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Bad Chemistry

% % % SourHwest EpimioN

W.R. Grace Is Roiled
By Flap Over Spending
And What to Disclose

Departed CEO Made an Issue
Of the Chairman’s Perks,
Son’s Use of Grace Funds

Mentor and His Protege Part

The Grace Commission won plaudits a
decade ago for an assault on waste, perks
and dubious spending in the federal gov-
ernment. Some say J. Peter Grace’s com-
pany could use the same advice.

Documents obtained by The Wall Street
Journal indicate that Mr. Grace, the 81-

By Wall Street Journal staff re-
porters James P. Miller, Thomas
M. Burton and Randall Smith.

year-old chairman of W.R. Grace & Co.,
-and his son, J. Peter Grace III, have been
the personal beneficiaries of hundreds of
thousands of dollars in company expendi-
tures and perquisites that the company
didn’t disclose.

Reports -prepared for directors say a
company formed by Peter Grace III used
about $1.3 million of a W.R. Grace subsidi-
ary's funds for working capital without
proper authorization. Meanwhile, his fa-
ther, who retired as chief executive officer

.at the end of 1992 after 47 years and now is
ill with lung cancer, has continued to
receive such company-paid perks as $165,-
000 annually for full-time and part-time
nursing care, $200,000 annually for secu-
rity guards, $74,500 annually to maintain a
New York apartment largely for his fam-
ily’s personal use, plus a full-time cook.

“The very things the Grace Commis-
sion said about the government were true
within Grace,” says Jack Shelton, an ex-
employee and head of American Breeders
Service, a cattle-breeding business Grace
sold last year. “The corporate culture had
gotten mired down, lazy and fat.”

Those perks and the younger mr.
Grace's business dealings recently helped
spark a heated internal debate pitting the
elder Mr. Grace against the company’s
president and CEO, J.P. Bolduc. It culmi-
nated suddenly a week ago in Mr. Bolduc's
resignation, attributed by the company to
“differences of style and philosophy.” -

Mr. Bolduc, 55, had been a protege of

the senior Mr. Grace, helping him run the .

Grace Commission, the company and a
range of Catholic charities to which Mr.
Grace has been a generous contributor.
But the two men slowly turned into adver-

saries over the past few months.

Mr. Boiduc’s abrupt departure spurred
much concern among big shareholders
about the direction of the 139-year-old, $5
billion-a-year industrial company. They
credit Mr. Bolduc for improving earnings
by refocusing Grace on its core speciaity-
chemicals and health-services businesses.
In doing so, he jettisoned pet subsidiaries
of Mr. Grace, who had led the company
into fields as diverse as ethnic restaurants,
energy, cattle breeding and sport stores.

On Wednesday, institutional investors
expressed their concerns in a meeting with
Thomas A. Holmes,
a 7l-year-old Grace
director who has
been named acting
president and CEO.
Jeffrey Cianci, an
analyst at Bear
Stearns, sees “a
good chance” insti-
tutional holders
could propose their
own partial slate of €
directors for a com-
ing election. But the - e
deadline for doing i
that is today. J. Peter Grace

Mr. Bolduc's bold restructuring report-
edly wasn’t the cause of the rift between
him and his mentor. It sprang at least in
part from an effort by Mr. Bolduc to rein in
the senior Mr. Grace’s longtime perks and
spending patterns, according to people
familiar with the company.

And one director, Charles H. Erhart Jr.,
said in an interview yesterday that the
board had learned of allegations of sexual
harassment against Mr. Bolduc by female
employees. (When Mr. Erhart was called
again later at the same home phone num-
ber, he denied having ever spoken to a Wall
Street Journal reporter.)

Part of Mr. Bolduc’s cost-reduction pro-
gram was cutting off capital to the hotel-
services unit run by Peter Grace III,
according to associates of Mr. Bolduc. Late
last year, Mr. Bolduc decided that a num-
ber of transactions, including those with
Peter Grace ITI, needed to be disclosed to
the Securities and Exchange Commission.
By raising that issue, he touched off what
became the odd spectacle of dueling out-
side-counsel reports, commissioned by
himself and by the senior Mr. Grace.

Mr. Grace's report, prepared by the
New York law firm of Milbank, Tweed,
Hadley & McCloy. was finished in Janu-
ary. Simultaneously, a legal opinion writ-
ten for Mr. Bolduc by another New York
firm, Proskauer Rose Goetz & Mendel-
sohn, concluded that various payments
‘*exceeded the threshold requiring disclo-
sure of personal benefits to a CEQ.”

Grace’s 22-member board, which in-
cluded Mr. Bolduc, decided it needed to get
a reality check in the form of its own legal
report. It hired a third New York law firm,
Patterson, Belknap, Webb & Tyler, which
submitted its report to the board at the
beginning of February. That document,
written in part by former federal Judge
Harold R. Tyler Jr., said Grace “would be
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Bad Chemistry: Grace's President
Clashed With Company Chairman

disclose some of the senior Mr. Grace's
perks, such as nursing care.

Mk, Erhart, who besides being a direc-
tor is a former Grace president, said in his
nitial interview yesterday that Mr. Boiduc
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preparing disclogure
with SEC regulations.” Grace'
statement for 1994 is expected to
with the SEC within a few weeks.
Some of the matters considered
disclosure invoive Grace's plan to
Grace Hotel Services Corp. unit to
Holding
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example, that in July and September 1991,
Mr. Grace — then still CEO — went on trips
10 Asia.and that the company paid $10,788
for the nurse who traveled with him. Also,
that year he made several trips to Singer
Island, Fla., and the company paid about
$6.800 for the nurse's travel expenses, the
report said.

W.R. Grace's Directors

J. Peter Grace, 8Y. chasman of W R. Graca and
former CEO

Thomas A. Helmet, 71, acong W.A Gracs CEO
200 reured chawman and CEQ of tngersoii-Rand Co.
Gousps C. Dacey, 74, retwed prasident ol Sendia
Nabonal Laborators.

amu.m.u:mceouuam
Mdtand Banks inc.

Horeld A. Ecionaan. 73. retrec chawman and CED
of Atianbe Mutuai insurance Co

Chorles K. Erkant Jr., 69, retwed W.A. Grace
presidont

Jomas W, Frich, 70, presscon of James W, Frck

Associsies. 3 consuling i o colleges.

Constonting L. Hompers, 62, emcutive vice presi-

oot of WA Grace.

Gerden J. Hamphrey, 54, former U.S. senstor from

New Hampshirg, founder of Humphrey Group inc.

Goorge P. Jentias, 30, former CEO of Metropolitan

Lite insurance Co.

Wirginia A. Kameky, 41, pressdent and CEO of
Associes, fem.

wc.m,n.ﬁmumm

Roges MMMitn, 79, CEO of Mitkiken & Co.

Joba €. Poigps. 62, 3 prvate mvestor.

Williom Wesd Prines, 51, former Armour & Co. CEO.
Joha A. Puslicher, 74, retired chasrman of Marshsil
& hiniey Corp.

Ebon W. Pyne, 77, retwd sensor vice Dresdent ot
Citidank.

D. Wolter Robblag Jr., 75. 3 W.R. Grace consuitant.
Eapene J. Sulliven, 74. rewred Borden inc. CED.

Ouvid L. Yomich, 77. 3 W.R. Grace consuttant and
Tormer R.H. Macy & Co. wes chaman.
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the apartment.

corpora

benefits or arrangements. The law firm

noted that “it is, of course, quite possibie™

such a filing would trigger an SEC inquiry

*focusing on the company's position that it
y omitted disclosure of arrange-

ments” with Mr. Grace. The law firm

guarantee that the staff of the SEC would
agree with the company’s analysis” and
suggested that company officials meet
informally with the SEC staff before the
documents are {lled.

While Mr. Bolduc won the battle over
disclosure of these Grace-family relation-
ships to the company, he lost the war.
Allegations against him surfaced soon af-
ter Mr. Bolduc successfully convinced the
board that such disclosure Was necessary.
Mr. Erhart, the director and former presi-
dent, said yesterday that some women

priate to comment" on company matters,
Mr. Walpin said. A person close to Mr.
Bolduc contends that the departed CEO



