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ealed Air Corporation is a
leading global manufac-
turer of a wide range of
food, protective and specialty
packaging materials and systems.

Our principal food packaging
materials and systems include a
wide range of high perfor-
mance materials including
shrink bag products, shrink
film products, non-shrink lami-
nate products, and packaging
systems marketed primarily
under the Cryovac® trademark
for a broad range of perishable
foods. These products also
include Darfresh® vacuum
skin packaging, Dri-Loc®
absorbent pads used for the
retail packaging of meat, fish
and poultry, and foam and
solid plastic trays and containers

for the packaging of a wide
variety of food products.

Our principal protective and
specialty packaging products are
Bubble Wrap® and AirCap® air
cellular cushioning materials,
Fill-Air™ and Rapid Fill® inflat-
able packaging, Instapak®
polyurethane foam packaging sys-
tems, Cell-Aire®, Stratocell®,
and Cellu-Cushion® polyethyl-
ene foam products, Korrvu®
suspension and retention pack-
aging, a wide range of protective
and durable mailers and bags
sold under a variety of trade-
names including the widely rec-
ognized Jiffy® trademark,
shrink and non-shrink films,
and certain paper-based protec-
tive packaging materials and
packaging systems.

The paper used to print the front sec-
tion of this report contains 10% post-
consumer recycled fiber. The paper
used to print the financial section of
this report was manufactured by the
Company’s Reading, PA paper mill and

contains 100% recovered fiber.

® Registered in the United States
Patent and Trademark Office.
Trademarks are also registered in vari-
ous other countries.

© Sealed Air Corporation 2002. All
rights reserved.




In 2@@1, we contin-

ued to focus on the growth

and development of our busi-

ness in a year marked with
challenges for all of us. Our Company main-
tained net sales even with 2000, continued to
progress in our strategic growth initiatives,
maintained tight control of expenses and invest-

ed for future growth.




uring 2001, in an envi-
D ronment of challenging
external factors, we

took a number of actions to
position our Company to
achieve our long-term financial
goals. These challenges included
the disruption of meat supply
caused by the outbreak of foot-
and-mouth disease, as well as
lower beef consumption due to
concerns about mad cow dis-
ease. An over-riding challenge
was worldwide economic weak-
ness, made worse by the tragic
events of September 11th. While
the effect of these external fac-
tors is diminishing, the actions
that we have taken will build on
our leadership position and help
make Sealed Air an even
stronger Company as we go for-
ward. These actions are evident
in our Company’s 2001 results:

* Net sales, excluding the nega-
tive effect of foreign currency
translation, were up 2% in this
difficult environment. Including
the effects of foreign currency
translation, our sales were essen-

tially even with last year.

* Our gross profit as a percent-
age of sales improved sequen-
tially from the first quarter
through the fourth quarter and
achieved 33.1% in the fourth
quarter. This is in the range of

our long-term business goal of

33 to 36%.

* Our strategic growth initia-

tives, including case ready,
vertical pouch packaging and
inflatables, all achieved double-
digit growth rates in the range
of 20% or more for the year.
These growth initiatives are
exciting new businesses for the
Company, and all are highlight-

ed later in this report.

* Tight expense control resulted
in marketing, administrative and
development expenses declining
on an absolute basis and as a per-
cent of net sales for the year

compared to prior year levels.

* We completed a targeted
review of our business to reduce
costs, simplify business processes
and refine our organizational
structure to better serve our
customers. After a restructuring
charge of $32.8 million in
2001, expected annual cash
savings on a full year run rate
should be approximately $23
million by the end of 2002.

* Cash flow;, once again, was a
characteristic strength of our busi-
ness. As measured by EBITDA,
operating cash flow improved
from the first quarter through the
fourth quarter, and for the full
year was 20.4% of sales, before
the impact of the restructuring
charge, which is consistent with
our long-term business goal of 20
to 24% of net sales.

* We continued investing in the

tuture of the business. Capital

expenditures totaled $146 mil-
lion for the year, which is con-
sistent with our longer-term
expected range of $125 to $150
million per year. The capital
expenditures for the year helped
support our strategic growth
objectives, mentioned above.
The Company repurchased
524,220 shares of preferred
stock in 2001, which helps to
reduce aggregarte dividend
obligations and the potential
dilutive effect on earnings per
common share. We also com-
pleted a number of tactical
bolt-on acquisitions during the
year to support the growth of
our protective and specialty

packaging segment.

In 2001, actention was focused
on the potential effect on Sealed
Air of W. R. Grace & Co.s
filing for reorganization

under Chapter 11 of the U.S.
Bankruptcy Code in light of
the 1998 corporate transaction
that brought the Cryovac pack-
aging business and the former
Sealed Air under common own-
ership of the Company.
Information on this topic can
be found in Note 18 to the
Consolidated Financial
Statements included in this
report.

The theme of this year’s annual
report is “Invention, Innovation
and Commercialization.”
Beginning with Bubble Wrap®
cushioning, which we highlighted




in last year’s annual report by
recognizing its 40th anniversary,
Sealed Air Corporation has a
notable history of identifying
valuable business opportunities
and turning them into commer-
cial realities. It is this capability,
combined with the Company’s
strategic principles of establish-
ing differentiated, proprietary
products that are typically sup-
ported and delivered as a total
system solution for our cus-
tomer, that truly sets Sealed Air
apart. OQur extensive, highly
qualified sales force and techni-
cal support personnel are skilled
in value-based selling and analy-
sis so that we are able to demon-
strate to our customers the mea-
surable economic benefits of
Sealed Air solutions. With our
global reach covering 47 countries,
we can deliver Sealed Air value to
any customer, anywhere. So, our
business starts with the ability to
invent, innovate and commercial-
ize, and it continues every day
with the unique set of values that

we provide for our customers.

Despite the challenging eco-
nomic conditions that the
Company faced in 2001, long-
term external trends will help
drive the growth of the business.
These trends include:

¢ Rising global living standards

o Global emergence of the

supermarket

* Expanding meat and protein

consumption

* Growing demand for

convenience

* Increasing demand for safery

and hygiene

» Ever-greater demand for

performance and efficiency

The global expansion of the
supermarket, fueled by rising
global living standards, provides
the “cold chain,” or the refriger-
ated food distribution infra-
structure that enables the distri-
bution of centrally packaged
meats and cheeses, which drives
demand for our food packaging
systems and materials. The
time-sensitive culture of the
western world constandy pushes
requirements for convenience
items and just-in-time delivery.
This trend creates many oppor-
tunities for the Company in
both our protective and food
packaging businesses. Concerns
about safety and hygiene pro-
vide unique opportunities for
Sealed Air. Our technology
helps to assure quality and
integrity and our established
brands evoke trust and a capa-
bility to deliver results. Finally,
the trend for ever-greater
demand for performance and
efficiency is fundamental to the
growth of our business. Sealed
Air’s high performance packaging
solutions efficiently protect and
preserve the quality and integrity
of our customer’s products. Our
products are easier to use, take

less space, reduce labor, and

provide better protection, which

decreases spoilage and damage
throughout the distribution

cycle.

We remain confident in the
strong fundamentals of our
business. Cash flow remains
strong. We have exciting
growth prospects in case ready,
vertical pouch packaging and
inflatables. In addition to these,
the Company will continue to
invent, innovate and commer-
cialize new businesses. Long-
term external trends are in our
favor. We continue to build the
business based on our corporate
priorities and strategic princi-
ples, including continuous
improvement and creating and
delivering differentiated prod-
ucts and systems that add mea-
surable economic benefits to
our customers globally. More
than 17,700 Sealed Air employ-
ees, many of whom are stock-
holders, work every day to
make this a reality.

We thank our stockholders for
their continued commitment

and support.

Sy 7 Ao

William V. Hickey
President and

Chief Executive Officer

March 11, 2002




VACUUM PACKAGING

Constant evolution for growth

Billions Served

Whether its beef, pork, poultry,
[fish or cheese, Cryovac® vacuum
shrink bags package billions of
pounds of protein every year to
satisfy appetites around the world.

ore than 50 years
F i / ago, Sealed Air’s
Cryovac business

invented a shrinkable plastic
bag designed to protect and
preserve frozen turkeys.
Vacuum shrink products have
evolved ever since and remain
a cornerstone of the
Company’s perishable food
packaging technology. Sealed
Air continues the history of
innovative product and market
extensions that constantly
invigorate the product line
through a marketing innova-

tion called In-the-Bag™ mer-

chandising. Using this innova-

tion, retailers place vacuum-
shrink-packaged meat products
directly in the display case
rather than repackaging them
in a plastic-wrapped tray.

Every day grocery retailers
must succeed in the delicate
balancing act of managing
operational costs while provid-
ing today’s consumers with

the variety of meat products
they demand. Sealed Air’s new
Cryovac® In-the-Bag™ mer-
chandising program simplifies
this for retailers by providing
practical solutions for mer-
chandising carton-to-display-
case fresh red meat. Launched
in early 2001, this program has
achieved success for both

Sealed Air and our customers.

Traditionally known for our
Cryovac vacuum shrink
Barrier Bag™ technology, we
have adapted our expertise in
this area to meet the needs

of today’s meat processors,

grocery retailers and consumers.

Because of the extended shelf
life vacuum packaging provides,
In-the-Bag merchandising

makes it easier for retailers to
display a larger variety of meat
products as “feature items” _
throughout the year, and main-
tain a high in-stock position
with less worry about invento-
ry loss due to out-of-date
products. Retailers also like

the program’s carton-to-display-
case handling because it reduces
their backroom preparation
costs. Our highly abuse-resistant
Cryovac Barrier Bag packages
also protect the meat from dam-
age during distribution, present-
ing an attractive package of
meat that is more appealing
and appetizing. Ribs, roasts,
pre-marinated and precooked,
and family pack products all
lend themselves to In-the-Bag

merchandising.

Consumers will not compro-
mise on the quality, consistency
and safety of their food purchases.
Sealed Air’s In-the-Bag mer-
chandising program helps
retailers fulfill shoppers’ needs
and still address key opera-
tional issues like labor costs,
out-of-stock and out-of-date
products within the meat
department.
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In-the-Bag™ mer- reduced and backroom um shrink technology.
chandising provides an preparation is eliminat- Cryovac® In-the-Bag
extended shelf life alter- ed. Sealed Air is the merchandising is the
native for a variety of world leader in vacu- latest marketing inno-
meats from roasts to vation in a long histo-
vibs, to pre-marinated ry of successes from the
or pre-cooked . Out-of- Company’s vacuum
date and out-of-stock QOO shrink packaging rech-
meat products are QQQ nology.
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FOAM-IN-PLACE

Constant evolution for growth

Take a Load Off

By switching ro Instapak®
foams, new customers eliminat-
ed 1.9 million lbs. of excess
packaging materials in 2001.

ver 30 years ago, we
pioneered the use of
polyurethane foam

technology for protective packag-
ing. Revolutionizing the interior
cushioning market, Instapak®
foam-in-place packaging became
the first packaging material that
could be produced when and
where it was needed. The
Instapak foam-in-place packaging
process allows on-site, on-
demand production of packaging
that provides protection against
shock and vibration during ship-
ping and handling. Customer

benefits include superior product

protection, increased productivi-
ty, minimal material handling
and reduced storage requirements
for packaging. In the foam-in-
place process, a hand-held dis-
pensing system is used to manu-
ally dispense Instapak foam into a
carton lined with Instamate®
film, encapsulating and cushion-
ing the product.

In the mid 19807, Sealed Air dra-
matically reshaped the landscape
of foam-in-place packaging with
the development of the foam-in-
bag packaging concept. Unlike
foam-in-place, foam-in-bag pack-
aging is the process in which
Instapak foam is automatically
dispensed into a sealed bag. The
foam-filled bags can then be
placed exactly where the protec-
tion is needed, reducing the cus-
tomer’s material cost. The versa-
tile foam-in-bag process expands
upon the proven benefits of
foam-in-place packaging by fur-
ther reducing labor costs and pro-
viding maximum protection with

minimal material.

In November of 2001, Sealed Air
made another technological
advancement in the interior cush-
ioning market by introducing its

latest foam-in-bag packaging

innovation, the Instapacker™

Tabletop system. By comparison
to its predecessors, the new sys-
tem is easier to use and one-third
the size. In response to customer
needs, the Instapacker Tabletop
system was developed to be
simple-to-use, compact and

affordable, without sacrificing

- performance. Additionally, cus-

tomers currenty using Instapak
hand-held systems can easily
upgrade to the Instapacker
Tabletop foam-in-bag process.

The Instapacker Tabletop foam-
in-bag system offers a compelling
value to our customers that will:
© Lower their overall packaging
operation costs
° Help improve their quality
and service response time
© Enable them to use Instapak
foam in smaller work cell

environments

The speed and flexibility of the
Instapacker Tabletop system cou-
pled with the excellent product
protection of Instapak foam will
allow us to accelerate the selling
cycle, further develop existing
accounts and address new and

emerging markets.




Systewms innovation has
been a key driver of the
Instapak® foam-in-
place business. Through
the years, our systems

have evolved from hand

operated dispensers to

——> INNOVATION >

foam-in-bag systems to
fully auromared foam-
in-bag systems. The

latest equipment inno-

vation in the Instapak

family is the
Instapacker ™ Tabletop
foam-in-bag system.
This system brings the
benefits of foam-in-bag
to smaller work cell

enVIrOnments.
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CASE READY

Strategic growth initiative

N
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EROVITR

The Best Solutions for our

Customers

Sealed Air offers many different
Cryovac® Case Ready solutions
[for the multiple needs of the
global marketplace.

D y employing a unique
D% “total systems”approach,
Sealed Air Corporation

remains at the forefront of case
ready packaging, providing
answers to the challenges of
production, distribution, and
technical support. Our technol-
ogy platforms for both high-
oxygen and low-oxygen modi-
fied atmosphere packaging for
fresh mear are tailored to
address practically any regional
or national distribution objec-
tive, extend product shelf life
and freshness, and improve
package performance and

appearance.

Sealed Air’s comprehensive
offering of case ready packaging
formats includes solid plastic
barrier and barrier foam trays;
printed, plain and peelable
lidding films; overwraps; and
absorbent pads. Our “total
systems” offering is completed
by case ready packaging equip-

ment systems that deliver

production efficiency and flex-

ibility for meat processors.
p

Only Sealed Air provides the
distinctive combination of
technical expertise, sales and
marketing experience, and
retail support required to
address case ready’s complexities.
Our packaging professionals
work closely with customers to
select the right packaging
technologies from a sizeable
portfolio of options and then
combine them with a packag-
ing system that meets the cus-
tomers specific case ready
objectives. Both processors and
retailers then have the tools

for more consistent and safer
products, better inventory
management, reduced distrib-
ution costs, and better service

for shoppers.
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Sealed Air’s unigue ution of case ready trays to lidded high oxy-
“total systems” approach products. From peelable gen packages to vacuum
solves the technical and Cryovac® low oxygen skin packaging, Sealed
marketing challenges Air offers the most com-
- associated with the plete line of case ready
“““ production and distrib- technology options.
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VERTICAL POUCH PACKAGING

Strategic growth initiative

N\
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GIRIONATEH

More Sauce on the Shelf

When filled, Cryovac® pouches
take up to 40% less space than
large #10 cans. Customers get
maore product in the warehouse,
on the truck and in the kitchen.

N

ur commitment to
innovation continues
as we develop the

next generation of foodservice
packaging with vertical form-
fill-and-seal packaging systems
for high volume food produc-
tion. This product innovation
creates opportunities to gain
greater market share for food-
service products currently
being distributed in traditional

10

formats like large #10 cans,
glass jars and rigid plastic con-

talners.

Now restaurant operators can
serve chef-quality food,
prepared centrally by their
suppliers, in Cryovac® flexible
pouches with less backroom
preparation. In today’s
competitive foodservice
environment, operators know
that to thrive they must deliver
menu variety and consistent
food quality, but are chal-
lenged by a labor force that is
more difficult to find, train and
retain, as well as the need to
constantly improve operational
efficiencies and food safety.
Flexible pouch packaging can
play a critical role in address-

ing each of these issues.

Flexible pouches take up to
40% less storage space than
#10 cans; they provide nearly
100% product yield meaning
little or no product is left in
the pouch; and they contribute
to lower waste disposal costs
because their volume is signifi-
cantly less than rigid containers.
Add to that simpler product
identification and ease of use,

and the benefits for operators

are obvious. Whatever they are
serving, restaurant operators
can do so more easily and
efficiently using flexible pack-
aging. Just open the pouch and
pour the contents to heat or
serve. Not only is it simple,
but with no sharp edges, it is
safer for employees than other
packaging options.

Food safety remains critically
important. With our integrat-
ed rigid fitment adapter option,
Cryovac pouches can be
plugged into a closed-loop
dispensing system for products
such as ketchup, mustard and
sauces that eliminates all con-
tact with the condiment from
the time it is packaged until it

appears on a customer’s plate.

Technical innovations, like the
unique two-part fill capability
that simultaneously packages
liquids and particulates, have
dramatically increased the
scope of products food proces-
sors can offer in flexible pack-
aging. The result is an almost
endless array of high quality
foods in flexible pouches,
ranging from chicken alfredo
and mashed potatoes

to guacamole and cole slaw.
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Cryovac® vertical bag rebeat options and
pouch packaging solu- [fewer safety concerns all
tions are the perfect fit make this package the
Jor the food service right choice. From the

operator. Less backroom
preparation, less storage
before opening and
after disposal, in-the-

complete packaging
system at the food man-
ufacturer, to high per-
Jformance pouches, to
closed-loop dispensing
systems, Sealed Air pro-
vides the complete and
total packaging system.

VAN
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INFLATABLE PACKAGING

Strategic growth initiative

N\

L

BROWTH

A Crushing Advantage

For disposal, Sealed Air inflat-
able products can be deflated
and crushed to 1% of their
inflated volume.

=
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nother important strate-
A gic growth initiative for
Sealed Air is Inflatable

Packaging, Fill-Air™ packaging
is the latest in a long tradition of
invention, innovation and com-
mercialization in Sealed Air’s
protective and specialty packag-
ing segment. Beginning with
Bubble Wrap® bubble cushion-
ing in the 1960’s and continuing
over the last three decades with
Instapak® foam-in-place sys-
tems, Jiffy® mailer products,
polyethylene foam packaging
and Korrvu® suspension and
retention packaging, the Fill-Air
cushion system is the latest in a
long string of success stories for
the Company.

Major distribution and fulfillment
centers recognize the many bene-
fits that Sealed Air’s inflatable sys-
tems can bring to their produc-
tion, logistics and marketing
activities. Using Sealed Air’s inflat-
able systems, customers create on-
site, on-demand void fill cushions
right at the packing locations
without the need for large storage
bins or bulky containers.

Sealed Air’s inflatable systems
offer efficiency, versatility and
environmental benefits. Fill-Air

equipment systems with the
Autobin™ replenishment sys-
tem automatically ensure that
cushions are produced and ready
at the packing line without delay.
Fill-Air cushions can be pro-
duced in a range of sizes on-
demand to meet the changing
needs encountered in random-
order-size pick-pack fulfillment
operations. The system produces
new cushions from flat film,
cither through a manual operator
interface, or automatically when
the Autobin replenishment
option is installed.

Unlike paper dunnage and loose
fill packing products, Fill-Air
materials leave no mess or dusty
paper residue, either on the pack-
ing line floor or at the end-user
who opens the package. Fill-Air
cushions can be reused numer-
ous times or recycled at a Sealed

Air facility.

Packages protected with Fill-Air
cushions deliver what the cus-
tomer wants — quality products
that arrive without damage and
without the mess of loose fill,
foam, peanuts or paper dunnage.
All of these benefits add up to
very satisfied customers and a

growing business for Sealed Air.
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>INVENTION >

Fill-Air™ inflatable
cushioning is the latest
in a long tradition of
invention, innovation
and commercialization
in Sealed Air’s protec-
tive packaging busi-
ness. Using Fill-Air

cusbiom, customers

create on-site, on-
demand void fill cush-
ions at the packaging
location. With Fill-Air

OO
900
QO

¢

Bocimmy
. aosyf

inflatable cushions,
products arrive without
damage and without
the mess of loose fill,
Jfoam peanuts or paper
dunnage. It all adds up

to satisfied customers

and a growing business

Jor Sealed Air.
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CONTINUING THE LEGACY

he product solutions
on the previous pages
outline five unique

examples where the Company

has demonstrated a clear ability
over time to invent, iInnovate
and commercialize new busi-
nesses. Sealed Air is well posi-
tioned to continue this remark-
able legacy. Today, the Company
spends approximately 2% of
sales, or twice the industry
average, on research and devel-

opment.

This new technology pipeline,

combined with the Company’s
core competency in total system
solutions, technical applications

»
&
>
]
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AVERAGE

-
=

RESFARCH ¢& DEVELOPMENT
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support, extensive sales and ser-
vice support and deep under-
standing of end user markets,
helps to ensure that the
Company will continue to cre-
ate exciting new opportunities
for growth.

Although it may be too early to
predict ultimate success of these
new products, Sealed Air does
have some exciting ideas that
position us to continue the
legacy of invention, innovation

and commercialization:

* The Company recently intro-
duced Cryovac® OS films, the
world’s first commercial poly-
mer-based, oxygen scavenging
films designed to increase the
shelf life and quality of perish-
able foods as well as improve
packaging and supply-chain
efficiencies for food producers.

* Cryovac retortable films are
extraordinary high performance
films that allow the extension of
the vertical pouch packaging
business into food products like
cooked chicken, tuna fish or
beef stew that require heat steril-
ization (retort) after packaging
in order to be safely stored under

non-refrigerated conditions.

* Cryovac NewGen laminates
are fully coextruded materials
designed to replace traditional
trap-printed, adhesive bonded
products for the packaging of
smoked and processed meats
and cheeses. These products
add value by improving print
appearance in retail display and
eliminating concerns about

delamination failure.

* Sealed Air Corporation’s latest
innovation in polyethylene
foam is Cellu-Cushion®-NS.
This product is founded upon a
patent pending technology that
provide non-skid characteristics
which prevents items from
shifting in a variety of non-
packaging related applications
including rug underlayment,
drawer and tool box liners,
workstation mats, PC work

areas and sports mats.

Our commitment to R&D has
resulted in an intellectual prop-
erty portfolio that includes over
2,300 active patents worldwide.
This strategy of invention, inno-
vation and commercialization
has created some of the most
trusted and recognizable brands
in the food, protective and spe-
cialty packaging business.




Sealed Air’s commit-
ment to new technology
development combined
with the Company’s
core competency in
total systems solutions,
applications support,
sales support and a deep
understanding of end

——> INNOVATION =

user markets, helps

to ensure that the
Company will continue
its legacy of invention,

innovation and

commercialization.
Exciting new products

include (clockwise from
the upper left)
Cryovac® OS films,
Cryovac Retortable films,
Cellu-Cushion®-NS
foams and Cryovac
NewGen laminates.
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SEALED AIR’S GLOBAL REACH

Provides the backbone for continued invention, innovation and commercialization

900
900
OO0

OPERATIONS IN 47 COUNTRIES

BUBBLE WRAP® OUR GLOBAL BRANDS REACH
INSTAPAK® o~

APPROXIMATELY @@f/c@
JIFFY®

CRYOVAC® OF THE WORLD'S POPULATION
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Selected Financial Data (1)

{In thousands of dollars, except per share data)

2001 2000 1999 . 1998 © 1997
Consolidated Statement of Earnings Data:
Net sales $3,067,482 $3,067,714 $2,931,853 $2,580,207 $1,875,273
Gross profit 990,287 1,035,304 1,028,722 868,736 646,002
Operating profit 387,391 468,463 452,192 259,332 267,744
Earnings before income taxes 297,452 413,429 395,653 198,947 263,672
Net earnings 156,697 225,319 211,461 73,007 173,732
“Series A convertible preferred stock '
dividends 55,024 64,266 71,422 53,921
Earnings per common share 3 ‘
Basic $ 1.30 $ 247 $ .69 § 004 § 2.54
Diluted $ 1.22 $ 1.93 $ 1.68 $ 0.02 $ 2.39
Consolidated Balance Sheet Data:
Working capital 4 $ 149,372 $ 202,512 $ 221,130 $ 309,624 $ 343,741
Total assets @ ‘ 3,907,909 4,090,882 3,887,583 4,066,982 1,646,831
Long-term debt, less current portion 4 788,111 944,453 665,116 996,526 —_
Series A convertible preferred stock @ 1,366,154 1,392,373 1,761,662 1,791,093 —
Total shareholders’ equiry ©) 850,152 753,129 551,030 437,045 1,352,628
Other Data:
EBIT © § 373,850 § 477,942 $ 453,779 $ 252,576 § 263,672
Depreciation and amortization 220,616 219,641 223,399 195,954 111,080
EBITDA @ ' 594,466 697.583 677,178 448,530 374,752
Capital expenditures 146,277 114,197 75,080 82,408 101,997

(1) The Selected Financial Data include the operations of the Cryovac packaging business {“Cryovac”) for all periods presented. The operating results, cash flows, assets and
liabilities of old Sealed Air are included for all periods subsequent to March 31, 1998. See Note 18 to the Consolidated Financial Statements.

(2) The Series A convertible preferred stock pays a cash dividend at an annual rate of $2.00 per share, payable quarterly in arrears as declared by the Board of Directors, and is
subject to mandatory redemption on March 31, 2018 at $50 per share, plus any accrued and unpaid dividends to the extent that it then remains ourstanding. Dividends
of $0.50 per share have been declared for each quarter following the issuance of the shares on March 31, 1998.

(3) Prior to March 31, 1998, Cryovac did not have a separately identifiable capital structure upon which a calculation of earnings per common share could be based. In cal-
culating basic and diluted earnings per common share for periods prior to March 31, 1998, retroactive recognition has been given to the various actions undertaken in con-
nection with the Cryovac Transaction.

(4) In December 2001, the Company and certain of its U.S. subsidiaries entered into a U.S. accounts receivable securitization program (the “Receivables Facility”) and sold
$95,600 of such receivables. This amount was used to pay down certain of the Company’s outstanding borrowings. See Note 4 to the Consolidated Financial Statements.

(5) Shareholders’ equity for 1997 represents the net assets of Cryovac.
(6) EBIT is defined as earnings before interest expense and provisions for income taxes.

(7) EBITDA is defined as EBIT plus depreciation, goodwill amortization and amortization of other intangible assets. EBITDA is a frequently used measure of a company’s
ability to generate cash to service its obligations, including debt service obligations, and to finance capital and other expenditures, EBITDA does not purport to represent
net earnings or net cash provided by operating activities, as those terms are defined under generally accepred accounting principles, and should not be considered as an alter-
native to such measurements or as an indicator of the Company’s performance.
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Management’s Discussion and Analysis of Results of Operations and Financial Condition

Results of Operations

Discussion and Analysis of
Operating Results

Net Sales

The Company’s net sales in 2001 were
essentially even compared with 2000
and increased 5% in 2000 compared
with 1999.

Net sales in 2001 were essentially even due
to the net effect of added net sales of
acquired businesses, offset by lower unit
volume for certain products and the nega-
tive effect of foreign currency translation.
Excluding the negative effect of foreign
currency translation, net sales would have
increased 2% compared to 2000.

The increase in net sales in 2000 was due
primarily to higher unit volume, the
added net sales of several acquired busi-
nesses and higher average selling prices for
certain of the Companys products.
Excluding the negative effect of foreign
currency translation, net sales would have
increased 9% compared to 1999.

Foreign currency translation had an unfa-
vorable impact on net sales in 2001 of
approximately $75,000,000, primarily
due to the continued weakness of foreign
currencies in the Asia-Pacific region,
Europe and Latin America compared with
the U.S. dollar. Foreign currency trans-
lation had an unfavorable impact on
net sales in 2000 of approximately
$116,000,000 primarily due to the weak-
ness of foreign currencies compared with
the U.S. dollar in Europe and, to a lesser
extent, the Asia-Pacific region.

Net sales from North American operations
in 2001 decreased slighdy compared to
2000 and increased 6% in 2000 compared
to 1999. The decrease in 2001 was pri-
marily due to lower unit volume for cer-
tain products, partially offset by the added
net sales of acquired businesses. The
increase in 2000 was primarily due to
increased unit volume, higher average sell-
ing prices for certain products and the
added net sales of several acquired busi-
nesses. Substantially all of the North

18

American net sales for each year represent
net sales from the United States.

Net sales from foreign operations repre-
sented approximately 42% of net sales in
2001 and 2000, and 43% of net sales in
1999. Net sales from foreigh operations
increased 1% in 2001 and 2% in 2000.
The increase in 2001 was due primarily to
the added net sales of acquired businesses,
partially offset by the negative effect of for-
eign currency translation. Excluding the
negative effect of foreign currency transla-
tion, net sales from foreign operations
would have increased 6% compared to
2000. The increase in 2000 was primarily
due to increased unit volume, the added
net sales of several small acquired busi-
nesses and, to a lesser extent, higher aver-
age selling prices for certain products
partially offset by the negative impact of
foreign currency translation, principally in
Europe. Excluding the negative impact of
foreign currency translation, net sales from
foreign operations would have increased
12% in 2000.

Net sales of the Company’s food pack-
aging segment, which consists primarily
of Cryovac® food packaging products,
constituted 61% of net sales in 2001,
60% in 2000 and 61% in 1999. The
balance of the net sales was comprised
of products in the Company’s protective
and specialty packaging segment, which
consists primarily of Instapak® chemicals
and equipment, shrink films for non-food
applications and related equipment,
Bubble Wrap® cushioning, polyethylene
foam packaging products, and Jiffy® pro-

tective and durable mailers and bags.

Net sales of food packaging products
increased 2% in 2001 and 3% in 2000.
The increase in 2001 was due to the added
net sales of acquired businesses and, to a
lesser extent, higher average selling prices
and higher unit volume for certain prod-
ucts, partially offset by the negative effect
of foreign currency translation. The food
packaging segment, which experienced
disruptions earlier in 2001 due to reduc-
tions in meat supply caused by the out-
break of foot-and-mouth disease and
declines in beef consumption resulting
from concerns over bovine spongiform

encephalopathy (BSE or "mad-cow" dis-
ease), principally in Europe, continued to
improve in the third and fourth quarters
of 2001, as supply and consumption
returned to more normal levels. Excluding
the negative effect of foreign currency
translation, net sales would have increased
5%. The increase in 2000 was due to
higher unit volume, the added ner sales of
several acquired businesses and higher
average selling prices for certain of this seg-
ments products, partially offset by the
negative effect of foreign currency transla-
tion. Excluding the negative effect of for-
eign currency translation, net sales would
have increased 7%.

Among the major classes of products in
the food packaging segment, net sales of
flexible packaging materials and related
equipment remained flar in 2001 and
increased modestly in 2000. Net sales in
2001 were flat due to the net effect of
higher average selling prices for certain
flexible packaging materials, and to a lesser
extent, the added net sales of acquired
businesses, offset by the negative effect of
foreign currency transladon. Excluding
the negative effect of foreign currency
translation, net sales of flexible packaging
materials and related equipment would
have increased 2% in 2001. The increase
in 2000 was due primarily to higher unit
volume and, to a lesser extent, higher aver-
age selling prices for certain flexible pack-
aging materials, which were offset by the
negative effect of foreign currency transla-
tion. Excluding the negative effect of for-
eign currency translation, net sales of
flexible packaging materials and related
equipment would have increased 5% in
2000. Net sales of rigid packaging and
absorbent products increased 21% in
2001 and 27% in 2000. The increase in
2001 was primarily due to the added net
sales of Dolphin Packaging ple, which
was acquired in 2000, and other small
businesses, and to a lesser extent, higher
unit volume for certain products, partially
offset by the negative effect of foreign
currency translation. Excluding the nega-
tive effect of foreign currency translation,
net sales of rigid packaging and absorbent
products would have increased 23% in
2001. The increase in 2000 was due pri-
marily to the added net sales of Dolphin




Packaging plc and other small businesses
following their acquisitions, higher unit
volume and higher average selling prices
for certain products, partially offset by the
negative effect of foreign currency transla-
tion. Excluding the negative effect of for-
eign currency translation, net sales of rigid
packaging and absorbent products would
have increased 30% in 2000,

Net sales of protective and specialty pack-
aging products decreased 4% in 2001 but
increased 7% in 2000. The decrease in
2001 was due primarily to lower unit vol-
ume for certain products due to the reces-
sionary environment and, to a lesser
extent, the negative effect of foreign cur-
rency translation, partially offset by the
added net sales of acquired businesses.
Excluding the negative effect of foreign
currency translation, net sales would have
decreased 2%. The increase in 2000 was
due primarily to higher unit volume, the
added net sales of several small acquired
businesses and certain higher average sell-
ing prices for certain of the segments
products, partially offset by the negative
effect of foreign currency translation.
Excluding the negative effect of foreign
currency translation, net sales would have
increased 10% in 2000.

Costs and Margins

Gross profit as a percentage of net sales was
32.3% in 2001, 33.7% in 2000 and
35.1% in 1999. The decrease in 2001
gross profit as a percentage of net sales was
primarily due to lower sales volume of
certain protective and specialty packaging
products as well as changes in product mix
compared to the 2000 period and was
partially offset by lower costs for certain
raw materials. The decrease in 2000 gross
profit as a percentage of nét sales was pri-
marily due to higher raw material prices
and energy-related costs.

Marketing, administrative and develop-
ment expenses declined 1% in 2001 and
2% in 2000. The decline in 2001 and
2000 was attributable to cost control mea-
sures and the impact of foreign currency
translation. Marketing, administrative and
development expenses as a percentage of
net sales were 16.7% in 2001, 16.8% in
2000 and 18.0% in 1999.

"Goodwill amortization increased in 2001

and 2000 due to acquisitions. Beginning
January 1, 2002, in accordance with State-
ment of Financial Accounting Standards
("SFAS") No. 142, the Company is no
longer recording amortization expense
related to goodwill. See below under
"Recently Issued Statements of Financial
Accounting Standards” for a discussion of
this new standard.

In 2001, the Company incurred restruc-

turing and other charges of $32,805,000. -

See below for a discussion of these charges.
In 2000, the Company reversed
$1,247,000 of its accruals related to a
1998 restructuring program and recog-
nized a restructuring credit, as costs of that
program were slightly less than originally

anticipated.

Operating profit decreased 17% in 2001
bur increased 4% in 2000 compared with
the prior year. The decrease in 2001 was
primarily due to restructuring and other
charges and the lower gross profit dis-
cussed above. The increase in 2000 was
due to an increase in net sales in 2000 and
the changes in costs and expenses dis-
cussed above. The food packaging seg-
ment contributed 58%, 54% and 55% of
the Company’s operating profit in 2001,
2000 and 1999, respectively, before taking
into consideration corporate operating
expenses {consisting primarily of goodwill
amortization and restructuring and other
charges). The Company’s protective and
specialty packaging segment contributed
the balance of operating profit. As a per-
centage of net sales, operating profit for
the Company was 12.6% in 2001, 15.3%

in 2000 and 15.4% in 1999. Before.

deducting restructuring and other charges,
operating profit as a percent of net sales
was 13.7% in 2001.

Interest expense increased over the prior
year in both 2001 and 2000. The increase
in 2001 was primarily due to higher aver-
age levels of debt outstanding during 2001
compared to the corresponding 2000
period primarily due to additional bor-

rowings made in 2000 in connection with

business acquisitions and stock repur-
chases made under the Company’s stock
repurchase program. The increase in 2000
was due to the additional borrowings

noted above and to higher weighted aver-
age interest rates.

Other income (expense), net, was expense
of $13,541,000 in 2001, income of
$9,479,000 in 2000 and income of
$1,587,000 in 1999. The 2001 expense
was primarlly due to the payment of
approximately $8,000,000 related to the
Company’s guarantee, entered into at the
time of the Cryovac Transaction (defined
below), of certain debt payable by
W. R. Grace & Co. — Conn., a subsidiary
of New Grace (defined below), which
subsidiary filed for reorganization along
with New Grace under Chapter 11 of the
U.S. bankruptcy code on April 2, 2001.
The 2000 other income was primarily
due to a one-time cash fee of $10,000,000
received from a third party for the assign-
ment of a contract. The change in 2000
compared with 1999 primarily represents
foreign currency exchange losses and the
inclusion of the one-time cash fee income
of $10,000,000 as discussed above.

The Company’s effective income tax
rates were 47.3%, 45.5% and 46.6%
in 2001, 2000 and 1999, respectively.
These effective tax rates were higher than
statutory rates due primarily to the non-
deductibility of certain goodwill amortiza-
tion. The effective rate in 2001 was higher
than 2000 due primarily to lower earnings
before income taxes. The effective tax rate
in 2000 was lower than the 1999 effective
tax rate primarily due to a decline in tax
rates in certain countries. The Company
expects that its effective tax rate will
decrease as a resule of its implementation
of SFAS No. 142. See below under
"Recently Issued Statements of Financial
Accounting Standards" for a discussion of
this new standard.

Net Earnings

As a result of the above, net earnings
decreased 30% to $156,697,000 in 2001
compared to $225,319,000 in 2000. Net
earnings increased 7% to $225,319,000 in
2000 compared to $211,461,000 in 1999,
primarily resulting from the Company’s
higher operating profit in 2000.

Basic earnings per common share were
$1.30 for 2001, $2.47 for 2000 and $1.69
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for 1999. Diluted earnings per common
share were $1.22 for 2001, $1.93 for 2000
and $1.68 for 1999. The basic earnings
per common share calculations for 2001,
2000 and 1999 include a per share gain
(excess of book value over repurchase price
of preferred stock} of $0.09, $0.54 and
$0.02, respectively, attributable to repur-
chases of preferred stock in each of the
periods. To calculate difuted earnings per
common share, the excess of book value
over the repurchase price of the Com-
panys Series A Preferred Stock of
$7,456,000, $45,283,000 and $1,568,000
in 2001, 2000 and 1999, respectively, is
excluded from the calculations. The
diluted earnings per common share in
each period were calculated assuming con-
version of the shares of preferred stock
repurchased during each of the respective
periods in accordance with the Financial
Accounting Standards Board’s Emerging
Issues Task Force Topic D-53 guidance.
The effect of the conversion of the Com-
panys outstanding convertible preferred
stock is not considered in the calculations
of diluted earnings per common share for
any of the periods presented because the
effect would be antidilutive and such
assumed conversions are included only if
the resulting impact would dilute earnings
per common share.

2001 Restructuring Program

During 2001, based primarily on weaken-
ing economic conditions, especially in the
U.S., the Company conducted a review of
its business to reduce costs and expenses,
simplify business processes and organiza-
tional structure, and to refine further the
Company’s manufacturing operations and
product offerings. As a result of such
review, which was completed in the fourth
quarter, the Company announced and
began implementing a restructuring pro-
gram that resulted in charges to operations
in the second, third and fourth quarters
of 2001. Such charges amounted to
$32,805,000 for the year ended December
31, 2001, and included $23,877,000 of
employee termination costs, $1,641,000
of facility exit costs and $7,287,000 of
long-lived asset impairments. The por-
tion of this restructuring charge related
to the Company’s food packaging seg-
ment amounted to $21,116,000 and
the portion applicable to the protec-
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tive and specialty packaging segment
amounted to $11,689,000. The asset im-
pairment amount of $7,287,000 includes
write-downs or write-offs of $3,877,000
for property, plant and equipment,

$3,342,000 for goodwill, and $68,000 for -

certain other long-lived assets. These
impairments related to decisions to ratio-
nalize and realign production of certain
small product lines and close several man-
ufacturing and warehouse facilides in

North America, Europe, South Africa and

“ the Asia Pacific region. The annual reduc-

tion of depreciadon and amortization
expense as a result of such asset impair-
ments is expected to be $365,000. Sub-
stantially all of the property, plant and
equipment has either been disposed of or
is held for disposition. The remaining car-
rying value as of December 31, 2001 of
assets held for disposition was approxi-
mately $745,000 and the effect of sus-
pending depreciation of such assets is
immaterial to the consolidated financial
statements. The Company expects to
incur $25,518,000 of cash outlays to carry
out the restructuring program, of which
approximately $5,821,000 was paid in
2001. These cash outlays include primar-
ily severance and other personnel-related
costs and the costs of terminating lease
and other contractual arrangements. In
connection with the restructuring, the
Company is eliminating approximately
793 positions. However, with the pro-
spective addition of approximately 323
jobs in connection with the Company’s
realignment or relocation of certain man-
ufacturing activides, the net reduction in
headcount positions is expected to be
approximately 470. These 793 positions
are from all geographic areas in which the
Company does business but are primarily
involved in the Company’s manufacturing
and sales and marketing functions in
North America and Europe. Through
December 31, 2001, 220 of the 793 posi-
tions have been eliminated, and the
remaining restructuring actions accrued in
2001, including the disposition of
impaired assets, are expected to be
substantially completed during 2002,
although certain cash outlays are expected
to continue into future years.

The Company anticipates annual cost sav-
ings from this restructuring program of
approximately $23,000,000. The cost

savings are estimated to be realized ac their
full year run rate by the end of 2002, once
all restructuring actions have been com-
pleted, and include the non-cash annual
reduction of depreciation expense as a
result of the asset impairments discussed
above. v

Liquidity and Capital Resources

The Company's principal sources of lig-
uidity are cash flow from operations and
amoungs available under the Company's
existing lines of credit, which include the
Company’s principal revolving credit
agreements mentioned below and various
committed and uncommitted lines of
credit maintained primarily with respect
to the Company’s foreign operations. In
addition, during 2001, the Company and
certain of its U.S. subsidiaries entered into
a facility, referred to below as the “Receiv-
ables Facility,” under which interests in up
to $125,000,000 of eligible accounts
receivable generated by certain of the
Company’s U.S. subsidiaries may be sold
to a bank and a commercial paper issuer
administered by that bank.

Operating Activities

Net cash provided by operating activities
amounted to $578,693,000 in 2001,
$329,413,000 in 2000 and $430,354,000
in 1999. The increase in 2001 was
primarily due to changes in operating
assets and liabilities in the ordinary course
of business, as discussed below under
“Changes In Working Capital”, and
$95,600,000 of receivables interests sold
under the Receivables Facility, partally
offset by the Company’s lower net earn-
ings in 2001. The decrease in net cash pro-
vided by operating activities in 2000
compared to 1999 was primarily due to
changes in operating assets and liabilities
in the ordinary course of business partially
offset by an increase in net earnings.

Investing Activities

Net cash used in investing activities
amounted to $177,932,000 in 2001,
$348,989,000 in 2000 and $97,285,000
in 1999. In each year, investing activities
consisted primarily of capital expenditures
and acquisitions. The decrease in net cash
used in these activities in 2001 was due




1o a lower level of acquisition activity,
partially offset by a higher level of capiral
expenditures. The increase in net cash used
in investing activities in 2000 comnpared
0 1999 was primarily due to the higher
level of capital expenditures and a higher
level of acquisidion activity. In 2001,
cash used to complete acquisitions was

$36,007,000. In 2000, the Company used .

$237,541,000 of cash to complete acquisi-
tions compared to $25,811,000 in 1999.
In each year, cash used for acquisitions was
net of cash acquired in those acquisitions.
The Company acquired approximately
$8,589,000 of cash in acquisitions in
2000. Cash acquired in acquisitions was
not material in 1999 or 2001.

Capital Expenditures

Capital expenditures were $146,277,000
in 2001, $114,197,000 in 2000 and
$75,080,000 in 1999. Capital expendi-
tures for the Company's food packaging
segment amounted to $103,837,000,
$75,773,000 and $51,307,000 and for
the protective and specialty packaging
segment amounted to $42,440,000,
$38,424,000 and $23,773,000 in 2001,
2000 and 1999, respectively. There were
no corporate capital expenditures in 2001,
2000 or 1999. The changes in capital
expenditures in each year were primarily
due to the management of capital plan-
ning and project spending. The Comparny
currently anticipates that capital expendi-
wres in 2002 will be in the range of
$125,000,000 to $150,000,000.

Financing Activities
Net cash used in financing activities

amounted to $402,583,000 in 2001,
while net cash provided by financing

activities amounted to $7,671,000 in-

2000. Net cash used in financing activities
amounted to $367,183,000 in 1999.

The increase in net cash used in financing
activities in 2001 primarily reflected net
debt repayments of $312,907,000 and a
timing difference relating to the payment
of dividends on the Company’s outstand-
ing Series A convertible preferred stock,
partially offset by a decrease in cash used to
purchase the Company’s capital stock.
Such timing difference arose from the

Company’s pre-funding in December
2001 of the dividend payable on Janu-
ary 2, 2002. The aggregate dollar amount
of that dividend was approximately
$13,682,000. The Company currently
expects to fund any dividends payable on
such preferred stock in 2002 on their pay-
ment dates, which, once declared, are the
first business day of each calendar quarrer.
As a result the Company expects that it

will not use any cash in the first quarcer of

2002 to pay the preferred stock dividend
that is payable on April 1, 2002.

Proceeds from long-term debt in 2001
include $295,773,000 of net proceeds
from the issuance on June 26, 2001 of
$300,000,000 aggregate principal amount
of 8.75% Senior Notes due July 1, 2008
(the “8.75% Senior Notes”) under Rule
144A and Regulation S of the Securities
Act of 1933, as amended. The net pro-
ceeds from the issuance of these Notes
were used to refinance a portion of the
borrowings under the 2003 Facility
described below. These Notes were priced
at 98.591% to yield 9.025%. Accrued
interest on these Notes is payable semi-
annually on January 1 and July 1 of each
year, with the first payment in January
2002.

The increase in net cash provided by

" financing activities in 2000 was primarily

due o net borrowings of $420,869,000 in
2000 compared to net debt repayments of
$256,262,000 in 1999, partially offset by
an increase in 2000 in purchases of the
Company’s capital stock. The net borrow-
ings were incurred primarily to finance a
portion of the cost of acquisitions and
repurchases of shares of the Company’s
capital stock. The net cash used in 1999
was used primarily to repay outstanding
debt, primarily under the Company’s
principal revolving credit agreements, to
pay dividends on the Companys out-
standing preferred stock and to repurchase
shares of the Companys capital stock.
The proceeds of long-term debt in 1999
included net proceeds of $500,491,000
from the issuance of the Euro Notes and
the 6.95% Senior Notes, mentioned
below, which were used to refinance debt
under the Company’s principal revolving
credit agreements.

Repurchases of Capital Stock

During 2001, the Company repurchased
524,220 shares of its preferred stock at a
cost of approximately $18,754,000. Dur-
ing 2000, the Company repurchased
7,384,637 shares of its preferred stock and
494,737 shares of its common stock at a
cost of approximately $323,948,000 and
$22,873,000, respectively. During 1999,
the Company repurchased 582,400 shares
of its preferred stock and 251,000 shares of
its common stock at a cost of approxi-
mately $27,552,000 and $14,189,000,
respectively.

All such purchases were made pursuant to
a share repurchase program adopted by the
Companys Board of Directors. As of
December 31, 2001, the total number of
common and preferred shares authorized
to be repurchased under this program
amounted to the equivalent of approxi-
mately 16,977,000 shares of common
stock on an as-converted basis, of which
approximately 8,928,000 had been repur-
chased, leaving the equivalent of approxi-
mately 8,049,000 shares of common stock
on an as-converted basis available for
repurchase under the program.

Changes in Working Capiral

At December 31, 2001, the Company had
working capital of $149,372,000, or 4%
of total assets, compared to working capi-
tal of $202,512,000, or 5% of total assets,
at December 31, 2000. The decline in
working capital in 2001 was primarily due
to a decrease in notes and accounts receiv-
able and in inventory and an increase in
other current liabilities, partially offset by a
decrease in short-term borrowings. The
approximate $131,000,000 decrease in
receivables was primarily due to the
$95,600,000 of receivables interests sold
in December 2001 under the Receivables
Facility described below and also reflected
the dming of payments made by cus-
tomers. The decrease in inventory was pri-
marily due to the decline in certain raw
material costs and lower on-hand inven-
tory quantities resulting from the Com-
panys improvements in inventory
management. The increase in other cur-
rent liabilities was primarily due to an
increase in income taxes payable and an
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increase in accrued restructuring costs,
which are discussed above. The decrease in
short-term borrowings was primarily due
to repayments of amounts outstanding

under the 364-Day Facility.
Current and Quick Ratios

The ratio of current assets to current
liabilities (current ratio) was 1.2 at Decem-
ber 31, 2001 and 1.3 at December 31,
2000. The ratio of current assets less
inventory to current liabilities. (quick ratio)
was 0.8 ar December 31, 2001 and 0.9 at
December 31, 2000.

Accounts Receivable Facility

In December 2001, the Company and
certain of its U.S. subsidiaries entered into
an accounts receivable securitization pro-
gram (the “Receivables Facility”) with a
bank and an issuer of commercial paper
administered by that bank (the “ICP”).
Under the Receivables Facility, the Com-
pany’s two primary operating subsidiaries,
Cryovac, Inc. and Sealed Air Corporation
(US) (the “Originators”), sell all of their
eligible U.S. accounts receivable to Sealed
Air Funding Corporation (“SA Funding
Corp.”), an indirect wholly-owned sub-
sidiary of the Company that was formed
for the sole purpose of entering into the
Receivables Facility. SA Funding Corp. in
turn sells an undivided ownership interest
in these receivables to the ICP or the bank,
subject to certain conditions, up w0 a
maximum of $125,000,000 of undivided
ownership interests outstanding from time
to time.

SA Funding Corp. retains the receivables
it purchases from the Originators, except
those as to which interests are sold by it
to the ICP or the bank. Sales of accounts
receivable by the Originators to SA Fund-
ing Corp. and sales of interests from
SA Funding Corp. to the ICP and the

ank have been structured as “true sales”
bank have b d
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under applicable laws, and the assets of
SA Funding Corp. are not available to pay
any creditors of the Company or of its
subsidiaries or affiliates. These transactions
are accounted for as sales of receivables
under the provisions of SFAS No. 140,
“Accounting for Transfers and Servicing
of Financial Assets and Extinguishment
of Liabilities.”

In order to secure the performance of their
obligations under the Receivables Facility,
SA Funding Corp. and the Originators
granted a first priority security interest to
the bank, as agent, in certain collateral,
including accounts receivable owned by
them and proceeds and collections of
those receivables. The ICP and the bank
have no recourse to the Company's, the
Originators’ or SA Funding Corp.’s other
assets for any losses resulting from the
financial inability of customers to pay
amounts due on the receivables when they
become due. As long as a termination
event with respect to the Receivables Facil-
ity has not occurred, the Originators ser-
vice, administer and collect the receivables
under the Receivables Facility as agent on
behalf of SA Funding Corp., the ICP and
the bank. Prior to a termination event
under the Receivables Facility, collections
of receivables not otherwise required to be
paid to the ICP or the bank are used by SA
Funding Corp. to purchase new eligible
receivables from the Originators. The
Company has undertaken to cause the
Originators to perform their obligations

under the Receivables Facility.

The scheduled expiration date for the
Receivables Facility is December 7, 2004,
although the bank's commitment to make
purchases of receivables interests from SA
Funding Corp. expires on December 7,
2002 and is subject to annual renewal with
the agreement of the parties. Under certain
limited circumstances, none of which had
occurred at December 31, 2001, the ICP
and the bank can terminate purchases of

interests in eligible accounts receivable
prior to these dates. The events that could
result in termination include a down-
grading by cither of the two leading credit
rating agencies of the Companys long-
term senior unsecured debt to BB- or
below by Standard & Poor’s Rating
Services (“Standard & Poor’s”) or Ba3 or
below by Moody’s Investors Service, Inc.
(“Moody’s”). The Receivables Facility pro-
vides for the payment from time to time
of program fees (currently 0.375% per
annum) on the receivables interests sold by
SA Funding Corp. and commitment fees
(currenty 0.325% per annum) on the
tinused portion of the $125,000,000
Receivables Facility.

In December 2001, the Originators sold
approximately $176,900,000 of their eli-
gible U.S. accounts receivable to SA Fund-
ing Corp. SA Funding Corp. in turn sold
an undivided ownership interest in
$95,600,000 of such receivables under
the Recetvables Facility, and this amount
has been removed from the Company’s
consolidated balance sheet. This amount
was used to pay down certain of the
Companys outstanding  borrowings.
SA Funding Corp. retained the remaining
$81,300,000 of receivables that it acquired
from the Originators. These retained
receivables at December 31, 2001 are
included in notes and accounts receivable
on the Company's consolidated balance
sheet. The carrying amount of the retained
receivables approximates fair value because
of the relatively short-term nature of the
receivables. The costs associated with the
Receivables Facility are included in other
income (expense), net, in the Company’s
consolidated statement of earnings for the
year ended December 31, 2001. These
costs primarily relate to the loss on the sale
of the interests in receivables to the ICP or

~ the bank, which was approximately

$75,000, and program and commitment
fees and other associated costs, which were

approximately $343,000.




Outstanding Indebtedness

At December 31, 2001 and December 31, 2000, the Company’s total debt outstanding consisted of the amounts set forth on the following

table (amounts in thousands of dollars):

December 31,
2001 2000
Short-term borrowings and current portion of long-term debt:
364-Day Revolving Credit Agreements $ — % 127,885
Other short-term borrowings 135,548 162,543
Current portion of long-term debt 1,943 1,418
Total current.debt 137,491 291,846
Long-term debt, less current portion: ~
Revolving Credit Agreement due March 2003 7,539 456,263
5.625% Euro Notes due July 2006, less discount of $844 and '
$1,056 in 2001 and 2000, respectively 175,666 185,145
8.75% Senior Notes due July 2008, less discount of $3,999 296,001 —
6.95% Senior Notes due May 2009, less discount of $1,736 and
$1,909 in'2001 and 2000, respectively 298,264 298,091
Other 10,641 4,954
Total long-term debt, less current portion 788,111 944,453
Total debt $925,602 $1,236,299

During 2001, the Company paid down
$154,355,000 of its current debt and
$156,342,000 of its long-term debt.
These repayments and the financing trans-
actions discussed below permitted the
Company to eliminate all borrowings
under the Company’s 364-day revolving
credit agreements, pay down all but
$7,539,000 of the amounts outstanding
under the revolving credit agreement due
March 30, 2003 (the “2003 Facility”), and
reduced amounts due under various short-
term lines of credit maintained by various
of its subsidiaries. These payments were
made from operating cash flows, the net
proceeds of the 8.75% Senior Notes and
the sale of eligible receivables under the

Receivables Facility. The issuance of the |

8.75% Senior Notes also lengthened the

Company’s average debt maturities.

Substantially all of the Company’s short-
term borrowings of $135,548,000 at
December 31, 2001 were outstanding
under lines of credit available to various of
-the Company’s U.S. and foreign sub-
sidiaries. Amounts available under these
credic lines as of December 31, 2001
were approximately $326,000,000 of
which approximately $190,000,000 were
unused.

At December 31, 2001, the Company
had available committed and uncommit-
ted lines of credit of approximately
$1,046,000,000 of which approximately
$903,000,000 was unused. Such credit
lines include amounts available under
the 364-Day Facility, the 2003 Facility and
the other lines of credit available to the
Company’s subsidiaries.

The 2003 Facility, which is a muld-year
$525,000,000 credit facility, and a
364-day $194,375,000 revolving credit
facility that expires on March 22, 2002
(the “364-Day Facility”) are the Com-
pany’s principal revolving credit facilities.
The borrowings of $127,885,000 shown
in the table above under the caption
“364-Day Revolving Credit Agreements”
at December 31, 2000 were borrowings
under a previous 364-day revolving credit
facility that the Company replaced with
the 364-Day Facility on March 23, 2001.
The Company had not udlized the 364-
Day Facility as of December 31, 2001.

The Company believes that it is not nec-
essary to renew or replace the 364-Day

Facility when it expires. Therefore, the’

Company does not plan to renew this
credit facility or to replace it with another

facility when it expires. The Company
currently expects to replace the 2003
Facility prior to its expiration. However,
the Company currently believes that the
replacement of this credit facility is not
required to enable the Company to
meet its currently anticipated liquidity
requiremernts.

The 364-Day Facility and the 2003 Facil-
ity provide that the Company and certain
of its subsidiaries may borrow for various
purposes, including the refinancing of
existing debt, the provision of working
capital and other general corporate needs,
including acquisitions, repurchases of the
Company’s outstanding common and pre-
ferred stock and capital expenditures.

Amounts repaid under these credit facili-
ties may be re-borrowed from time to
time prior to the expiration or earlier ter-
mination of the facilities. As of Decem-
ber 31, 2001, facility fees were payable at
the rates of 0.125% per annum under the
2003 Facility and 0.300% per annum
under the 364-Day Facility on the total
amounts available under each of these
credit facilities.
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The obligations under these credit facili-
ties bear interest at floating rates. The
floating rates are generally determined by
adding the applicable borrowing margin
to the interbank rate for the relevant
currency and time period. The weighted
average interest rate for outstanding bor-
rowings under the 2003 Facility and the
Company’s 364-day facilities was approxi-
mately 4.2% at December 31, 2001 and
7.0% at December 31, 2000.

The 2003 Facility and the 364-Day Facil-
ity provide for changes in borrowing mar-
gins based on the Company’s long-term
senior unsecured debt ratings and, in

addition, with respect to the 2003 Faciliry,

certain financial criteria. The 2003 Facility
and 364-Day Facility, the Euro Notes, the
8.75% Senior Notes and the 6.95%
Senior Notes impose limitations on the
operations of the Company and certain of
its subsidiaries. These limitations include,
depending upon the debt in question,
financial covenants relating to interest cov-
erage and debt leverage as well as restric-
tions on the incurrence of additional
indebtedness, the creation of liens, sale and
leaseback transactions, mergers and acqui-
sitions and certain dispositions of assets.
The Company and its subsidiaries were in
compliance with these requirements as of
December 31, 2001.

The Company’s cost of capital and ability
to obtain external financing may be
affected by its debe ratings, which are peri-
odically reviewed by the credit rating agen-
cies. The Company’s long-term senior
unsecured debt is currendy rated Baa3
{negative outlook) by Moodys and BBB
(stable outlook) by Standard & Poor’s.
These ratings are among the ratings
assigned by each of these organizations
for investment grade long-term senior
unsecured debt. A security rating is not a
recommendation to buy, sell or hold secu-
rities and may be subject to revision or
withdrawal at any time by the rating orga-
nization. Each rating should be evaluated
independently of any other rating.

The following table summarizes the Company’s material contractual cash obligations at December 31, 2001, relating to corporate finance
requiring cash outlays in 2002 and future years (amounts in thousands of dollars):

Payments Due by Period
Tortal 2002 2003-2004  2005-2006 Thereafter
Short-term borrowings $ 135,548 $ 135,548 — —  $ —
Current portion of long-term debt 1,943 1,943 — — —_
Long-term debt, exclusive of debt discounts 794,690 — 11,422 179,624 603,644
Total debt 932,181 137,491 11,422 179,624 603,644
Seties A convertible preferred stocl_<(1> 2,254,153 54,646 109,292 109,292 1,980,923
Operating leases 71,560 20,925 27,274 13,943 9,418
Total contractual cash obligaticns $3,257,894 $ 213,062 $ 147,988 § 302,859 $2,593,985

(DAssumes dividends are declared and paid each quarter until March 31, 2018, based on shares outstanding at December 31, 2001.

In addition to the obligadon to pay the
principal amount of the debt obligations
discussed above, the Company is obligated
under the terms of various leases covering
many of the facilicles that it occupies,
substantially all of which are accounted for
as operating leases. The contractual lease
obligations listed in the table above repre-
sent estimated future minimum annual
rental commitments under noncancelable
real property leases as of December 31,
2001. The long-term debt shown in the
above table excludes unamortized bond
discounts as of December 31, 2001 and
therefore represents the principal amount
of such debr required to be repaid in each
period. The Series A convertible preferred
stock in the table above is subject to
mandatory redemption on March 31,
2018 at $50 per share, plus any accrued
and unpaid dividends, to the extent these

24

shares remain outwstanding. These shares
receive a cash dividend, as declared by
the Board of Directors, at an annual rate
of $2.00 per share, payable quarterly in
arrears, until mandatory redemption on
March 31, 2018. See below under “Series
A Convertible Preferred Stock” for further

discussion.
Derivative Financial Instruments

At December 31, 2001 and December 31,
2000 the Company was party to foreign
currency forward contracts which did not
have a significant impact on the Com-
panys liquidity. For further discussion
about these contracts and other financial
instruments, see below under “Other
Matters—Quantitative and Qualitative
Disclosures about Market Risk.”

Series A Convertible Preferred Stock

The Company’s Series A preferred stock is
listed on the New York Stock Exchange
and is convertible at any time into approx-
imately 0.885 share of common stock for
each share of preferred stock. These shares
vote with the common stock on an as-
converted basis and receive a cash divi-
dend, as declared by the Board of Direc-
tors, at an annual rate of $2.00 per share,
payable quarterly in arrears. Subject to
conditions (which had not been met as of
December 31, 2001) set forth in the Com-
pany’s Certificate of Incorporation, as
amended, the Series A preferred stock is
redeemable at the option of the Company.
Under the Company’s Certificate of Incor-
poration, as amended, the Series A pre-
ferred stock is redeemable at the option of
the Company on or after March 31, 2003




without regard to these conditions. The
Series A preferred stock is also subject to
mandatory redemption on March 31,
2018 at $50 per share, plus any accrued
and unpaid dividends, to the extent these
shares remain outstanding. Because it is
subject to mandatory redemption, the
Series A convertible preferred stock is clas-
sified outside of the shareholders’ equity
section of the consolidated balance sheets.
At its date of issuance, the fair value of the

Series A preferred stock exceeded irs

mandatory redemption amount primarily
due to the common stock conversion fea-
ture. Accordingly, the book value of the
Series A preferred stock is reflected in the
consolidared balance sheets ar its manda-
tory redemption value.

Shareholders’ Equity

The Company’s shareholders’ equity was
$850,152,000 at December 31, 2001,
$753,129,000 at December 31, 2000 and
$551,030,000 at December 31, 1999,
Shareholders’ equity increased in 2001
and 2000 due to the Company’s net earn-
ings of $156,697,000 and $225,319,000,
and the excess of book value over repur-
chase price recognized in connection
with the preferred stock repurchases of
$7,456,000 and $45,283,000, which were
partially offset by preferred stock divi-
dends of $55,024,000 and $64,266,000,
and by additional foreign currency transla-
tion adjustments of $19,931,000 and
$16,258,000, respectively, in such years.

Other Matters

Quantitative and Qualitative Disclosures
about Market Risk

The Company is exposed to market risk
from changes in interest rates and foreign
currency exchange rates, which may
adversely affect its results of operations and
financial condition. The Company seeks
to minimize these risks through regular
operating and financing activities and,
when deemed appropriate, through the
use of derivative financial instruments.
The Company does not purchase, hold or

sell derivative financial instruments for
trading purposes.

Interest Rates

The fair value of the Company’s fixed rate
debt varies with changes in interest rates.
Generally, the fair value of fixed rate debt
will increase as interest rates fall and
decrease as interest rates rise. At Decem-
ber 31, 2001, the carrying value of the
Company’s total debt was $925,602,000
of which $782,517,000 was fixed rate
debt. At December 31, 2000, the carrying
value of the Company’s total debt was
$1,236,299,000 of which $489,607,000
was fixed rare debr. The estimated fair
value of the Company's total debt, which
includes the cost of replacing the Com-
pany’s fixed rate debt with borrowings at
current market rates, was approximately
$889,434,000 at December 31, 2001
compared to $1,159,250,000 at Decem-
ber 31, 2000. A hypothetical 10%
decrease in interest rates would result in an
increase in the fair value of the total debt
balance at December 31, 2001 of approx-
imately $27,100,000.

From tme to time, the Company uses
interest rate swaps and interest rate collars
to manage its exposure to fluctuations in
interest rates. At December 31, 2001, the
Company was not party to any interest
rate swaps or interest rate collar agree-
ments. At December 31, 2000, the Com-
pany had no such agreements except for
an interest rate collar agreement with an
aggregate notional amount of approxi-
mately $8,000,000 related w a foreign
subsidiary’s floating rate indebtedness,
which martured in June 2001.

Foreign Exchange Rates

The Company uses interest rate and cur-
rency swaps from time to- time to limit
foreign exchange exposure and limit or
adjust interest rate exposure by swapping
cerrain borrowings in U.S. dollars for
borrowings denominated in foreign cur-
rencies. At December 31, 2001 and
December 31, 2000, the Company had

no interest rate and currency swap agree-
ments outstanding,

The Company uses foreign currency for-
ward contracts to fix the amount payable
on cerrain transactions denominated in
foreign currencies. The terms of such
instruments are generally twelve months
or less. At December 31, 2001 and
December 31, 2000, the Company had
foreign currency forward contracts with an
aggregate notional amount of approxi-
mately $266,902,000 and $13,800,000,
respectively. The estimated fair value of
these contracts, which represents the esti-
mated net payment that would be received -
by the Company in the event of ter-
mination of these contracts based on the
then current foreign exchange rates, was
approximately $313,000 at Decem-
ber 31, 2001 compared to $253,000 at
December 31, 2000. A hypothetical 10%
adverse change in foreign exchange
rates at December 31, 2001 would have
caused the Company to pay approxi-
mately $26,231,000 to terminate these

contracts.

The Company’s foreign subsidiaries had
outstanding debt of approximately
$321,690,000 and $511,859,000 at
December 31, 2001 and 2000, respec-
tively. Such debt is generally denominated
in the functional currency of the borrow-
ing subsidiary. The Company believes that
this enables it to better match operating
cash flows with debt service requirements
and to better mawch foreign currency-
denominated assets and liabilities, thereby
reducing its need to enter into foreign
exchange contracts.

Commodities
The Company uses various commodity

raw material and energy products in con-
junction with its manufacturing process.

_ Generally, the Company acquires such

components at market prices and does not
use financial instruments to hedge com-
modity prices. As a result, the Company is
exposed to market risks related to changes
in commodity prices related to these
components.
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Cryovac Transaction

On March 31, 1998, the Company
completed a multi-step transaction (the
“Cryovac Transaction”), which brought
the Cryovac packaging business and the
former Sealed Air Corporation (“old
Sealed Air”) under the common owner-
ship of the Company. These businesses
operate as subsidiaries of the Company,
and the Company acts as a holding com-
pany. As part of that transaction, the Cry-
ovac packaging business, held by various
direct and indirect subsidiaries of the
Company, was separated from the remain-
ing businesses of the Company. Such
remaining businesses were then con-
tributed to a company now known as
W. R. Grace & Co. (“New Grace”), whose
shares were distributed to the Company's
stockholders. As a result, New Grace
became a separate publicly owned com-
pany. The Company recapitalized its out-
standing shares of common stock into a
new common stock and a new convertible
preferred stock. A subsidiary of the Com-
pany then merged into old Sealed Air,
which changed its name to Sealed Air Cor-
poration (US). The agreements pursuant
to which the Cryovac Transaction was
carried out are referred to below as the
“Transaction Agreements.”

Contingencies Related to the Cryovac
Transaction

In connection with the Cryovac Transac-
tion, New Grace and its subsidiaries
retained all liabilities arising out of their
operations before the Cryovac Transac-
tion, whether accruing or occurring before
or after the Cryovac Transaction, other
than liabilities arising from or relating to
Cryovac’s operations. The liabilities
retained by New Grace include, among
others, liabilities relating to asbestos-
containing products previously manufac-
tured or sold by New Grace’s subsidiaries
prior to the Cryovac Transaction, includ-
ing its primary U.S. operating subsidiary,
W. R. Grace & Co. — Conn., which has
operated for decades and has been a sub-
sidiary of New Grace since the Cryovac
Transaction. The Transaction Agreements
provided that, should any claimant seek to
hold the Company, including any of its
subsidiaries, responsible for liabilities of
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New Grace or its subsidiaries, including
such ashestos-related liabilities, New Grace
and its subsidiaries would indemnify and
defend the Company.

Since the beginning of 2000, the Com-
pany has been served with a number of
lawsuits alleging that, as a result of the
Cryovac Transaction, the Company is
responsible for alleged asbestos liabilities of
New Grace and its subsidiaries, certain of
which were also named as co-defendants
in some of these acrions. These actions
include several purported class actions and
a number of personal injury lawsuits.
Some plaintiffs seek damages for personal
injury or wrongful death while others seek
medical monitoring, environmental reme-
diation or remedies related to an attic insu-
lation product. Neither old Sealed Air nor
Cryovac ever produced or sold any of the
asbestos-containing materials that are the
subjects of these cases. None of these cases
has been resolved through judgment, set-
tement or otherwise. All such cases have
been stayed in connection with New
Grace’s Chapter 11 bankruptcy proceed-
ing discussed below.

While the allegations in these actions
directed to the Company vary, these
actions all appear to allege that the transfer
of the Cryovac business as part of the Cry-
ovac Transaction was a fraudulent transfer
or gave rise t successor liaBility. Under a
theory. of successor liability, plaintiffs with
claims against New Grace and its sub-
sidiaries may artempt to hold the Com-
pany liable for liabilities that arose with
respect to activities conducted prior to the
Cryovac Transaction by W. R. Grace &
Co. — Conn., or other New Grace sub-
sidiaries. A transfer would be a fraudulent
transfer if the transferor received less than
reasonably equivalent value and the trans-
feror was insolvent or was rendered insol-
vent by the transfer, was engaged or was
about to engage in a business for which its
assets constitute unreasonably small capi-
tal, or intended to incur or believed that it
would incur debts beyond its ability to pay
as they mature. A transfer may also be
fraudulent if it was made with actual
intent to hinder, delay or defraud credi-
tors. If any transfers in connection with
the Cryovac Transaction were found by a
court to be fraudulent transfers, the

Company could be required to return the
property or its value to the transferor or
could be required to fund certain liabilities
of New Grace or its subsidiaries for the
benefit of their creditors, including
asbestos claimants.

In the Joint Proxy Statement furnished to
their respective stockholders in connection
with the Cryovac Transaction, both Sealed
Air and Grace stated that it was their belief
that New Grace and its subsidiaries were
adequately capitalized and would be ade-
quately capitalized after the Cryovac
Transaction and that none of the transfers
contemplated to occur in the Cryovac
Transaction would be a fraudulent trans-
fer. They also stated their belief that the
Cryovac Transaction complied with other
relevant laws. However, if a court applying
the relevant legal standards reached con-
clusions adverse to the Company, such
determination could have a materially
adverse effect on the Company's consoli-
dated results of operations and financial
position.

On April 2, 2001, New Grace and certain
of its subsidiaries filed a petition for reor-
ganization under Chapter 11 of the U.S.
Bankruptcy Code in the U.S. Bankruptcy
Court in the District of Delaware. New
Grace stated that the filing was made in
response to a sharply increasing number of
asbestos cla