rinancizl statemants.

PRICE WATERNOUST
New York, Mew York
Fabruary 8, 1984

CONSENT OF INDEPEMDENT ACCOUNTANTS

We hereby consent to the iscorporgtion by refsrence in the Pros- pectuses
constituting parts of the Registration Statements on Form 8-3 (Nos. 33-S1041,
33-50083 and 33-25962) enc Form 8-8 (Nos. 33-7504, 33-15132 and 33.27080) of W.
R. Grace & Co. of our report date< Feoruary 8, 1994 appesring on page 25 of the
1993 Aanual Report to Sharsholders, which report is included at pape F-3 of this
Report on Fora 10-X. We alsv conaent to the isclustion in thls Report of our
report on the Finencaal Statement Schedulss, WALCh appears sbove.

PRICE WATERMOUSE
Nea York, Nea York
March 28, 1994

£-2
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MANAGENENT 'S RESPONSIBILITY FOR FINANCIAL REPORTING

Msnap. t is resp ible for the prepsration, as well 85 the integrity and
objectivity, of the coengsolidated financilal lun.llti and other tinancaal
informstion included in this report. Such Tinancial inforaztion has bean
prepared ie conformity sith geserally acCeptad accounting priaciples sad
scecordangly includes certain snounts that rapresant asnagament’s best sstimstes
and judghests.

for many yasrs, msasgossnt hes maintainwd intarasl control systems 1o 8ssist
3t in fulfilling its responsibility for f(inancial reportang, including careful
selaction of personnal, ssgrsgation of duyties, Toragl business, accounting and
raparting policias and procedures and an extsnsive aeternsl sudit function.
n;lc no systes can encure elinination of all wrrors #ad irregularities, Orace’s
eas, which sre reviewsd snd modifiad In response e ThENging conditions,
hove bean designed to provida reasensble assursnce that assets ars Ilfcou'rdod
policies ans procedures ara followed and tramaactions sre properly executed and
reported. The concept of reasonable assurance is Lased on the recognition that
there are linitetions in ell ¢ystens and that Lhe cost of such Systems should
not exceed the benefits to be derived.

Tha Asdit Comasittae of the Board ef Ditrwctors, wnich 1s cooprised of
directors who are nsithar officers ner eaployess of nor consultsnts to Grace,
neots regularly with Graca’s senier financial personmel, 1sternal suditors and
1ndepandant sccountants to review sudit plans and results as well as the actioas
takan by ssnaganent in discharging ils responsidilities 10r accounting,
financial raporting and internal control systems. The Audit Commities reports
118 Tindings and also recownends the selection 0f incspendent accotntants to the
Bosrd of Directors @race’s msnsgesent, interns] auditors and independest
accountants have direct and confidentlal access to the Audit Committes st all
tines .

The independent accountsnts are engaged tv conduct aucaits of and render 3
report on the consolidatesd financiasl statements in accorcance with generally
sccepten suditing standards. These standards 3ncluoe a review of the systems of
anternsl ¢mtrols and tests Of transactions tu the extent considered necessary
by the ndep 3 tants for purposes of supportang their opinicn as set
forth in thear report.

B. J. Saith
Exscutive Vice President
and Chief Financial Officer

RFPORT OF INOEPENDENT ACCOUNTANTS

PRICE WATERMOUSE tabruary 8, 1994
1177 Avenue of the Mveraicas
New York, NY 10036

TO THf SHAAEMOLDEAS AND BOARD Of DIFECTORS OF W. R. GRACE & CO.

In our opinion, the consolidated firascizl STAtOACALs agpearing on pages F-4
through F-24 of this report presanmt Tairly, 1n all materisl respacts, the
fanancial position of W. R. Grecs & Co. and subsidiaries at December 31, 1993
antt 1992, an3 tha results of their operations snd their cask flows for esch of
the thres years in the perioc ended December 31, 1993, in conformity with
Qenerally sccepted sccounting principles. Inese fiaancial statesants are the
responsibility of the Company’'s managemant; Qur responsibility ic to express an
opinjon on thase fiaancial statements based on our audits. We conducted our
sudits of these stalements in 8CCOrcance with generally sccepted auditing
stasdsrds which require that we plen ano perform the audit 10 obtain reasonanla
ssturance ebout whether tiw Timancisl statesents are fres of material
Misstateneat. An audit incluces examining, on 8 tast basis, evidence supporting
tho anounts end disclosures in the Tinancisl statements, assessing the
accounting pranciples usad Bnd $ignificant estimates mads by asnsgement, aad
eveluating the overall TANINC182 statement presgntation. We Delieve that our
sudits provide & reasonadis Dasis for the opinion expressed ebove.

As discussed in Notes 3 and 18, the Company adopted new accounting standards
for income taxes any postretirement benefits in 1982,

F-3
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CONSOLIDATED FINANCIAL STATEMENTS
W. R. GRACE & CO. AND SUBSIDJARIES
CONSOLIDATED sm:unn OF ovmmous
<Taple> R
<Caption>
DOLLARS 1N MILLIONS, EXCEPT PER SHARE AMOUNTS - 1993 1992 1991
<s; ...................................................... ¢c; . ‘&; ..... ;D... N
Sules ang revemues . ., . . . ., . . e e e e e e e e e e . .. $4,409.4 34, 337.0 $4,386.6
Other incone (Note 4. . . . . . . . . . .., .. e e e e e e e e 42.9% 69.9 55.7
L T 4,450.9  4,406.9 4.442.3
Cost of goods $0ld and operating sxpenses . . . . . . . . . . . 0. ... 2,596.8 2.601.5 2,649.2
Selling, ganeral and soninistrative expensas . . . . . . . ... .. 1,02¢.7 1,028.0 882.5
OPraciIAtIon aNd GROrEIZATAON . . . . . . . . . L e h e e e e e e 2.7 224 .9 232.¢
Interest expense (Rote 9). . . . . . . . . . . . ... ... « . 8.5 vo.0 115.4
Hesomrch and dovelopaent aXDORS®S. . . . . . . . . . 4 44 v o0 e a e . . 135.0 130.0 128.1
Provasion reluting to esbastos-ralated issurance covarage (Note ?2) . . . 158.0 - .-
Provision relsting to a fumed silica plast (Note 8). . . . . . . . . .. -- 4U.0
TOCBL. . . & . 0 i i v e e e e e e e e e e e e e . 4,220.7 4,214.4 4,108.1
Income from continuing operatioas before jfecome tewes. . . . . . . . . . 221.2 192.% 334.2
Provision Yor income taxes {Note 5). . . . . . . . . . e e e e e B85.8 134.8 132.5
Incone from continuing operationrs. . . . . . . . . . . . L. ... ... 134.4 5.7 200.7
(L0085 )/ 1ncome Trom dascoatinued operations (Note 8). . . . . . . . . .. (108.4) (182.2) 6.9
Inconer{loss) bafore cumuletive effect of accounting changss . . . . . . 28.0 (105.3) 218.6
Cunuletive effect of pccounting chasges (MNotes S and 16) . . . . . . .- (190.0) --
Net income/(3OSS). . . . . . ., . .. .. .. .. e e e i e e e e .. 8 280 9 (204.5) $ 218.6
£arnings’ (1083) per share:
Continuing aperations. . . . . ., . . .., . . . . .. e e e e s 5 1.48 S .64 5 2.0
CGumulstive ettect of accoumtang chuns ........... [ $ - 5 (2.12) 3 -
Net sarnsnQ@s/(loss). . . . . . . . .. . .. W e e e e e e e 3 20§ (3.28) $ 2.5
fully dilutes earniags per & H
Cuntinuing operations. . . . . . . . . . . f e e e e e e e e . $ 145 § .62 § 22
Cunlative sfrect of accounting :mmu ................ 1 R --(1) § .-
NSt eBrRIRgS . . . . . . .., . » o e e e e e e P .20 3 --(1) & 2.40

THE NOTES TO CONSOLIOATED FINAMCIAL STATERENTS, PAOES F BTG I’ 24, ARE INTCORAL
PARTS OF IHESE STATEMENIS.

<Fn>

t7) NOT PRESENTED AS THE EFFECT IS ANTI-DILUTIVE.

</T1apble>
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<Pager
CMSOLIDATED STATENENT OF CASH FLOWS

dablv
«Capt ion>
DOLLARS IN MIL1TONS

<S>

OPERATING ACTIVITIES

lncome from centinuing operstions before inceme tanes. . . . . . .

Reconcilistion tn cash provided by operating ectivities:
Depreciatios ang smortizatien. . . . . . . .. . . .. .
Provision ralating to ssbestos-related inserance conngﬂ. e e e e . .
Provision relating to a fused silice plant . , ., . e e
Changes in assers sane lisbillities, axcluding buslnnsu .cwxrcd/dwostod
and foreign exchange effece:
{1ncrease) /0ecranse in notes ard sccounts receivable, ast . . . . . .
Increasse fin 1nvanforzes . . ., . e e e
Proceeds Tron settliements of interest rate hedge sgresmentt
Net expenditures for asbestos-relatsd insursance coversge.
lacrease in sceounts payadle. . .
Other . .

T L T U

L R R

PR F R

Nat pratax cash provided Dy eperating sctivities of contimuing operstions. . . . . .
N2t pratsx cssh pravided by epersting sctivities of discontinues operaiions. . . . .

Net pretax cash provided by opersting activities . . . . . . . . . .. .. ...
Iscoms traxas ppid. .

Net cath pravidan by opersting sctivities.

PR Y

INVESTING ACTIVITIES

Capital expeaditures . . . . . . . .. e e
Businessas acquired in purchase innucuom. mt cf usn lcqulrcd C e e e e
Increase in net investment in discentinusd operstiond. . . . .
Net proceeds from divestaents. . . . . .

Net proceesds froa sale/lesseback tunoctm:
Other. . . . .

P SR
P s e x s a

.
D T T Y
.

PR P T T Y

Not cash usad fnr investing activitaes . . . . .

FINANCING ACTIVITIFS (1)
Oavidends pawd . . . . .
Repayments of Dorrumps h.vng or.lqinu umr;uu m e3Cess Of mrn nonths., . . .
Increase in Dorrowings having original maturities in eacess Of three months.

Net incresss/(repayments) in borrowings harving origindl maturities of less

than three months . . . . .
SalecfImltocmrturcnlpxnunu........................
Other. . . C e e s e e e e e e e e e e e e e e e e e e e e
Net cash usec for finsacing ScRivitias . . . . . . . . . . . . i 44 et 0. a ..

Effect of exchange rate changes on cash and cash equavalents . . . . . . .

{Necressa)/increase in cash snd cash equivelents . ., . . . .

Cash and cash equivolents, beginmung of yesr .

o Cash and cash aquivalents, end of yesr .

THF un'rss T0 leMYEC‘ rnwcm. STATEMENTS, FAGLS F-8 '0 F-24, AIE INTEGRAL
PARTS OF THESE STATEMENTS.

_<Fa>

(1) SEE NOTE O TO THE CONSOLIDATED FINANCIAL S)AIEMENTS FOR SUPPLE MENTAL
INFORMATION AELATING TO MONCASH FINAMCING ACVIVITIES.

<!Table>

{103.2)
150.5)

(167 5)
0.8
44.2
5.8

(102.7)

243.1

(309.6)
{306.6)
(4%, 1)
454.8
22.2
15.4

(128.4)
(512.6)
373.0

185.7

(105.9)

(0.5)

(15.2)

ce-uean

62.8

(125.9)
{(274.0)
R85 7

(508.0)
27.0
3.8
(241 .¢)

718.8

(447.¢)

{131.90)
(55.9)
3686.4

(63.3)
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CONSOLIDATED BALANCE 3HEET

<Table>
«Laption»
DOLI.ARS N IILLIM, !XG!PT PAR VALUE Decender 31, 1843 1092
T o eeeemum et reneanaaaa e <c; . .4:»
ASSETS
CURRENT ASSETS
Cash and cash pquivalents. . . . . . . . . . . .. e e e e e e e e . s £&7.6 §$ €2.8
Notes and accownis receivable, het (Wote 7). . . . ., . . . .. .. e 857 .4 690.4
Inventoraes (Nete 7) . . . . . . . L L e e e e e e e e e . a4t.n 502.0
Net esasets of dascontanusd oper'luom, wrrmt (N>te 6). . . . . . ... 761 .3 606.3
Deferred income tane (noto - 3 T e e e e e e e e e e 318 96.8
Other current &5%@ES . . . . . . . . ¢ . . . . v e e e e [ 35.2 42.2
TOTAL CURREMT ASSETS . . . . . . . e e e e e e e e e e 1,075.3 2,001.4
Properties and equipment, met (Note 8) . . . . . e e a e e e e e 1,454.1 1,707.9
Nat mesets of uiscentinued operations, noncurrest. . . . . PO .- 108.5
Goodwill, less SCCUMUIRTAC Smortiratios of $53.2(1992- -$50. 1) ..... 481,86 298.6
Asbestos-relsted iASUrance recoiveble (Note 2) . . . . . . . . . . . . . 082.3 858.3
Other asvets (Note 7). . . . . . . e e e e s e e s e PR 1,236.9 1,033.9
TOTAL ASSETS . . . . . . .. ... S e e b e e e e e e e e e e SG10|G $ 5,590.8
LIABILITIES AND SHAREMOLODERS® EQUITY
CURRENY LIABILITIES
Ehort-term debt (Note ®) . . . . . . e e e s e e e e e e e e e 3 s32.¢ & 464.7
Accounts peysble . . . . . . . . .. .. ... e e e e e e e e e e s 414.¢ 423.6
Income tares (MOTE S). . . . . . . .. P @ e e e e e e e e 126.6 158.1
other current lisdilities. . . . et e e e e e e e e e e e e e 1.9 £03.2
Nimority interests, currant (ﬂou 12) .................. 207.0
TOTAL CURRENT LIABILITIES. . . . . . . . . .. P e e e e e r e e e e 1,002.6 1,038.8
Lung-Term aedt {Note 9). e e e e e e e . e 1,173.5 1,354.5
Othar noncurrent mmuuu S e e e e e e e e e e e e e e €13.8 666. 1
Oeterred incone taxes (Note 53 . . . . . . . . . . . .. e e e e e 97.4 9684
Liability tor asbestos-relatsd utuatton “lon 2y ... L e 713.7 --
Minority intefasts, noncurrent (Note 92y . . . . . . . . . . .. ... -» 297.90
TOIAL LIABILIVEES. . . . . . . . . . v . st o e e e .. 4,591.0 4,053.¢
COWIITMENTS AND CONTINGENCIES (NOTES 2, © ANU 11)
SHAREMOLDERS® EQUITY (NOTE 13)
Pretsrred stocks, S100 par valve . . . . . . . . . . .. .. e e e 7.4 7.5
Commen stock, $1.00 par value; 300,000,000 shares autna-u«.
nu!nndmp at Decenber 31: 1993 . ©3,485,000; 1002 - 86,002,000 . .. . 9.5 9.9
Paad in capatal. . . . . . ... L. L. e e e e e e e e e e e e e e 287.8 161.4
ReTOLNEd @BFAINGS. . . . . . . . & &« .t e e e e e e e e e e e . 1,196.2 1,298.6
Cumulative translation lmunnents e e e e e e e e e e e e e e (67.3) {2-4)
TOIAL SHAREHDLDERS® EQUITY . . . . . . . . . . . . . v v v v v a v u 1,517.6 1,545.0
TOTAL LIABILIVIES AND SHAREMOLDERS® EQUITY . . . . . . . . . ., . . .. 8 BIGB.E $ 5,590.6
“T‘“’ - .- e teaeamee i et esiaceseneccesestcemasncsesae e

THE NOTES TO CONSOLIDATED FINMNCIAL STATEVENTS, PAGES F-8 TO F-24, ARE INTEGAAL
PARTS OF THESE STATEMENTS.
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<Table>

<Caption>

OOLLARS IN MILLIONS 1983 1092 1991
e TTTTTTTITITITImmmTRTTTIIITETITET <> < <>
PREFERRED STOCKS

Balance, bogxnnmg of ynr . PO F 7.5 $ 7.5 8 7.5
Other. . . . . P . . (-1} .- .-
BALANCE, EMD OF YEAR . . . . “ e 7.4 7.5 7.8
Common Stock

Balance, beganning of year . . . PN 30.9 8.8 88.1
Convornon of notes aad ddnmuru PPN 2.8 .- -~
S5tock options and swards . . . . « . T 1.8 2.5
Acquisition. . . . . e b e e e e e e 1 -- --
BALANCE, EMD OF YEAR . . . . . . . 9.5 89.9 88.6
PAID IN GAPITAL

Balanca, beginning of year . . . . e e 151.4 120.1 61.6
Convarsion of notes and dobumru - . 108.7 -- ..
Stack options snd swards . . . . . . . . 2.0 31.1 58 .4
Acquisition. . . . e e e e e e e . .7 .- --
Other. . . . . . e e e et e e e e 1 .2 .1
BALANCE, EMD OF YEAR . . . . . . . ii‘re ) 151.4 120.1
RETAINED EARNINGS ’
Balance, beginning of year . . . . . . . 1,208.8 1,710.0 1,822.9
Mot income/(loss). . . . . . . . . . . . 26. {204.5) 218.8
Dividends paid . . . . . . . . . .. . {128.4) {125.9) (122.8)
BALANCE, END OF YEAR . . . . . . 1,196.2 1,298.6 1,719.0
CUMMLATIVE TRANSLATION ADJUSTMENTS

Balance, baginning of yasr . . . . . . . {2.4) 90.0 134.4
Tranglation adjustments . . . ... (64.9) {92.4) (44 .4}
BALANCE, END OF YEAR . . . . . . .. °r.8) (2.4 0.0
TOTAL SHAREHOLDERS' EQUITY . . . $1,517.6 $1,545.0 $2,025.2

THE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, PAGES F-B TO F-24, ARE INTEGRAL

PARTS OF THESE STATEMENTS.
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HOIES 10 CONSOLIOATED FIKAMCIAL STATEMENTS

PRINCIPLES OF CONSOLIDATION The constoli8ated financial statements include Lne
accounts 0f %. R. Grace & Co. and all majerity-oened companics {collectively
Graze). Intercompany transactions and balances srs ®liminstad is consolidmtion,
Investents in affiliated companids (200 - SDA owned) ars sccousted for under
tas equity mathod.

RtCLASSIFICATIONS Cartain smounts in the prior yesrs' contolideted finsnc:ial
sistenants Rave been reclassified to conforn to the current yasr's prescntation
an¢ as required wath respect to discontinued oparstions.

CASH EQULVALENTS Cash equivalents consist of highly liqeid instruments aith
marurities of thres months or less when purchased. The recorded smount
approximstes tair value becaisse of the shart msturitiss of these investaents.

INVENTORIES Inventories sre stated at the lowsr of cost or asrket. Due tov the
diversitied nature of Grace's operations, several msthods of determining cost
arw used, including first-ia/first-out, average and, for substantially sll U.S.
chenical smwentories, last-in/first-out. Market value for ras and packsging
aztarials 1s based on current cost and, for other inventory classificstions, on
net raalazsdle value.

PAJPERY IES AND EQUIPMENT Propertiss asd aquipment are ststed st the lowver of
cost or net realizable valus. Depreciation of propartiec snd equipmant 1s
generally computed using the straight-line method over the estimated ussful
lives of the assets. Interest is capitalized in commection with majer project
axpendatures and amortized, generally on & straight-line basis, over the
ostanstad useful lives of the assets.

Fully OeprecisteO sssats are retaindd i» proparties snd equipment and releted
CCUNIEtET depreciation accounts until they are removad fron service. In the
case of ajsposals, assets and related depreciatian are resoved from the stcounts
anc the Net amount, less any procesis from dispnsal, 1s charged or credited 1o
incone.

GOOOWILL AM) OTHER AMORTIZATION Q0odwill arissz from certain purchaso
transpctians anc is amortized usisg the straight-line method over sppropriste
periods not excesding 40 years. Patient relationships (see Nots 7) arc smortized
using the straight-line nathod over t? years.

INCOME TAXES Effactive January t, 1892, Grace sdopted Statement of Finencisl
Accountang Standards (SFAS) No. 109, ‘A ting for 1 Taxes,' The
Statenant requires the use of an asset and 1iadility sppreach for the accounting
and Y3nancial reporting of income taxes.

FDREIGH CURRENCY TRANSLATION Foreion currency transsctioss snd finascisl
stataments (except for those ralsting to countries with highly inflationery
aconomies) are translsted into U.S. dollars st current exchsnge rates, uscept
that revenues, Costs And @xpenses are translateC at average exchange raley
during each reporting persod. The financisl statsments of swbsidisries locmted
an countries with highly inflationary economiss must be remessured a: if the
functional currency were the U.S. dollar. The remeseursment creatss translation
adjustmeats that are reflected in net income. The sllocstion for income taxes
1ncluded in the transiation adjustments accoumt in sharsholders® equity was not
signaficant.

ENWIINGS PER SMARE Primary earnings per share ars cemputed oa the basis of the
weightad averape nunber of common sheres outstanding. Fully diluted sarnings per
share sssuse the conversion of convertible debentures (with an increase 10 net
income for the after-tax interest savings) and the issvance of cosmon FtoCk
‘squivalents ralated to stock optioms.

FINRANCIAL INSTRUMENTS @rara enters into intersst rete swaps, options anc caps,
and foreign currency costrarts te mansge exposure 10 fluctustjons in 1nterest
and toreign currency exchange rates.

The differestisls paid or received on interest rete sgresments sre Accrusd
and recognized as sdjustments to iaterest expense; gaiss and losses reslized
upos settlement of thase agréansnts sre daferced und mmortized to iateryst
eapense over g period relevant to the agreement if the usderlying hedged
1nstrunent remains outstaading, or immediately if the wnderldying hedged
instrement i1 settled. Premiuns paild on Caps are amortized to interest axpense
over the term of the cep.

Gains and 1ossas on foreign currency rantracts of fset gains and losses
resultang from the underlying transactions. Gaians snd 10sses on contracts that
hedge specific foreign currency conmitmants sre deferred and recognized in met
incame 10 the period in which the transaction is consunmated, Gains and losses
on contracts that hedge net invastasnts in foreigm subsidiasries sre recognized
in ths cumulative translstion adjustasats account an shersholders’ equily.
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Grace s a defencant in lawsuits relating to previously $0ld ssbestos-containming
proucts ang anticipates that it will be named s a defendant in additionsl
asbestos- reletad lamsuits in the Tuture. At Decombar 31, 1893, Grace was »
dviendant i1n spproximately 38,100 athestos- related lawsuits representang
spproximately d6,700 Claims {versus spproximetely 30,000 lswsuits and 53,000
clains ot nccuur 31, 1982). Of the lamsyits nndm at Decembar 31, 1003, @2
(105 a1 December 31, 1997) iavolved claims for property damage lll.ﬂldly cm-r.od
Dy tae us® OF ssbestos-containing materials in the construction of buildings.
Tne plagntarrs :n these lawsuits geasrally seek, among other things, to havs the
defendants DSOTD the COST Of removing, containing or rsepairing the asbestos.
contajning naterials an the affected buildings. Ths remaining asbestss-ralated
lawsuits Anvolved claams for parsomal injury. In most of these lawsuits, Grace
is onw of many oetendants.

PROPEATY DAMAGE LITIGATJON
Tuugh Decennar 31, 1993, 120 asbestes property danage ceses had been dismissad
with respect to Grace without payment of any damages or settlemsnt anounts,
judgnents were entered in favor of Gracs in twalve casas; in six cases (four of
which are on =ppedl), Grace was Meld lisble for s totsl of $68.3; and 134
property damage sulits and claims had been ssttled by Grace for s tatal o’
$300.0. Grace nas recoroed a recoilivadble for the insurance procesds it expects to
receive in conmectiion with these adverse verdicts end settlements, as well as
for delense costs 18itially paid by Grace. (See ‘Insurance Litigation® below.}
On Seplentrer 1, 1993, the U.S. Court of Appasls for the Second Circuit issved a
decision regarding the svailability of insurance ceversge with raspect to
Grace’s asbeslos property dasspe litigation and claims. In Jasusry 1994, the
Caurt granted Grace’'s petition Tor a re- hearing concerning such decisios.
loclided in the asbest0s Property danape lawsuits pending apainst Grace and
others at year-and 1993 sre the follouing purported class actioas: (1) a
Pennsylvanis state court sclion, certifjed in 1082, covering all conmercial
baiidings in the U.5. leased 10 whols or in part to the U. §. government on or
alter May 30, 1988, (2) an mction, cartifiad by the §.§5. Court of Appeslt for
Lhs Fourth Gircuat in September 1093 snd pesdind in s U.5. District Court in
South Cerolies, covering all public snd privete colleges snd umiversitias in the
U. 3. whose duiloings contain ssbestos msterials; (3] an action, brought 1n
1883 kn 8 U.S. District Court in Pennsylvania, on behslf of all public and
private slementary anC secondary schools in the U.S. taat contain msdestas
waterials, which nas been scheduled for trisl in late 1994 on a limited minher
of i1s3ues; and (4) an action filad in g South Caralins state court in 1942 on
behialf of 31) entities that ocwn, is whiole or in part, any building containing
sabestos materials marutactured by Grace or one of thes other mased defendantc,
other Lhan bulldings subject to the class action lawmiits described adove, asx
well as any building owned by the federal or any state government.

PERSONAL INJUAY LITIGAT 10N

Through Decamter 31, 1993, spprokimstaly 7,000 ssbestos personal injury lsesuits
inwelviay 17,900 clatms had Deen disnissed math respect to Grace without paynest
of any damages Or settiement amounts (primarily On the basis that Grace products
wore not involved), anct mpproxinstely 11,300 such sujts involving 13.400 claims
had hees setiled for B tOtal ot $352.2.

In January 1993, the U.S. Dastrict Court for the Easters District of
Pennsylvsnis cOnaltionally certified a class of all future asbestos persoaal
injury clamants, including jedividuals who have been ocCupationally exposed to
asbes oy -containing materigls but who ¢0 not presently allepe ssbestos-ralated
injury. Although Grace i3 not smong the defendants named in the class action
conplaint, gissaRisation of the nqurod class notice may generats sdditionsl
litigation sgeinst Grace.

RANGE OF POIENTIAL EXPOSURE

Although personal injury cases are pengrally sieilar to sach other (c¢iffering
only 10 the type of asbestos-related illsass allegedly sufferad by the
plaintitt}, each property damage case is unique 1n that building type, size and
utilazataon and G1fficulty of shateaent. if necessary, vary from structere to
structure; thus, the saounts involvad in prior dispesitions of pronerty demage
cases are not necessarily indicative of (he amounts tast ssy he reguired to
C15pose o1 such cases in the future. In addition, in property danage cases,
information regarding product idestification on » building-hy-building baris
t1.E., whather or not Gracs products were actuslly used in the canstructien of
e building), the age, typs, size and use of the building, the jurisdictiossl
nistory of prior cases and the court in which the case is panding provide the
only meaningful guldance as to potential futwre costs. Hawaver, much of téis
intormstion is not yet availsble in 8 aajority of the property damsge cases
currently pending against Grace. Accordingly, estimstes of futurs costs.tc
dispose OF these Casas 8re, in most instances, based on incomplete information,
8% wéll 8% assumplions that may net b» accurate. Further, the filisg of the
class sctions and uncertainty with raspect te the class certificstion in the
national elementary anc sscondary schools class action (sas ‘Proparty Damage
Litagation® sbove) mska it more difficuwlt 10 relisbly predict the costs Grece
will iscur in disposing of asbestos-related litigation.

F-9



~DOCUMENT | PAGE 39=smmuacicsccanwes (PD 28-NAK. 1994 12:25:05,8D 26-MAR- 1994 04:50:13) [BANYC42B2])FORRI0.K_£282 C--—=--940999-
~Primary QINYCA2B2==2Profile. ®.R. GAACE menaEOGAR COPYstasnswanssmessanas(]iont Docurent: DOCUMENY 1
«Page>

Subject to the precsding qualifications (wnich Grace Deliovas ta be
significent), Oreca has attemptsd (¢ CVIOTHiNe 1ts tuture COLtS to dispose of
this Jitagetion 8RO has concluded that It is propadie that the persorma) (njury
asd property damage cases panding st December 31, 1993 can bs disposed of for 2
total mwouat estimated at 3813.7 (inclusive of legai Tees and expenses), of
which Grace has recorded $713.7 as & noncarrent lisbility and $100.0 es &
current lisbility. Thas compares to the estimsted liability {(current and
noncurrent)] of $848.0 at September 30, 1993, reflecting payments sade in the
tourth quarter of $993. In sodiliun, Orace h8s recoréded B receivable of $962.3
for the insurance proceeds it espects 10 Fecelive ip reimbursaneet for prior
paynonts 8nd estimated fulurs payments to oisposs of ssbestos- related
litigation. This conpares tu the receivable ot $844.0 at September 30, 19833,
whach reflectad a $300.0 sfter-tan provisios recaroed 10 the third quarter of
1903 ralatad to thes Second Caircuit Court ot Appeals decision, while the faurth
quarter 1993 activity iscluded the partial) reverssl of swch provision, ss well
as inasurance procesds rsceived during the quarter. (See ‘Insursnce Litigatioa®
balowm )

Grace has also settled coveruQe Alsputes with certsin fngurance carrjers.
These sottlements provicde fur future payments of $114.0 and have been recorded
at potes receivable. Further, Grace contimues to sesk to recover the balance of
the paymants 3t 589 aade wilh respect to asbestos-relsted litipatiom from its
excess insurers snd from insursnce companies that aold insurance policies to
predecessor oonpsnies of Grecs, #% OU1SCUSSEd below.

INSURANCE LITIGATION

Grace's ultimate exposure je respect of 1ts asbestos- related lassuits and
clawme will depond on the extent tu whiCh its ansursnce will covear damages for
which 1t may be held lisble, smuunts p¥id in settlesent and litigetion costs. In
Warch 1801, tho U. §. Dastrict Cuurt for the Soutdbern District of New York held
thet Grace’s primary insurance carriers are obligsted to defend and indemaify
Grace with respect to demages (other tARA certain penitive damages), settlement
amounts and litigatien costs in connection with both parsonal injury and
property demsge s3bestos claims. The court Mid that coverags for asbeslios
property demage is traggerec by the “discovery of dammage” durimg the policy
pering.

On Septenber 1, 1993, the U.3. Court of Appesls for the Ssconé Circuit issued
8 dezision regarding the mvailability of 1asurance coverape with respect to
Grece's ssbestos litigation and claims. The Court of Appesls revertad the
Dastract Court’s ruling as to & “discovery Of damsge” trigger for asbestos
property danage clamy anc 1NITEad adopted & trigger bassd on the date of
installation of ssbestos.containing materials. As a result of this decision,
Crace recorded an afisr-iax provision of £300.0 during the third quarter of 1903
to reflect the reduction in insurance coverage for its asbastos property danage
lawsuits end clains. In January 1994, the U.5. Court of Appesis for the Saconé
Circuit granted Grace’'s pelition YOr & re-hearind concerning tha Septemder 1,
1003 decasion. In view of the Court's action, during the fourth quarter of 1993,
Grace reversed 5200.0 of the arter-tax provisien recorded in the third quarter.

1a Dacembar 1991, the Circuit Cosrt ror Jackson County, Mississippi meld that
Grace's primary and excess insurence carriers are obligsted to defend and
indennify Orace, holding that for The PWposes Of Iasurance coverage, dawnsge to
buildings froe esbestos-cowtaining products occurs st the time such products are
put in place and that the denape CONTINUAS as long a8 the building contains the
producta (8 *continuous trigger). A simiLler decision was rendered by a
Mannegete Atote court in Novemder 1992,

In 1993, Qrece received $74.6 uncer tattlements with iaswrance carriers, in
reinbursement forr monies previously expended by Gracs in coamaction with
stbostos-relatec litigation ; as mentioned above, these settlements also prowvide
for future reambursements 0T $114.0. In early 1994, Orace settled with two
s3ditional insurance carciers and received spproximately $88.8 under swch
settlements. Priur to 1983, Grace received paynemts totallisg $37.7 tron
insurance cerriery, the majority of which rapresentsd the aggregste renaining
obligetion owed to Qrace by thoss carriers for prisary lavel insursnce coversge
uritten by thes for the period Jung 30, 1962 throuph June 30, 1987,

Grace continues 1o be 1nvolved in litigation with certain of its insurance
carrjers, ancluding as arrilisted qroup of carriers that had sgreed to a
asttlsment wnc haa Aade a series of payaants under that sgreeaent in 1603 The

-group of carriers sutsequently notified Grace that 1t would mo longer homar the
agreenent {which hao sot beed executsd) due to the Septesder 1, 1993 .8, Court
of Appeals UsCisiOR Gistussed above. Grsce believes that the settlessnt
agreement (which 1nvoives spproxamstsly $200.0 of the asbestos-relstad
receivable OF $952.3 at Oecepber 31, 1993] is dinding and initiated acticn to
snferce the settlemant agresment. In Jemuary 1094, the U.S. District Court fer
the Castern Daatract of Texas hald tha agreement to be enforceadle. The
affilisted group Of CArriers 1s expectsd to appial this ruling to the U.S. Court
of Appeals for the Fitth Carcuit.

for the period October 20, 1962 throtgh Juse 30, 1035--the most relevant
period for asbestos-relatad latigation- -Grace purchesed, on an snaual basit, as
such ss eight levels OF 8xCess insurance coverage. In geaeral, excess policies
provide that whes cla1ms paLc #xhaust coversge at one leval, the insured may
sesk payment Trom the carriers at the aext higher lewel. For that 23.ysar
per3jod, the Tirst six levels Of excess insuraace availsble from insgrence
canpanies that Orace believes tn be solvent (based primarily wpon reperts from »
leading indepandent 1nsyrance rating service) provide coverage in excess of $1.4
billion. If, howsver, the mmount available in the first six levels should prove
to be imsufficient, Grace hes substantial additionsl coverege available in fts
two remaining Jevels Of @xcess coverage. In Grace’s opinios, it is prebable tiat
recaveries fron {ts excess insurance coverage will be evaiiable to satisfy
Grace ‘s asbestes- rslated siposure atTter giving effect to the provision recorded
in 1993, Consequently, Grace belisves that the resolution of its
asbestros-related litigstion will not have 8 matarial sffact on its corsolidated
financial position or results Of oparatiens.
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ACOUISITIONS

Businesser scquired in 1093 consisted primerily of pealth care anc water
traatasat businesses. Gracs scquirsd Howe Intensive Cere, INnCc. in the second
quarter of 1983 for spproximstely $129.0 in casa (inclusive of related costs)
and scquired other heslth core businesses Suring 1083 for sn .gmlto of
approxinately $115.0 fin cesh and §3.8 in comon stock. Grace aiso scquired Latin
Amarica’s largest water trestment business 1n the Tirst quarter of 1998 for
aporoxinately $67.6 in cash.

In July 1992, Qrace completed Lhw purchase 0T the cammoh ateck of Grace
fnargy Corporation (Grascs Cnergy) mol owaed Dy Grace for $77.3 in cash. See Note
& for a discussaon of 1893 divesteent activity with respect to Grace Energy's
butinesses. During 1992, Grace continued to eXpand its health care operations
through the acquisition of seversl businesses and facilities for consideration
totalling 644.2 in cash.

In 9901, Grace purchased the 25% minority interest in Grace Cocos for $74.8
in cath snd perchesed an initisl 47V common equity intarest in a hedlth care
service company. In eddition, Grace tnerdy purchssed (ts former partner's 508
interest in Calowyo Cosl Company {Celowya) for $34.2 in cash plus related debt
repayments.

All of the sbove trantactiont were accounted fOr as purchasss, ans the
results of aperelions of the ACqQUired businesses are included in the
consolidated finencial stytements Trom the respective dates of acCquisitianm,

DIVESTHENTS

In 1093, Grece completed the sgls of substantially all of the oil and gas
oparstioes of Urace Energy, 810ng with Certain cerporate investaents; ses Note 8
for further inforaation. Qther non-core businesses divested during 1983 included
8 60% interest in » Japanese chemical besiness and a food iadustry hygiene
services business Ter spproximatsly $31.4 and 311.2, respectively.

In Decenber 1992, Orace $0l18 i1ts organic chemicals business end related met
asssts for appruximetely $100.0 in Cash plus non-voting preferrad stock of the
buysr. In Sarch 1992, Grace 8016 its boek, video and softwsre distributien
business {a@race Disirivution), which was chsﬂfud as 8 discentinued operation
as the Tourth quarter of 1991; see Note 8 Tor further inforsstion.

STRATEGIC RESTRUCTUHING

The 1981 net Qain on strategic restructuring of $6.1 (sea Notes d) includes gains
of $108.0, incluszve of cumulative transiation gains of $37.0, on the
disposition 67 COrtain son-cord Pusinesses and irwastments. Offsetting these
gsins were expenses relsted to the relocation of Orace’'s corporate hesdquarters
fron Nev York to Florida, provisioans for litigation and certain eaviroments)
e plant closure axpsnses and 8 reserve 7or the casts of restructuring
activities.

q. OTMEH INCOME

e D R L I R T T L T T L L L uu e cescsaremassacas

<Tabile>
<Cagt 108>
1093 1992 1991
<S> <C» «C> <G>
Interest . . . . . ... ... ... L. $30.4 $12.9 $12.8
Net gain on serategac restructurang. . . . . -- .- 6.1
EQuaty an esrnings of affiliated companies . 1.0 3.4 2.2
Othar, net . . . . . . . .. .. e e e e 1.1 54.0 3.6
s42.5  see.u $55.7
</1able> ’

Other, net in 1993 represents principslly the gain on the sale of a 50% interast
in 8 Jepanese chenicel business (see Note 3), offset By provisioas for
SNVIronmental ssd plent closwre expenses. Istersst f1acem: in 1993 iacludes
$21.9 relsting to the settlemeat of prior years' Federal INCORE tOX returns.
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t"oenn Jemyary 1, 1002, Brace sanpted SFAS Ne. 108, “Acsmystang far Jacems +
Taxas,' ®Aich spplies an StSef ¢ Liability 20OrCBLh requiring the retogaition
of deferred tax assats 884 lisbilities with nm« to the sxpeetec future tat
comseqeences #f everis (A1 Nive Deen recorded in the pongalidated fimsncial
statoments snd tor returns. I it i oy u-u L8N ROt That Akl OF R pertioes
of 5 daterred tax asier will 20t be reslizsd, & valuaties allewsase mist Ue
rACOgNIINd. 4s parmitted under SFAS iy 108, Srace slectad aot to Fastate prier
perisds’ coasslideted 1iNEACis) statemsnts to pive affect to SFAS Mo, 0%,
u:Mln. the Setrred e Desefit ricegaized upes the SUOPLish of SFAS lo 108,
3 Accaustisg 70r Poelreturevmnt Ssugtits OtRer (3SR Pessions,’

affect of rha wrioptisn of SFAS Ro. 108 aa Graee ‘s 1902 fiasncial sun—-u s
aot pateriail.

51 the third quertsr of 1003, Gracs recOrded the wffects of the Oanibus Budget
AecanGilintion Act of 1980 lﬁM). waLCh mas enscted in August 1963

sther things, OBRA secremed the RIDAMT U.5. F80SrS| corporats tax rate to YA,
stfaetive Jomary 1, 1903, Mesuwer, maither this ilwsressa in the uU.b. Feusrel
dOrpersts tax raty l"- 3N}, moOr tn- othsr prowisions of GBRL, hel & msterial
sttect on @race s results of operstien

T CpRIERtS of iscame/(lo1s| fron eonuun. oseratiens bafera jecone taxes
ors s follews:

<Vsh]o»
<Capt

The prov.sions (deaafit) fOor IncAms teves allbcatsd 10 PaItinuing spiratiens

consisted of
“Tsbla> -
<Caprtiow
19

@ T e ¢
Tacoral 15¢ene tands

Cafvont. . . . . ... Lo s 6.3

Uwtarred . . . . ... . ... . {(®.7) .
Ttete ang local’ INCAma tares . cureest. . LA 8.3 3.2

FOresgh jacome Laxes:
Currget . . . . L L L L

Cefervsed . . . . . . . . .. ... ...

At Decsmber 31, 1083 ans 1882,
comsisted of the following Lteas:

<laple>
<Captiens

<>
Messarch ang Grveleamnt eupinias .
Provisaen releting te gsbestoe relst:
Pasrretiressat banefits athe” than poasiens ol
nt cpereting loss casryforwards . . PN [ ]
Assrvee ot yet dedustidies for tax ml e e e 2.
TRY CromAL Carryforwargs . . . . . . Ce v e e e 84.0 l;
. 1
2

Fension snd .msuremie rmm. - . “
Capitalited invemisry coats ond unnt-ry rourvc. - .
State deterred tavas . . . . . . . .. ...
other, . . . . .. . . ... . .

@ usuamnL.

Daprociation SN BaertiIotA®e. . . . . . . . ... ... ..
PROUBRIC PONOION €08 . . . . . . . . . . ... ... ..
omer, . . .. ...

Tare] deterrad tae limhiditsen. . . . . . . . . ... ..,

OsTerred tax aaSts VALUBTION LIOWSRCE. . . . . . . . ., .
Mot saferrad tax meneks . . . . . . .. PR
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1a conmertion wity tne addption o LFag Ne. 100 affestive varwary 1, 1082,
Qrece recosslled § valustios alicwancs of S8 4, WRLCD wes odjustad Ln 1902 sae
1993, Toe valustion gllowance relates to ths wnosrtalsty sy te the realiratios
0f cartain ¢defarred tax ssasts, includisg U.S. tas crecit carryforwands, state
ol Luce] Mt OOSTITING 1555 CANTYTOrwards e At GSTArcted tax assats, &nd aet
spersting lest carryforwurds in Gartein feraige fu 1s0i0ticns. Bused upwm
anticipated funera radnirs, Grace Mt concleded, sfer sansiderstion of the
valustion s.loemnce, thet it is more likely then mot thet the net deierred tes
3101 balance will be reslizec.

The Leels g1ving rase to OSTerred tax assais ond lisbilities at Oecamder 34,
199% included depracigtive, Meseerch Sw evelopmeft CHET) TRAT AAve Beel
capitalized far tax purpeiss, ohd oLRer items the tex treatasnt 5f which does
ot comform 0 therr tr tor € ] PUrpISes .

At Decomper }1, 1993, there sre $50.0 of tax tredit carryfcrwmmrds with
SEpIration perinds thraugh 1090 and 525.0 oY tex crecit carfyforwarty with &
expirataon peraod Acditienglly, thery mre stoce seg lecal 48g Yoreirgm net
spurating less sarryferwards with » tan affeet of M47.1 Snd virious expirativn
oerieos.

Tre U.§. Feoers] corporste taa rats recosciles 10 the sfiective tax raze for
continuing speratiens as ‘o)lews:

<%
V.S, Federal COrpvnate Loz rete. . . . . . . . » . o B
TRereass/ (Baersats | 1n tas rats resulting frem:
U.S. and fareigh 1ames ov Tarsign spefetioms. . , . .
Utilaration of geraral busisess credits (PR
Stote and locsl ircome taxes, met at

Fegernl iacome 18X DeMIPIL. . - . . . . . . PPN
Valuation allawenss tor geterred tan sspets . . . .
Japace of U.R e foreign tax rate changes

on defarred taxet
Otieer, net. . .

ffootive tax rate . . . .

< ladles

U.8. and fereigs taxes Nass H0L Dewn Provided OB IPPPORIASISLY 3444.0 0f
Bndistr ibuted sarnings &7 cortiis fereipn subeidiaries, o4 suth sermingy are
being retiined isdefinitely by ssch subaidisriss for reinvestmaat. Thw
sistribwtion of thase etraings weuld result in sdditionsl foreige withholding
taxss of sporouisately 526.3 830 acditiomsl U.S. Federal incoms texet to the
wxlant they aFe SOT OTTLEY Dy FOrasgn tax Credits, byt it is mot practicadle to
setinpts the tots) tes Lispility thst would be iscurred upon Sucs o
tistridetion.

8. DISGINIIMIED

COCOA, SATTSAV SEPARATORS AMD D IYITHNS
Jo the sacond auarter of 1OR3, Grace claveifiad a8  QLPCPEtiNUed sperutiers Ats
cocon amd BOTTSFY MpArstors Dusingpsas: certale englnsered materials
Susinessas, principally its pristing Drecucts, alactromegestic radiatios coemtrol
400 seterial technulogy DusIAeIRes (Collactively £1B); end other sen.core
ponding thear ai L. A provisien of S108.0 (net of a0 Mppltcubls
13X DONITIE of £27.3) mas recordes in the seeoed guartsr of 1903, whith 1pcluces
the 1os3 expectec on the divasiment of thess Mesinassas, their aseticiseted met
CPerstisg results and & $15.7 provision 1o fatersst expanse allscated to the
CASCONTINUGS OpOTRTIONS Througs thailr expectsd dstes of divestasst.

ORACE EMERQY

Brine the first ane secnad guartars of 1003, &race seid substeaitislly ell the
011 a6d gas aperstions of Orace Enerey, which ves clasaified s 1 dtecostinumd
oparation in 1002, fer set Choh procesds of $358.0, whith wes consistant with
Prior estinetes. The less trom discontised tparations in 082 irzloded &
previsien of $135.0 (set of an applicable tas MeMTIT Of $01.8) relsting to the
losses exXpacted on the divestment of drase Enarpy’s sperstions. Srace is
puriuing the divestmst of Colewyd. & partnarship melly ormee by Grace Gnergy,
and azpects to concluds such 8 traassctism Su 1004, &°acs 39 it the process of
liquidating the remainirg of icellamesus a3sets and 1iabilitise of Grace Eseryy s
ail asd gas eperalivm.

GRACE DISTRIDUTION AN OTIER
As estiansd abeve, 13 1B second Quarter of 1983, Orecs clapitied as
4SO ANUSE OPArETines COrtTALs son-Cire RuLinduess, Bhieh $Atlude 1ti anisal
geoetics and Car iebemt TErTILLISF GEFRIiENS, tAe CDArSting rasults Asg net
et of shich are Licludnd wader “Other’ i the following tehles. s 1982,
Orace ¢)osaifind as Slacent (wnd 0peritisee 00PLain COrparets investmeats,
ircluding Arsce’s mlasrity 1stirests in Canoaie Exviremsentsl Servinas farp. esd
Oreee Sierrs Marticuloural Products Conpasy. 1a Duceaber 1983, Gracr campletes
Whe 3ale of thess ALAKITY Interests Tor total proceeds of 841.3. Grace is
Puriuing the 8436 9 the remalsing Nes-coTE DUSLBUSESS SRC COrPOrATe iATSSTAINtS
nd erpacts 1o conslude much tramsattisss L 1904, .

The losa frem discantiinued sperationa in 1002 {ecleded sn ofter.-tax previsisn
of $12.1 ralating to the loss steecieted witn the. sale of Griace's remeising

style r t opsretisn. In Warch 1962, Grace cospleted the male af

Orase Distribution for SE7.8 1s CBSA NG MOtes. .

F13
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Operating results of Grace’'s discontinuad opsrations subsaqueat to their
classifycation #3 SUCh Bave been consiStent with amounts originally estineted
and sre recorded against establashed reserves. Operatisg results prior to
classificataon a8 discontinued operstions &ad ssles and revenues for the three
years ended December 31, 1993, 1092 and 1891 were ss follows:

<«Table>
sCaption>
.......................................... et tciacscccannn, [, .‘“‘
<s» ........ PR teteasimmriieacanactemateasa i anaurraran o
COCOA
Sales BnC revenuss . . . . . . . . . .. L. Ll e . $ 105.0
{Loss)/incone from operations before taxes (1) . . . . $ 28.6
Incone tax bemefit/(provisiony . . . . . . . . . . ... (11.8)
{Loss)/incone from discontinued operations . . . . . . . $ 16.8
BATIERY SEPARATORS AND ENS
Sales and revenues . . . . . . . . . ... .. a .. . $ 401.7
1ncame from operations before taxes (1). . . . . . . . . $ 23.7
Income tax (provision) . . . . . . . . . .. e e e (8.0)
Incons from discontinued operatioms. . . . . . . . . . . 5 15.7
GRACE ENERQY
Sgles snd revenues . . . . . . . . 0.0t s 4 e .. $234.8 S E15.0 5 479.2
(Loss) from operations betore taxss (¥). . . . . . . . . <+ B {11.1) & (26.6)
Income tax benefat . . . . . . . . . . . e e e e e e .- 6.6 .
(Loss) from discontinued operations. . . , . . . . . . . - 8 (4.5) 8§ (15.9)
GRACE DISTAISUTION
Sales and revesmues . . . . . . . . .. - L. ... . -+ $178.0 § 780.4
(Loss) Trom operations before taxes (1). . . . . . . . ., -- 5 (2.8) {.1)
Incons tax bemefat . . . . . . . . .. .. .. . .9 B
(Loss) from discontinued operstions. . . . . . . . . . . - $ (1.9) S .-
oTHER
Sales and revenues . ., . . . _ . . e e e e e e e - .. $ 60.7 & 06.6 §$ 102.4
(Loss) Trom operations Defore taves ($). . . . . . . . . $ (1.7) $ (w3.4) § (2.7)
Income tax banefat . . . . . . . e e e e e e e e e e .3 3.5 3.
(Loss)/incane from dascontinued operatioms . . . . . . . $ (1.4)8 (0.90) § 3
Jotal operating results of discontimuad opsrations . . . $ (3.4)83 4.9 $ 0.9
Net pratax {loss) on disposals of operstaons . . . . , . (122.3) (2s5.1) .-
Incone tax benefit on dispossls of operstions. . . . . . 22.3 88.0 .-
Total (loss)/income from discoatinued operstions . . . . . 3(108.4) $(162.2) $ 18.8
;"D ................... seemsecmecranna ceteebecanecnan

(1) REFLECTS AN ALLOCATION OF INTEREST EXPENSE BASED ON (A} A RATIO OF THE NEY
ASSETS OF THE BUSINESSES CLASSIFIED AS DISCONTINUED OPERATIONS IN YHE SECOND
QUARTER OF 1993 AS CONPARED TD GAACE S TOTAL CAPITAL AND (B) GRACE 'S INCAEMENTAL
_BORROWING RATE APPLIED YO BOTH VHE EXPECTED PROCEEDS FROM YHE DIVESTMENT OF
QRACE EMERGY AND YO THE NET ASSETS OF GRACE DISTRIBUTION THROUOM THE DATES OF
THEIR RESPECTIVE SALES, ASSUNING THAT AMOUNTS RECEIVED FRON THE DIVESTMERT OF
THESE BUSINESSES ARE USED YO REDUCE DEST. THE ABOVE OPEMATING RESULYS FOR THE
PERIODS PRIOR TO CLASSIFICATION AS DISCOMTIMUED OPERATIONS INCLUDE INTEREST
EE‘SFE’M CELLWY TIONS OF £2.8, $38.8 AND $47.6 FOR 1993, 1092 AND 1991,

A €1I .

</Table>

for financial reporting purposes, the assets, liabilities, results of
operations and cash flows of drace Cocos Associates, L.P. (LP) ara included in
Graca’s cossolidated financial stat ts as & " of discontinued
opsrations, snd the outside 1pavastars® interest 1a LP 1is reflected as a minority
antarest 18 the Consolidated Salance Sheat. Sae Note 32 for & further ¢iscussion
of LP,
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Net sssets of Grace's discontinued operatioas (excluding intercompany 8ssets) at
December 31, 1993 were as follows:

<Table>
<Caption»

gsatcery

Separators Grace

Cocos and ENS  Energy Other Total

<;; -------------------------------- ;t.:; -------- ;‘Cb <G> ’ "¢-> <C>- N
Current sgsets . . . . . . . . . . $ 218.6 $ 1143 $ 14.8 § 54,4 § 4021
Properties and egquipmsnt, net. . . 170.3 187.2 134.0 a8.8 $00.3
Investaents in snhd advences to
affrlisted companies . . . . . . .- 4.8 4.1 40.2 49.1
Other noncurrent sssets. . . . . . 41.8 25.4 11.4 47.0 125.
Total assets. . . e e e e § 430.7 s 3.7 § 164.3 § 180.4 $1,077.1
Curreat lisbilities. . . . . . . . $ 1274 § 3.0 $ W9 s 2231 204.3
Other noncurrent lisbilities . . . §3.7 8.7 19.7 (.6) 111.%
Total liabilities . . . . , . . . § 191y $ B7.6 $ MMe $ 205 s 3153
NeT Bssets. . . . . . . . . ... § 236 S§ 2R $ 120.7 § 157.9 $§ 7613

7. OTHER BALANCE SMEET ITEMS

«<Tabjle>
<Caption>

1993 1902
e TTTTTTToTTTITTTmmmTmmITIITIIITET <> <

NOTES AND ACCOUNTS RECEIVABLE
Trade receivables, less allowances of $49.7 (1092 . $98.3)
Other receivadles, less allowasces of $.6 (1882 -- $1.0) . . 111.7

-
2
s
Y

INVENTORIES
Ras and packaging materiasls. .

$ 111.4 3 170.3

Inprocess . . . . . . . . . . . L. i e e e e e e e 50.0 76.2
Finished products. . . . . . . .. © v e e e e e e 2433 32¢.7
Genorsl MErCRANCLSE. . . . . . . . . . L L e e e e e e 87.0 59.8
Less: Adjustment of certain inventaries to a last-in/first

cout (LIFO) basis. . . . , . . ... ... .. (40.8) (47.1)

5 441.0 8 592.9

!-)‘}O.GER ASSETS ’ o ’
Deferred income tox@s. . . . . . . . . . . ¢ . 4 e .0 .. $ 2773 $37.1
Prepaid pension costs. ., . e e . 224.2 220.2

Patient relationships, less sccumulated amortizgtion of

$96.5 (1992 -- $78.5). . . . . . . . . . o4 et e e, 196.4 184.8
Long-term receavables, less sllewancas of $13.4
(1892 -- SB.4) . . . . . . . ... e
Oeferred charges . . . . . . . . . . . .. ..
Long-term investments. . . . . . . . . . . .. .
lavestments in and advasces to affilisted companies.

. 177.0 103.6
110.s 108.1
104.4 8.2
51.¢ 116.8

PP
s e e e e
o v v e

“Patents and licenses . . . . . . . .. ... . 33.9 25.7
DRMBF. . . . L L . et e h e e e e e e e e e e e e 60.3 81.5

81,235.3 $1,033.9
«</{Table>

During 1993 and 1982, Grace entered into agreaments to sell up to $270.0 and
3345.0, respectively, of interests in designated pools Of trade receivabley. At
Decender 31, 1993 and 1992, $263.8 and $307.9, respectively, had been received
pursuant to such seles, which amownts ars reflected &8s reductions to trade
accounts receivable. Included in the trade receivables sold st Decemder 31, 1992
are $50.0 of trade receivables the sale of which has besn reflected as 3
reduction in net assets of discontinusd operations.

Undar the terms of these agresmants, new interests in trads recoivsbles are
s0ld as collections reduce previously 301d trada receivables. There is ne
recourse to Grace, Nod it Grece required to repurchase any of the trade
receivables i3 the pools; if certain trade receivables in the pools prove to be
‘uncollectible, other trade recsivables sre substituted (to the extent
avarlable}. Costs related to these sales sre expensed as incurred. There were
no Qains or lossas on these trangactions.

Inventories valued at LIFO cost comprised 20.008 snd 22.0A of inventories at
Decembar 31, 1003 and 1992, respectively. Liquidstion of prior years' LIFO
inventory layers in 1993, 1902 and 1991 did net materislly affect cost of gQoods
so0l0 in any of these years.

1k
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<Table»
<Gaptions

<S>

Langd . . ., . .. L ... e e
Buildings .. .
Machinery, .wwt and olh.r .
Projects under construction. . .

Properties and equipment, gross .

Accumulated deprecistion snd swortization. .

Propartiss and equipaent, net .

Interest costs have been incurred in connsction with the finsncing of certain

S

assets prior to placing them in service.

e e
PR
e v

Interest costs capitalized in 1993,
1902 and 1001 were $7.4, $20.4 and $21.4, respectively.

51.3

8361
1,842.8

2,777.8
(13231)

seceres (PD 28.MAR. 1994 12:25:05,M0 26-MAR- 1904 O4:
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Deprecistion and smortization expease relsting to propertiss snd esquipnent
respactively.

anoynted to $189.2, S104.9 and $203.4 in 1993,
Grace's rental expense for opsrating lsases smounted te $£3.8, 380.0 and $67.7

in 1993, 1992 and 1801, respectively. See Note 11 Yor information regwrding

contangent rentals.
At December 31, 1003, minimum
<Table>

1908 e
Lnur ynrs. -

. e

future pay.t-ls

e e s

Total mimamm lease pswments

</Table>

The above minimun lease Payments include sublesse income of $12.1 per year for
1994 through 1808 and s total of $53.6 in later yaers.

In 1992, & critical rew nateraal supplier to Grace’s funed silicas plant in

1992 anc 1901,

for operating lesses were:

Belgiun was effectively denied 8 prevaously promised permit for dy-product
disposal, resulting in the shutdown of tha supplier’'s plant.
continued operation of Grace's plant would mave requirsd Grace to obtain other

suppliers anc/or take other sctions requiring sigaificant additions] investment.
Consequently, Grace closed its Dlant and in the third quarter of 1992 recorded a

one-tine provision of 3$140.0, reflecting the entire net book value of the

facility and certain s00iti1onal expenses.

This provision could be oftset in

part by recoveries from litigation, the renegotiation of cartain contracts
relating to the plant and/or the sale of the pleat.

sAdUNTE recorded 8re sdsquate to cover remeining contingencies.

F-16

As of Decesber 31, 1993,
grace substentislly completed the shutdown of this facility and believes the

As a result, the
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<Capt ons

o 190
3 <> <>
S40AT - TEM OEB1
Camsercial pepar (3.00% and 4.7% weighied sveraga LATrast
rete wt yuar.gnd 1003 ang YORQ, respectively)(1) . . . . . 8 16T.¢ & 0.0
Baak Dorrowings (4.3% Weiohted Awerage Inturest rate ot
year-amd 1993) (Y .. ... L .. .- e
carrent asturities of luo term dodt . . . . ... .. 9.1 50.7
Other ahert-tara borrasinge(d) - . - . . L .. L L. e . 3081 8.4

3 0528 5§ 4.7

tang - Torm Dbt
Comsar:12l oape~ [3.0% Wi0htee sveregt intarest rste Bt

year-and 1083} | H ..... 30.8

sank Boreouings ®nd R nxﬁtd v unnn

rate at your-ond 1963 shd 10T, MOApECtAVOlYI(Y) . . . . . 4a%.¢ 3 810.0
Tah dotes Due 2000R) . . . . . . ., s 0. 3.0 .
7.70 Noteo Dua 2005{4). . . . . . . . .0 . .. . 189.0 190.0
G8h otes Duw 1985(8) . . . . . . .. -0 L 180.0 180.0
Sundry Lagebtedness with various asturities wm :m 2.2 ar s

Liguid Yiala Option Notes (LYOM)i8) . . . . . .- 5.7
€.26% Convaretible Subordiaste Osbentures Ous mm - -
laamtrisl ravesus onde with variaus saturities tbroups

188.0

Full-year welghted uon.o intarest ut- “on total devt

L I T eeierateimmeym4imremteetenccmratacacamrmen

<fn>

1] UNDER ITS BANK REVOLYING CAEDXT AGREEWEMT, mmumu as.o
AT IRIRRET) RATES BASED UPOM TME PREVAILING ms FEIERAL FUNDS A0,
CURIDOLLAR WATE.  OF TWE 81,2250, APPROXTUATELY §715.0 umrun uua
A 384.4Y FACILITY SXPTATNO SEFTERAEN +, Yo, nn'nelnum.s
AYAILAILE LWDER A THREE.VEAR FACILITY EXPIAING SEFTEMBEN 1, 1883, AT
QECEMICA 31, 1903 AND 1882, SORMONINGS OF $AS. 9 AND :ao.o. mnmv
WERE OUTSTAOLNG UNDER THE MEVOLYING CAEBIT AGREENEAT AND ARE INGLUOFD 3
LONG- TEAW BAMK SCRWOWINGS ABOVE. A? DECENBER 31, 1693, 3813.0 WAS mawu
TO SUPPORT COMEACIAL PACE MG TUICK MK SOV CUTSIARDLIG, mms
ET IMUSED CRFDIT FACILITIES OF $547.2. GRAXC'Y

(2] NEPRESSNIS VARISUS LINCS OF CABRIT AND WISCELLAMECUS BORROWTNGS, PRINALILY
OF MON-U.S. RIMSICIARIES.

(31 OURTMS THE FIRST OUARTER OF 1983, ORACE SOLD AT PR £300.0 OF T.0 NOTES
OUE 2000. INTEREQT IS PAVABLE SENIANRMILY AND TWE NOTES MAY NST BE
REDEEMED PRIOA TO MATURITY.

141 DUAING TIC THIAD GUMTER OF 1092, BACE JOLD AT PAR 5160.0 OF 7.7 WOTES
OUE 7003. INTESKEY [$ PAVABAL SEMIAWBALLY AND THE NOTES WAY MOT BE
REDECINED PAIOR 10 WATIMITY.

(S} DURING M€ FOURTN OUMTER OF 1080, GMACE SOLD £160.0 07 §.3A NOTES OUE
1908 AT AN [MITIAL PUBLIC OFFERING PRICE OF 9. 7508 OF PR, TU YIELD 6.4A
nuum 1S PAVABLE SLNLNBIALLY D THE ml VAY NOT D€ AEDEEMED PRIGR TO

(L]
I7) GRACE AEDEENED In AL

OUTETANDING ) .
*/Tenjer

Puydest ot u.n-u.l.lv 311 of Grsca’s Derrewings asy bo steslerated, ond it»
PriNCIDEl SOorrowing apfeemenmts terainsted, Won the cocurrescs & 3 Mefault
Unger CorSIA other Gracs berroe

Soboduled maturitiey of gebt mnm ut Decssber 31, 1963 sre: 1004--88.1
1005-.8166.3; 1006 €13.0; HO7--85.1, wnd 1908..34.4.

Intarest expesss ter 1503, 1962 and 1991 ansumtied te 881.5, DIO.0 wnd 81184,
respactive) 1rtarest mul made in 1083, 1087 srd 1801 mmeunted 40 9902. s
0.0 En $, respectivaly. By maasging its Interest rate expotmrs threugh
LOLEst rats GEPisRlive Sgrecasnts, Grace reduasd isterest emesse for the
1ears oatad Doconbar 31, 1953 end WO by 530.3 03 $4.7, rospectively. bSes
Bate 10 far a further discrsaism of siterent rats lodgn Seresments.

Curing 1he fawrtn oulnar ot 1900, hrace #1308 o ustnnun tenenset with
the Becerities sad Exchengs Comminsion covering 3780.0 of ¢adt mdier aquity

securition that amy by u)l fra tims te (im; the registratioan stetewet bacane
s¥toutive L Jn-fy 1904

F.17
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10.  FINANCIAL INSTRUMENTS

INTEREST RATE SWAPS

8race enters into interest rata hadge agresments to menzge interest costs snd
risks sssocimtec with changing interest rates; most Of thess agreements
affectively convert underlying tixed-rate debt isto variabla-rste debt bassd on
LIBDA. At Decamber 31, 1903 and 1992, the notional principal amount of these
sgresments totalled $1,250.0 and §1,035.0, respectively. At December 31, 1963,
8racs would have been required to pay $26.3 to settle these agreements,
representing the excess of carrying value over fair velue, based on estimates
received from finsacial institutions. The fair value at Oecember 131, 1992 was
not meteriel. Due to previously settled agrsements, Grace hss unamortized gmns
of $56.3 and $4.9 as of Decenber 31, 1993 and 1992, respactively, whath are
reflected ss sdjustments to istersst axpenss over appropriste psriots relevant
10 the respsctive financial isstruments.

FOREIGN CURRENCY CONTRACTS .

Grace enters into s variety of short-ters currency sweps, foreipn exchange .
contracts and options to manage its exposure to fluctustions in foreags currency
sxchange rates. These contracts generally iavolve the exchamge of ons currency
for another at a future date. At Decenber 31, 1993, arece had & notaoasl
principsl t of appr ely $34.9 in contracts to buy or ssll foreign
currency in the future. The carrying valus st Deceabsr 31, 1983 and 1992, wnich
approxissted fair value based on exchangs rates at Decembar 31, 1993 and 1092,
was not significant.

OTHER FINANCIAL INSTRUMENTS

At Dacesmber 31, 1993 and 1092, the carrying value of financial instruments such
as cash, short-ters investasnts, trade receivables and paysblss sad short- tern
dabt approximated their fair values, basad on tha short-terms maturities of these
instrusents. Additionally, the carrying value of both long-tera investments and
receivables spproximated feir valuss. fair value iz datsrained DOSAE oh expectet
future cash flows, discounted at market iAterest rates, snd other appropriate
vajuation methodologiss. At December 31, 1083 and 1002, the Tair valus of

long- term deiX was $1,218.4 and $1,400.0, raspecCtively. Both periods include
approximately 3510.0 of borrowings supported by the revolver sgresment, for
which the cerrying value approximated fair value. The fair value of debt is
cetermined by cbtaining quotas Trom finamcisml institutions.

Exposure to markat risk os interest rate and foresign curreacy comtracts
results from fluctuations in floating rata andices and currency rates,
respactively, during tha periods in whick the contracts are outstanding. The
counterpartios to Grace's interest rats hedge sgreemsnts and currency exchange
contracts consist of s diversified group of mejor financial institutions. Grace
is exposed 10 credit risk to the extent of nonpertormance by these
counterparties; however, mansgement believes the risk of incurring losses dua to
credit risk is remote. The notional amount of the insgtruments discussed above
reflected the extant of involvemant in the 1nstrumeats, but did not represeat
its expasurs ta market risk. Considerable judgment 13 required to develop the
estimgtes of Toir value; thus, the estamates provided sbove are not necessarily
indicative of the smounts that could be raalized in s current sarket exchange.

11. COMMITUENTS AMD CONTINGENT LIABILITIES

Grace 15 the named tenant or guarantor with respect to certain lease obligations
of previously divested businessss. The leases, some of which extend to 2015,
have tfuturs minimus lease payments sggregatang $68.4, Grace is also the named
tenant or Jusrantof with respect to lesse abligstioms having future ainimum
laase paynsnts of $43.7, &3 to which Chanmel Home Centers, Inc., & previously
divested business, has been releassd in bBankruptey; offsetting tnis is $39.7 ot
future sinimum rental income from subtenants. Orace continues ta sttempt to
smlou; the remaining properties and belisves its ultimate exposurs is met
ajterial.

Grace is the nsmed tenmnt with respact to lesse oblipations with future
a1nimm lesse payments of $10.5 that have been assigned to Hermans, s previously
divested business currently operating under Chapter 11 of the Federal Bamkruptcy
Cods, Hermass has sdvised Graca that it intends to continue te occupy premises
under laases with future minimum payments of $17.9 aad is negotasting
tarnination sagreanents as to ths remsinder. Grace delieves its ultimate exposure
under these leasas is ROt Retarisl, ss Hermans is parforaing on its currest
leass obligations snd expects to smerge Trom bankruptCy as 8 visble company.
Additionally, Graca is fully imdemnified Dy other parties for any losses :t may
wncur ynder these leasss.

In 1992 ano 1993, Grace provided The Restaurant Emterprises Group, Inc. (REG)
with various forms of financial support, imcluding s letter of credit support
facllity to assist FEG in meeting certain ligquidity and other financial
requirenants. During 1993, REG was reorganized, end in Jamuary 1684 the letter
of credit was canceled and Grecte received $42.8 in exchange for all of the REG
securities held by Grace. The reerganized REQ (now named Family Restaurasts,
Inc.) has agreed to indsmnify Grace with respect to leasse entered into by REGQ's
subsidiaries under which Grace remsins contingemtly liable. At December 31,
1803, these leases have future Ainimum lesse payments of $72.4. Grace believes
any risk of loss from thess contimgent lisdilities is remots.
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Grace is subject to loss contingencies resulting fron environmantal lews and
regulations, which include obligations to remove or aitigste the afiects on the
environneat of the disposal or release of cortain wastes and Other substances et
s8raous sites. Grace accrues for anticipated Costs associated with investigatory
and remediation afforts whare an assessmont Ras indicated that & loss is
probatle and can De rsssonavly estimated. At Daceabar 31, 1993, Grace's accrued
liapility for snviromsental reaedistion totalled approximately $180.0.

The msasurenent of the lisdjility is evalwsted quarterly bssed on currently
availsble iaformation, including the progress of remedisl investigstion st each
site, the current status of discussions with regulatory authorities regarding
the method and extent of remedistion at each site, aad the axtamt of
appartionment of cOsts smong other potentidlly respoasible parties. As some of
these natters ora decided (the outcome of wihich is subject to various
uncertainties) gnd/of Rew sites are sssessed and costs can bs rsasonably
estinated, Orace will revisw ond analyze the need for agditionsl sccruals.

12. #inorsity Interests

1n Decenber 1992, LP, formarly a genersl psrtnership named Grace Cocoa that was
wholly owned by two Gracs entities, somitted two sgditionslt Grace erntitiss as
gensral partners and also admittad ene Rew linited partasr. As » result of the
agrission of thess new partmers, the total capital of LP incressed to $1,430.5,
which included a $300.0 cash contribution made Dy tha mew limited partner,
$207.0 of which was Tunded by outside investors. LP°s assets consist of Orace
Cocoa’s worldwide cocoa and chocolete business, long-tarm notes end demand loass
due froa verious Grace entities, which are guaramntesd by W. R. Grace & Co. and
1ts principal operating subsidisry, and cash. The cash coatributiom from the new
1asited partner was tnitislly lent by LP to the principal opersting subsidiary
of B, R. Grace & Co. and was used to retire certain domestic borrowings snd for
general corporate purposes. Four Qrace entities serve ss genersl partaers of LP
anc own general partnership interests totalling 790.00 in LP; the new limites
partner owns 8 20.97% lisited partner interest ia LP. {P is a ssparate ana
dastanct legal eatity from esch of the Grace entitias and sy ssparate assets,
lisbilities, business functiens snd operations. For financial reparting
purposes, the ssests, liabilitjes, results of operations and cash flows of LP
are imcluded in Grace's consolidated fimancial sta s as 8 P t of
discantineed oparations and the outside investers’ interest in LP is reflected
as & mimerity interest.

Shereholders’ Equity
The weighted average nuaber of shares of common stock outstandang during |
wat 91,461,000 (1992 -- 89,543,000; 1991 -- 87,236,000).

W. A, Grace & Co. is authorized to issua 300,000,000 sharas of common stock.
Of the connon stock unissved at Decembar 31, 1003, approximstely 8,767,000
shares may de assued or deliverso upon the exerciss of stoch options or grant of
share sw3rds in connection with stock incemtives such as stock options. Ia
acdation, at December 31, 1993, 102,232,000 charss wers resarved in connection
with Comanon Stock Purchase Rights (Raghts). A Right is issusd fer each
outstanding share of common stock; the Rights are not and will met becoms
Sxércisable unless and wntil certain avents occur, std at no time will the
Rights have aay voting power,

Preferrad stocks authorired, isswsd snd outstanding ere:

<Table>
<Caption»
Par value ot
Shares as of Dacember 31,1993 Shares Outstanding
Authorized In out- )
and 1ssued Treasury standing 1993 1992 1691
s> < T el s <tr o
6% Cunulative(1) 40,000 3,536 36,464 53.6 $3.6 $3.6
8% Cunulstave Class A(2) 50,000 33,844 18,358 1.6 .7 1.7
8% Noscurwlative Class 8(2) 40,000 18,418 21,588 2.2 2.2 2.2
PSR R ...

{1) 160 votas par share. -
{2) 16 votes per share

</Tahle>

D:;i«un pald on the preferred stocks amounted to 8.5 ia each of 1093, 1992
and 19417,

The Cortificate of Incorporation also authorizes $,000,000 shares of Class C
Pretervred Stock, §1 per value, none Of which has bsen issuad.
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«Table»
«Caption»
Changes ia outsuna.\np common stock options sre sumnarized balow:
1993 1902 1991
Average Averags Average
unber Exercise Numbaer Exercaise Numbe r £xercise
of Shares Price of Shares Price of Shares Price
<;| <C> <> > <C> <C» <C»
8slance 2t begraning of vesr . . 6,385,187 835.09 8,112,248 $32.0% 7,172,775 $24 .91
Options granted. . . s e v . 1,461,425 38.00 1,445,300 3?2.77 2,901,793 39.27
7,826,812 7,557,548 10,074, su
Options exercised. . . L. {683 ,255) 25.89 {1,132,883) 25,29 (2,052,421} 23.49
Options terminated or cunculod .. (1” osa) 40.13 {59,498) 27.97 (l cos 99) 25.54
Balance at end of yoor . . . . . . 8, 935 am . §,365,187 35.00 6.112 243 32.0%
</Tsble>
At December 31, 1083, options covering 5,058,258 sheres (1002 -- 4,025,840,
1991 -- 3,890,088) wera exercissble and 1.m 122 ahares (1902 -. 3, on 294,
1961 -- 4, 687 «368) were availadle for additional grants.
In 1901, uruin executive officers surrendered all or a portion of their
outstanding stock options in axchange for shares of comnon stock squal £n value
to the axcess of (1)} the market value of the aption shares at the date of
surrender over (2) the purchase price of the option sheres. The shares reaceived
upoh surrender were subject to restrictions on transfer. Tne officers
surrendering options generally were granted new options covering sn
squal nunber of shares with a purchase price aqual to 1108 of the fair markst
value of the common stock on tha date of grant. Subject 1o certaein exceptions,
suCh options may not be exercised until 1896, at which tame they begome
-urclubh in five annval installiments.
15.
Grlco maintains defined benefit pension plans covormg enployess of certein
units who neat age end service requiranents. Banefits are generslly based on
final average salary and yesrs of service. OGrace fuads its U.S. pension plans
1n sccordance wath Tederal laws and regulstions. Mon-U.S. pension plans are
funded under a variety of methods becsuse Of differing local laws and customs
and theretore cannot be suUMBrized. Approximately 55% of U.S. and non-U.S. plan
assets st December 31, 1993 mere common stocks, with the remainder primarily
fazed income securities.
Ponuon (bensfit)/cost is cwr:nd of the following u-pamnn.
‘hblo’ ' ’ o ’
«Csption>
1993 1992 1991
u.s. Morn-U.S u.s. Non-U .S. u.s. Nom-U.S.
. < s e e T «s
Service cdit on beasfils esrned durang the year. . .3 7.6 & 9.5 5 111 s 9.4 s 13.6 $ 13.4
Interest cost on benefits eorned in prior years. . . . 36.3 17.1 31.7 1.5 0.9 16.3
Actusl retern on plem assets . . . . ., . . . . . . (108.2) (56.7) (20.9) (30.6} {83.8) (34.3)
Daterred gain/(l0ss) on plan sssets. . . . PR 6a.1 38. (30.8) 9.5 33.2 12.9
Asortiration of net geins and prior uruee eut: .. (5.3) {1.7) (8.4) {5.5) (7.7) {2.9)
lht pension (banefitjjgost . . . . . . . . . . ... .8 (1.5) § 4.2 $ (17.0) $ () $ (13 8) $ 5.4

</Toble>
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The Tundsd status of these PlANs was a3 follows:

«<Table~»
«Caption>
1993 1902
U-.;»“ don-U.S. u.s Non-U.8
<s- ............ P eeeaeamaimieeee e ea e q.:. o ‘c’ - ,
Actuarial present valwe of baufn obupunn-

Vested . . . . . e e e e ... . .3 8142 S172.8 $ 52.3 3186
Accunuletad bewefit obligetion . . . . . . . . . . . .§ 820.0 $182.2 $ 527.7 S5176.%
Tota] projected benefit obligetion . . . . . . . . . .5 691.4 $243.4 3 596.4 5240 4
Plan assets at f8Lr valve. . . . . . . . . . .. .. . 83.4 270.1 767.9 288.5
Plen assets 1n excess of projected benefit obligetion. 145.0 6.7 179.5 48.1
Unsmortized net gain st initial adoption . . ., . . . . (96 1) (6.4) (108.6) {14.3)
Unamortized prior service cost . . . . . . . . . ... 34.3 4.2 19.4 4.2
Unrecoghized met gain/(loss) . . . . . . . . . . . . . 4.8 9 54.2 (21.0)
Prepsid pansson ¢cOst . . . . . . . . . . .. .. .. 813138 54(1] $13.5 § 17 oul
wna T ’ o

{1} Incluses $71.4 in 1903 and $80.7 is 1992 of prepald pension costs.
<{/Table>
Tne following significant .uhpuun were used in 1993, 1992 and 1001:

<Table»
<Captaion>
1993 1992 1991
U.S. Non-U.S. u.s. uon v. !. U.S. MNan.U.S.

> ’ ’ T s s e e T < <«
Discownt rate st December 31,. . . . . . . . . . . .. T.5% 4.5 - B.OA 8.0 6.0 - 12.0°8 9.08 6.0 - 13.0%
Expected long-tern rate of retuen. . . . ., . . , . . 2.0 6.0 - 10.§ 9.0 6.0 - 11.0 2.0 6.0 - 110
Rate of cCOMPRNSALION INCresse®. . . . . . . . . , . . $.5 3.5. 7.5 6.0 3.5 - 7.5 6.0 3.8 . 7.5

</Tabler

As a rasult of classifying Certainm operatioss as discostinued and dlnsnn.
ather operations, Grace recogniled Aa increase in the net prapaid pession
benefit of $6.2 and $10.0 in 1902 and 1091, respeclively. In addition, Qrace
settlad cartarn pension obljgations of ons of ita non-U.S. plans, ruuntno in
gons of $.6, $.7 and $11.8 in 1003, 1902 and 190t, respectively.

Grace's Retirenent Plan for Saleried Employses (Flan) contains provisions
under which the Plan would sutomatically terminats in the svent of & changs in
control of &. R. Grece & Co. and Plsn benefits would be secured through the
purchase of annuaty contrects. Upon such terminstion, a portion of the Plan’s
excess assets would be placed in an irrevocsble trust to fumd verious enployee
bshefit plans and arrangesents of Orace, end sny bslance would De returmed to
Grace.
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16. 6&{-'6&;énmm.x Benerit Plans .

Grace provuu cortain othar postretirement health cara and 1ife uluraau
bensfats for retired enployses of spacifing V.S, units. Thess ratiree medical
snd life insurance plans provios various levals of Pessfits to sap as
(depending on their dats of hire) who retire from Grace after age S5 with st
least 10 years of service. The plans sre currently unfuaded.

Effective Janusry 1, 1002, Grace adopted BFAS No. 106, which requirss the
accrusl method of sccounting for the future costs ¢f postretirement haalth care
and life insurance benefits Over the employees' years of service. The “pay 8t
you ga° method of accounting, used prior to 1902, recognized these costs on a
cash basis. The adoption of S5FAS Mo. 106 on the iamadists recognition basis,
concurrent with the adoption of SFAS No. 109, resulted in 8 chargs to 1802
seraangs of $100.0, net of §98.0 of deferred income texes. In addition, tha
application of SFAS No. 108 rassultesd in 8 cecrease of §5.1 in 1992 sfter-tax
esraings from continuing opsratioms. Grece's cash flow, howsver, is umaffacted
by implesentation of $FAS No. 108, as Grace continues te pay the casts of
postretirement bensfits 83 they are incurred.

Included in noscurrent lisbilities as of December 31, 1993 and 1992 are the
following:

<Isble>
<Caption>
1903 1002
<S> «C» <C>
Accumalated postretirement benafit obligation:
ROVAT@OB. ... -ivvenvannrcrnnnnsan $151.0
Fully eligible participants........ 21.5
Active ineligible participsats.......... 45.1
Accusulated postretirement bamefit oblipatioh............... 21r.6
Unrecognized net lo88......c....... PP (17.68)
Unrecognized prior service banefit............ ersarnasa 75.2
Azcrued postratireaent bsnefit obligatien..........c.ceu0eenn $278.2

«/Table>

Net periodic postretirement bemefit cost for the yesrs ended ODecember 3t, 1093
and 1992 is comprised of tha following cemponents:

<Table>
<Caption>

1993 1992
<S> . <C> <C>»
Sarvice cost.......... e siaratacaenaaren Ceesaens $ 2.2 $38
Interest cost on leeululnoe ponronmn
benefit cbligation... .........c.cccuv.nn . 3.2 15.6
Anortirstion of net loss.......... cae . .2 .
Amortizatioa of prior service benefit.... (4.8) (+.9)
Nat periodic postretirement benefit cost...... ST e £11.1 £172.5
</Table>

The cost of these bamefits (cash bastis) to Grace ‘s continuing eperstions was
approkinately $5.6 for 10901. As 8 result of classifying certein sperstions as
gascontinued, Grace recognized reductions ia the accrued postretiremsht benefit
obligetion of mpproximstely $16.6 and $23.5 in 1093 sn0 1902, respectively,
which are reflected in the reserve for discentinued eperations.

During 1992, Grece's retires medical plans were amended to incresss cost
sharing by saployses retiring after Janusry 1, 1083, This smendment decreased
the sccumulated postretirement bensTit cbligation Dy $52.9 st December 31, 1083
and will be amortized over an sverage remaining future service lite of
approxisately 13 yeers.

. Wedical care cost trend ratas were projected at 11.7% in 1003, declining to
5.0% through 2003 snd rcnhung level theresfter. The offect of a 0ne percentage
POiRt incresse in esch yesr't assimed madical cers cost trend rate, holdiag all
other assumptions constant, would be to iacreass the annusl nst porlodlc
postratirement benefit cost by $1.6 end the accumilated postratiresent benefit
obligation by $16.5. The Oiscount rates st Jecember 31, 1993 and 1992 were 7.5A

nd §.08, respectively.

In November 1802, the Finsncial Accounting Standards Board issued SFAS No.
112, ‘Employers’ Accounting for Postemploymeat Benefits,” which requirss accrusl
acenu-ung tfor aon- lating posteapl t benefits. Orace’s primsry -
postemploysant obligation is for disabled -erl-rl medical benefits. Thase are
currently included im accrued postretirement costs under $FAS No. 108. The
sdoption of SFAS No. 112 is not sxpacted to have & material effect on Grace's
results of operations or financial position.
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17, Xndustry =nd G-oor-uuc So'm\u

<Tabla»

<Caption>

Specialty Health

lnﬁntry Segment Inforastion(1) Chemrcals Care Other(2) Totsl
<C» <> <> . <>

snu and Revenves......... ceres 1083 $2,005 $1,513 - 54,408
1992 3,062 1,275 -- 4,337
1991 3,078 1,060 249 4,387

Pretax Operating Profit......... 1993 92 247 {418} (4) 221
1992 289(3) 176 (242) (4) 193
1901 400 143 (218)(4) 334

Koentifisble Assets............. 1093 2,115 1,642 1,701 5,348(5)
1002 2,002 1,088 027 4,034(5)
1991 /i 1,016 750 4,026(5S)

Capital Expenditwres............ 1993 209 . 20 21 310(S)
1992 224 82 34 310(5)
1091 b4l 40 52 314(5)

Depreciastion

and Amortizetion....... erensecea 1903 138 18 12 228
1902 151 85 ] 225
1991 154 [ 3] 1} 222

flldno’
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<Table>
<Caption>
"""" Unallocated
nited Corporate
Geographic Segment lnfornuon(!) Stotes Canade Europs other ltems (2) Total
< T <> T < @ < PO <
Sales and flevenues............. 1903 $2,888 $124 $ 832 $407 -- $4,408
1992 2,721 31 1,081 404 4,337
1091 2,455 138 1,186 361 249 4,387
Pretax Operating Profit........ 1683 460 ’ 2 70 (618} (4) 22
1992 k14 1 (323(3) 79 (242) (o) 1993
1091 318 10 182 7 (218) (4} 334
Identifiable Assets............ 1990 2,37 82 753 395 1,791 5,348(5)
1992 1,077 7 772 283 9227 4,034(%)
1091 1,018 L 1] 069 306 750 4,026(5}
<§,>' eicisenaame e deeteseaac e ceenernaas e, eoammseravaameerecaaan e

{1) Certain amounts have been restated to conform to the 1983 presentation.
(2) Includes divested specialty Dusinesses amd unallocated corporats items.
{8) Includes a provision of $140 releting to a fumed silica plant in Selgium.
(4) Unmsllocatad corporate iteas jacluds:

1993 1002 1991
INtOrest GUPONE®. ... ..vvuerrarvrsucnnn $ (82) $ (90) § (116)
Oeneral corporete Overisesd SxXpenses...... (63) (84} {ay)
Qaperal corporets research axpinses...... (54) (82) (58)
Provision relating to asbestos-releted
INSUranced COVerape.......ccovcanenacsae {169} .- --
Nat gain on strategic restructuring...... -- ]
Othar (oxponges)/income, Mot............. (26) 10

$(242)  s(21)

Totsl

(5} Excludes sssets and capital expenditures of discaatinued operstions as
follows:

1992 199
54,004 84,028
1,568 1,981

35,509 $8,007

Jaantifiable eseets. . ..........ounan.
Discontinued operetions...............

Totel ASSOtE.........ciccvenernronen

Totel Capstal Expenoitures..........

</Table»
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QUAHTERALY SURMARY
UNALDITED- -DOLLARS TN IILI.XO'S EXCEPT PER SHARE

«<Table>
<Caption>
OUARTER ENDED MARCH 31 JABNE 30 SEPTEMBER 30 DECEMBER 31
g, TTTTTTTTITTITTImmmTmTmmmmmmmmmmmmmm e < e <> <>
1993(t)
Sales ONd FOVONUES. .. .. ... iiiiienannn Coresonenns ’ £988.2 $1,004.19 $1,136.1 $1,182.0
Cost of goods &010 anO oparsting expenses......... {543 .8) (648.5) (684.3) (890.2)
Income/ (loss) from continuing operstions.......... 31.7 $3.9 (236.4) (4} 285.2(S)
Loss fron dascontinued operstions...... eaasnanans 3.4} (105.0) - .-
Net xncome/(1lOSS)......cc.nn.n tesecessans N 2.3 (B1.1) (236.4) 285.2
Earnings/{1oss) per share:(2)
Continuing operetions..........ccccvte 5 .83 $.80 $(2.68) £3.05%
Mot o8rmings/{1oss). ... .oiiiriicaieiiiiarennn -3t (.57) (2.58) 3.08
Fully @iluted esrnings per share:
Continuing operations......... esautecarsanaan $.34 $.5¢ $--(8) $3.03
Not earaings...... .e crsseustarannns .o .30 -« (8) . =-{8) 3.03
Dividends declarsd per COAmon Share..........coc.n $.35 8.35 $.35 $.35

Rarket prico of common $tock: (3)

1992(1)
Sales SN0 revenues..........c.ccoinienn Cesrerencens $940.3 $1,089.6 8 1,114.2 $1,220.9
Cost of goods seld end operating n.oms......... (8€8.1) {600.2) (648.2) (?77r.0)
Income/(loss) trom contiauihp Operations..... crese 17.0 61.1 (84.6)(7) T4.1
{Loss)/incame from discontinued operetions........ {(14.9) (152.3) 2.4 1.8
Cumulative effsct of sccousting changes........... {160.0}) .- .- .-
Nat (loss)/income............. vessenanne vesstannen (14r. 1) (101.2) (82.1) 75.9
Earnings/(loss) per mn (2)

Continuing ODerBtIOnsS . ... ... ......ccnennrvaces s .19 $ .57 $ (.00) s .82

CGimuletive aftect of accounting enugn aes (2.12) .- .- .-

Not (1038)/08rnANGS. ...cocuee.n.- tecsencannan (2.10) (1.18) (-92) .84
Fully dilutad earnings per share:

Continuing oparations...... sesracenns PR $ .18 $ .54 $ --(6) $ .75

Net earnings. ..... .0 ienenanen Cretersianaiven --{8) --{6) --(6) .77
Dividends declered per common share........... $ .35 $ .35 $ .35 $ .35
tarhet price of common stock:(3)

High. . cooeeininainnas eteaennas tevmcaaaas . 5 45 $ 38 1/2 $ 38 472 S 40 3/4

low......ccvvens seraceacnane PR ceeeennas 37 /4 33 /8 2

Close.............. etaenmeeaterai s ceaancnas 40 /4 34 37 5/8 40 1/4

«<Fp>

(1) ANOUNTS MAVE BEEN RESTATED TO CONFORN TO THE YEAR-END 1903 PRESSNTATION.

(2) PEA SHARE RESULTS FOR THE FOUR GUARTERS DIFFER FROM FULL-YEAR PER SHARE
RESULTS AS A SEPARATE COMPUTATION OF EARNINGS PER SHARE IS MADE FOR EADH
OQUARTER PRESENTED. TME DIFFERENCE IN 1993 1S PRINCIPALLY DUE TO THE
COMVERSION 1N THE THIRD QUARTER OF OUTSTANDING LYONS INTO APPROXIMATELY 2.8
gk%é:lmﬂsm3 OF COMNON STOCK; SEE WOTE 6 TO THE CONSOLIDATED FINAMCIAL

(3) PRINCIPAL MARKET: MEW YORK STOCX EXCHANGE.

14) g‘v‘im A PROVISION OF $300.0 RELATING VO ASBESTOS-RELATED INS JRANCE

(5) INCLUOES A $200.0 REVERSAL OF THE $300.0 PROVISION RELATING TO
ASBESTOS- RELATED INSURANCE COVERAGE .

(6) MOT PRESENTED AS THE EFFECT 1B ANTI-DILUTIVE

(7) INCLUDES A PROVISION OF $140.0 RELATING TO A FUMED SILICA PLANT IN BELGIWM.

</Table>
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<Caption»

QUARTER ENDED WARCH 31 JUNE 30 SEPTEMBER 30 DECEMBER 31
<S> <> <> <C>» «C»

1993(1)

SALES AND AEVENUES

Specaalty Chempcals.......... cetrentaaensraneran $640.1 5 720.9 $ 7347 S 782.9
Health CafFe. . ... .. .. i crirrerr it caneee e 3981 364.2 401 .4 409.1
TOtAL..cvremaeunannnenan P $608.2 $1,084.1 $1,136 1 $1,192.0
OPERATING INCOME AFTER TAXES(2)

SPeCiolty ChemICals. . .uoo i revnanansaucnnannanas . § 58.8 $ 680.5 § 80.8
Heglth Care.......cn0nnunuas Sesresecaenann creven 35.9 3.0 42.3

1992¢1)

SALES AMD REVENUES (3}

Specialty ChemicRlS .. .......c.civurecnaninnsanes $509.7 $ 687.9 $ 723.2 $ 809.0
NBBLth CBMO. .. oo vrsiressacnenacensrsnsasasnnanns 200.0 308.0 332.3 344.9
TOtBL . s tseriiiiinennccnecarcnsacsccrannasanionann $868.7 $ 998,90 $1,055.5 $1,153.0
OPERATING INCOME AFTER TAXES(2) .

Specislty COOMICELS........oncieierrinccnarcnarne $ 33.9 $ 50.7 § 682.0(4) $ 818
HoBIth Car®. ... .. i cuiiiirtenroncrioacnsoarnann 20.6 25.¢ 27.8 3.7

- 7 P $ S54.5

<Fn>

(1) ANOUNTS HAVE BEEN RESTATED TO CONFORM TO THME YEAR-END 1 PIBEWAT!OI.

(2) EXCLUDES DIVESTED BUSINESSES.AND, IN 1993, A $100.0 PI\OV‘XSIN
ASBESTOS -RELATED Im COVERAGE . ununs ARE COMPUTED !FNE THE
ALLOCATION OF CORPORATE AESEARCH, CORPORATE OVERHEAD AND CORPORATE
INTEREST. FOR THIS TABLE, TAXES lli( COMPUTED SUBSTAMTIALLY ON A SEPARATE
RETURN BASIS FOR EACH I.!l!l.

(3) EXCLUDES SALES OF DIVESTED BUSINESSES; THEREFORE, THE TOTAL DOES NOT AGREE
WITH SALES AND REVENUES IN THE COMSOLIDATED STATEMENT OF OPERATIONS.

(4% Excwms A PROVISION OF §140.0 RELATING TO A FUAED SILICA PLANT IN BELGIUM.

</Table>
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«Table>
«<Caption>

SALES AND RIVENES(1) OPERATING 1NCOME
AFTER TAXES(1}(2)

""""""""""" 1993 1902 1991 1903(3) 1992 1991
PR e s cengreeeees o “ = o
UNITED STATES/CAMADA
Specaslty Cnenicals......... reeneenn 1,855 $1,455 51,407 $141 $124 $120
et 1,424 1211 1,02 128 22 7
Totsl...oveunnnnn. v erevans 2,979 2,886 2,438 260 218 198
TR
Specialty Chemicals...... . 52 0s? 918 4é a3(4)
Health Core....cccvvns . 80 ]

LATIN AMERICA/OTHER

SPeCialty ChOmIiCalS....coviceivavenrtrasnoes "t - 120 [ ] 13 14 9
HWeBlth Cord. .. ... .cccisarurciecreanicrannan 1 .- .- .- -- .-
TORAYo et ereeiaaenrsannennan e . 182 120 9s 13 14 ’
sutotal i 4,408 4,005 3,742 s82 345 338
Divested BUSINGRSES. ... ..cun vt ocncnnronnsan -. 242 43 .- 16 10
Total ContinuAng OPerations ................ 54,408 34,337 $4,397 sasz sasn 5346
TP IR et e . DLl LT
(1} CERTAIN 1992 AND 1991 ANOUNTS HAVE BEEN AESTATEO TO CONFORN TO THE 1993
PRESENTATION.

{2) COWPUTED BEFORE THE ALLOCATION OF CORPORATE RESEARCK, CORPORATE OVERWEAD
AND CORPORATE INTEREST. FOR TMIS VTABLE, TAKES ARE COMPUTED SUBSTANTIALLY ON
A SEPARATE RETURN BASIS FOR EACH SUBSIDIARY ASD OIVISION. IN THE CASE OF
EACH U.S. SUBSIDIARY AND DIVISION, TAX BENEFITS FOR OPERATING LOSSES, IF
ANY, ARE RECOGNIZED CURRENTLY.

{3) EXCLUDES A $100 PROVISION FOR ASBESTOS-RELATED INSURAMCE COVERAGE.

(4) EXCLUDES A PROVISION OF 3140 RELATING YO A FUMED SILICA PLANT IN BELGIWM.

</Table>
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<Page>

<Jable>

<Caption>

CAPITAL EXPEMDITURES, NET FIXED ASSETS AMD DEPRECTATION AMD LEASE uoanuno« (1) DOLLARS In WILLIONS

TTTTTTmmmmmmmmmmn s s TrTTEmenTIIITTTIIII IR e e Doprecx-tx;;.nsn“

Capital Expenditures Mot Fined Assets Lease AmOrtization

""""""""" 1993 1992 1991 1998 1082 1991 1993 1902 19m

<5> «C» <> <G> «C> <C> <C> «C> <C> <C»

OPERATING GROUP

Specialty Chemicels........... 3209 3200 3179 $1,049 §$ 978 $ o4t $13s $131 $126

Mealth Care......... 80 52 48 2n 22y 205 6 as 35

BUDOtAY. . e enaneanenenann. 280 262 225 1,326 1,106 1,146 181 160 “ya2

Gensra)] Corporste... .. PP 2 34 45 128 102 02 8 3 7

Total Continuing Operstions. .. 310 280 270 1,454 1,208 1,238 19 117 169

Divested Businesses........... -- 24 44 .- a 213 - 8 34

Discontinued Operations....... .- [ 133 .. 408 1,107 .- .- -

Total........ ettreiraiteeaae. 310 s308 Py $1,708 $2,558 $109 3108 iiu:n

GEOGRAPHIC LOCATION

Unjted 3tates and Canada...... $195 $186 $153 $ 187 s 698 $11? 3108 $107
EUrops. ...c.civeveoncnveranean 68 0 a8 342 e 49 4 45
Other Aress..... cectencarano.n 28 19 18 7 104 15 12 10
SUDOtBLl. e ve it eieciiateenan 89 252 22s 1,108 1,;4‘ 1»t 160 182
Gemeral Corporat®.........c... F4} 34 45 102 9. L} 8
Total Continuing Operatiens... 310 288 70 1,208 1,238 189 177 160
Divested Busimesses.... .. 24 44 4 ek - 13 34
Discontinued Dperations....... .. a8 133 408 1,107 - - -
Total..... cesneran tevancecavas 10 $308 $447 $1,708 $2,858 $189 $195 szoa
<Fa>
{1) 1982 AND 1991 AMOUNTS WAVE BEEN RESTATED TO CONFOMN TO THE 1893

PRESENTAYION.
</Tadble>
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<Table>
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FINANCIAL MV DOLLARS IN IllLLlOﬂS. EXCEPY PEQ SHARE Auouns
1993 1992 1991 1990 1989

<S> <> <C> <> <> <G>
STATEMENT OF OPERATIONS
Sales 8Nd FEVENUBS. .. ... ... o coriatiipaaeans $4,408.4 $4,337.0 $4,386.6 $4,300.7 $3,820.3
Cost of goods s0ld and operating uponun..‘..... 2,506.8 2,801.8 2,849.2 2,800.5 2,4)0.7
Dapreciation and mamortizstion 227.7 224.0 232.9 227.2 199.4
Interest axpease............. 81.5 90.0 115.4 137.0 121.0
Research ano develppment um-n..... ..... 185.0 130.0 128.1 125.4 105.0
Incone from comtinuing operstions

befores incoma tawes...... 221.2(1) 192.6¢2) 334.2 272.1 207.8
Provision for income taxes...... 86.8 134.0 132.8 97.5 61.3
incame from coatinuing operations...........,.... 134.4 57.7 201.2 174.6 145.9
(Loss )/ income from discontinued operations....... {108.4) (162.2) 16.9 28.2 107.3
Cumulative effect of sccounting chamges.......... .- {190.0) .- .- v -
NOt ANCOMO/{JOBS) ... oo iriii e i anaaay 28.0 {294 .5) 218.6 2202.8 253.2
FINANCIAL POSITION -
Currant S880t8.......o0vvuvreninatncevanseaansanes $1,075.3 $2,001 .4 $1,990.0 $2,380.1 $2,166.3
Current lisbilitises.........coccicanens 092 1,880.1 . .Y
Properties and squipment, not...,..... 454 2, . . 0
Total MS8@L8. .. voc iucvannnaioncrangans ,108 6, E] . A
Totel dobt....ouneiiirroatnennrrnonn 708, 2, ® ,016.7
Shareholders’ mity -~ CONROA Stock, . . 1, Q ' °
DATA PER conou GHARE
Earmings Trom contisuing operstions.............. § 1.48 4 .64 s 2.9 $ 2.0 § I.n
Cumvlative effact of accountiag changes.......... .- (2.12) . -- --
Earnings/(lose). ... ..ottt inrannnan .28 (3.20) 2.5 2.38 2.97
Dividends. ... ....ccoicecaonancnn 1.40 1.40 1.40 1.40 1.40
Book value............. sesetacatacnanrnons P 16.1¢ 17.10 22.77 .14 20.16
Avsrage comnon Shares out:tundh' (tnoulll\dn.... 91,481 89,543 87,238 l§ ln 85,193
OTHER STATISTICS
Dividands peid On common SEOCK............ § 127.9 $ 125.4 $ 122.0 $§ 120.2 § 119.2
Capital SEPORAILUres. ....coo0nmcarasnan 308.6 308.4 442.0 513.7 484 .6
S Total debt to total) cepitel....... v0.... . 52.9% 54,18 2.7 54.4% 53.8%
Comaon shareholders of record...... . 19,358 20,889 21,049 23,327 26,457

Comman stock pPrice rangs.......ccivece.
Nunber of employess -- continuing
OpIrations (tROUSEROS) . ... .cccicveernaccaans 34.0 32.8 az.9 34.2 33.2

<Fn>

(7} Iscludes s provasion of $159.0 relating to ssbestos-relsted insursnce
coversge.

{2) 1ncludes a provision of $140.0 rdating to » fumed silics plant in Belgium.

</Table>
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MANAGEMENT 'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL
CONDITION

REVIEW OF OPERATIONS

OVERVIEN

Sales and revemuss increassd 8% in 19003 over 1092, excluding busimesses divested
In 1002; tacluding the divested businesses, 1003 ssles and revenues inCreased by
2% 83 compered to 1992. Salas end revenues iacrassead 8% in 1992 over 1801,
oxcluding busineases sold in both yesrs.

In the thira quarter of 1093, Graca recorded » special noncash after-tax
charge of $300 @illion (5475 millios pretax) te reflect a Septamber 1, 1963
decision of the U.S. Court of Appeals for tha Second Circuit, which bhad the
sffect of reducing Grace’s IRsurance coversge for sshestas property Samuge
lowsuits ond clains. In the fourth quarter of 1093, Orace reversed $200 million
of the after-tax provision ($318 million pretax) following the Court's detisjon
to grant Grace ‘s petition for a re-hssring concerning the September 1, 1933
decigion; the remaining after-tax provision of $100 million ($150 aillion
protax) reflects anticipsted additional lepal saxpenses and other uncertainties
related to Gracs’'s ssbestos lawsuits and claind. In the third querter of 1092,
Grace closed its Belgisn fumed silice plant and recorded s oma-time provision of
$140 mjllion, representing the entirs ast bDook velue of the fecility ema certsin -
aoditions] expenses. Excluding the 1003 asbestos and 1992 Tfumed silics cherges,
income trem continuiag operstisas for 1003 increused 108, to $234.4 willien,
over 1992 (including businessas divested is 1802). Income from continuing
operations decrsased by 24 in 1092 ss compersd to 1991 (excluding the provision
relating to ths fumed silica plant, but iacluding businesses divested in hoth
yesars).

For all periods presented, the statemant of operations has deen reftated to
reflect the classification of certain businessss as discontinmued operations, as
discusssd 1n Note € to the Consolidated Fimencial Btatements.

SPECIALTY CHENICALS

Including the resultm of chemical businesses divested is 1002, sales and
revenves dacreased by 5% in 1983 as compared te 1982, and operating income sfter
taxes (OpArating incoms) decreased by &% for 1083 versus 1992 (excluding the
1992 provision related to the fumed silica plant).

The following discussion sxcludes sales and revenues dnd operating incone
of divested busimesses and the fumed silica provision referred to adbeve.

Sales and revenues increased 3N in 1903 as compared to 1992, reflecting
favorable volume sed price/product min variances estimsted ot 8% and N,
respactively, offset by an uafavarable currency exchange variance estimated st
S5\, Yolume increases occurred in 1963 im peckaging (due to improved ssles of
filas and laninates), water treatment (reflescting the scquisition of Latin
America’s largest water trestment business in the first quarter of 1093), fluid
cracking catslysts sad silice products {(reflecting improvements in market shers
and priciag) end construction products (reflecting the imtroduction of mew
concrete admixtures and stronger ssles 1a waterproofing systems).

Operating income was flatl in 1993 compared to 1962. North American results
significantly improved in 1993, as strong growth occurred in packaging, fluid
crackang catslysts and silice preducts and constructien products, dus maialy to
the volume increasas noted sbove. Europsan resuvits for most product limes werse
adversely affected by continuing recessionary conditioas, lssding to reduced
profitability; however, results for Europsas fluid crecking catalysts and silica
progucts improved, primsrily due te increased volumss achiewved following the
withdrawal of certain compatitors from this market in 1002. In Asia Pacific,
favorable results were achieved, primarily in packeging and fluid cracking
catalysts end silice products. In Latin America, results weare down, prissrily
dua to the costs Of integrating the operations of the new water treatsent
business, partially offsat by favorable results in packaging.

Seles increased by 6% in 1982 compsred ta 1099, excluding from both periods
the sales of chemical businessas divested in both yemrs; sales were essentially
flat including those businesses. The increase was primarily due to tavorsdle
volume, price/product mix and TOreign currsncy eXChange vEriasces sstimated 8t
3%, 1% and 1\, respectiwaly. Volume imcresses occurred in most product lines,
particularly packaging and fluvid crackisg catalysts and silica products.
Operating income for 1092 decreased 5% over 1001, excluding the divested
chemicel businesses; operating income increassd M including those businesses.
North Americen results for most product lines improved in 1992, as stroag growth
was exhibited in packaging and fluid crecking catslysts and silica progucts,
Rainly Sus to stromg volume incresses. Ewropean results were adversely affected
by recessiomary conditions, lesaing to reduced profitsbility. However, fevorable
results wers achieved in buth Asia Pacific and Latin Anerics for acst product
lanes.

HEALTH CARE

Sales and revenuss for 1993 incramsed by 19% over 1982, due t0 increases of 10,
368 and 118, respectively, fim hideey diaslysis services, home halth cere and
nedical products operstions (inclucding laboratory services). 1993 results tor
dielysis services and home health care include the results of Howe Intensive
Care, Inc., SCquired in June 1993, as well as & nuaber of smaller scquisitions
during the yesr. The mumber of centers providing dislysis end related services
ancreased 200, from 410 ot yosr-end 1092 to 501 at year-end 1903 (471 in the
U.S. and Puarto Rico, 23 inm Portugal, 4 in Spain, 2 in the Czech Republic and 1
in Argentina),
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Operating income 3in 1903 increased by 35V over 1862. The 1893 results for
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-all health core businessas benefited fras improvabsnts in cost CONtrols,

oparatiag efficiencies and/or capacity utilization, partislly offset by the
costs of improving and expending quality ASsuUrsace systeas for Bedicsl products
asnutacturing (see below for further discussion). In moditien, results for 1662
includes costs related to previously reported loag-ters incestive arrangements
with certasn heslth core executives, It 48 unclesr st this time whether and to
what exteat sny o6f the curremtly proposed reforas (n U.S. Mslth cers will
sffect Orace’s health Cared operations. However, based on its knowledge and
understanding of the health cere industry ia geasral and of othar providers of
kidney dialysis and infusion therapy, &t well 8s on publicly available
anforaation, Orace beljiaves thet its heglth csre operations sre among the most
cost-sfficient in the industry.

Sales and revenwes Of health coere operations iacressed by 20%, to $1.3
billion, in 1982 as compared te 1991, ratlecting improvements of 108, 16% and
268, respectively, ia kidney dialysis servictes, homs heslth cars snd medits)
products operations. Opereting income for 1002 incressed by 27\ over 1991,
roflecting the continued growth of all health cars businssses, 88 well as
improvemsats in pperating efficisncies and capacity wtilizetion.

In 1993, the U.S. Food and Drug Adainistration (FOA) issued import slerts
with respact to (1) Nemodialysis blosdlines msnufactured at the plant of
Nationsl Medicel Cera, Inc. (NMC}, Graece's primcipal health care sudsidisry,
located in Reymnosa, Mexico and {2) hemodislyzers sgnufactured iR NEC's Dublin,
Ireland facility. Products subject to FOA import slerts may not eater the U.S.
until the FOA approves the quality assursnce systems of the facility at which
such products ars manufactured. 1In Jenuary 1504, NMC entered into & consent
gacrea providiag for the reasumption of importation ¢f bDleodlines and
hempdialy2zers fellowing cartification by MIC that the relavant fecility complias
with FDA regulatioas and successful completion of sm FDA inspection to verify
such complisnce. In sccorsance with the congent decrse, NNC certified compliance
to the FDA with respect to the Reynoss, Mexico facility im Jamusry 1004, and the
FOA 1lifted the bloodline import slert in Msrch 1004 fellowing a t
reinspection by the FDA and o commitment by MUC to finish certein studles Dy Msy
1994 and, in the interim, to perform additional product tasting. Certification
of complisnce at the Dublin, Ireland facility is saticipasted in the second
quarter of 1994. Tha consent decred 3150 requires MMC to certify and maintain
complisfce with applicadle FDA device manufacturing lesws aand regulstisas at sll
of its U.$. menutacturing facilities. NMC has comductsd a full review of its
facilities and upgraded, as mecessary, all of its quality assurance systems. No
fines or penalties were imposed on MUC as & result of any of the FDA's sctiong
relating to the import alerts or in conasction with ths conseat decres. Neither
the import alerts nor prevaously reported racells of certain MMC products ers
expected to have a matarisl affect on Grace's results of operations or fimancisl
position.

STATEMENT OF OPERATIONS

OTHER INCOME
See Note 4 to the Consolidated Finencisl Stetements fer informstion relatisg to
other income,

INTEREST EXPENSE
Interest axpense dacressed by 04 is 1083 versus 1992, primarily dwe te lower
debt levels ancd lower jaterest ratss, the use of finsncial instruments (see Note
10 to the Consolidated Financis] Btatements) and the replecement of certain
fixed-rate debt with lower-cost flosting-rete borrowings, partially offset by »
reduction in aaterest allecatsd to discontinued cperastions end interest
capitalized.

Sse “Financial Condition: Liquidity and Capitsl Reseurces® balow for
information on borrowings.

RESEARCH AND DEVELOPMENT EXPENSES

Research and development (RLD) spanding increased by 4N ia 1993 varsws 1992. ALD
spending 18 now primerily directed toward Qracs e core speciaslty cheaicals and
heolth core businesses,

INCOME TAXES

The effective tax rata was J9.2% in 1893 versus 43.1% in 1992, before giving
effect to the 1992 provision of £51.9 aillian for 8 valuation sllowance for
deferred tax pusets. The lower eoffective tax rata IR 1993 resulted primarily
from reductions in certsin toreign tax ratss snd higher utilization of ressereh

-and development and foreign tax credits, partislly offset by tax costs

93E0CI8ted with repatristing to the U.S. earniags of foreiga subsidiaries. The
o8 to the uncerteinty as to the
realization of cartsin deferred tex assets, imcluding U.S. tax credit
carryforwards, state and local met opereting loss cerryforwards snd net deferresd
tax assets, and net eperating loss cerryferwards in certain foreign
jurisdictiens. Based upon enticipated future results, the Company has coacluded,
after consideration of the valuatien allowence, thet (it is more liksly thea not
that the net deferrss tex esset balance will be realized.

In the third quarter of 1993, Grace recordsd the effects of the Omnibus
Budget Reconciliation Act of 1993 (OBRA), which was emacted in August 1963,
Anong other things, OBRA incressed the highest 1.8, Federal corpaorate tax rate
1o ISN, sffective January 1, 1603. However, seither this increase in the U.S.
Federal corporate tax rate (frem 34%), nor the other provisions of OBRA, had a
msterial sffect on Grace's rssults of operations.
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The 1992 effective TEX Fate incraased t0 43S .1\ (pafore the above provisjon
tor the valustion allowshcs) ss comparad with 36.8% in 1991, largely dus to the
aaditional costs of repstriating to the U.S. 8 higher lavel of sernings of
foreign subsidisries Snd SN iNcresse in 3tAt incCome taxes.

Ses lote 5 to the Consolidatad Financial Statemente for further information
on income taxes.

LOSS FROM DISCONTINUED OPERAYIONS

In 1963, Grace restated ite fimsacigl statements te reflect the Clasiification
of certain businesses 8¢ discontinusd operstions. See Note & to the Consolidated
finsncial Statements for further inforwatioa.

FINANCIAL CONDITION

L1QUIDITY AND CAPITAL RESOURCES

Durtng 1983, the net pretax cash flow provided by Gcace's contimuing operating
sctivaties was 5301.8 million versus $368.9 afillion in 1092, primarily due to
the Use of S44.1 million of met Cath 10 repurchase sccounts receivable is 1993,
85 compared to ths recaipt of $98.8 million Of net precesds froa the sale of
accounts receivadle ia 1982, ans » net cash outfloe of $103.1 million relating
to asbestos in 1983 (ses Delow fer further discussion), compered with a met cash
outfiow of $70.3 millien 1in 1962. Alsa, ia 1093 cash flow provided by operating
activities iacludes $67.9 million in proceeds from the sattlameat of interest
rota hedge agrasments. After givimg effect to discontinued operations and
payments 07 incoae taxes, the net cash provided By operstimg sctivities was
$243.1 millien in 1902,

Inveating ectivities used $151.0 milliea of cash in 1993, largely
reflecting copitsl expeaditures and business acquisitiens and iavestments,
primarily in the haslth cars and water treathent butinesses. During 1903, Grace
acquired 1008 of the outstanding stack of Home Intemgive Care, Inc. for
approximstely $120 million (inclusive of related costs). Thess imvesting
activitiss wers offaet by nat precesds of 5484.38 milliea from divestments
(mainly those of Grace Energy’s o1l and gas eperations). Waaag t anticip
that the leval of capitel sxpenditures in 1984 will increase to approximately
$350 million as compared to the £300.8 millisn of capital speading in 1003,
Capital apending is expected to bs concentrgted On Grace's core businessas.

Net cash wsed for finencing activities in 1903 was $105.9 ailliea,
primarily reflecting the payment of $120.4 millisn ¢f dividends. Jotal debt was
approximstely $1.7 Rillisn at year-end 1983, a decresse of $113.1 million from
year-end 1092. Graca's tatal dabt 88 & parceatage of total capital (dedt ratio)
decreased from $4.1% ot Year-end 1002 ta 52.00 at yesr-end 19083, primsrily as o
result of the reduction in total debt.

In Jonusry 1903, Grace sold §300 willion principal ssount of 7.4% Notes Due
2000, The net procsads from the 3ale Of these Notes wera used to repay
commercial paper and bank borrowings.

In the third quartsr of 1893, Grace completed the redemption ia full of its
outstanding Liquid Yield Option Notes due 2006 (LYONS) aad € 1/4% Corvertible
Suboroinate Debentures Due 2002. Of the $1,012.5 million princips]l asount at
maturity of LYONS outstanding, spproxisstely 31% (3306.8 million) was converted
anto 2.8 aillion shares oFf common Stock; the remaiaing LYONs (3702.9 million)
were redeshed for ppproximately £258 million im cash. Substemtially sll of the
$150 million principal amount of the € 1/4% Coavertinle Debentures due 2002
outstanding imaedistely prior to redemption was redeamed tor cash (equal to the
principal smouat cutstanding).

Grace expacts t0 setisfy its 1984 cash requirements fram the following
sources: (1) fuads genarsted by operatidons, {2} proceeds from the ssles of
businesses and (3) financings. Such TiaBncings could include new borrowings, the
aveilsdility and cost of which will depend upoa genera] econOmic and msrket
conditions.

ASBESTOS-RELATED MATTERS

As reported ia Note 2 to the Consolideted Financial Statements, Grace is &
defendant in lewsuits relating to previcusly seld ashestes-coataiming products.
In 1983, Grace paid $103.1 million ia connection with the dsfenss and
vispostition of proparty demage and personal anjury litigation relsted to
asbestos, Net of anounts received in 5983 froa settlements with certain of
Grace's insurance carrisrs. As more fully discussed sbove in "Review of
Qperstions: Ouerview,” Grace recordes s net nancesh ohargs of $169 million
{(pretax) in 1993 to reflect anticipated sdditionzl legal expanses and other
uncertainties relatsd to Graca’s asbestos Llawsuits and claine. The balance shest
st yosr-end 1093 includes a racsivabls Gue from insurence carriers, subject to
1itigation, of $962.3 million. Grace has alsd recorded 8 recsivadle eof
spproxametely §134 million for amounts te be received pursuant to settlement
sgreemants previeusly eatered into with certain insureace carriers. Wails Grece
cannot precisely estimate the amounts to be paid ia 1984 in respect of
asbestos-related lawsuits and claims, Qracs axpects that it will be required to
expend approximately 830 million in 1994 te defend end dispese of such lawsuits
ond claims (sfter piving sffect to payments t0 de received from certein
ansursnce carriers, as disCussed above snd iR Nots 2 to the Consdlidetss
Finsnciel Statements). As indicated thersin, the smcunts reflected in the
Conscliéated Financis) Statements with respect to the probsble cost of disposing
of pending azbestos lswsuits and clains and probsble recoveries from insurance
COFFiers reprosent eitinates; neither the outcomes of such lawsuits snd claims
nor the outcomes of Grace's centinuing litigstions with certein of its insurence
carrieors can be predicted with certajsty.
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ENYTROMMENTAL MATTERS

Grace incurs costs relsted to environments) protection due to lews and
regulations, Grece's commitment to industry initistives such as Responsible
Care -R- (the Chemicsl Manufscturers Association progras) sad its own antersal
standards. Worldwide axpenses of Continuiag opesrations relatad te ths operstion
and maintensnce of enviroamental Tecilities ead disposal of huzerdous and
nonhazrardous wastes totalled 345 million, $56 million and $38 million in 1993,
1992 and 1991, respectively.ln saddition, worldwide capital sxpenditures for
continuing operatioms relating to eavironmentsl protectien in 1993 totalled
$20 million, compared with $18 million and 317 willion in 1002 and 1991,
respectively.

Grace hes also incurred costs to remediste previcusly contasiaated sites.
These costs were $44 millien, $35 nillion and 619 million in 19938, 1092 ano
1991, respectively. Tnese sadunts were charged agaimst previously sstablished
resorves for estimated exp for envir 1 spendiag, which were
identified snd chsrged to income in prior years.

Grace accrues for smticipated couts sssocisted with imvestigstory and
resediation aftorts in accerdence with Statemsnt of Financial Accountiag
Standards No. $, “Accounting for Contingencies,* which goveras probability and
the ability to ressonsbly sstimate future costs. During 1093, 1902 amd 1991,
there were periodic provisions recorded for environmental and plant closure
sxpanses, which include the costs of future investigstory aad remeidiation
sctivities. At year-snc 1083, Grace‘s sceruals far environmental remsdistion
totalleds approximately 3160 million. These reserves do hot teke intoe account any
discounting for future expeaditures or possible futurs imsurasnce recoveriss. The
liabilities are resssessed whenever eavironmsntal circumstances bacome better
definad and/or remsdistion efforts and their costs can be better astimsted.
Annual eavironmental-ralsted cash outlays ere expected to totsl 544 million in
1004 and 535 millien {n 1008, Expenditires have been Tunded from internsl
sources of cash and are aet expected to have a significent effect on liquidity.
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SCHEDULE II
R. GRACE & CO. AND SUBSIDIARIES
AMOUNTS REC(NMLE FROM OFFICERS AMD EMPLOYEES EXCEEDING $10),000¢
{dollar amoumts im tRousanda)
<Table»
<Caption>
For the Year 1903
Balance at
Deduclions end of periode®*
Balance &t === seiciaeanas acsesesrcenan  aem D R L
beginning Aacunts Apounts Not .
of period Additions collected writtea off Currsnt Current®*e
<S> <C» <C» <C> C> <C> ;c.»
Amount . . . . PR §2,959 $132 $256 - $ 15 £2,820
Numbder of o-ployno. .. ? 1 ]
<Caption>
For the Yesr 1002
Balance at
Deductioas and of periodee
Balamca at =000 ceea... eeecasassianansacny eeac-nesmraceeran s anan
beginning Amounts Amounts Not
of period Additions collected written off Currant Currente®e
<S> <> <> <> <C» d:a i «<>
Amount . . . . . . . .. $2,813 5808 $212 $450 $509 $2,450
Wumber of employses. . . 11 4 7
<Caption>
For the Year 1991
Belance at
Deductions ond of perjoqs*
Balance at ceassscreesstreneanmeann. cttarvmtssccantaccnaasen
beginning Amounts Amaunts Not
of period Agditions collacted written of f Current Currentes*
<> <> < < o« T < <
ABQuURt . . . . . . . 84,022 - $758 $450 s $2,036
Nunber of llployns. . 12 ? 7
<fn>

* The majority of the receivables reprssent relocation loens to
enployses. Additional information comcerning certain of these loans
ie e:ntunod in the Proxy Statement for the Campeny’'s 1994 Annual
Mesting.

“* The balances may include DOth current asd non-ourrent portioas due
from an individusl employes. Tharefore, the total munber of emplovess
owing balances st the ond of a period may reflect diffsrent portions
of the same employse's indebtedness.

***  Reprezents smounts due more than one yesar after the end af the persiod.

</Table>
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SMEDRL v
. 8. OPACE 3 <C. AND SBRIARIES
PROPERTY, PLANT s COuI™WINT
fan 8illsaes}
for the Year 1903
«<lable>
foe oteer mqn - M041400UCT )
n.uubh
Saslsnce st Additisna te Curresey talaace
Degioning -t disccmtinued  Reclassify-  anjest. "® ond
cunsﬂ-lun of poried et sperttiomt{h} ca*ions (:) mant| ¥t peraod
- ST e
Lamd . . . .. . . e ':§ $ 8'2 1 &:
Butldines. . . . . . . ... . .a .
VRCRirery, squipment and other . 2,180 ¢ 07,8 15€1.3) 2.7 1,042.9
Prajects usder cosstruction. . . 2n .. 1T (3.2) (133.9) :n:.
;’3 ;l! 3 3 i”.t 3 {804.7) s 7.9 2,777 .8
For the Tasr 1942
Other caanpes - ¢ (deduct)
- bl Agplricadle ,
Salanes st Additiens e 0L8DOSSIN w Currency  Ga.ance
an netire- susimesses  dlecontimsd  Maclassify-  sgjust- at emd
C1Bes111CaTI08 wenty (ay aperatiana(d! satisns (4! wants ot peries
<> < o 7 s > <>
Lo . . L. s (1.0 & (i s L 118 & W
Katural FeRaurcs properties. . . . (A1}
Baldnes. . . (2.6} 19.5) 125.0) [ 38 )
VBchistey, eQu.0Nent 484 oTRAF | 192.2) 11467} 1883 TN
Frajocts under Constructiion. Vi 122.0) (5.0) 211.4
$1103.7) :(1“ 10 301,50, i) 13, z) 3.0

for the Yeus 199"

OIMP w lﬂﬂm‘l

ceererenanaen Cemaericasamioiacsasdratrseasuinnn

mumh
Ralanch ar Addrtiara to dispasals Cu-reancy  Salance
begiasing n fstire- of buss- Neclassiti-  adlust- at end
Clesaificatior of perioe cost aents nesses (o) ertions (9) lnu of parios
-S> <» r bt
lema . . . . . 2.4 $ 1.4) 3 €5.4
Batural retource propare 6S2.5 - [FA N
uudings . "e.. (4.0} 822.0
Sachinery, ﬂup—nt and oty . 3,B11.2 (1+.3)  2,00%.2
Projeits wnoer Censtfugiion, . . ne.s .? 332.¢6
44,9042 s (16.8) 88,000.3
. - e
12} Kes Rots 3 10 Gruce’s Cmuuund Finsmcist Btatameet: 1n the Fimencial ¢

Supplement to this

‘0) Sue Mote B tO Grece’) cououuul Finemcigl STEteNeNt: 1R the FLEAncisl
SUDPIOASNT 1o thas Repert.

i€) IRCluges (Be repUICRISE & CArTSIA EISETN 11CLUGRG 1R § ErLOr yesr
snla: luppsbash trassection.

;4) Emcledes & previsiae relsting te Orace ‘s Belgias fumed silica ..lnt s0s
Hote § 10 Groese s Couselidated Fimansial in te ¥4
Sepplenest té this Repert.

1@) Primsrily raflects the daconss?idetion of pravisus)y cesaslidatred
n-l aiarias that are oar baleg sccomted 450 St discastMmued operatioes .

4nd the CORsOlidaties of suDS1dinriss previously socovatad for By the
quity mathed.

</Tables

1 ] mmuu I.\.l

ln view of 1ha variety of ’rmrun and Jepraciation and lease amortizatines
ratet, 1% 14 net prostieable te set Yorth detiiled Fotes. The sverape
deprenistion ond leate amdriizatisn retes o4 & Sonislidetsd hants for 1093, 1902
snd 1001 ssre s f6llowm:

<tabin»
«Caplien»

1993 1992 wn
<$» . ’ é-. c.n
Wulleiegs.............. therer et N “hn
achimary, squipmant -d nm s osaeena 2.0 7.8
“/lables
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SCHEDILE VI

W. R. GRACE & CO. AND SUBSIDIARIES
ACCUMULATED DEPRECIATION, ODEPLETION AND
AMDRTIZATION OF PROPERYTY, PLANT AND EOQUIPMENY
(an millions)
For the Year 1993
«Table>
<Caption>
Other changes - sdd{deduct)
Applicable
Balance st Additions to Currency Balance
chargag to Retire- discontinued Raclasstfi- adjust- at end
Classification costs pnd ments operstions(a) cstions (b) [12.1%] of perioc
expenies .
«S» o "< ” c <G>
lsRo . . .. .. $ (.6)
8uildings. . . e e (73.1)
Machinery, omip.ult nnd othor .. {321.2)
£(394.9)

For the Yesar 1092

Appli-
Additions cable to Applicabdble
Balance at charged to Gisposals te Currency Batance
beganning coste and Retire- of busi- discontinued Reclassifi- adjust- at end
Classiftication of period expanses aonts nessas{c) operstions{a} cetions{d} ments of period

<S> «C> <C> <C» <C» <> <C> <C> <C>
Land . . . . . . . . .. 3 .9 $ .1 .1 . B $ 4 - s 1.4
Natursl resource pnpornu. <. 475.6 - - - $ (475.8) 3 s (.3} .
Buiddings. . . . . . . . “ . 312.8 w.9 {6.5) 8 (0.§) {22.1) 3.8 (9.5) 306.6
Machinery, equipment and otnn - 1,680.8 209.4 (58.4) (97.1) (334.4) (46.6) {52.%) 1,275.2

§ 2,450.1 s 241.4 $ (65.0) S (106.9) $ (832.1) (42 1) $ (82.3) $1,583.1

For the Yeer 1091

Other chumos - add (deuuct)

Appli-
Additions abls to
charged to disposals Currency B8alence
costs and Retire- of busi- Reclassifi- adjust- at end
Classificetion oxnpenses aents nesses{c) cations(e) ments of period
«$> <&; <l-:»' ) <> ) 1;:; T <C» o <C»
Lané . . .. ... .. s .1 - 8 (.3 -
Natural resource preporuu. [ 3%.8 $ (20.2) - s 3.3
Buildings. . ., . . . 40.9 {11.6) (34.7}) {(6.1)
uachinery, oqula--t and onu- .. 222.3 (74.3) (155.2) (18.9)
$ 300.2 s(me 1) 8(1!0.2] $ 8.3
<Fh> o )
{s) Ses Mote & to Grace’s C 1idated Fi al Stat te in the Finsncial

Supplement to this Report.

{b) Includes the repurchasa Of certaia assets included in & prior year
s8la-lenssbach transaction,

(c) Ses Note 3 to Grece’s Conselidated Financisl Statements in the Financisl
Supplement to this Rsport.

1d) 1Includes & provision relsting to Grace's Balgian fumed silics plant; see
Note 8 te Grmce’s Consolideted Financial Statements in the Financial
Supplensat to this Report.

(e} Primarily reflacts the decomsolidation ¢f previously consolidated
subsidisriss that are now beimg accounted for as discontinued
opsrations, and the consolidation of subsidiariss previously sccounted fer
by the equity sethed.

</Table>»
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SOMIDIL Vi1
W. R CRACE & CO AN SUBSIDIARIES
VA UATION ANC QUALIFYINS ACCOUNTS AmD REBERVES
‘18 mllaensy
For the Year 1893
«Table»
«option>
Asditaema tuutml
PR OO R
Balance  (credited) to Balasce
begaraing coets e Oter " e
nncnptun of ur:u axpea: l [ abdd ot parioc
L2 o ’ '(D <>
YRaluStion Me0 QUAJITYLNG SCCOURTE GEOUCTSd TTOEm ANELS:
Allgvesces fer rete» asd mauemnis receivabls . . . . L L L . L. $ 339 $(54 .9}
Becuratiss of diveatst Businesass. . . .. . . e e e $ 1529 s
Deferred tax aseets valustion allowance. . .. P s u:- {47 4)
orves:
Forelge mmplores benef:t obligations®. . . . . . . . . . . . .. $ B4 $12.2 "3 z)
Discontinued sperataons. . . .. . . . . . e R LR 1 -
</Tanie>
foo the Year SR
~Table-
<~Ciptiene
Asaitinas umu 1
T ged
Salarce  [cvedited; to Balenzs
1ening sosts and other at end
Daseription peraod pe NI rete of period
s oo 4 « @ <> < ’
YBLUATION BAC GNALITYING BCCONNTS OSCWCIAD From 889
Allenances dor aoles 473 4cKOMLS Teceivable . 1.0 8.0 8.7 1302
Secarition of divestod busaneasss . . . . . . . . ..., ..., 8201 .0 §{84.9) s .8 $162.0
Deterred taz sssetls valuation sllemmnce*s. . . . . . 5 4 2151.9 .8 $143.1
fAsserws:
Foraiga smployee Senefit oblagations*. . . . . . . ,. . . 0.3 $15.8 8(“ 51 N4
Discontisued operstions. . . . . . .. ., .. e e 8747 8100 s-- 31447
tabes ceeies YN [P JEP RO
For the Yoor 199%
«Tahle>r
Captisn
Aga1tions m-eunmou)
‘Chary
Melance  (crecited) to Salancs
pogianing soits and sther at ent
ﬂ'lﬁnmln of puried eIpEN3Es [} adtd of perioe
-5 . - > P
valustion and quulifyiag rom
Al lowantas far nates ant -wau-u facafwable . . . . . 25 8 410
Securities of divested busimeames. . .. . . R $180.7 $20.3 $201.0
Reperves: :
Toreign vapluyes DEROTIC OBLIQERIONS® . . . . .. . .. .. .. 107 1.8 $(30.9) 2.3
Clecantiveed sparastionm. . . . . . . : . :

e e e e 3.8 1.1} 3. ray

llmml h.d)v asndered mtqa tanafty ablipeations, ariserily pesaion

Srartits, releting to Grace’s aperations in Eurooe.

** Elfective Jasuary 1, 1947, Srsce sdepted Btatesent of Fiasecia) Acceunting
Staageras Mo. 1 A:uu\un. tor [acome Taxes.

Prisr yoars sors m rostatad fer tass adapting.

COnLats 87 OULLIONS BAE S64uCtIONE APDLAGEB1e O DUSLRASMOL S0QuLrss,

GLIPOIBLS T BUBLANINE, BAQ BADT Write-eTre, TerRign

GNTORCY Lresalation, Feclasiiticatioss (Inclucing thw decoasolidstlom of

seesmis relatirg to discontisued operstions) end Riscsllaneous ether
ndjuntments .

<Tanle>
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SCMEDULE IX
W. R. GRACE & CO. AND SUSSIDIARIES
SHORT-TERM ACRROWINGS
{dollar wnouats in aillions)
<Table>
<«Caption>
Weightea USX imun
svarage anount
Balance at interest rate outstanding
und 0¥ at and of during
period pariocd period(c
<3> <> <> <>
For the yesr 1083
Coanercisl paper ond bank borrowings (8). . . . . . . § &77.8 3.6 s 779.3
Other short-term borrowings (B} . . . . . . . . . .. 358.1 7.3 356.1
For the yasr 1992
Coamercisl paper and bank berrowings (8). . . . . . . § 7058.8 4.3 $ 1,104 .8
Other short-term borrowings (b} . . . . . . . . . . . 218.4 8.1 487.2
For the yesr 100t
Comparcial paper and bank berrowings (a). . . . . . . § 1,150.% 5.00 $ 1,44.4
Other short-term borrowings (b) . . . . . . ., ., . 304.0 9.6 370.5
<fFa>
[8) Represents comnercisl paper smd Deak borrowings. Prior to September
1992, all saounts, zlthough ehort-tera im nature, were classified as
long-terw borrewings becauss of the svailability of lomg-tera
fineacing under a prior revolving credit sgreement and Gracs's inteat
to refinancs these dorrowings on 8 long-term besis. In accordsnce
with a 1982 revelviag credit spreement, only & portion of these
borrewings nay be classifijed as Jong-term; se¢ Mote 0 to Grace's
Consolidated Financial Stetements ia the Financial Supplesent to this
Report.
(b} Reprasents various 1ines of credit snd misoallanedus borrowings,
priasrily of nos-U.S. subsidiaries.
(¢) Represents the saximum outstanding at sny quarter-ead durisg the yeer.
(d) Aversge shount outstanding is computed by dividimg by four the totsl
of tha principal balances outstending &t the end of each quarter.
{e) Weighted aversge interest rate is computed by dividing the imterest
expense on short-term borrowings incurrad during the year by average
short-term borrowings cutsteading.
</Table>
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<Page>
a SCHEDULE X

W. R. GRACE & CO. MiD SUBSIDIARIES
SUPPLEMENTARY INCOME STATEMENT INFORMATION
{in millaons)

«Table>
<Csption>
Charged to
€O3tS aNd s¥penses
Yaars onded Decamber 3t,

Item 1983 19902 1901
<S> <> > <>
Maintensnc® and repatrs............. $ 135.8 5 153.1 $ 15t .1
</Table>
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Exhibit 11

W. R. ORACE & CO. AND SUBSIDIAATES
WEIGHTED AVERAGE MABER OF SMARES AND EAANINGS USED IN PER SHARE COMPUTATIONS

The weighted aversge number of shares Of Common Stock ocutstanding nere ss
follows:

{in thousands)

ssnct DOAR COPYaunqauswunvemnasvnal]ljont Document: DOCUMENT 1

«Table>
<Caprion»
1993

< s
weighted average nuader of shares of Common

Stock Outstamding. . . . . . . . . . . 4 4t 0 e s e e e e e e e 01,461
Conversion of ertible debt obligations . . . . . . . . . .. e e e 46
Additionsl dilutive effect of outstanding optioms

(es determined by the application of the tressury

stock method). . . . . . .. ... ... ... . 680
Weighted aversge number of shares of Common

Stock outstanding assumiep full dilutjoms . . . . . . . Ve e e e e 92,187

Income/{10ss) used in the computation af earnings per share wers as follows:

{in millions, excapt per share)

<Caption>
1993

- ;‘.:,-.
Net Income/(loss). . . . . . . e e e e e h e e e e e e e e e $§ 26.0
Dividends paiod on preferred stocks . . . . . . . . . . . S e e e e e e e (.5)
Income/(1l0oss) used in per share computation of esrnings . . . . . , “ . 2.5
Interest, nat of tax, on convertible debt obligations. . . . , . . . . . . -
Income!(l0ss) used in per share computstion of

sarnings assuming full dilution. . . . . . . . . . . . ... e e e e $ 255
Earnings/(loss) per share. . . . . . . . . e e e e e e e s 0.28
Eernings par share assuming full dilutiom. . . . . . . . e e e e e $ 028
<Fn>

¢ Tae offect of the convertible securities snd outstanding options would be
spti-dilutive. Therefors, they are not shown.

</Yable>
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Exnibir 12

W. R. GRACE & CO. AND SUBSIDIARIES
COMPUTATION OF RAYIO OF EARNINGS TO FIXED CHARGES AND
COMBINED FIXED CHARGES AND PREFERRED STOCK DIVIDENDS

{is millioms except ratios)

(Unswditsd)
<Table>
<Ception>
Years Ended Decembar 31, (b)

1993 (¢) 1902 (d) 1991 1990 1989
<s» « « T < <> «
Net incoma Trom coatinuing operations. . . . . . . . . $134.4 $ 57.7 $201.7 174 8 .$148.9

Add {deduct):

Provision for income taxes. . . . . . . . . . . .. 85.8 134.8 132.5 7.5 61.3
Incone taxes of SO0N-Owned companies . . . ., , . . . .1 2.1 t.5 1.9 1.2
Minority interest in income of

majority-ommed subsidiaries. . . . . . . . .. .. - - . 1.2 .8
Equity in unramitted esrnings of

Jass than 500-Ownhed conpamies. . . . . . . . . - (1.3) (1.8) (2.5) (2.1} (.3
Interest sxpense, includisg amortizstion

of capitalized taterest. . . . . . . ... .. ., 119.8 162.9 168.4 235.7 224.8
Amortization of debt oi and expenss . . . . . 4.3 1.5 2.1 1.9 1.9
Estinsted sacunt of rental expensa

desned to represent the interest factor. , . . . . .3 28.8 n.7 21.0 10.1

Income a8 edfustssd . . . . . . . e e e e e e e e . $345.4 $373.8 $588.4 $531.7 $454.6

Combined fixed charges and preferred stock dividends:
Interest expsnse, including capitalizes

IntereBt . . . . . L. e s e e e e e e e e e . $119.9 3164.5 $213.3 $244.7 $220.3
Amortitation of debt di and exp v e e e s 4.3 1.5 2.1 1.9 ' 1.9
€3t3mated smount of rsntal expensa
desmed to represent the intersst factor. . . . . . 1.3 26.6 2.7 2t.0 19.1

Fixed charges. . . . . . . . . . . . .. f e e e e . 145.5 104.8 237.1 267.6 2506.3
Preferred stock Cividens requirements (s). . . . . . . .9 .9 -8 8 4

Conbined fixed cherges and preferred
stock dividengs . . . . . . . @ e e e e e e e $146.4 $195.8 $238.0 $268.4 $251.0

Ratioc ot earmngs to fixed charges . . . . . ., . . . . 2.5% 1.02

Ratio of esrnings to combined fixed charges
and preferred stock dividends . . . . . . . ., . . 2.80 1.9 2.13 1.98 1.81

<Fn>

{s) Proforred stock dividend requirenents, 1nCressed to an smount
rapresanting the pretex sarnings that would be required to cover such
dividend requirensats besed om the sffective tsx rates for the periods
prasented.

(b) Restated to conform to the 1993 presentetion.

{c) Includes a provisiom of $159,0 relating te asbestos-related insurance
coversge .

(d) ::i:uan 8 provision of $140.0 relating to & fumed silice plant in

.

</Table>

F-41
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W. R. ORACE  co.
Annuel Report on Form 10-X

lent D

anes COPYmae

tor the Fiscsl Year Ended December 31, 1983

EXHIBIT INDEX

EXMIBIT

Certificate of Incorporation of
W. A. Orace & Co., 8% mmanded

By-1sws of W. R. Grace & Co., as
amended

Indenture dated ms of Septamber
29, 1992 samong W. R. Grace

& Co.-Cona., W. A. Graca & Co.
and Bankers Trust Company

Indenture datad as of Janusry
28, 1993 anong W. R. OGrece

& Co.-Conn., W. R. Grace & Clo.
and NstionsBank of Georgis, N.A.
4.03 Credit Agresnest dated as of
Septenmber 1, 1902 emong W. K

Graes & Co., W. K. Grace & Co.-
Conn. and the Severnl Banks Parties
therete and Chamicel Bank, as Agent

Anendsd and Restated Rights
AQreeneat dated as of Juns ?,
1900 betmoan W. R. Orace 4 Co.
and Sanufecturesrs Nanover Trust
Company

Exhibit 3 tc Forn 8-K
(filec &/9/08)

Exhibit 3.2 to Form 10-K
(filed 3/28/03)

Exhibit 4.2 to Fore 10-K
(filed 3/26/93)

Exhibit 4.4 to Form 10-K
(files 3/26/93)

Exhibit 4.2 to Form 8.
(files 9/26/92)

Exhibit to Arendment om
Form 8 to Applicstion for
Registretion on Forw 8-8
(filed @8/19/90)

Other than exnibits that ere filed herewith, all exnibits listed im this Exhibit

index are incorporsted hereia by reference.

Exhibits indiceted by sn ssterisk

(*) are the managenent cantracts and compensatory plans, contracts o~

arranQenents required to be filed as exhidits to this Report.

In accordance

with paragraph (b) (4) (1ii) of Jtam 601 of Ragulation 8-K, certain instruments
relating to lomg-term debt are not being filed; W. R, Grace & Co. sg-ses to
furnash a copy of any such instrument to the Securities and Exchange Commtssion

upon request.
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EXHIBIY

. EXHIBIT WHERE LOGATED

10.01 ¥. R. Grace & Co. Executive Exhibit 19(f) to Form
S$alary Protection Plas, es 8.-X (filed 6/9/88)*
smended

10.02 w. R. Grace & Co. 1001 Stock Exhibit 28(e) to Fora
Incentive Plan, a5 anended 10-0 {fileo B/13/01)*

10.03 %. R. Grace & Co. 1968 Stock Exnibit 28(b)} to Fora
Incentive Plan, as smended 10-0 (filsd 8/13/91)°*

10.04 W. R. Grace & Co. 19890 Btock Exhibit 28({c) to Fera
Incentive Plan, az smended 10-0 (filed 8/13/91)*

10.08 Foras of Stock Option Agreements Exhibit 10(h) to Form

10-K (filed 3/28/92)*

10.06 Forms of Restricted Share Amyrd Exhibit 10(i) to Form
Agresments 10-K (filed 3/28/92)*

10.07 Inforeation Coacerning W, R. Grace Papes 10 anc 11 of
& Co. Incentiva Compensation Proxy Stetemant
Program snd Daterred Compensstion (filed 4/10/93)*
Progras

10.08 W. R. Grace & Co. Long-Term Exhibit 10{1) to Form
Incentive Plan 10-K (filed 3720/91)*

10.09 Ww. R. Grace & Co. Retirsment Exhibit t0(e) to Fora
Plen for Outside Directors, as 10-K (Tiled 3/20/92)°
amanded

10.10 Employment Agreement dited August Exnhibit 10{r) to Fora

7, 1989 detwesn W, R, Orsce & Co. 10-K (filed 3/20/91)°
and Joseph R. Wright, Jr.

10.1% Employment Agreement dated Exhibit 10(x) to form
a5 ot April 1, 1997 batmeen 10-K {filed 3728/02)*
W. R. Grace § Co.-Comn. snd
Constantine L. Mampers, &s
anended
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EXHIBIT

10.13

10.14

10.15

10.18

10.17

10.18

10.19

10.20

EXHIBIT

Housing Losn Agresement dated
as of August 1, 1987 between
W. R. Grace & Co. and J. P.

Bolduc, related Amendment and
Assignmsnt cated May 10, 1988

Employment Agreement Oated
August 1, 1992 between J. P.
Boiduc and W. R. Gracs & Co.

Stock Option Agresment dated
June 30, 1993 between David L.
Yunich and W. R. Grace & Co.

Stock Option Agresnent dated
June 30, 1993 between Devid L.
Yunich and W. R. 6race & Co.

Nstional Medical Care, Inc. and
Subsidisries Executive Bonus
Plans

Retirement Agreement betwean
W. R. Grace & Co. and J. Peter
arsce dated December 21, 18692

Executive Severanca Agreement
dated 83 of Septester 1, 1982
betwesn W. R. Grace § Cao. and
J. P. Bodduc

Exscutive Severance Agresment
dated Saptember 1, 1982
betwasn W. R. Grecea & Co. and
Constantine L. Hampers

Form of Executive Severance
Agresment between W. R. Grace
& Co. and others

{ DANYC4282 | EXHINDX_4282

+

EDGAR GOPY

Exhibit 10(q) to Form
10-K {filed 3/29/88);
Exhibit 19(i) to Fora
8-K (faled 8/9/88)”

Filed herawith*

Filec herewith*

Filed herewith*

Exhibit 10 (as) to Form
10-K (filed 3/28,92)¢

Exhibit 10.23 to Forn
10-K (filed 3/26/83})«

Exhibit 10.24 to Form
10-K (filed 3/26/83)*

Exhibit %0.26 to Form
10-K (filed 3/28/83)*

Exhibit 10.28 to Forw
10.X (filed 3/28/%3)"
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NO. (21141384 WHERE LOCATED
10.21 Consulting Agreement Exhibit 10.29 to Form
dated Jume |, 1997 between 10-K (filed 3/26/83)°
%. R. Qrace & Co. and
Kamsky Associstes, Inc.
10.22 Incantive Compensition Agreement Exhibit 10.30 to Form
dated June 1, 1082 Detwesn 10-K (filed 3/28/03)+
Natjonal Medical Care, Inc.
and Kansky Associmtes, Inc.
10.23 Consulting Apresment dated ss of Filed herem:th*
Juse 16, 1993 by and between
National Medicel Care, Inc., The
Humphrey Group, Inc. and Gordon
J. thmphrey
10.24 Employmsnt Termination Agreement Filed harewith*
dated June 30, 1903 between
J. R. Wright, Jr. end B, R,
Grace & Co.
10.28 W. R. Grace & Ca. Supplanental Filed harewithe
Exscutive Retireaent Plan, as
ssended
11 Weighted Average Number of Filad hervewith
Shares and Earnings Used in {4n Finsncial
Per S$hare Computetions Supplssent to 10-X)
12 Computaticn of Ratic of Esrnings Filed herewith
to Fiued Charges end Compined (in Fingncial
Fixed Cnargat sad Preferced Supplemsnt tc 10-K)
Stock Dividands
3 Selected Portions of the 1903 Filed harewith
Antyal Report to Sharsholders (an Financial
of W. R. arace & Co. Supplament to 10-K)
2 List of Subsidsaries of Filad Merewith

W. R. Grace & Co,

-4 -
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(in Financial
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