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Company Name - GEORUIA PACIFIC CORP Filing Dare: 12/31/1998

Securities registered pursuant to Section 12(b) of the Act:
NAME OF EACH EXCHANGE ON

TITLE OF EACH CLASS WHICH REGISTERED

Georgia-Pacific Corporation - Georgia-Pacific New York Stock Exchange
Group Common Stock (5.80 par value)
Georgia-Pacific Corporation - Timber New York Stock Exchange

Group Common Stock ($.80 par value)

Georgia-Pacific Group Rights to Purchase New York Stock Exchange
Series B Junior Preferred Stock (no par value)
Timber Group Rights to Purchase New York Stock Exchange

Series C Junior Preferred Stock (no par value)

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark whether the registrant: (1) has filed all reports.
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter period that the

registrant was required to file such reports), and (2) has been subject to
such

filing requirements for the past 90 days. Yes X No

Indicate by check mark if disclosure of delinquent filers pursuant to Item

405 of Regulation S-K is not contained herein, and will not be contained, to
the

best of registrant's knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to
this
Form 10-K. { }
As of the close of business on March 16, 1999, the registrant had
93,625,183 shares of Georgia-Pacific Group Common Stock outstanding and

92,889,009 shares of Timber Group Common Stock outstanding.
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The aggregate market value of the voting stock held by non-affiliates of
the registrant on March 1, 1999 (éssuming, for the sole purpose of this
calculation that all executive cfficers and directors of the registrant are
"affiliates") was $6,218,408,737;50 for Georgia-Pacific Group Common Stock and

$1,815,070,367.63 for Timber Group Common Stock.

DOCUMENTS INCORPORATED BY REFERENCE

Listed hereunder are the documents any portions of which are incorporated
by reference and the Parts of this Form 10-K into which such portions are

incorporated:

1. The Corporation's Annual Report to Shareholders for the fiscal
year ended December 31, 1998, portions of which are incorporated by

reference in Parts I, II and IV of this Form 10-K; and

2. The Corporation's definitive Proxy Statement to be dated on or

about March 23, 1999, for use in connection with the Annual Meeting

of
Shareholders to be held on May 4, 1999, portions of which are
incorporated by reference into Part III of this Form 10-K.
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-K
(Mark One)
(X} ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934
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For the Fiscal Year Ended December 31, 1998

OR

{ 1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 19334

For the transition period from ] to

Commission File Number 1-3506

GEORGIA-PACIFIC CORPORATION

(exact name of registrant as specified in its Charter)

GEORGIA 93-0432081

(State or other jurisdiction of (I.R.S. Employer incorporation

or organization) Identification No.)

133 PEACHTREE STREET, N.E., ATLANTA, GEORGIA 30303

(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code (404) 652-4000
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Securities registered pursuant to:Section 12(b) of the Act:
NAME OF EACH EXCHANGE ON

TITLE OF EACH CLASS : WHICH REGISTERED

Georgia-Pacific Corporation - Georgia-Pacific New York Stock Exchange
Group Common Stock ($.80 par value)
Georgia-Pacific Corporation - Timber New York Stock Exchange

Group Common Stock ($.80 par value)

Georgia-Pacific Group Rights to Purchase New York Stock Exchange
Series B Junior Preferred Stock (no par value)
Timber Group Rights to Purchase New York Stock Exchange

Series C Junior Preferred Stock (no par value)
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark whether the registrant: (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter period that the

registrant was required to file such reports), and (2) has been subject to
such

filing requirements for the past 90 days. Yes X No

Indicate by check mark if disclosure of delinquent filers pursuant to Item

405 of Regulation S-K is not contained herein, and will not be contained, to
the .

best of registrant's knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to
this
Form 10-K. { }
As of the close of business on March 16, 1999, the registrant had
93,625,183 shares of Georgia-Pacific Group Common Stock cutstanding and

92,889,009 shares of Timber Group Common Stock outstanding.
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The aggregate market value of the voting stock held by non-affiliates of
the registrant on March 1, 1999 (assuming, for the sole purpose of this
calculation that all executive officers and directors of the registrant are
"affiliates") was $6,218,408,737.50 for Georgia-Pacific Group Common Stock and

$1,815,070,367.63 for Timber Group Ccmmon Stock.

DOCUMENTS INCORPORATED BY REFERENCE

Listed hereunder are the documents any portions of which are incorporated
by reference and the Parts of this Form 10-K into which such portions are

incorporated:

i. The Corporation's Annual Report to Shareholders for the fiscal
vear ended December 31, 1998, portions of which are incorporated by

reference in Parts I, II and IV of this Form 10-K; and

2. The Corporation's definitive Proxy Statement to be dated on or

about March 23, 1999, for use in connection with the Annual Meeting

of

Shareholders to be held on May 4, 1999, portions of which are
incorporated by reference into Part III of this Form 10-K.

GEORGIA-PACIFIC CORPORATION

ANNUAL REPORT ON FORM 10-K

For the Fiscal Year Ended December 31, 1998
TABLE OF CONTENTS
PART I Page
Item 1. Business 1
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PART I

ITEM 1. BUSINESS

Georgia-Pacific Corporation was organized in 1927 under the laws of the State
of

Georgia.

On December 16, 1997, shareholders of Georgia-Pacific Corporation approved the

creation of two classes of common stock, Georgia-Pacific Group Stock and
Timber

Group Stock, intended to reflect separately the performance of the
Corporation's

two operating groups, Georgia-Pacific Group and The Timber Company.
In this document, the following terms and definitions are used:

"Corporation" refers to Georgia-Pacific Corporation and its subsidiaries,
which

includes the businesses of both the Georgia-Pacific Group and The Timber

Company.

"Georgia-Pacific Group” refers to the Corporation's manufacturing and

distribution businesses.

"The Timber Company"” refers to the Corporation’s timber and timberlands

business.

"Georgia-Pacific Group Stock™ refers to the Corporation's Georgia-Pacific
Group

common stock, par value $.80.

"Timber Group Stock" refers to the Corporation's Timber Group common stock,
par
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value $.80.

Information pertaining to the Corporation's businesses, including operating

segments, is set forth under the captions “"Financial Strategy,"
"Georgia-Pacific -

Corporation and Subsidiaries - Management's Discussion and Analysis" and
"Georgia~Pacific Corporation and Subsidiaries - Sales and Operating Profits by

Operating Segment," and in Notes 1-3 of the Corporation's Consolidated
Financial

Statements, and is presented under Item 8 of this Form 10-K.

Information pertaining to Georgia-Pacific Group's businesses, including
operating segments, is set forth under the captions "Georgia-Pacific Group
Operations Review" and "Georgia-Pacific Group - Management's Discussion gnd
Analysis" and in Georgia-Pacific Group's Notes 1-4 of the Notes to Combined
Financial Statements contained in the Corporation's 1938 Annual Report to

Shareholders, and is incorporated herein by reference.

Information pertaining to The Timber Company's business is set forth under the
captions "The Timber Company Operations Review" and "The Timber Company -

Management's Discussion and Analysis" and in The Timber Company's Notes 1-3 of
the Notes to Combined Financial Statements contained in the Corporation's 1998

Annual Report to Shareholders, and is incorporated herein by reference.

TIMBER RESOURCES

Information pertaining to the Corporation's timber resources is set forth
under

the caption "The Timber Company Operations Review" contained in the

Corporation's 1998 Annual Report to Shareholders, and is incorporated herein
by

reference.
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MINERAL RESOURCES

Information pertaining to the Corporation's gypsum resources is set forth
under :

the captions "Georgia-Pacific Group Operations Review - Building Products -
Gypsum Products" contained in the Corporation's 1998 Annual Report to

Shareholders, and is incorporated herein by reference.

ENVIRONMENT

Information pertaining to environmental issues and the Corporation's
expenditures for pollution control facilities and equipment is set forth under
the captions "Georgia-Pacific Corporation and Subsidiaries - Management's
Discussion and Analysis - Liquidity and Capital Resources - Investing
Activities"” and in Note 11 of the Corporation's Consolidated Financial

Statements, and is presented under Item 8 of this Form 10-K.

Information pertaining to environmental issues and the Corporation's
expenditures for pollution control facilities and equipment is set forth under
the captions "Georgia-Pacific Group -~ Management's Discussion and Analysis -
Liquidity and Capital Resources - Investing Activities” and in Georgia-Pacific
Group's Note 12 and The Timber Company's Note 10 of the Notes to Combined
Financial Statements contained in the Corporation's 1998 Annual Report to
Shareholders, and is incorporated herein by reference.
EMPLOYEES
Information pertaining to persons employed by the Corporation is set forth
Note
2 of the Corporation's Consolidated Financial Statements and is presented under

Item 8 of this Form 10-K.

Information pertaining to persons employed by the Corporation is set forth under
the captions "Georgia-Pacific Group - Management's Discussion and Analysis -
Liguidity and Capital Resources - Other" and "The Timber.Company - Management's
Discussion and Analysis - Liquidity and Capital Resources _ Other" contained in

the Corporation's 1998 Annual Report to Shareholders, and is incorporated herein
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by reference.

ITEM 2. PROPERTIES

Information pertaining to thé number of manufacturing facilities as of December
31, 1998 set forth under the captions "Georgia-Pacific Corporation and
Subsidiaries _ Notes to Consolidated Financial Statements _ Operating Segment

Information," and is presented under Item 8 of this Form 10-K.

Information concerning the Corporation's timber and mineral resources 1is

presented under Item 1 of this Form 10-K.

ITEM 3. LEGAL PROCEEDINGS

Information pertaining to the Corporation's Legal Proceedings is set forth in

Note.1ll of the Corporation's Consolidated Financial Statements, and is

presented under Item 8 of this Form 10-K.

Information pertaining to the Corporation's Legal Proceedings is set forth in
Georgia-Pacific Group's Note 12 and The Timber Company's Note 10 of the Notes to
Combined Financial Statements contained in the Corpcration's 19388 Annual Report

to Shareholders, and is incorporated herein by reference.

ENVIRONMENTAL PROCEEDINGS

Pursuant to the rules of the Securities and Exchange Commission, the Corporation
is required to describe environmental proceedings to which a governmental
authority is a party and which involve potential monetary sanctions, exclusive
of interest and costs, of at least $100,000. In addition to any environmental
proceedings described in the information pertaining to the Corporation's legal
proceedings set forth in the preceding paragraphs of this Item 3, the legal

proceedings described below meet these criteria.
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The Corporation paid a $425,000 fine to the Louilsiana Department of
Environmental Quality in December 1998 for unauthorized venting of NCG's (non-

condensible gases) from the Port Hudson pulp mill's evaporators.

The Corporation is resolving an enforcement action brought by the Environmental
Protection Agency against its Elk Grove resins facility for past zinc wastewater
exceedances that occurred prior go 1996. A complaint has been signed by the
Department of Justice seeking a civil penalty. The penalty and costs of a
supplemental environmental project (which will be undertaken to reduce the

penalty amount) are anticipated to exceed $100,000.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
During the fourth gquarter of 1998, there were no matters submitted to a vote of

security holders through the solicitation  of proxies or otherwise.
PART IT

IfEM 5. MARKET FOR REGISTRANf'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
Information with respect to the Market for the Corporation's Common Equity and
Related Stockholder Matters is set forth under the captions "Highlights"and
"Investor Information" and in Note 13 of the Corporation's Consolidated

Financial Statements, and 1s presented under Item 8 of this Form 10-K.

Information with respect to the Market for the Corporation's Common Equity and

Related Stockholder Matters is set forth under the captions "Highlights" and

"Investor Information” and in Georgia-Pacific Group's Note 14 and The Timber
Company's Note 12 of the Notes to Combined Financial Statements contained in the
Corporation's 1998 Annual Report to Shareholders, and is incorporated herein by

reference.
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As of the close of business on March 16, 13999, the Georgia-Pacific Group Stock
price was $76.56 and the Timber Group Stock price was $21.50, and there were
approximately 35,333 record holders of Georgia-Pacific Group Stock and 35,352

record holders of the Timber Group Stock.

The Corporation unconditionally guaranteed $100 million of 7.20% Senior Notes
which were issued on December 11, 1996 (the "1996 Notes"), by one of its
indirect wholly-owned subsidiaries, G-P Canada Finance Company (the "1996
Issuer"). The 1996 Notes were issued under a Fiscal and Paying Agency Agreement
dated as of December 16, 1996, among the 1996 Issuer, the Corporation and The
Bank of New York, as fiscal agent. The 1996 Notes were sold to Salomon Brothers
Inc as Initial Purchaser at a purchase price equal to 99.287% of the prinéipal
amount, representing the offer price of the 1996 Notes of 99.937% less a
commission of 0.650% of such offer price to Qualified Institutional Buyers as
defined in Rule 144A under the Securities Act of 1933, as amended (the
"Securities Act"), in accordance with an exemption from the registration

requirements of the Securities Act.

The éorporation also unconditionally guaranteed $264,728,058 in aggregate
principal amount of the Senior Notes which were issued on April 11, 1997 (the
"1997 Notes"), by one of its indirect wholly-owned subsidiaries, GPMF, Inc. (the
"1997 Issuer"), consisting of $65,751,295 Series A 7.72% Senior Notes due 2006,
566,118,926 Series B 7.82% Senior Notes due 2008, $66,297,710 Series C 7.86%
Senior Notes due 2009 and $66,560,127 Series D 7.90% Senior Notes due 2010. The
1997 Notes were issued under a Note Purchase Agreement dated as of April 11,
1997, among the 1997 Issuer, the Corporation and the purchasers named in
Schedule A thereto and were sold in accordance with an exemption from the

registration requirements of the Securities Act.

On June 30, 1998, the Corporation issued an aggregate of 1,640,400 shares of
Georgia-Pacific Group Common Stock ("G-P Group Stock") in a private placement to

Jack W. Schwarz, Schwarz Family Irrevocable Trust, Schwarz Partners LLP II and
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Schwarz Partners LLP III (hereinafter collectively referred to as the
"Investors"), in consideration for a portion of all of the issued and
outstanding capital stock of CeCorr, Inc., an Indiana corporation ("CeCorr"),
all as contemplated by a Stock Purchase Agreement dated June 30, 1998. 1In
connection with the Stock Purchase Agreement, the Corporation also entered into
a Put Agreement with the Investors dated June 30, 1998. On July 6, 1998, the
Investors put an aggregate of 1,140,400 shares of G-P Group Stock back to the
Corporation and prior to June 30, 1999, the Investors retain the option to put
an aggregate of 500,000 shares of G-P Group Stock back to the Corporation. The
aggregate of 1,640,400 shares of G-P Group Stock issued in the acquisition of
CeCorr were issued in accordance with an exemption from the registration

requirements of the Securities Act.

ITEM 6. SELECTED FINANCIAL DATA

Information with respect to Selected Financial Data for the Corporation is set
forth under the captions "Georgia-Pacific Corporation and Subsidiaries -
Selected Financial Data - Operations" and "Georgia-Pacific Corporation and
Subsidiaries - Selected Financial Data - Financial Position, End of Year,"” and

is presented under Item 8 of this Form 10-K.

Information with respect to Selected Financial Data for Georgia-Pacific Group is
set forth under the captions "Gecorgia-Pacific Group - Selected Financial Data -
Operations"” and "Georgia-Pacific Group - Selected Financial Data - Financial
Position, End of Year" contained in the Corporation's 1998 Annual Report to

Shareholders, and is incorporated herein by reference.

Information with respect to Selected Financial Data for The Timber Company 1is
set forth under the captions "The Timber Company - Selected Financial Data -

Operations" and "The Timber Company - Selected Financial Data - Financial
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Position, End of Year" contained. in the Corporation's 1998 Annual Report to

Shareholders, and is incorporated herein by reference.

ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS
Management's Discussion and Analysis and factors affecting future performance
for the Corporation are set forth under the caption "Georgia-Pacific Corporation
and Subsidiaries - Management's Discussion and Analysis," and are presented

under Item 8 of this Form 10-K.

Management's Discussion and Analysis and factors affecting future performance
for Georgia-Pacific Ggoup are set forth under the caption "Georgia-Pacific Group
- Management's Discussion and Analysis" and in Georgia-Pacific Group's Note 2 of

the Notes to Combined Financial Statements contained in the Corporation's 1998

Annual Report to Shareholders, and are incorporated herein by reference.

Management's Discussion and Analysis and factors affecting future performance
for The Timber Company are set forth under the caption "The Timber Company -
Management's Discussion and Analysis"™ and in The Timber Company's Note 2 of the

Notes to Combined Financial Statements contained in the Corporation's 1998

Annual Report to Shareholders, and are incorporated herein by reference.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Quantitative and Qualitative Disclosure about Market Risk for the Corporation is
set forth under the captions "Georgia-Pacific Corporation and Subsidiaries -

Management's Discussion and Analysis - Liquidity and Capital Resources -

Financing Activities," and is presented under Item 8 of this Form 10-K.

Quantitative and Qualitative Disclosure about Market Risk for Georgia-Pacific
Group is set forth under the captions "Georgia-Pacific Group - Management's

Discussion and Analysis - Liquidity and Capital Resources - Financing
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Activities" contained in the Corporation's 1998 Annual Report to Shareholders,

and is incorporated herein by reference.

Quantitative and Qualitative Disclésure about Market Risk for The Timber Company
is set forth under the captions "The Timber Company - Management's Discussion
and Analysis - Liquidity and Capital Resocurces - Financing Activities" contained
in the Corporation's 1998 Annual Report to Shareholders, and is incorporated

herein by reference.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Financial Statements and Supplementary Data for the Corporation are set forth

under the captions "Georgia-Pacific Corporation and Subsidiaries _Consolidated

Statements of Income," "Georgia-Pacific Corporation and Subsidiaries _
Consolidated Statements of Cash Flows," "Georgia-Pacific Corporation and
Subsidiaries _ Consolidated Balance Sheets," "Georgia-Pacific Corporation and
Subsidiaries _ Consolidated Statements of Shareholders' Equity," "Georgia-

Pacific Corporation and Subsidiaries _ Consolidated Statements of Comprehensive
Income," "Report of Independent Public Accountants" and the Corporation's Notes

to Consolidated Financial Statements, and are presented below.

MANAGEMENT'S DISCUSSION AND ANALYSIS

Georgia-Pacific Corporation and Subsidiaries

Georgia-Pacific Corporation (the "Corporation") consists of two separate
operating groups, the Georgia-Pacific Group and The Timber Company. The
performance of these distinct businesses is reflected separately by two classes
of common stock: Georgia-Pacific Group stock and The Timber Company stock. The
Georgia-Pacific Group consists of all the Corporation's manufacturing mills and
plants and its building products distribution business. These facilities

manufacture and sell a wide variety of pulp and paper products (including pulp,
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communication papers, containerboard, packaging and tissue) and manufactured
building products {including plywood, oriented strand bocard and industrial
panels, lumber, gypsum products and chemicals). The Timber Company consists of
approximately 5.8 million acres of timberlands owned or leased by the
Corporation, together with related facilities and equipment. In 1998, these
timberlands supplied approximately 17 percent of the overall timber requirements

of the Corporation's manufacturing facilities.

1998 COMPARED WITH 1997
The Corporation reported consolidated net sales of $13.3 billion and net income
of $274 million for 1998, compared with net sales of $13.1 billion and net
income of $69 million in 1997. The 1998 results include an extraordinary, after-
tax loss of $15 million for the early retirement of debt. The 1997 results
included a pretax gain of $128 million ($80 million after taxes) from the sale
of the Corporation's Martell, California, assets and a $60 million one-time,

after-tax charge for an accounting change.

Selling, general and administrative expense ("SG&A") was $1,141 million in 1998,
compared with $1,180 million in 1997. The cost reduction is the result of
overhead reduction plans initiated in 1996 and implemented through 1997.
Interest expense was $443 million in 1998, compared with $465 million in 1997.
The reduction is the result of lower average debt levels and lower average

interest rates.

The Corporation reported pretax income of $491 million and an income tax

provision of $202 million for the year ended December 31, 1998, compared with
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pretax income of $235 million and an income tax provision of $106 million for
the year ended December 31, 1997. The effective tax rate used to calculate the
provision for income taxes for both years was higher than the statutory rates
used to calculate federal and state income taxes, primarily because of
nondeductible goodwill amortization expense associated with business

acquisitions.

In 1997, the Corporation adopted Financial Acccunting Standards Board ("FASB")
Emerging Issues Task Force Issue No; 97-13 ("EITF 97-13"), "Accounting for Costs
Incurred in Connection with a Consulting Contract or an Internal Project that

Combines Business Process Reengineering and Information Technology
Transformation, " which resulted in a one-time, after-tax charge of $60 million.
The remaining discussion refers to the "Selected Operating Segment Data" table

below.

SELECTED OPERATING SEGMENT DATA

Georgia-Pacific Corporation and Subsidiaries
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Leang hule. -0 1990

Year ended December 31

(In millions) 1998 1997 1996
Net sales

Building products 5 5,792 § 5,545 $ 5,752
Distribution 4,333 4,306 4,583
Timber 534 551 547
Containerboard and packaging 2,104 1,817 1,976
Pulp and paper 3,548 3,701 3,620
Other+ (2,975) (2,926) (3,439
Total net sales $ 13,336 $ 13,094 513,024
Operating profits

Building products $ 603 $ 490 § 567
Distribution 1 (171) (220)
Timber 364 437 313
Containerboard and packaging 106 (6) 127
Pulp and paper 133 201 250
Other (273) (251} (2282)
Total operating profits 934 700 755
Interést expense 143 465 459
rovision Ior income taxes 202 106 135
Income bhefore

extraordinary items and

accounting change 289 128 161
Extraordinary items,

net of taxes (15) - (5
Cumulative effect of

accounting change,

aet of taxes - (60) -
Net income $ 274 $ 69§ 156
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*Includes the elimination of intersegment sales.

BUILDING PRODUCTS. The Corporation's building products segment reported net
sales of $5.8 billion and operating profits of $603 million for the year ended
December 31, 1998, compared with net sales of $5.5 billion and cperating profits
of $490 million in 1997. Return on sales was 10.4 percent in 1998 and 8.8
percent in 1997. The 1997 results included unusual one-time charges of $32
million primarily related to asset write-downs, including closure of certain

building products facilities, as well as information systems write-offs.

The primary components of the increase in 1998 sales and operating profits were
45 percent higher oriented strand board prices and 6 percent higher gypsum
prices. Demand and volume were also higher in 1998 for both of these products

than in the prior year. These increases were offset slightly by 12 percent lower

lumber prices and 9 percent higher log costs. Favorable economic conditions and
sustained high housing starts should continue to provide profitable results for

the building products segment in 1999.

DISTRIBUTION. The Corporation's building products distribution segment reported
operating profits of $1 million.in 1998 (including gains on asset sales of $20

million) compared with a loss of $171 million in 1997 (including gains on asset
sales of $26 million). The 1997 results included restructuring charges of $80
million. The improvement in the distribution segment's operating results

reflects the implementation of the division's restructuring plan, which began in
the 1897 fourth quarter. This plan included disposition of its millwork
fabrication facilities nationwide and of a number of distribution centers
located in the Western United States. The millwork fabrication facilities have
been divested and the targeted distribution centers have been sold or closed.
The Corporation expects continued improvement in its distribution segment in

1999.
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TIMBER. Excluding the 1997 gain-of $114 million from the sale of timberlands
located near Martell, California, #he timber segment operating profits increased
by $41 million to $364 million in ;998 compared with $323 million in 1997. This

increase is a result of efforts to reduce costs by optimizing productivity and

focusing on cost control, higher average sawtimber selling prices, particularly
in the first half of 1998 and a higher-margin product mix. The result of these
productivity and cost control efforts is reflected in lower cost of sales and

SG&A expenses in 1998.

8
Excluding the impact of any severe weather occurrences, prices for most products
are anticipated to hold at or near current levels in 1999. Pulpwood prices are

expected to remain under pressure, especially during the first half of 1999.

CONTAINERBOARD AND PACKAGING. The Corporation's containerboard and packaging
segment reported net sales of $2.1 billion and operating profits of $106 million
for the year ended December 31, 1998, compared with net sales of $1.8 billion
and an operating loss of $6 million in 1987. Returﬁ on sales increased to 5.0
percent compared with (0.3) percent for the same period a year ago, principally
due to a 19 percent increase in average prices for containerboard and an average
6 percent price increase for packaging prodﬁcts. During 1998, the Corporation
took approximately 270,000 tons of downtime at its containerboard mills to avoid

building inventories. It anticipates slightly stronger pricing for
containerboard and packaging in 1999 but may continue to take downtime depending

on overall demand for these products.

PULP AND PAPER. The Corporation's pulp and paper segment reported net sales of
$3.5 billion and operating profits of $133 million for the year ended December

31, 1998, compared with net sales of $3.7 billion and operating profits of $201
million in 1997. Return on sales decreased to 3.7 percent compared with 5.4

percent for the same period a year ago, principally due to a slight decrease in
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average prices for almost all thé Corporation's pulp and paper products.
Excluding the one-time, $12 million charge in 1998 primarily for the closure of
a hardwood market pulp operation, return on sales was 4.1 percent. Average pulp
prices were approximately 9 perc%nt below year ago levels. Tissue prices
decreased approximately 3 percent due to lower fiber costs and new capacity.
Average prices of communication papers for 1998 were approximately 2 percent

below year ago levels.

Compared with a year ago, the Corporation has reduced inventories for
most pulp and paper products, incurring downtime when necessary. During the
second half of 1998, the Corporation took significant market-related downtime
due to continued weakness in demand and pricing for pulp and paper, primarily
stemming from market conditions in Asia. In the 1998 third quarter, the
Corporation indefinitely shut down the hardwood market pulp portion of its
operations at Port Hudson, Louisiana, resulting in closure of approximately
260,000 tons of annual production capacity. Additionally, the Corporation took
approximately 300,000 tons of downtime in 13898 at its pulp mills to avoid
building inventories. The Corporation has experienced increased activity in
foreigﬂ markets for pulp in recent months. However, demand and pricing for most

of its pulp and paper products are expected to remain weak for much of 1999.

Prices for most of the Corporation's commodity paper products have been
declining since the fourth quarter of 1995. Historically, prices for all the
Corporation's paper products have been highly volatile, and it is expected that

this trend will continue through 1999.

OTHER. The operating loss for the "Other"” nonreportable segment, which includes

some miscellaneous businesses, certain goodwill amortization, unallocated
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corporate operating expenses and the elimination of profit on intersegment
~sales, increased by $22 million to a loss of $273 million in 1998 from a loss of
$251 million in 1997. This increase was primarily a result of higher litigation

and environmental remediation costs.

LIQUIDITY AND CAPITAL RESOURCES

OPERATING ACTIVITIES. The Corporation generated cash from operations of 31,554
million during 1998. The Corporation's cash provided by operations in 1997 was
$1,116 millicon. The increased cash flow was primarily a result of higher

operating profits and lower accounts receivable in 1998.

INVESTING ACTIVITIES. Capital expenditures for property, plant and equipment,
excluding acquisistions, during 1998 were $638 million compared with $717
million in 1997. Expenditures in 1998 included $186 million in the building
products segment, $12 million in the distribution segment, $6 million in the
timber segment, $84 million in the containerboard and packaging segment, $305
million in the pulp and paper segment and $45 million of other and general
corporate. The Corporation expects to make capital expenditures for property,
plant and equipment of approximately $700 million in 1999, excluding the cost of

any acquisitions.

During 1998, the Corporation invested $90 million for pollution control and
abatement. The Corporation's 1999 capital expenditure budget currently includes
approximately $160 million for environment-related projects. Certain other
capital projects that are being undertakenrfor the primary reason of improving
financial returns or safety will also include expenditures for pollution

control.

On April 15, 1998, the U.S. Environmental Protection Agency (the "EPA")
promulgated a set of regulations known as the "Cluster Rule" that establishes

new requirements for air emissions and wastewater discharges from pulp and paper
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mills. The Corporation estimates that it will make capital expenditures up to
approximately $550 million over tﬁe next eight years in order to comply with the
Cluster Rule's requirements. Of that total, about $365 million will be spent by
the end of 2000. One of the main components of the Cluster Rule requires that
pulp and paper mills use only elemental chlorine free ("ECF") technoleogy, which
requires the complete substitution of chlorine dioxide for elemental chlorine in
the pulp bleaching process. Approximately $183 millicn of the amount required to
be spent in the next two years will go toward ECF conversion at mills located in
Ashdown, Arkansas; Crossett, Arkénsas; Bellingham, Washington; and Palatka,
Florida. The bulk of the remaining expenditures within the next two years will
be for additional air emission controls at the Corporation's 14 pulp and paper

facilities.

Cash paid for timber and timberlands was $206 million in 1998 compared with
$182 million in 1997.

10

OnlJune 30, 1998, the Corporation completed its acquisition of CeCorr Inc.
("CeCorr"), a leading independent producer of corrugated sheets in the United
States. The Corporation paid approximately $93 million in cash and issued
approximately 1.6 million shares of Georgia-Pacific Group stock valued at
$57.875 per share for all the outstanding shares of CeCorr. In addition, the
Corporation assumed approximately $58 million of CeCorr's deBt. On July 2, 1995,
a former owner of CeCorr exercised his right to resell to the Corporation
approximately 1.1 million shares of Georgia-Pacific Group stock issued in the

transaction.

During 1998, the Corporation received $131 million from the sale of assets, .
principally timberlands, real estate development properties located in South

Carolina and Florida, and various distribution facilities. During 1997, the
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Corporation received proceeds of $388 million from the sale of assets, primarily

from the sale of its Martell operations.

FINANCING ACTIVITES. At December 31, 1998 and 1997, the Corporation's total
debt

was $5.55 billion and $5.49 billion, respectively. At December 31, 1998 and
1997, $4.57 billion and $4.52 billion, respectively, of such total debt was
Georgia-Pacific Group's debt, and $983 million and $871 million, respectively,
was The Timber Company's debt. The debt of the groups bears interest at a rate
equal to the weighted average rate of the Corporation's total debt, calculated
on a quarterly basis. The weighted average interest rate on the Corporation's
total debt at December 31, 1998 was 7.2 percent, including outstanding interest
rate exchange agreements. Each group's debt increases or decreases by the amount
of any cash provided gy or used for that group's operating activities, investing
activities, dividend payments, share repurchases or issuances and other nondebt-
related financing activities. See Note 1 of the Notes to Consolidated Financial

Statements for further discussion of financial activities.

In conjunction with the sale of the Corporation's Martell operations in March
1997, the Corporation received notes receivable from the purchaser. In April
1997, the Corporation monetized these notes receivable through the issuance of
notes payable in a private placement. Proceeds from the notes receivable will be
used to fund payments required for the notes payable. Procéeds from the issuance
of the notes payable and cash from operations were used to reduce debt in the

1937 second guarter, including $300 million of 9.85 percent notes that were
due

on June 1, 1997. The balances of the notesvreceivable, which are classified as

"Other assets,” and notes payable, which are classified as "Other long-term

liabilities,"” were both $270 million on the Corporation's December 31, 1998
and

1997 balance sheets.

During 1998, the Corporation issued $300 million of 7.25% Debentures Due June 1,
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2028 and a $14 million floating rate note due September 30, 2003. In January
1998, the Corporation redeemed $200 million of 9 3/4% Sinking Fund Debentures
Due January 15, 2018. In February 1998, the Corporation redeemed $200 million of

9 1/2% Debentures Due February 15, 2018.

11

At December 31, 1998, the Corporation had outstanding borrowings of $637 million
under certain industrial revenue bonds. Approximately $11 million from the
issuance of these bonds was held by trustees at December 31, 1998 to refund a

like amount of bonds maturing on January 4, 1999. The corresponding amount held

by trustees is classified as "Other current assets" on the accompanying balance

sheets.

The Corporation has a $1.5 billion unsecured revolving credit facility that is
used for direct borrowings and as support for commercial paper and other short-
term borrowings. The agreement will terminate in 2001. As of December 31, 1998,

$570 million of committed credit was available in excess of all short-term

borrowings outstanding under or supported by the facility.

The Corporation's senior management establishes parameters of the Corporation's
financial risk, which has been approved by the Board of Directors (the "Board").
Hedging interest rate exposure through the use of swaps and options and hedging
foreign exchange exposure through the use of forward contracts are specifically
contemplated to manage risk in keeping with management policy. Derivative
instruments, such as swaps, forwards, options or futures, which are based
directly or indirectly upon interest rates, currencies, equities and
commodities, may be used by the Corporation to manage and reduce the risk

inherent in price, currency and interest rate fluctuations.
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The Corporation does not utilize derivatives for speculative purposes.

Derivatives are transaction—specific so that a specific debt instrument,

contract or invoice determines the amount, maturity and other specifics of the
hedge. Counterparty risk is limited to institutions with long-term debt ratings

of A or better.

The tables below present principal (or noticnal) amounts and related weighted
average interest rates by year of expected maturity for the Corporation's debt
obligations as of December 31, 1998 and 1997. For obligations with variable

interest rates, the tables set forth payout amounts based on current rates and

do not attempt to project future interest rates.

Georgia-Pacific Corporation and Subsidiaries

Disciosure Page 28



R N e T - W Y O R R L S SV LV

Flely Cdte, 100 e

(In millions)

Debt

Commercial paper and other
short-term notes

Average interest rates

Notes and debentures

Average interest rates
Revenue bonds

Average interest rates

Other loans

Average interest rates
Accoﬁnts receivable sale
program

Average interest rates
Notional principal amount of
interest rate exchange
agreements

Average interest rate paid
(fixed)

Average interest rate received

(variable)

56

.8%

100

2002

300

10.0%

75
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Georgia-Pacific Corporation and Subsidiaries

{In millions)

Debt

Commercial paper and other
short-term notes

Average interest rates

Notes and debentures

Average interest rates
Revenue bonds

Average interest rates

Other loans

Average interest rates

Accounts receivable sale
program

Average interest rates
Notional principal amount of
interest rate exchange
agreements

Average interest rate paid
(fixed)

Average interest rate received

(variable)

$ 300

Thereafter

$ 929
5.8%
$ 2,900
8.6%
$ 518
5.2%
$ -
$ 280
5.7%
5 -

6

280

7%

456

.8%

Fair value

3,

6.

December 31,

Total

929

.8%

783

587

14

8%
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The Corporation has the intent and ability to refinance commercial paper,

cther

short-term notes and the accounts receivable sale program as they mature.

Therefore, maturities of these obligations are reflected as cash flows expected

to be made after 2003.

Georgia-Pacific Corporation and Subsidiaries

{In millions) 1998
Debt

Commercial paper and other
short-term notes $ -
Average interest rates -
Notes and debentures $ 817
Average interest rates 8.0%
Revenue bonds $ 36
Average interest rates . 3%
Other loans $ -
Average interest rates -
Accounts receivable sale program $
Average interest rates -
Notional principal amount of
interest rate exchange

agreements $ 320
Average interest rate paid

(fixed) .43
Average interest rate received
{variable) 5.8%

1999 2000
- $ -

- $ -

9 $ 16
4.5% 4.4%
- $ 13

- 7.9%

$ - $

56 $ 100
8.8% 8.4%
5.7% 5.9%

2001
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Georgia~Pacific Corporation and Subsidiaries

(In millions)

Debt

Commercial paper and other
short-term notes

Average interest rates

Notes and debentures

Average interest rates
Revenue bonds

Average interest rates

Other loans

Average interest rates
Accounts receivable sale
program

Average interest rates
Notional principal amount of
interest rate exchange
agreements

Average interest rate paid
(fixed)

Average interest rate received

(variable)

2002
$ -
$ 300
10.0%
$ 75

5.0%
$ -
$ -
s -

Thereafter

$2,600

B.7%

Fair value

December 31,

Total

$ 476

1997

10
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The Corporation has the intent and ability to refinance commercial paper, other
short-term notes and the accounts receivable sale program as they mature.
Therefore, maturities of these obligations are reflected as cash flows expected

to be made after 2002.

At December 31, 1998, the Corporation had interest rate exchange agreements
that

effectively converted $456 million of floating rate obligations with a weighted
average interest rate of 5.7% to fixed rate obligations with an average
effective interest rate of approximately 6.8%. These agreements increased

interest expense by $11 million, $16 million and $17 million for the three years
ended December 31, 1998, 1997 and 1996, respectively. As of December 31, 1998,

these agreements have.a weighted average maturity of approximately 3.5 years. As
of December 31, 1998, the Corporation's total floating rate debt exceeded

related interest rate exchange agreements by $1.3 billion.

The Corporation also enters into foreign currency exchange agreements and
commodity futures and swaps, the amounts of which were not material to the

consolidated financial position of the Corporation at December 31, 1938.

As of December 31, 1998, the Corporation had registered for sale up to $500
million of debt securities under a shelf registration statement filed with the

Securities and Exchange Commission.

The Board has adopted a policy that earnings and cash flows generated from the
businesses of the Georgia-Pacific Group or The Timber Company will be used only
for reinvestment in the business of the group generating such earnings and
related cash flows, for repayment of its debt, or for payment of dividends on,
or the repurchase of shares of, the class of common stock reflecting such
group's performance. Funds of one group will not be loaned to or otherwise

invested in the business of the other group.
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In January 1998, the Board authorized management to make purchases of Georgia-
~Pacific Group stock on the open market or in private transactions so long as the
Georgia-Pacific Group's total debt remains below $4.75 billion and the
Corporation's total debt remains below $5.75 billion. At the same time, the
Board also authorized management £o make purchases of The Timber Company stock
on the open market or in private transactions so long as The Timber Company's
total debt remains below $1 billion and the Corporation's total debt remains
below $5.75 billion. Depending on operating and financial considerations, debt
levels of the Corporation, the Georgia-Pacific Group and The Timber Company
may

from time to time be above or below these thresholds.

During 1998, the Corporation purchased 7.7 million shares of Georgia-Pacific
Group stock (including 1.1 million shares related to the CeCorr acquisition) at
an aggregate price of $427 million ($55.51 average per share) on the open

market, of which 6.8 million shares were held as treasury stock at December
31,

1998. The Corporation also purchased 5.7 million shares of The Timber Company

stock at an aggregate price of $121 million ($21.25 average per share) on the

open market, all of which were held as treasury stock at December 31, 1998.
Cash

paid in 1998 related to Georgia-Pacific Group stock repurchases totaled $436

million, which included $9 million for shares purchased but not settled in 1987.

Subsequent to year-end 1998 through February 5, 1999, the Corporation purchased
224,200 shares of Georgia-Pacific Group stock at an aggregate price of $15
million ($66.42 average per share) on the open market and 716,300 shares of

The

Timber Company stock at an aggregate price of $16 million ($22.71 average per
share) on the open market. The Corporation expects to repurchase Georgia-Pacific

Group and The Timber Company stock throughout 1999 as long as debt levels are

below the established thresholds.
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In 1999, the Corporation expects its cash flow from operations, together with
proceeds from any sales of assets and available financing sources, to be
sufficient to fund planned capital investments, pay dividends and make scheduled

debt repayments.

OTHER. The Corporation employs approximately 45,000 people. The majority are
members of unions. The Corporation considers its relationship with its employees
to be good. Twenty union contracts are subject to negotiation and renewal in

1999, including one at a large paper facility.

In June 1997, the FASB issued Statement of Financial Accounting Standards
("SFAS") No. 130, "Reporting Comprehensive Income," which establishes standards

for reporting and display of comprehensive inccome and its components in a full

set of general purpose financial statements. The Corporation adopted SFAS No.

130 in the 1998 first quarter.

Also in June 1997, the FASB issued SFAS No. 131, "Disclosure about Segments of
an Enterprise and Related Information." SFAS No. 131 requires companies to
detegmine reporting segments based on the manner in which management makes
decisions about allocating resources to segments and measuring their
performance. SFAS No. 131 also requires entitywide disclosure about the products
and services an entity provides, the countries in which it holds material assets
and reports material revenues, and its significant customers. The Corporation
adopted SFAS No. 131 in 1998; prior periocd information was restated to conform

with the provisions of SFAS No. 131. .

15

In February 1998, the FASB issued SFAS No. 132, "Employers' Disclosures about

Pensions and Other Post-retirement Benefits," which requires additional pension-
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related disclosures. The objective of the statement is to provide sufficient

information to understand the changes in benefit obligations or to analyze the

quality of earnings of the Corporation. SFAS No. 132 requires disclosure of
additional information about the changes in the benefit obligation and the fair
value of plan assets during the period, including unrecognized gains and losses.

The Corporation adopted SFAS No. 132 in 1998.

In June 1998, the FASB issued SFAS No. 133, "Accounting for Derivative
Instruments and Hedging Activities," which establishes accounting and reporting
standards for derivative instruments and for hedging activities. It requires
that an entity recognize all derivatives as either assets or liabilities on the
balance sheets and measure those instruments at fair value. The accounting for
changes in the fair.value of a derivative depends on the intended use of the
derivative and the resulting designation. The Corporation will be required to
adopt the new statement in 2000; early adoption is encouraged, but no prior
period restatement is permitted. Management is evaluating the effect of this

statement on the Corporation's derivative instruments, primarily interest rate
swaps and foreign currency forward contracts. The impact of adjustments to fair
value is not expected to be material to the Corporation's consolidated financial

position.

The Corporation is working to resolve the effects of the Year 2000 problem on
its information systems, the operating systems used in its manufacturing
operations as well as its facilities systems. The Year 2000 problem, which is
common to most businesses, concerns the inability of such systems to properly
recognize and process dates and date-sensitive information on and beyond January
1, 2000. In 1996, the Corporation began a companywide assessment of the
vulnerability of its systems to the Year 2000 problem. Based on such assessment,
the Corporation has developed a Year 2000 plan, under which all key systems are
being tested, and noncompliant software or technology is being modified or
replaced. The Corporation is also surveying the Year 2000 compliance status and

compatibility of customers' and suppliers' systems that interface with the
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Corporation's systems or could otherwise impact the Corporation's operations.

The Corporation completed the necessary revisions and unit testing to most
systems and processes in 1998 with a few systems scheduled for revision in early
1999. Full integration testing and verification of such systems and processes
for Year 2000 compliance will continue and be completed during 1999. Early in
1998, the Corporation completed an inventory of the process control systems and
embedded chips used in its manufacturing operations and currently believes that
only a small percentage of such systems and chips could be subject to Year 2000
problems. The Corporation currently expects to have these affected manufacturing

systems replaced or corrected by mid-year 1999 and to complete testing and
verification of such systems for Year 2000 compliance throughout 1999. Since

completion of the original inventories, some additional

16
systems and devices have been discovered and added to the inventory list for
testing and, if necessary, remediation. Due to system acquisitions and the
number and complexity of existing systems, the Corporation expects some
continuing additions of noncritical systems to the inventory list. The
Corporation has contacted each of its critical suppliers to ascertain their
respective levels of readiness to address and remediate Year 2000 prcblems and
is currently reviewing their responses. The Corporation has identified and
contacted critical customers to ascertain their respective levels of Year 2000
readiness and will be assessing the need for testing with customers as
appropriate. While the Corporation currently believes that it will be akle to
medify or replace its affected systems in time to minimize any detrimental
effects on its operations, failure to do so, or the failure of the Corporation's
major customers and suppliers to modify or replace their affected systems, could
have a material adverse impact on the Corporation's results of operations,
liquidity or consclidated financial positicon in the future. The most réasonably

likely worst-case scenario of failure by the Corporation or its customers or
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suppliers to resolve the Year 2000 problem would be a temporary slowdown or
cessation of manufacturing operations at one or more of the Corporation’'s
facilities and a temporary inability on the part of the Corporation to process
orders and billings in a timely manner and to deliver finished products to
customers. The Corporation's individual business units are currently identifying
and considering various contingency options, including identification of
alternate suppliers, vendors and service providers, and manual alternatives to
systems operations, which will allow them to minimize the risks of any
unresolved Year 2000 problems on their operations and to minimize the effect of
any unforeseen Year 2000 failures. Contingency plans will be finalized by mid-

year 1989.

The Corporation currently estimates the incremental cost of the work needed to
resolve the Year 2000 problem at approximately $60 million (including
approximately $10 million of capital costs), of which $20 million is included
for the impact of contingency planning activities and unexpected events.
Approximately $13 million has been incurred to date. In addition, the
Corporation expects to incur internal costs totaling approximately $20 million
related to the Year 2000 problem, of which approximately $11 million has been
incurred to date. The bulk of the incremental costs relates to replacement or
modification of affected process control systems in the Corporation's
manufacturing operations and is projected to be incurred in the second and third
quarters of 1999. The majority of the internal costs relates to code remediation
and testing and is projected to be incurred through 1999. These incremental and
internal costs will be expensed as incurred, except for new systems purchased
that will be capitalized in accordance with corporate policy. Such costs may be
material to the Corporation's results of operations in one or more fiscal
guarters or years but are not expected to have a material adverse effect on the
long-term results of operations, liquidity or consolidated financial position of
the Corporation. For a discussion of commitments and contingencies refer to

Note 11 of the Notes to Consoclidated Financial Statements.
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1997 COMPARED WITH 1996
The Corporaticn reported consolidated net sales of $13.1 billion and net income
of $6% million in 1997, compared with net sales of $13.0 billion and net income
of $156 million in 1996. The 1997 results included a pretax gain of $128 million
($80 million after taxes) from the sale cf the Corporation's Martell operations
and a %60 million one-time, after-tax charge for an accounting change. An
extraordinary, after-tax loss of $5 million was recorded in 1996 for the early
retirement of debt.
SG&A expense was $1,180 million for 1997, compared with $1,399 million in 1996.
The cost reduction was largely the result of a voluntary early retirement

program initiated in 1996 and overhead reduction plans implemented through 1997.

The Corporation reported pretax income of $235 million and a tax provision of
$106 million for the year ended December 31, 1997, compared with pretax income
of $296 million and an income tax provision of $135 million for the year ended
December 31, 1996. The effective tax rate used to calculate the provision for
income taxes for both years was higher than the statutory rates used to
calculate federal and state income taxes primarily because of nondeductible

goodwill amortization expense associated with past business acquisitions.

BUILDING PRODUCTS. The Corporation's building products segment reported net
sales of $5.5 billion and operating profits of $490 million for 1997, compared
with net sales of $5.8 billion and-operatiﬁg profits of $567 million in 1996.
The 1997 results included unusual charges of $32 million primarily related to
asset write-downs, including closure of certain building products facilities, as
well as information systems write-offs. The 1996 results included an unusual
pretax gain of $39 million from the sale of two gypsum wallboard facilities.
Return on sales decreased to 8.8 percent in 1997 from 9.9 percent in 1996. A 10

percent increase in lumber prices, combined with a 10 percent increase in gypsum
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prices, more than offset approximately 22 percent lower prices for oriented

strand board and an increase in log costs.

DISTRIBUTION. Operating losses fér‘the Corporation's distribution segment were
$171 million for 1997, compared with losses of $220 million in 1%96. The 1897
results included restructuring charges of $80 million, compared with

restructuring charges of $117 million in 1996. Sales volumes were down 4 percent

in 1997 compared with 1996.

TIMBER. The timber segment reported net sales of $551 million and operating
profits of $437 million in 1997, compared with net sales of $547 million and
operating profits of $313 million in 1996. The 1997 results included a $114
million pretax gain.from the sale of 127,000 acres of timberlands located_near
Martell, California. The year-over-year increase in cperating profit, excluding
the gain on the Martell sale, was principally the result of higher Southern

sawtimber selling prices in 1997.

18

CCONTAINERBOARD AND PACKAGING. The Corporation's containerboard and packaging
segment reported net sales of $1.8 billion and an-operating loss of $6 million
in 1997, compared with net sales of $2.0 billion and operating profits of $127
million in 1996. Return on sales decrease& to (0.3) percent for 1997 compared
with 6.4 percent in 1996, primarily as a result of substantially lower average

prices for containerboard and packaging products.

PULP AND PAPER. The Corporation's pulp and paper segment reported net sales of

$3.7 billion and operating profits of $201 million for 1997, compared with net

sales of $3.6 billion and operating profits of $250 million in 1996. The 1997
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results included unusual one-time charges of $6 million for information systems
write-offs. Return on sales decreased to 5.4 percent in 1997 compared with 6.9
percent in 1996, primarily as a result of lower overall average prices for pulp

and paper products in 1997.

OTHER. The operating loss for the "Other" nonreportable segment decreased by
$31 million to a loss of $251 million in 1897 from a loss of $282 million in
1996, primarily as a result of lower profit elimination on intersegment sales in

1997.

CAUTIONARY STATEMENT FOR PURPOSES OF THE "SAFE HARBCOR" PROVISIONS OF THE PRIVATE
SECURITIES LITIGATION REFORM ACT OF 1895. The statements under "Management's
Discussion and Analysis" and other statements contained herein that are not
historical facts are forward-looking statements (as such term is defined under
the Private Securities Litigation Reform Act of 1995) based on current
expectations. The accuracy of such statements is subject to a number of risks,
uncertainties and assumptions. In addition to the risks, uncertainties and
assumptions discussed elsewhere herein, factors that could cause or contribute
to actual results differing materially from such forward-looking statements
inclﬁde the following: the Corporation's production capacity continuing to
exceed demand for its pulp and paper products, necessitating market-related
downtime; the ability of the Corporation, and its customers and suppliers to
address the Year 2000 problem in a timely and efficient manner; changes in the
productive capacity and production levels of other building products and pulp
and paper producers; the effect on the Corporation of changes in environmental
and pollution control laws and regulations; the general level of economic

activity in U.3. and export markets, particﬁlarly the Asian markets; variations
in the level of housing starts; fluctuations in interest rates and currency
exchange rates; the availability and cost of wood fiber; and other risks,
uncertainties and assumptions discussed in the Corporation's filings with the

Securities and Exchange Commission, including the Corporation’s Form 10-K dated

December 31, 1998 and the Corporation's Form 8-K dated October 17, 1996.
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REPORT ON MANAGEMENT'S RESPONSIBILITIES

Georgia-Pacific Corporation and Subsidiaries

19

Management of Georgia-Pacific Corporation is responsible for the preparation,
integrity and fair presentation of the consolidated financial statements and the
estimates and judgments upon which certain amounts in the financial statements
are based. Management is also responsible for preparing the other financial
information included in the annual report. In our opinion, the accompanying
financial statements have been prepared in conformity with generally accepted
accounting principles, and the other financial information in the annual report

is consistent with the financial statements.

Management is also responsible for establishing and maintaining a system of
internal control over financial reporting, which encompasses policies,
procedures and controls directly related to, and designed to provide reasonable
assurance as to, the reliability of the published financial statements. An
independent assessment of the system is performed by the Corporation's internal
audit staff in order to confirm that the system is adequate and operating
effectively. The Corporation's independent public accountants also consider
certain elements of the internal control system in order to determine their
auditing procedures for the purpose of expressing an opinion on the financial
statements. Management has considered any significant recommendations regarding
the internal control system that have been brought to its attention by the
internal audit staff or independent public accountants and has taken steps it
deems appropriate to maintain a cost-effective internal control system. The
Audit Committee of the Board of Directors, consisting of independent directors,

provides oversight to the financial reporting process. The Corporation's
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internal auditors and independent public accountants meet reqularly with the
Audit Committee to discuss financial reporting and internal control issues and

have full and free access to the .Audit Committee.

There are inherent limitations in the effectiveness of any system of internal
control, including the possibility of human error and the circumvention or
overriding of controls. Accordingly, even an effective internal control system

can provide only reasonable assurance with respect to financial statement
preparation. Furthermore, the effectiveness of an internal control system can

vary over time due to changes in conditions.

Management believes that as of December 31, 1998, the internal control system

over financial reporting is adequate and effective in all material respects.

/s/ James E. Terrell
James E. Terrell

Vice President and Controller

/s/ John F. McGovern
John F. McGovern
Executive Vice President - Finance

and Chief Financial Officer

/s/ A. D. Correll

A. D. Correll

Chairman, Chief Executive Officer and President
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February 5, 1999

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

Georgia-Pacific Corporation and Subsidiaries
To Georgia-Pacific Corporation:

We have audited the accompanying consolidated balance sheets of Georgia-Pacific
Corporation (a Georgia corporation) and subsidiaries as of December 31, 1998 and
1997 and the related consclidated statements of income, shareholders’ equity,
comprehensive income, and cash flows for each of the three years in the period
ended December 31, 1998. These financial statements are the responsibility of

the Corporation's management. Our responsibility is to express an opinion on

these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit alsoc includes

assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.

We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present
fairly, in all material respects, the financial position of Georgia-Pacific
Corporation and subsidiaries as of December 31, 1998 and 1997 and the results of
their operations and their cash flows for each of the three years in the period

ended December 31, 1998 in conformity with generally accepted accounting

principles.

Disclosure Page 44



compuy same - QLURGIA PACUIFIC CURE Fuing Date: [2/31. 1998

As explained in Note 1 of the Notes to Financial Statements, effective December
31, 1997, the Corporation changed its method of accounting for business process
reengineering costs incurred as part of a project to acquire, develop, or

implement internal-use software.

/s/ Arthur Andersen LLP

Arthur Andersen LLP

Atlanta, Georgia

February 5, 1999
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CONSOLIDATED STATEMENTS OF INCOME

Georgia-Pacific Corporation and Subsidiaries

Year ended December 31
(Millions, except per

share amounts) 1998 1997 1996 .

Net sales $ 13,336 $13,094 $13,024
Costs and expenses
Cost of sales, excluding

depreciation and cost of
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timber harvested shown below

Selling, general and

administrative

Depreciation and cost of timber

harvested

Interest

Other income

Income before income
extraordinary items
accounting change

Provision for income

Income before
extraordinary items
accounting change

Extraordinary items -
from early retiremen
debt, net of taxes

Cumulative effect of
accounting change,

net of taxes

Net income

and

loss

t of

10,326

1,141

935

443

491

202

289

10,384

1,180

958

235

106

129

9,933

1,399

937

296

135

161

Georgia-Pacific Corporation

Basic per share:
Income before

extraordinary items

and accounting change
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Extraordinary items, net of taxes
Cumulative effect of

accounting change, net of taxes.

Diluted per share:

Income before

extraordinary items
Extraordinary items, net of taxes
Cumulative effect of

accounting change, net of taxes

Net income

(0.06)

(0.06)

Average number of shares
outstanding:
Basic

Diluted

90.6

91.2

Georgia-Pacific Group
Income (loss) befcore
extraordinary items and

accounting change $

Extraordinary items, net of taxes (13)

Cumulative effect of accounting

change, net of taxes

Net income (loss) $

Basic per share:
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Income (loss) before

extraordinary items and

accounting change $ 1.23 $(0.94)
Extraordinary items, net of taxes (0.14) -
Cumulative effect of accounting
change, net of taxes - (0.66)
Net income (loss) $ 1.09 $(1.60)
Diluted per share:
Income (loss) before
extraordinary items and
accounting change. $ 1.22 $(0.9%4)
Extraordinary items, net of taxes (0.14) -
Cumulative effect of accounting
change, net of taxes - (0.66)
Net income (loss) $ 1.08 $(1.60)
Average number of shares
outstanding:
Basic 89.9 91.4
Diluted 80.5 91.4
The Timber Company
Income before extraordinary items $ 178 $ 215
Extraordinary items, net of taxes (2) -
Net income $ 176 $ 215
Basic per share:
Income before extraordinary items $ 1.97 § 2.35
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Diluted per share:

Income before extraordinary items. $ 1.96 $ 2.33
Extraordinary items, net of taxes (0.02) -
Net income $ 1.%4 $ 2.33

Average number of shares

outstanding:
Basic 90.3 91.4
Diluted 90.8 92.1

The accompanying notes are an integral part of these consolidated financial

statements.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Georgia-Pacific Corporation and Subsidiaries

Year ended December 31

(Millions) 1998 1997 1996
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Cash flows from operating activities

Net income 274 $ 69 $ 156
Adjustments to reconcile net income
to cash provided by operations:
Depreciation 749 789 766
Cost of timber harvested 186 169 171
Deferred income taxes 38 100 7
Amortization of goodwill 62 59 59
Stock compensation programs (3) - 20
Cumulative effect of accounting
change, net of taxes - 60 -
Gain on sales of assets, net (40) (134) (63)
Amortization of debt issue costs,
discounts and premiums 13 5 6
Decrease (increase) in receivables 146 (64) 35
Decrease (increase) in inventories 92 101 (3)
Decrease in accounts payable (47) (24) (18)
Chénge in other working capital (82) S1 70
Increase (decrease) in taxes
payable 136 (45) (10)
Change in other assets and other
long-term liabilities 30 (20) 29
Cash provided by operations 1,554 1,116 1,225
Cash flows from investing
activities
Property, plant and equipment
investments {638) (717)  (1,059)
Timber and timberland purchases (206) (182) (142)
Acquisition (112) - (363)
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Proceeds from sales of assets

Other

Cash flows from financing
activities
Repayments of long-term debt
Additions to long-term debt
Fees paid to issue debt
(Decrease) increase in bank
overdrafts
Increase (decrease) in commercial
paper and other short-term notes
Common stock repurchased
Proceeds from option plan exercises

Cash dividends paid

Cash (used for) provided by

financing activities

Decrease in cash

Balance at beginning of year

Balance at end of year

131

(874)

575

(33)

308

(557)

(340)

48

139

44

324

The accompanying notes are an integral part of these consolidated financial
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CONSOLIDATED BALANCE SHEETS

Georgia-Pacific Corporation and Subsidiaries

December 31

(Millions, except shares

and per share amounts) 1998

Assets

Current assets

Cash S 5 8
Receivables, less allowances
of $25 and $19, respectively 1,233 1,371
Taxes receivable - 61
Inventories
Raw materials 418 396
Finished goods 760 878
Supplies 311 295
LIFO reserve (209) (212)

1997
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Total inventories 1,280 1,357
Deferred income tax assets 61 67
Other current assets 66 52

Total current assets 2,645 2,916
Timber and timberlands 1,206 1,193
Property, plant and equipment

Land and improvements 428 425
Buildings 1,336 1,310
Machinery and equipment 12,374 12,035
Construction in progress 315 364
Property, plant and

equipment, at cost 14,453 14,134
Accumulated depreciation (8,204) (7,837)

Total property, plant and equipment, net 6,249 6,297
Goodwill, net 1,677 1,599
Other assets 923 945
Total assets $ 12,700 $12,950
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December 31

1998 1997

Liabilities and shareholders' equity
Current liabilities

Bank overdrafts, net $ 195 $ 223
Commercial paper and

other short-term notes 1,208 901
Current portion of

long-term debt 22 653
Accounts payable 556 642
Accrued compensation 247 207
Other current liabilities 419 394
Total current liabilities 2,648 3,020
Long-term debt, excluding

current portion 4,125 3,713
Other long-term liabilities 1,572 1,548
Deferred income tax liabilities 1,231 1,199

Commitments and contingencies
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Shareholders' equity
Common stock, ' . 75 74
Georgia-Pacific Group, par value §$.80;
400,000,000 shares authorized;
93,282,000 and 92,249,000 shares issued
at December 31, 1998 and 1997, respectively
The Timber Company, par value $.80;
250,000,000 shares authorized;
92,785,000 and 92,607,000 shares issued
at December 31, 1998 and 1997, respectively
Treasury stock, at cost (492) -
6,762,000 shares of Georgia-Pacific
Group common stock and
5,704,000 shares of The Timber Company
common stock
Additional paid-in capital 1,406 1,349
' Retained earnings ) 2,178 2,085

Long-term incentive plan

deferred compensation - (5)
Accumulated other comprehensive income (43) (33)
Total shareholders' equity 3,124 3,470

Total liabilities and

shareholders' equity $ 12,700 $12,950

The accompanying notes are an integral part of these consolidated financial
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

Georgia-Pacific Corporation and Subsidiaries

Year Ended December 31

({In millions, except shares

and per share amounts) 1998 1997 1996

Common stock
Beginning balance $ 74 s 73 $ 73

Common stock issued:

Employee stock purchase plans - 1 -
Common stock issued for acquisition 1 - -
Ending balance 75 74 73

Treasury stock

Beginning balance s . - $ - $ -
Common stock repurchased (492) - -
Ending balance (492) - -

Additional paid-in capital
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Beginning balance 1,349
Common stock issued:
Stock option plans
and directors plan 20
Employee stock purchase plans -
Long-term incentive plan (1)
Common stock repurchased (56)

Common stock issued for

acquisition 94
Other -
Ending balance 1,406

Retained Earnings
Beginning balance 2,085

Net income 274

Cash dividends declared (Georgia-
Pacific Group, $1.00, per common
share for each of the three years
presented; The Timber Company, $1.00
per common share for each of the

three years presented) (181)

Long-term incentive plan deferred compensation
Beginning balance (5}
Common stock issued under long-

term incentive plan - 5

1,277

35

56

2,200

69

(11)

1,267

2,227

156

(24)
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Accumulated other comprehensive income

Beginning balance (33) (28) (32)
Activity (10) (5) 4
Ending balance (43) (33) (28)
Total shareholders' equity - 8$3,124 $3,470 $3,511
Georgia-Pacific Corporation common stock
shares issued and outstanding (in thousands):
Beginning balance 91,396 91,308
Common stock issued:
Stock option plans and
directors plan 473 84
Employee stock purchase plans 763 19
Long-term incentive plan (25) (10)
Other - (5)
Recapitalization (December 17, 1997) (92,607) -
Ending balance - 91,396

Georgia~Pacific Group common stock shares
issued and outstanding (in thousands):
Beginning balance 92,249 -
Recapitalization
(December 17, 1997) - 92,607
Common stock issued:

Stock option plans and

directors plan 139 -
Employee stock purchase plans 9 -

Long-term incentive plan 169 -
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Common stock issued
for acquisition © 1,640

Commen stock repurchased

and retired ©(924) (358)
Balance, common stock issued - 93,282 92,249
Common stock repurchased and held

in treasury (6,762) -
Balance, common stock
outstanding 86,520 92,249
The Timber Company common stock shares
issued and outstanding {(in thousands):
Beginning balance 92,607 -
Recapitalization
(December 17, 1997) - 92,607
Common stock issued:
Stock option plans and
directors plan 174 -
Employee stock purchase plans 8 -
Long-term incentive plan (4) -
Balance, common stock issued 82,785 92,607
Common stock repurchased and held
in treasury (5,704) -
Balance, common stock
outstanding 87,081 92,607
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The accompanying notes are an integral part of these consolidated financial

statements.
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Georgia-~-Pacific Corporation and Subsidiaries

Year Ended December 31

Net income $ 274

Other comprehensive income (loss),
before tax

Foreign currency translation

adjustments (14)

Minimum pension liability .

adjustment (3)

Income tax (expense) benefit related to

items of other comprehensive

income 7

Comprehensive income $ 264

1997
$ 69
(11)
3
3
$ 64

1996
$ 156
(10}
16
(2)
$ 160

The accompanying notes are an integral part of these consolidated financial

statements.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

GEORGIA-PACIFIC CORPORATION AND SUBSIDIARIES
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES PRINCIPLES OF CONSOLIDATIO&.
The consolidated financial statements include the accounts of Georgia-Pacific
Corporation and subsidiaries. All significant intercompany balances and

transactions are eliminated in consolidation.

BASIS OF PRESENTATION. The Corporation, a Georgila corporation, 1is broadly
engaged in five business operations: the manufacture of building products
{including plywood, oriented strand board, various industrial wood products, and
softwecod and hardwood lumber as well as certain nonwood products including
gypsum board and chemicals); the distribution of building products manufactured
by the Corporation or purchased from others; the manufacture of containerboard
and packaging (including linerboard, medium, kraft and corrugated packaging);
the manufacture of pulp and paper (including communication papers, market pulp,
bleached board and tissue); and the growing of timber and wood fiber on the
approximately 5.8 million acres of timberlands that the Corporation owns or
leases. In 1998, these timberlands supplied approximately 17 percent of the

overall timber requirements of the Corporation's manufacturing facilities.

On December 16, 1997, shareholders of the Corporation approved the creation of
two classes of common stock intended to reflect separately the performance of
the Corporation's manufacturing and timber businesses (the "Letter Stock
Recapitalization"). The Corporation's Articles of Incorporation were amended and
restated to (i) create a new class of stock designated as Georgia-Pacific
Corporation’'- Timber Group common stock, $0.80 par value per share ("The Timber
Company stock"), consisting of 250 million authorized shares:; (ii) redesignate
each authorized share of the Corporation's common stock, $0.80 par value per
share (the "Existing Common Stock") as, and convert each share into, one share
of Georgia-Pacific Corporation - Georgia-Pacific Group common stock, $0.80 par

value per share (the "Georgia-Pacific Group stock"); (iii) increase the number
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of shares of Georgia-Pacific Group stock authorized for issuance from 150
million shares to 400 million shares; and (iv) authorize the distribution of
one
share of The Timber Company stock for each cutstanding share of Georgia-Pacific

Group stock.

The Corporation's manufacturing and timber businesses are referred to
hereinafter as the "Georgia-Pacific Group" and "The Timber Company,"

respectively, or collectively as the "groups." -

The Georgia-Pacific Group is a manufacturer and distributor of building products
as well as a producer of pulp and paper products. The Georgia-Pacific Group
includes a procurement function that is responsible for purchasing timber and
wood fiber for all of the Group's manufacturing facilities. The Timber Company

is engaged primarily in the growing and selling of timber.

31

The Corporation has separately presented financial statements of the grcups at
substantially the same level of detail as those of the Corporation to allow
investors to properly evaluate the financial condition and results of operations
of each business. It is the Corporation's expectation that investors will use
the groups' combined financial information in conjunction with the Corporation's

consolidated financial information to assist them in making informed financial
decisions relative to the acquisition or disposition of shares of each class of

stock.

The financial statements of the groups compose all of the accounts included in
the corresponding consolidated financial statements of the Corporation. The
separate financial statements of the Georgia-Pacific Group and The Timber

Company have been prepared on a basis that management believes to be reasonable
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and appropriate and include (i) the historical balance sheets, results of
operations and cash flows for each of the groups, with all significant

intragroup transactions and balancés eliminated; (ii) in the case of The Timber
Company's financial statements, éssets and liabilities of the Corporation and
related transactions identified Qith The Timber Ccmpany, including allocated
portions of the Corporation's debt and SG&A; and (iii) in the case of the
Georgia-Pacific Group's financial statements, all other assets and liabilities

and related transactions of the Corporation, including allocated portions of the

Corporation's debt and SG&A. Intergroup timber sales between the Georgia-Pacific
Group and The Timber Company have not been eliminated on either group's

financial statements.

Notwithstanding the. allocation of assets and liabilities {including cont?ngent
liabilities) and shareholders' equity between the Georgia-Pacific Group and The
Timber Company for the purpose of preparing the respective financial statements

of each group, holders of Georgia-Pacific Group stock and The Timber Company
stock are shareholders of the Corporation and will continue to be subject to all

the risks associated with an investment in the Corporation and all of its
businesses, assets and liabilities. The allocation of assets and liabilities and
change in the equity structure of the Corporation resulting from the Letter
Stock Recapitalization did not result in a transfer or spin-off of any assets or
liabilities of the Corporation, or otherwise affect ownership of any assets or
responsibility for the liabilities of the Corporation or any of its
subsidiaries. As a result, the Letter Stock Recapiﬁalization does not affect the

rights of holders of the Corporation's or any of its subsidiaries' debt.

Holders of Georgia-Pacific Group stock and The Timber Company stock have only
the rights customarily held by common shareholders of the Corporation and do not
have any rights related to their corresponding group except as set forth in
provisions relating to dividend and liquidation rights and requirements for a

mandatory dividend, redemption or conversion upen the disposition of assets of

their corresponding group, or have any right to vote on matters as a separate
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voting group other than in limitéd circumstances as provided under Georgia law
or by stock exchange rules. The relative voting power of Georgia-Pacific Group
stock and The Timber Company stock will fluctuate from time to time, with each

share of Georgia-Pacific Group stock having one vote and each

32

share of The Timber Company stock having a number of votes based upon the ratio,
over a specified period prior to any shareholder vote, of the time-weighted
average market values of one share of The Timber Company stock and ¢f one share
of Georgia-Pacific Group stock. This formula is intended to give each class of
common stock a number of votes proportionate to its aggregate market
capitalization at the time of any vote. Accordingly, changes in the market value
of Georgia-Pacific Group stock and The Timber Company stock will affect their
relative voting rights. As of December 31, 1998, the holders of Georgia-Pacific

Group stock had a substantial majority of the voting power of the Corporation.

Finaﬁcial effects arising from either group that affect the Corporation's
results of operations or financial condition could, if significant, affect the
results of operations or financial condition of the other group and the market
price of the common stock relating to the other group. Any net losses of the
Georgia-Pacific Group or The Timber Company and dividends or distributions on,
or repurchases of, Georgia-Pacific Group stock or The Timber Company stock will
reduce the assets of the Corporation legally available for payment of dividends

on both Georgia-Pacific Group stock and The Timber Company stock.

The Board may, in its sole discretion, determine to convert shares of the class
of common stock related to one group into the class of common stock related to

the other group at any time at a 15 percent premium, or.at a 10 percent premium
in the case of certain dispositions of all or substantially all of the

properties or assets of the group whose stock is being converted. Any conversion
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at any premium would dilute the interests in the Corporation of the holders of
the class of common stock being issued in the conversion. In addition, any such
conversion of a class of common stock into another class of common stock would
preclude holders of both classes of common stock from retaining their investment
in a security that is intended to reflect separately the performance of the

relevant group.

The management and accounting policies applicable to the preparation of the
financial statements of the Georgia-Pacific Group and The Timber Company may be
modified or rescinded, or additional policies may be adopted, at the sole

discretion of the Board at any time without approval of the shareholders.

The groups' combined financial statements reflect the application of the
management and allocation policies adopted by the Board to various corporate
activities, as described below. The groups' combined financial statements should

be read in conjunction with the Corporation's consolidated financial statements.

FINANCIAL ACTIVITIES. At June 30, 1997, $1.0 billion of the Corporation's total
debt-was allocated to The Timber Company for financial statement purposes, and

the balance of the Corporation's total debt was allocated to the Georgia-Pacific
Group. The Corporation's debt was allocated between the groups based upon a

number of factors including expected future cash flows, volatility of earnings,

and the ability to pay debt service and dividends. In
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addition, the Corporation considered certain measures of creditworthiness, such
as coverage ratios and various tests of liquidity, as a means of ensuring that
each group could continue to pay debt service during a business downcycle.

Management believes that such allocation is equitable and reasonable.
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At December 31, 1998, $983 million of the Corporation's debt was The Timber
Company's and $4.6 billion was the'Georgia—Pacific Group's. The Corporation has
not allocated specific debt securities or instruments to either group. The debt
of each group bears interest at a rate equal to the weighted average interest
rate of all of the Corporation's debt calculated on a quarterly basis. Expenses
related to the debt are reflected in the weighted average interest rate.
Management believes that this method of allocation of the cost of debt is
equitable and provides a reasonatle estimate of the cost attributable to the

groups.

Each group's debt will increase or decrease by the amount of any net cash
generated by, or required to fund, the group's operating activities, investing
activities, dividend payments, share repurchases and other financing activities.
Interest will be charged to each group in proportion to the respective amount of
each group's debt. Changes in the cost of the Corporation's debt will be
reflected in adjustments to the weighted average interest cost of such debt.
Dividend costs with respect to any preferred stock issued by the Corporation

will be charged in a similar manner.

ALLOCATION OF SHARED SERVICES. A portion of the Corporation's shared SG&A (such
as executive management, human resources, legal, accounting and auditing, tax,
treasury, strategic planning, information systems support and environmental
services) has been allocated to each group based upon identification of such

services specifically used by each group. Where determinations based on specific
usage alone have been impracticable, other methods and criteria were used that

management believes are equitable and provide a reasonable estimate of the cost

attributable to each group. These methods consisted of allocating costs based on
(i) number of employees of each group, (ii) percentage of office space of each

group and (iii) estimated percentage of staff time allocable to each group. The
total of these allocations was $282 million, $346 million and $359 million in

1998, 1997 and 1996, respectively. It is not practicable to provide a detailed

estimate of the expenses that would be recognized if either group were a
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separate legal entity.

ALLOCATION OF EMPLOYEE BENEFITS. A portion of the Corporation's employee benefit
costs, including pension and postretirement health care benefits, has been
allocated to each group. The pension cost related to their participation in the
Corporation's noncontributory defined benefit pension plan, and ot@er employee
benefit costs related to their participation in the Corporation's postretirement
health care benefit plans, are actuarially determined based on the number of
their employees and an allocable share of the plan assets and are calculated in

accordance with SFAS No. 87, "Employers' Accounting for
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Pensions," and SFAS No. 106, "Employers' Accounting for Postretirement Benefits
Other Than Pensions,” respectively. Management believes such method of
allocation is equitable and provides a reasonable estimate of the cost

attributable to each group.

Since plan assets are not segregated into separate accounts or restricted to
providing benefits to employees of either group, assets of the Corporation's
employee benefit plans may be used to provide benefits to employees of both the
Georgia-Pacific Group and The Timber Company. Plan assets have been allocated to
the groups based on the percentage of their projected benefit obligation to the

plans' total projected benefit obligations.

ALLOCATION OF FEDERAL AND STATE INCOME TAXES. The federal income taxes of the

Corporation and the subsidiaries that own assets allocated between the groups

are determined on a consolidated basis. Consolidated federal income tax
provisions and related tax payments or refunds are allocated between the groups
based principally on the taxable income and tax credits directly attributable to

each group. Such allocations reflect each group's contribution (positive or
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negative) to the Corporation's consolidated federal taxable income and the
consolidated federal tax liability and tax credit position. Tax benefits that
cannot be used by the group generating those benefits, but can be used on a
consolidated basis are credited to the group that generated such benefits. Had
the groups filed separate tax returns, the provision for income taxes and net
income for each group would not have significantly differed from the amounts
reported on the groups' statements of income for the years ended December 31,
1998, 1997 and 1996. However, the amounts of current and deferred taxes and
taxes payable or refundable allocated to each group on the historical financial
statements may differ from those that would have been allocated had the groups

filed separate income tax returns.

Depending on the tax laws of the respective jurisdictions, state and local
income taxes are calculated on either a consolidated or combined basis or on a
separate corporation basis. State income tax provisions and related tax payments
or refunds determined on a consolidated or combined basis are allocated between
the groups based on their respective contributions to such consolidated or
comb;ned state taxable incomes. State and local income tax provisions and
related tax payments that are determined on a separate corporation basis are
allocated between the groups in a manner designed to reflect the respective
contributions of the groups to the Corporation's separate state or local taxable

income.

DIVIDENDS. For purposes of the historical financial statements of the Georgia-
Pacific Group and The Timber Company, for periods prior to 1998, all dividends
declared and paid by the Corporation wereAevenly allocated between the groups.
Management believes that such method of allocation is equitable and provides a
reasonable estimate of the dividends that would have been declared and paid in
respect of each class of common stock. The amount of earnings available for
payment of dividends on the Georgia-Pacific Group stock and on The Timber
Company stock (i.e., the available dividend amounts) on any date is the amount

in excess of the minimum amount necessary for the particular group to be able
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to pay its debts as they become due in the usual course of business. Future
dividends will not bear a direct rélationship to earnings and retained earnings

as expressed on each group's combined financial statements in accordance with

generally accepted accounting principles. Accordingly, a mathematical

calculation of the available dividend amount for either group cannot be made.

REVENUE RECOGNITION. The Corporation recognizes revenue when title to the goods
sold passes to the buyer, which is generally at the time of shipment. Timber
sales are recognized when legal ownership or the risk of loss passes to the

purchaser and the quantity sold is determinable.

INCOME PER SHARE. Basic earnings per share are computed based on net income and
the weighted average number of common shares outstanding. Diluted earnings per
share reflect the assumed issuance of common shares under long-term incentive,
stock option and stock purchase plans. The computation of diluted earnings per
sharé does not assume conversion or exercise of securities that would have an
antidilutive effect on earnings per share. Income per share for 1997 for each

group is reflected on a pro forma basis as if the Letter Stock Recapitalization
had occurred on January 1, 1997. Amounts are coﬁputed for each class of common
stock based on the separate earnings attributed to each of the respective

businesses.

EARNINGS PER SHARE

Georgia-Pacific Corporation and Subsidiaries

Year ended December 31,

(In millions, except shares and
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per share amounts) 1998 1998 1997 1997
Georgiﬁ— The Georgia- The

Pacific Timber Pacific Timber

Group Conmpany Group Company

Basic and diluted income (loss) available
to shareholders (numerator):
Income (loss) before extraordinary

item and accounting change $ 111 $ 178 $(8¢6) $ 215
Extraordinary item, net of .

taxes . (13) (2) - -
Accounting change, net of

taxes - - (60) -

Net income (loss) $ 98 $ 176 $(146) $ 215
Shares {(denominator):

Average shares
outstanding 89,882,586 90,313,022 91,430,440 91,444,588

Dilutive securities:
Options 624,715* 492,549** —k 677,784%***
Employee stock purchase

plans 35,810 7,575 —kx* 4,047
Total assuming

conversion 90,543,111 90,813,146 91,430,440 92,126,419
Per share amounts:
Basic

Income (loss) before extraordinary
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item and accounting change $1.23 $1.97 $(0.94) $2.35
Extraordinary item,
net of taxes (0.14) (0.02) - -

Accounting change,

net of taxes - - (0.66) -
Net income (loss) $1.09 $1.95 $(1.60) $2.35
Diluted

Income (loss) before extraordinary

item and accounting change $1.22 $1.96 $(0.94) $2.33
Extraordinary item,

net of taxes . (0.14) (0.02) - -
Accounting change,

net of taxes - - (0.66) -

Net income (loss) $1.08 $1.94 $(1.60) $2.33

Year ended December 31,
(In millions, except shares and

per share amounts) 1996

Georgia-Pacific

Corporation
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Basic and diluted income (loss) available
to shareholders (numerator):
Income (loss} before extraordinafy
item and accounting change .8 lel
Extraordinary item, net of taxes (5)

Accounting change, net of taxes -

Net income (loss) $ 156

Shares (denominator):
Average shares outstanding 90,554,677

Dilutive securities:

Options 598,142
Employee Stock Purchase Plans =Rk ke
Total assuming conversion 91,152,819

Per share amounts:
Basic
Income (loss) before extraordinary

item and accounting change $ 1.78

Extraordinary item, net of taxes (0.06)

Accounting change, net of taxes -

Net income (loss) $ 1.72

Diluted

Income (loss) before extraordinary

item and accounting change $ 1.77
Extraordinary item, net of taxes (0.086)

Accounting change, net of taxes -
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Net income (loss) $

* Options to purchase 11,928 shares

per share were outstanding during 1998

of Georgia-Pacific Group stock at $60.50

but were not included in the computation

of diluted earnings per share because the options' exercise price was greater

than the average market price of the

common shares.

** Options to purchase 1,951,130 shares of The Timber Company stock at prices

ranging from $23.21 per share to $25.

13 per share were outstanding during 1998

but were not included in the computation of diluted earnings per share because

the options' exercise price was greater than the average market price of the

common shares.

***  Options to purchase 5,355,477 shares of Georgia-Pacific Group stock at

prices ranging from $41.99 per share to $57.29 per share were outstanding during

1997, as well as shares subscribed under the 1997 Employee Stock Purchase Plan.

However, due to operating losses, these shares are antidilutive and are not

included in the calculation of diluted earnings per share.

*+*x Options to purchase 1,010,600 shares of The Timber Company stock at $25.13

per share were issued on December 17,

1997 but were not included in the

computation of diluted earnings per share because the options' exercise price

38

was greater than the average market price of the common shares.

oAk 1,180,162 shares under the

1995 Employee Stock Purchase Plan were

subscribed during 1996 but were not included in the computation of diluted

earnings per share because the subscription price was greater than the average
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market price of the common shares.

INVENTORY VALUATION. Inventories are valued at the lower of year-to-date

average cost or market and include the costs of materials, labor and
manufacturing overhead. The last-in, first-out ("LIFO") dollar value pool method

was used to determine the cost of approximately 59 percent of inventories at

both December 31, 1998 and 1997.

TIMBER AND TIMBERLANDS. The Corporation capitalizes timber and timberland
purchases and reforestation costs. The cost of timber harvested is based on the
volume of timber harvested, the capitalized cost and the total timber volume

estimated to be available over the growth cycle. Timber carrying costs are

expensed as incurred.

Gains or losses on sales of timberlands are reflected as a reduction of "Cost of
sales" on the accompanying statements of income, with the exception of major

divestitures which are reflected in "“Other income.”

PROPERTY, PLANT AND EQUIPMENT. Property, plant and equipment are recorded at
cost. Lease obligations for which the Corporation assumes or retains
substantially all the property rights and risks of ownership are capitalized.
Replacements of major units of property are capitalized, and the replaced
properties are retired. Replacements of minor components of property, and repair

and maintenance costs, are charged to expense as incurred. .

Depreciation is computed using the straight-line method over the estimated
useful lives of the related assets. Useful lives are 25 years for land
improvements, 20 to 45 years for buildings, and 3 to 20 years for machinery and
equipment. Upon retirement or disposition of assets, cost and accumulated
depreciation are removed from the related accounts and any gain or loss is

included in income.
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The Corporation capitalizes incremental costs that are directly associated with
the development of software for internal use. Amounts are amortized over five
years beginning when the assets are placed in service. Capitalized costs were
$31 million at December 31, 1998 énd $48 million at December 31, 1997. Amounts
are included as property, plant and equipment on the Corporaticn's balance

sheets.

In 1997, the Corporation adopted EITF 97-13, which resulted in a one-time,

after-tax charge of $60 million.

The Corporation capitalizes interest on projects when construction takes
considerable time and entails major expenditures. Such interest is charged to
the property, plant -and eguipment accounts and amortized over the approximate

lives of the related assets. Interest capitalized, expensed and paid was as

follows:

Year ended December 31,
(In millions) 1998 ° 1997 1996
Total interest costs $ 452 $476 $ 490
Interest capitalized (9) (11) (31)
Interest expense $ 443 $465 $ 459
Interest paid $ 468 $475 $ 488
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LANDFILLS AND LAGOONS. The Corporation accrues for landfill closure costs over
the periods that benefit from the use of the landfill and accrues for lagoon

clean-out costs over the useful period between clean-outs.

GOODWILL. The Corporation amortizes costs in excess of fair value of net assets
of businesses acquired using the straight-line method over a period not to
exceed 40 years. The Corporation reviews the recorded value of its goodwill
annually, or sooner if events or changes in circumstances indicate that the
carrying amount may exceed fair value. Recoverability 1s then determined by
comparing the undiscounted net cash flows of the assets to which the goodwill

applies to the net book value, including goodwill of those assets.

Amortization expense was $62 million in 1998 and $59 million in 18997 and 1996.
Accumulated amortization at December 31, 1998 and 1997 was $546 million and $484

million, respectively.

ENVIRONMENTAL MATTERS. The Corporation recognizes a liability for environmental
remediation costs when it believes it is probable a liability has been incurred.
and the amount can be reasonably estimated. The liabilities are developed based
on currently available information and reflect the participation of other
potentially responsible parties, depending on the parties' financial condition
and probable contribution. The accruals are recorded at undiscounted amounts and

are reflected as "Other liabilities" on the accompanying balance sheets.
Environmental costs are generally capitalized when the costs improve the

condition of the property or the costs prevent or mitigate future contamination.

All other costs are expensed.

40
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INVESTMENT IN REAL ESTATE HELD FOR DEVELOPMENT AND SALE. Real estate held for
development and sale is stated at the lower of ‘cost or net realizable value, and
includes direct costs of land and land development and indirect costs, including

amenities, less amounts chérged to cost of sales. These costs are allocated to
individual lots or acreage sold based on relative sales value. Direct costs are

allocated on a specific neighborhood basis, while indirect costs are allocated
over the projects. The Corporation recognized sales of retail homesites
developed when all conditions, as set forth in SFAS No. 66, "Accounting for

Sales of Real Estate," had occurred.

The Corporation divested its real estate development properties located in South
Carolina and Florida in the first quarter of 1998. As a result, the Corporation

is no longer engaged in real estate development activities.

USE OF ESTIMATES. The preparation of financial statements in conformity with
generally accepted accounting principles requires management to make estimates
and assumptions. These estimates and assumptions affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements as well as reported amounts of revenues and
expenses during the reporting period. Actual results could differ from these
estimates.
ACCOUNTING STANDARDS CHANGE. In June 1998, the FASB issued SFAS No. 133
"Accounting for Derivative Instruments and Hedging Activities," which
establishes accounting and reporting standards for derivative instruments and
for hedging activities. It requires that an entity recognize all derivatives as
either assets or liabilities on the balance sheets and measure those instruments
at fair value. The accounting for changes in the fair value of a derivative
depends on the intended use of the derivative and the resulting designation. The
Corporation will be required to adopt the new statement in 2000. Management is
evaluating the effect of this statement on the Corporation's derivative
instruments, primarily interest rate swaps and foreign currency forward

contracts. The impact of adjustments to fair value is not expected to be
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material to the Corporation's consolidated financial position.

RECLASSIFICATIONS. Certain 1997 and 1996 amounts have been reclassified to

conform with the 1998 presentation.

NOTE 2. OPERATING SEGMENT INFORMATION
Georgia-Pacific Corporation has five reportable operating segments: building
products, distribution, timber, ;ontainerboard and packaging, and pulp and
paper. Manufactured products in the building products segment consist primarily
of wood panels (plywood, oriented strand board, hardboard and particleboard),
lumber, gypsum products and chemicals. The distribution segment sells a wide
range of building products manufactured by the Corporation or purchased f£om
others. These segments of the business are primarily affected by the level of
housing starts; the level of repairs, remcdeling and additions; industrial
markets; commercial building activity; the availability and cost of financing;

and changes in industry capacity.

41

The timber segment consists of The Timber Company and is engaged primarily in
the growing and selling of timber. In addition, the timber segment is engaged in
certain businesses related to ownership and management of its timber operations,

including managing hunting leases and mineral rights and seedling production.

The operations of the timber segment are affected by a number of factors,

including prices for timber generally, selling prices for manufactured wood

products, supplies of timber from other wéod sources in the United States and

competition for these raw materials, as well as seasonal factors such as

weather.

The containerboard and packaging segment produces linerboard, medium, kraft and
corrugated packaging. The Corporation's pulp and paper segment produces

communication papers, market pulp, bleached board and tissue. Markets for these
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segments are affected primarily by changes in industry capacity, the level of
economic growth in U.S. and export markets, and fluctuations in currency

exchange rates.

The accounting policies of the segments are primarily the same as those
described in the summary of significant accounting policies. The Corporation
evaluates performance based on profit or loss from operations before interest

and income taxes.

The Corporation accounts for intersegment sales and transfers as 1f the sales or

transfers were to third parties, that is, at current market prices.

The Corporation's reportable segments are strategic business units that offer
different products and services. They are managed separately because each

business has different customers and requires different production processes.

The "Other" nonreportable segment includes some miscellaneous businesses,
certain goodwill amortization, unallocated corporate operating expenses and the

elimination of intersegment sales and related profits.

The Corporation has a large and diverse customer base, which includes some
customers located in foreign countries. No single unaffiliated customer
accounted for more than 10 percent of total sales in any year during the three
years ended December 31, 1998. Sales to foreign markets in 1998, 1997 and 1996
were 7 percent, 8 percent and 8 percent, respectively. These sales were
primarily to customers in Europe,>Asia and Latin America. Information for the

Corporation's operations in foreign markets is as follows:

REVENUES™*
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Year ended December 31,

(In millions) 1998 1997 1996
United States $12,405 $12,026 $11, 986
Foreign countries 931 1,068 1,038

*Revenues are attributed to countries based on location of customer.

Becausg a substantial portion of the Corporation's foreign revenues are derived
from the sale of U.S.-produced products abroad, assets located outside the
United States are not material.

Georgia-Pacific Corporation employs approximately 45,000 pecple at more than 400
facilities primarily located throughout the United States and Canada. The

Corporation also owns or controls more than 5.8 million acres of timber and

timberlands in the United States and Canada.

Building Containerboard

({In millions) Products Distribution Timber and packaging
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1998

Net sales to unaffiliated

$4,325

customers $3,337 $ 125 2,044
Intersegment sales 2,455 8 409 60
Total net sales $5,792 $4,333 $ 534 2,104
Operating profit (loss) 603 - 1 364 106
Depreciation, cost of timber
harvested and goodwill
amortization 321 45 44 148
Property, plant and.equipment
investments 186 12 6 84
Timber and timberland
purchases 142 - 64 -
Acquisitions 19 - - 93
Assets 2,505 990 1,174 1,871
1997
Net sales to unaffiliated
customers $3,138 $4,398 $ 126 1,765
Intersegment sales 2,406 8 425 52
Total net sales $5,545 $4,406 $ 551 1,817
Operating profit (loss) 490 (171) 437 (6)
Depreciation, cost of timber
harvested and goodwill
amortization 312 48 48 134
Property, plant and equipment
investments 169 44 2 132

Timber and timberland
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purchases 131 - 51 -
Acguisitions - - - -
Assets 2,452 1,179 1,171 1,735
1396
Net sales to unaffiliated

customers $2,841 ' $4,553 123 s 1,921
Intersegment sales 2,911 10 424 55

Total net sales $5,752 $4,563 547 $ 1,976
Operating profit (loss) 567 (220) 313 127
Depreciation, cost of timber

harvested and goédwill

amortization 301 45 57 130
Property, plant and equipment

investments 250 224 4 186
Timber and timberland

purchases 94 - 48 -
Acquisitions 363 - - -
Assets 2,467 1,238 1,326 1,638

Pulp and All

(In millions) paper other Consolidated
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1998

Net -sales to unaffiliated

customers $3,515
Intersegment sales 33

Total net sales $3,548
Operating profit (loss) 133

Depreciation, cost of timber

harvested and goodwill

$ (10)

(2,965) *~

¥*

$(2,973)

$13,336

$13,336

(273) *** 934

amortization 354 85 997
Property, plant and eguipment

investments ' 305 45 638
Timber and timberland

purchases - ~ 206
Acquisitions - ~ 112
Assets 3,808 2,352 12,700
1957
Net sales to unaffiliated

customers $3,675 $ (9)* $ 13,094
Intersegment sales 26 (2,917)** -

Total net sales $3,701 $(2,926) $13,094
Operating profit (loss) 201 (251).*** 700

Depreciation, cost of timber
harvested and goodwill
amortization 386

Property, plant and equipment
investments 306

Timber and timberland

89

64

1,017

717
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purchases - - 182
Acquisitiéns - - -
Assets 3,951 2,462 12,950
1996

Net sales to unaffiliated

customers $3,593
Intersegment sales 27
Total net sales $3,620
Operating profit (loss) 250

Depreciation, cost of timber
harvested and gooedwill
amortization 385

Property, plant and equipment
investments 248

Timber and timberland

$ (M=~ $ 13,024

(3,427)*~ -

$(3,434) $
(282) *+**

78 996

147 1,059

13,024

755

purchases - - 142
Acquisitions - - 363
Assets 3,930 2,219 12,818
* Represents the elimination of hunting lease income reflected in net sales

for the timber segment and reflected as a reduction to cost of sales on a

consolidated basis. In addition,

miscellaneous businesses.

bl Elimination of intersegment sales.

these amounts include net sales from

*+* Tncludes some miscellaneocus businesses, certain goodwill amortization,

unallocated corporate operating expenses and the elimination of profit on

intersegment sales.
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RECONCILIATION OF SEGMENT OPERATING PROFITS TO CONSOLIDATED NET INCOME

Georgia-Pacific Corporation and Subsidiaries

Year Ended December 31

(In millions) 1998 1997 1996
Total operating profits $ 934 $700 $ 755
Interest expense 443 465 459
Provision for income taxes 202 106 135

Income before extraordinary items

and accounting change 289 129 161
Extraordinary items, net of taxes (15) -~ (5)
Accounting change, net of taxes - (60) -
Net income $ 274 $ 69 $ 156

NOTE 3. ACQUISITIONS, DIVESTITURES AND UNUSUAL ITEMS

ACQUISISTIONS AND DIVESTITURES. The following acquisition and divestitures were

completed during 1998, 1997 and 1996.

On June 30, 1998, the Corporation completed its acquisition of CeCorr, a leading
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independent producer of corrugated sheets in the United States. On June 30,
1998, the Corporation paid approximately $83 million in cash (net of $2 million
of acquired cash) and issued approximately 1.6 million shares of Georgia-Pacific

Group stock valued at $57.875 per share for all the outstanding shares of

CeCorr. In addition the Corporation assumed approximately $92 million of
CeCorr's debt, of which $34 million was owed to Georgia-Pacific Corporation ($58

million net debt assumed). On July 2, 1998, a former owner of CeCorr exercised

his right to resell to the Corporation approximately 1.1 million shares of

Georgia-Pacific Group stock issued in the transaction.

The acquisition included 11 CeCorr sheet feeder plants, which manufacture
corrugated sheets that are sold to others for final conversion into corrugated
containers. The acquisition also included a corrugating medium paper mill, and
several specialty operations and support service groups. CeCorr ships
approximately 6 billion square feet of corrugated sheets per year. CeCorr's
results of operations were consolidated with those of the Corporation beginning

July 1, 1998.

The Corporation has accounted for this transaction using the purchase method to
record a new cost basis for assets acquired and liabilities assumed. The
allocation of the purchase price and acquisition costs to the assets acquired
and liabilities assumed is preliminary as of December 31, 1998, and is subject

to change pending finalization of appraisals and other studies of fair value and
finalization of management's plans. The finalization of such appraisals and

other studies of fair value and the finalization of management’s plans are

46

expected during the first half of 19939. The difference between the purchase

price and the fair market value of the assets acquired and liabilities assumed
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was recorded as goodwill and is being amortized over 40 years. The preliminary
allocation of the purchase price of the acquisition is summarized as follows (in

millions cf dollars):

Current assets S 46
Property, plant and equipment 153
Goodwill 139
Liabilities (150)
Common stock issued (95)
Net cash paid $ 93

In March 1998, the Corporation sold its real estate development properties
located in South Carolina and Florida for $18 million in cash resulting in a

pretax gain of approximately $1 million.

In December 1998, the Corporation completed the sale of approximately 61,000
acres of timberlands located in West Virginia. This sale resulted in a pretax

gain of $24 million ($14 million after taxes).

In March 1997, the Corporation sold its Martell, California, operations for $308
million. Assets included in this transaction were 127,000 acres of timberlands

allocated to The Timber Company, and a sawmill and a particleboard plant
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allocated to the Georgia-Pacific Group. In conjunction with the sale of its
Martell operations, the Corporation received notes receivable from the purchaser
in the amount of $270 million related to the timberlands. The Corporation, in
Bpril 1997, monetized the notes receivable through the issuance of notes payable
in a private placement. The notes receivable are included in "Other assets" and
the notes payable are classified as "Other long-term liabilities" on the
Corboration‘s balance sheets. The Corporation recognized a pretax gain of
approximately $128 million on the sale ($80 million after taxes). The amount is

reflected in "Other income" on the accompanying statements of income.

In September 1996, the Corporation completed the sale of two gypsum wallboard
facilities at Buchanan, New York, and Wilmington, Delaware. The sale reSulted in

after-tax cash proceeds of approximately $39 million and the Corporation
recognized a pretax gain of $39 million ($24 million after taxes). The amount is

reflected in "Other income" on the accompanying statements of income.

47

VOLUNTARY EARLY RETIREMENT PROGRAM. The Corporation implemented a voluntary

early retirement program in 1996. Costs associated with enhanced pension

benefits related to the voluntary early retirement program were $39 million in
1996. This amount is reflected in "Other income" on the accompanying statements

of income.

DISTRIBUTION SEGMENT RESTRUCTURING. In December 1997, the Corporation began a

restructuring plan that included disposing of its millwofk fabrication

facilities nationwide as well as several distribution centers located in the
Western United States. A reserve of $70 million was recorded in the 1997 fourth
quarter for anticipated liabilities and write-down of assets associated with the

plan. The execution of the plan included separation of approximately 1,770
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employees in 1998. The employees included hourly and salaried personnel employed
~in the identified millwork fabrication facilities and distribution centers, and
associated sales and administrative personnel. The Corporation alsc accrued
related pension, outplacement and retention expenses for these employees. The
total amount of the 1997 charge related to employee severance was $15 million
and is reflected in "Cost of sales" and "Selling, general and administrative"
expenses on the accompanying statements of income. No termination benefits were
paid in 1997 related to this plan. The remaining amount of the reserve was for
the write-down to net realizable value of related inventory, equipment, accounts
receivable and software systems for assets to be sold or otherwise disposed of

and for impairment of continuing facilities.

The following table provides a rollforward of the $70 million reserve for

business restructurings from December 31, 1997 to December 31, 1998:

Type of Cost December 31, December 31,
(In millions) 1997 balance Additions Usage 1998 balance
Employee separation $ 15 $ - $(13) $ -

Facility closing costs
and asset impairments 55 - (53) 2.
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Prior to 1996, the Corporation implemented a program tc change and improve
certain processes in the Corporation's distribution segment. The Corporatiocn
expensed $10 million of termination benefit costs in 1937 related to this
program. As a result of this program, approximately 720 employees were

terminated in 1997.

48

NOTE 4. RECEIVABLES

The Corporation has a large, diversified customer base, which includes some
customers located in foreign countries. The Corporation closely monitors
extensions of credit and has not experiencea significant losses related to its
receivables. In addition, a portion of the receivables from foreign sales is
covered by confirmed letters of credit to help ensure collectibility.
Supplemental information on the accounts receivable balances at December 31,

1998 and 1997 is as follows:
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(In millions)

Receivables

Trade

Other

Receivables, net

December 31

1998 1997

$1,170 381,278 .

88 112

1,258 1,390

25 19

$1,233 $1,371

The Corporation's accounts receivable sale program is accounted for as a secured

borrowing. The $28B0 million of receivables outstanding under the program at both

December 31, 1998 and 1997 and the corresponding debt are included as current

receivables and short-term debt, respectively, on the Corporatiocn's balance

sheets. A portion of the cost of the accounts receivable sale program is based

on the purchasers'  -level of investment and borrowing costs. The Corporation pays

fees based on its senior debt ratings. The total cost of the program,
$17 million in 1998, $19 million in 1997 and $20 million in 1996,

interest expense on the accompanying statements of income.

which was

is included in
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Under the accounts receivable sale agreement,

purchasers' investment is subject to change based on the level of eligible

the maximum amount cof the

receivables and restrictions on concentrations of receivables. The program has

been extended to May 1989.

NOTE 5. INDEBTEDNESS

45

The Corporation's indebtedness includes the following:

(In millions)

December 31

Debentures, 8.7% average rate,
payable through 2028
Notes, 5.8% average rate,

payable through 2006

Revenue bonds, 5.2% average rate,

payable through 2027
Other loans, 6.9% average rate,
payable through 2008

Less: unamortized discount

$ 3,100

400

637

$ 3,200

517

659
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4,147 4,366
Less: long-term portion of debt 4,125 3,713
Current portion of long-term debt 22 653
Commercial paper and other

short-term notes,

5.8% average rate 929 621
Accounts receivable sale program,

5.7% average rate 280 280
Bank overdrafts, net 195 223
Total short-term debt 1,426 1,777
Total debt $ 5,551 $ 5,490
Georgia-Pacific Group's portion of

Corporation debt:
Short-term debt '$ 1,173 $ 1,462
Long-term debt, excluding
current portion. 3,395 3,057
Georgia-Pacific Group's total debt $ 4,568 $ 4,519
The Timber Company's portion of
Corporation debt:
Short-term debt $ 253 $ 315
Long-term debt, excluding
current portion 730 656
The Timber Company's total debt $ 983 $ 971
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Weighted average interest-rate on

Corporation debt at vear end 7.2% 7.8%

For additional information regarding financial instruments, see Note 6.

The scheduled maturities of the Corporation's long-term debt for the next five
years are as follows: $22 million in 1999, $34 million in 2000, $1 million in

2001, $375 million in 2002 and $315 million in 2003.

NCTES, DEBENTURES AND OTHER LOANS. During 1998, the Corporation issued $300
million of 7.25% Debentures Due June 1, 2028 and a $14 million floating rate
note due September 30, 2003. In January 1998, the Corporation redeemed $200
million of 9 3/4% Sinking Fund Debentures Due January 15, 2018. In February
1998,'the Corporation redeemed $200 million of 9 1/2% Debentures Due February
15, 2018. The Corporation recorded an after-tax extraordinary loss of
approximately $14 million related to these redemptions, of which $12 million was
allocated to the Georgia-Pacific Group and $2 million was allocated to The
Timber Company based on the ratio of each group's debt to the Corporation's

total debt.

In 1996, the Corporation redeemed $150 million of its 89.25% Debentures Due March
15, 2016. The Corporation recorded an after-tax extraordinary loss of
approximately $5 million (6 cents per share) related to this redemption, all of

which was allocated to the Georgia-Pacific Group.

REVOLVING CREDIT FACILITY. In 1996, the Corporation entered into an agreement

with Bank of America National Trust and Savings Association and 19 other
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domestic and international banks that provides an unsecured revolving credit
facility of $1.5 billion. The revolving credit facility is being used for direct
borrowings and as support for commercial paper and other short-term borrowings.

The agreement will terminate in 2001. As of December 31, 1998, $570 million of

committed credit was available in excess of all short-term borrowings

outstanding under or supported by the facility.

Borrowings under the agreement bear interest, at the election of the
Cérporation, at either (i) the higher of the Federal Funds Rate plus 1/2% or the
stipulated bank lending rate or (ii) LIBOR plus .2625% or (iii) fixed or
floating rates set by competitive bids. Fees associated with this revolving
credit facility include a commitment fee of .0625% per annum on the unused
portion of the commitments and a facility fee of .0625% per annum on the
aggregate commitments of the lenders. Fees and margins may be adjusted upward or
downward according to a pricing grid based on the Corporation's long-term debt
ratings. At December 31, 1998, $929 million was borrowed under the credit
agreement at a weighted average interest rate of 5.8%. Amounts outstanding under
the revolving credit facility are included in "Commercial paper and other short-

term notes" on the accompanying balance sheets.

51

The revolving credit agreement contains certain restrictive covenants. The
covenants include a maximum leverage ratio (funded indebtedness to operating
cash flow) of 4.5 to 1.0, which is to be maintained throughout the term of the

credit agreement. As of December 31, 1998, the leverage ratio was 2.8 to 1.0.

COMMERCIAL PAPER AND OTHER SHORT-TERM NOTES. These borrowings are classified as

current liabilities, although all or a portion of them might be refinanced on a
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long-term basis in 1999.

REVENUE BONDS. At December 31, 1998, the Corporation had ocutstanding borrowings
of abproximately $637 million under certain industrial revenue bonds. During
1998, approximately $254 million of floating rate bonds were replaced. $241
million of these bonds were refunded by fixed rate instruments and $13 million
were retired early. Approximately $11 million from the issuance of these bonds
was held by trustees at December 31, 1998 to refund a like amount of bonds
maturing on January 4, 1999. The corresponding amount held by trustees is

classified as "Other current assets" on the accompanying balance sheets. During

1998, the Corporation recorded an after-tax extraordinary loss of approximately

$1 million as a result of various refundings and early retirements of industrial
revenue bond instruments, all of which was allocated to the Georgia-Pacific
Group. In January 1999, the Corporaticn issued approximately $24 million of
fixed rate industrial revenue bonds. These bonds were issued to refund a like

amount of floating rate bonds in March 1999.

OTHER. At December 31, 1998, the amount of long-term debt secured by property,

plant and equipment and by timber and timberlands was not material.

Prior to 1996, the Corporation sold certain assets for $354 million and has
agreed to lease the assets back from the purchaser over a period of 30 years.
Under the agreement with the purchaser, the Corporation will maintain a deposit
(initially in the amoﬁnt of $322 million) that together with interest earned is
expected to be sufficient to fund the Corporation's lease obligation, including
the repurchase of assets at the end of the term. This transaction is being
accounted for as a financing arrangement. At the inception of the agreement, the
Corporation recorded on its balance sheets an asset for the deposit from the

sale of $305 million and a liability for the lease obligation of $302 million.

At December 31, 1998, the related deposit and lease obligation balances were

both $358 million. Cf these amounts, approximately $18 million was recorded as a
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current asset and $19 million was recorded as a current liability. The long-term
portions are recorded in "Other assets" and "Other long-term liabilities” on the

accompanying balance sheets.

As of December 31, 1998, the Corporation had registered for sale up to $500
million of debt securities under a shelf registration statement filed with the

Securities and Exchange Commission.

52

NOIE 6. FINANCIAL INSTRUMENTS

The carrying amount and estimated fair value of the Corporation's financial

instruments are as follows:
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(In millions)

Liabilities:

Commercial paper and
other short-term notes
(Note 5)

Accounts receivable sale

(Note 4)

program

Notes and debentures

(Note 5)
Revenue bonds (Note 5)
Other loans (Note 9)

Interest rate exchange

agreements

* The Corporation's balance sheets at December 31,

accrued interest of $1 million and $5 million,

agreements.

December 31, 19%8 December 31, 1997

Carrying Fair Carrying Fair

Amount Value Amount Value
$ 929 $ 929 $ 621 $ 621
280 280 280 280
3,500 3,783 3,717 4,055
637 587 659 637
29 29 13 13
* 14 * 10

1998 and 1997 included

respectively, related to these
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COMMERCIAL PAPER AND OTHER SHORT-TERM NOTES. The carrying amounts approximate

fair value because of the short maturity of these instruments.

NOTES AND DEBENTURES. The fair value of notes énd debentures was estimated
primarily by obtaining quofes from brokers for these and similar issues. For
notes and debentures for which there are no quoted market prices, the fair value
was estimated by calculating the present value of anticipated cash flows. The
discount rate used was an estimated borrowing rate for similar debt instruments

with like maturities.

‘REVENUE BONDS AND OTHER LOANS. The fair value of revenue bonds and other loans

was estimated by calculating the present value of anticipated cash flows. The
discount rate used was an estimated borrowing rate for similar debt instruménts

with like maturities.
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INTEREST RATE AND FOREIGN CURRENCY EXCHANGE AGREEMENTS. The Corporation has used

interest rate swap and foreign currency exchange agreements in the normal course

of business to manage and reduce the risk inherent in interest rate and foreign
currency fluctuations.The Corporation uses interest rate swap arrangements to
manage its expoéure to interest rate changes. Such arrangements are considered

hedges of specific borrowings, and differences paid and received under the swap
arrangements are recognized as adjustments to interest expense. Under these
agreements, the Corporation makes payments to counterparties at fixed interest
rates and in turn receives payments at variable rates. The Corporation entered
into interest rate exchange agreements in prior years to protect against the
increased cost associated with a rise in interest rates; At December 31, 1998,
the Corporation had outstanding interest rate exchange agreements that

effectively converted $456 million of flecating rate obligations with a weighted
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average interest rate of 5.7% to fixed rate obligations with an average
effective interest rate of approximately 6.8%. These agreements increased
interest expense by $11 million, $16 million and $17 million for the years
ending December 31, 1998, 1997 and 1996, respectively. As of December 31, 1998,
these agreements have a weighted average maturity of approximately 3.5 years. As
pf December 31, 1998, the Corporation's total floating rate debt, including the
accounts receivable sale program, exceeded related interest rate exchange
agreements by $1,327 million.
The estimated fair value of the Corporation's liability under interest rate
exchange agreements at December 31, 1998 and 1997 was $14 million and $10
million, respectively, and represents the estimated amount the Corporation could
have paid to terminate the agreements. The fair value at December 31, 1998 and
1997 was estimated by calculating the present value of anticipated cash flows.
The discount rate used was an estimated borrowing rate for similar debt

instruments with like maturities.

The Corporation also enters into foreign currency exchange agreements and
commodity futures and swaps, the amounts of which were not material to the
consolidated financial position of the Corporation at December 31, 1998 and

1997.

The Corporation may be exposed to losses in the event of nonperformance of

counterparties but does not anticipate such nonperformance.

OTHER. Due to the short-term nature of current assets and current liabilities,

their carrying amounts approximate fair value.

NOTE 7. INCOME TAXES

The provision for income taxes includes income taxes currently payable and those
deferred because of temporary differences between the financial statement and
tax bases of assets and liabilities. The provision (benefit) for income taxes

consists of the following:
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Year ended December 31

(In millions) 1998 1997 1996

Federal income taxes:
Current $ 139 $ 11§ 111
Deferred 37 80 6

State income taxes:

Current 25 (5) 17
Deferred 1 20 1
Provision for income taxes $ 202 $ 106 $ 135

Income taxes paid, net of refunds $ 21 $ 51 $ 135

Income taxes paid during 1998 are net of refunds of approximately $81 millicn,
primarily related to a 1997 federal tax overpayment. Income taxes paid during
1997 were net of refunds of approximately $45 million, primarily related to a

1996 federal tax overpayment.

The federal statutory income tax rate was 35 percent. The provision for income

taxes 1is reconciled to the federal statutory rate as follows:
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Year ended December 31

(In millions) 1998 1997 1996

Provision for income taxes
computed at the federal
statutory tax rate $ 172 $ 82 $ 104

State income taxes, net

of federal benefit 16 9 12
Goodwill amortization 24 23 23
Foreign sales corporation (6) (8) (7
Other (4) - 3
Provision for income taxes $ 202 $ 106 $ 135

The compconents of the net deferred income tax liabilities are as follows:
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December 31
(In millions) 1998 1997
Deferred income tax assets:
Compensation related accruals $ 275 $ 273
Other accruals and reserves 59 | 84
Other 1 3
335 360
Valuation allowance - -
335 360
Deferred income tax liabilities:
Property, plant and equipment (1,181) (1,210)
Timber and timberlands (236) (236)
Other (88) (46)
{1,505%) (1,492)
Deferred income tax liabilities, net $ (1,170) $ (1,132)
Included in the balance sheets:
Deferred income tax assets* $ 61 § 67
Deferred income tax liabilities** (1,231) (1,199)
Deferred income tax liabilities, net $ (1,170) s (1,132)

Disclosure Page

104



Company Name - GEORGIA PACIFIC CORP ) ] Fiung Date: {2:31:1998

* Net of current liabilities of $9 million and $6 million at December 31, 1398
and 1997, respectively.
o Net of long-term assets of $236 million and $254 million at December 31,

1998 and 1997, respectively.

NOTE 8. RETIREMENT PLANS

DEFINED BENEFIT PENSION PLANS. Most of the Corporation's employees participate
in noncontributory defined benefit pension plans. These include plans that are
administered solely by the Corporation and union-administered multiemployer
plans. The Corporation's funding policy for solely administered plans is based
on actuarial calculations and the applicable requirements of federal law.
Contributions to multiemployer plans are generally based on negotiated labor

contracts.

Benefits under the majority of the plans for hourly employees (including
multiemployer plans) are primarily related to years of service. The Corporation
has separate plans for salaried employees and officers under which benefits are

primarily related to compensation and years of service. The officers' plan is

not funded and is nonqualified for federal income tax purposes.

Plan assets consist principally of common stocks, bonds, mortgage securities,
interests in limited partnerships, cash equivalents and real estate. At December
31, 1998 and 1997, $101 million and $78 million, respectively, of noncurrent

prepaid pension cost was included in "Other assets."” Accrued pension liability
of $78 million and $68 million at December 31, 1998 and 1997, respectively, was

included in "Other long-term liabilities."

Pursuant to the provisions of SFAS No. 87, intangible assets of $5 million and
$2 million were recorded as of December 31, 1998 and 1997, respectively, in

order to recognize the required minimum liability.
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The following table sets forth the change in projected benefit obligation and

the change in plan assets for the solely administered plans:

December 31,

({In millions) 1998 1997

Change in projected benefit obligation

Projected benefit obligation at beginning

of year $1,629 $1,544
Service cost . 83 84
Interest cost 114 108
Plan amendments 12 26
Actuarial gains (losses) ' 72 (1)
Foreign currency exchange rate changes (2) -
_Benefits paid ) (109) (132)

Projected benefit obligation at end

of year 51,799 $1,629

Change in plan assets

Fair value of assets at beginning of year $1,939 $1,739
Actual return cn plan assets 231 306
Employer contributions 23 27
Foreign currency exchange rate changes (2) -
Benefits paid (109) (133)
Fair value of assets at end of year $2,082 $1,939
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The funded status and the amounts recognized on the accompanying balance sheets

for the solely administered plans are set forth in the following table:

December 31,

(In millions) 1998 1997
Funded status $ 286 $ 310
Unrecognized actuarial gain (319) (358)
Unrecognized prior service cost 68 65

Unrecognized net (asset) cobligation - -

Net prepaid benefit cost $ 35 $ 17

Amounts recognized on the balance sheets consist of:

Prepaid pension cost $ 101 $ 78
Accrued pension liability (78) (68)
Intangible asset 5 2
Accumulated other comprehensive income 7 5
Net amount recognized $ 35 $ 17

Net periodic pension cost for solely administered and union-administered pension

plans included the following:
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Year ended December 31

(In millions) 1998 1997 1996

Service cost of benefits earned $ 83 $ 84 §$ 83

Interest cost on projected benefit

obligation 114 108 106
Expected return on plan assets (184) (165) (163)
Amortization of gains (13) (7) (5)
Amortization of prior service cost 8 6 5

Amortization of net transition

obligation - (%) (9)
Contributions to multiemployer

pension plans 4 4 4

Net periodic pension cost $ 12 s 21§ 21

The following assumptions were used:
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Year ended December 31

1998 1997 1996

Discount rate used to determine

the projected benefit. obligation 6.5% 7.0% 7.0%
Rate of increase in future

compensation levels used to

determine the projected benefit

obligation 5.6 5.5 5.5
Expected long-term rate of return

on plan assets used to determine

net periodic pension cost 9.5 9.5 10.0

DEFINED CONTRIBUTION PLANS. The Corporation sponsors several defined
contribution plans go provide eligible employees with additional income upon
retirement. The Corporation's contributions to the plans are based on employee
contributions and compensation. The Corporation's contributions totaled $52

million in 1998, $48 million in 1997 and $50 million in 1996.

HEALTH CARE AND LIFE INSURANCE BENEFITS. The Corporation provides certain health
care and life insurance benefits to eligible retired employees. Salaried
participants generally become eligible for retiree health care benefits after

reaching age 55 with 10 years of service or after reaching age 65. Benefits,
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eligibility-and cost-sharing provisions for hourly employees vary by location
. and/or bargaining unit. Generally, the medical plans pay a stated percentage of
most medical expenses, reduced for any deductible and payments made by
government programs and other group coverage. Effective December 1995, the plans
were funded through a trust established for the payment of active and retiree
benefits. The trust was funded with an initial contribution of $31 million. The
Corporation will continue to contribute to the trust in the amounts necessary to

fund current obligations of the plans.

58

In 1991, the Corporation began transferring its share of the cost of post-age 65
health care benefits to future salaried retirees. It is currently anticipated
that the Corporation will continue to reduce the percentage of the cost of post-
age 65 benefits that it will pay on behalf of salaried employees who retire in
each of the years 1995 through 1999 and that the Corporation will continue to
share the pre-age 65 cost with future salaried retirees but will no longer pay

any of the post-age 65 cost for salaried employees who retire after 1999.

The following tables set forth the change in projected benefit obligation and

the amounts recognized on the accompanying balance sheets:
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December 31,

{(In millions) 1998 13897
Change in projected benefit obligation
Projected benefit obligation at

beginning of year S 414 $ 531
Service cost 7 7
Interest cost 26 26
Actuarial gains (losses) 6 (124)
Benefits paid (21) (26)
Projected benefit obligation at

end of year $ 432 S 414
Funded status $(432) $(414)
Unrecognized actuarial gain (67) (75)
Unrecognized prior service cost 11 12
Unrecognized net (asset) obligation - -
Net accrued benefit cost $(488) $(477)
Amounts recognized on the balance

sheets consist of:
Prepaid benefit cost $ - $ -
Accrued benefit liability (488) (477)
Net amount recognized $(488) $(477)
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Net periodic postretirement benefit cost included the following components:

Year ended December 31

(In millions) 1998 1997 13996

Service cost of benefits earned $ 7 8 7 § 10

Interest cost on accumulated

postretirement benefit obligation 26 26 29
Amortization of prior service cost 1 1 -
Amortization of (gain) loss (2) (3) -

Net periodic postretirement

benefit cost $ 32 $ 31 $ 39

For measuring the expected postretirement benefit obligation, an 8 percent, 9
percent and 10 pefcent annual rate of increase in the per capita claims cost was
assumed for 1998, 1997 and 1996, respectively. The rate was assumed to decrease
1 percent per year to 5.5 percent in 2001 and remain at that level thereafter.
The weighted average discount rate used in determining the accumulated
postretirement benefit obligation was 6.0 percent at December 31, 1998 and 6.5

percent at both December 31, 1957 and 1996.

If the annual health care cost trend rate were increased by 1 percent, the

ccumulated postretirement benefit obligation would have increased by 10 percent
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as of December 31, 1998, 9 percent as of December 31, 1997 and 14 percent as of
December 31, 1996. The effect of this change on the aggregate of service and
interest costs would be an increase of 11 percent for 1998, 14 percent for 1997

and 11 percent for 1996.

If the annual health care cost trend rate were decreased by 1 percent, the
accumulated postretirement benefit obligation would have decreased by 9 percent
.as of December 31, 1998, 9 percent as of December 31, 1997 and 12 percent as of

December 31, 1996. The effect of this change on the aggregate of service and

interest cost would be a decrease of 10 percent for 1998, 13 percent for 1997

and 12 percent for 1996.

NOTE 9. COMMON AND PREFERRED STOCK

The Corporation’s authorized capital stock consists of (i) 10 million shares of
Preferred Stock and 25 million shares of Junior Preferred Stock, of which no
shares were issued at December 31, 1998, and (ii) 400 million shares of Georgia-

Pacific Group common stock and 250 million shares of The Timber Company common

stock. The Georgia-Pacific Group common stock has a par value

60

of $0.80 per share and 93,282,000 and 92,249,000 shares were issued as of
December 31, 1998 and 1997, respectively. The Timber Company common stock has a
par value of $0.80 per share and 92,785,000 and 92,607,000 shares were issued as

of December 31, 1998 and 1997, respectively.

At December 31, 1998, the following authorized shares of common stock were

reserved for issue:
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Georgia-Pacific Group 1998
1997 Long-Term Incentive Plan 4,410,300
1997 Employee Stock Purchase Plan 791,400
1995 OQutside Directors Stock Plan 169,556
1995 Shareholder Value Incentive Plan 3,967,200
1994 Employee Stock Option Plan 182,800
Common stock reserved 9,521,256
The Timber Company 1998
1997 Long-Term Incentive Plan 2,296,700
1997 Employee Stock Purchase Plan 791,400
1395 OQutside Directors Stock Plan 169,556
1995 Shareholder Value Incentive Plan 3,969,888
1994 Employee Stock Option Plan 222,150
Common stock reserved 7,449,694
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1997 LONG-TERM INCENTIVE PLANS. The Corporation initially reserved 4,500,000
shares of Georgia-Pacific Group common stock for issuance under the Georgia-
Pacific Group 1997 Long-Term Incentive Plan (the "Gecrgia-Pacific Group Plan").
Options totaling 1,469,250, 17,000 and 13,800 were granted'under the Georgia-
Pacific Group Plan on January 29, March 2 and July 29, 1998, respectively. These

grants have a ten-year term and vest ratably over a three-year period.
61

The Corporation initially reserved 2,300,000 shares of The Timber Company common

stock for issuance under The Timber Company 1997 Long-Term Incentive Plan ("The

Timber Company Plan”). Options totaling 1,010,600 were granted under The Timber
Company Plan on December 17, 1997. These grants have a ten-year term and vest

ratably over a four-year period.

The Georgia-Pacific Group Plan authorizes grants of stock options, restricted
stock and performance awards with respect to Georgia-Pacific Group stock. The
Timber Company Plan authorizes grants of stock options, restricted stock and
performance awards with respect to The Timber Company stock. The Corporation
does not currently intend to grant awards under the Georgia-Pacific Group Plan
to members of The Timber Company. However, certain officers and employees of the
Corporation with responsibilities involving both the Georgia-Pacific Group and
The Timber Company may be granted options, restricted stock or performance
awards under both the Georgia-Pacific Group Plan and The Timber Company Plan in

a manner that reflects their responsibilities.

1990 LONG-TERM INCENTIVE PLAN. The Corporation initially reserved 4,000,000
shares of Existing Common Stock for issuance under the 1990 Long-Term Incentive
Plan (the "1990 Incentive Plan"), which expired March 9, 1995. Restricted stock
was awarded to employees at no cost, based on increases in average market value

of the Existing Common Stock. At the time restricted shares were awarded, the

market value of the stock was added to common stock and additional paid-in
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capital and was deducted from shareholders' equity (long-term incentive plan
deferred compensation). Long-term incentive plan deferred compensation is
amortized over the vesting (restriction) period, generally five years, with
adjustments made quarterly for market price fluctuations. At the time awarded
shares become vested, the Corporation will pay on behalf of each participant a
cash bonus in the amount of the estimated income tax liability to be incurred by
the participant as a result of the award and cash bonus. Shares totaling
l,lSS;OOO were awarded under the 1990 Incentive Plan, of which 981,240 shares

were vested as of December 31, 1998.

The Corporation recognized compensation expense of $7 million in 1998, $15

million in 1997 and $29 million in 1996 related to the 1990 Incentive Plan.

As a result of the Letter Stock Recapitalization, each share of restricted
Existiné Common Stock held in the 1990 Incentive Plan was redesignated as
Georgia-Pacific Group stock, and an equal number of restricted shares of The
Timber Company stock were distributed. These shares will remain restricted until
they vest under the terms of the 1990 Incentive Plan. The tax gross-up provided
in the 1990 Incentive Plan will be calculated based on the aggregate market

value of the two classes of shares distributed to an individual at such time.

EMPLOYEE STOCK PURCHASE PLANS. The Corporation's 1997 Employee Stock Purchase
Plan (the "1997 Purchase Plan") offered employees a right to subscribe for
Existing Common Stock at a subscription price of $78.09 per share, representing
85 percent of the mean of the high and low prices of the Existing Common Stock
on September 2, 1997. The subscription period expired on November 14, 1997. A
subscriber had to purchase and pay for shares subscribed not later than November
30, 1999, but prier to the time of the subscriber's last contribution he/she
could obtain a refund of his/her payments plus interest at a rate of 6 percent
per annum in lieu of stock.
In conjunction with the Letter Stock Recapitalization, the terms of the

subscription agreements were adjusted to allow subscribers, pursuant to the
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terms of the 1997 Purchase Plan, to purchase at the same subscription price a
package consisting of one share of Georgia-Pacific Group stock and one share of
The Timber Company stock in lieu of each share of Existing Common Stock for

which he/she had originally subscribed.

At December 31, 1998, the Corporation had 791,400 shares of Georgia-Pacific
Group stock and 791,400 shares of The Timber Company stock reserved for issuance
under the 1997 Purchase Plan. Accordingly, $33 million is reflected as "Other
current liabilities” on the accompanying balance sheets. Approximately 5,900

subscribers remained in the 1997 Purchase Plan at December 31, 1998.

Under the 1995 Employee Stock Purchase Plan (which expired on September 30,
1997), the Corporation issued 763,000 and 19,000 shares of Existing Common Stock

in 1997 and 1996, respectively, at a subscription price of $73.84 per share.

QUTSIDE DIRECTORS STOCK PLAN. The Corporation initially reserved 200,000
restricted shares of Existing Common Stock for issuance under the 1995 Outside
Directors Stock Plan {(the "Directors Plan"), which provides for the issuance of
shares of common stock to nonemployee directors of the Corporation on a
restricted basis. Each nonemployee director was issued 392 restricted shares
each of Georgia-Pacific Group stock and The Timber Company stock in 1998 and 482

shares of Existing Common Stock in 1997.

As a result of the Letter Stock Recapitalization, each share of restricted stock
held in the Directors Plan was redesignated as Georgia-Pacific Group stock, and
an equal number of shares of The Timber Company stock (subject to the same
restrictions as the original restricted shares) were distributed. Each
director's annual grant consists of a number of shares of Georgia-Pacific Group
stock and of The Timber Company stock determined so that (i) a substantially
equal number of shares of Georgia-Pacific Group stock and The Timber Company
stock will be granted in each year and (ii) the total market value of the shares

granted in each year (based on the mean of the high and low prices of each stock
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on the date of grant) is $40,000 (subject to immaterial rounding differentials).
The restrictions on the shares lapse at the time of death, retirement from the

Board or disability.

Effective May 6, 1997, accrual of additicnal retirement benefits under the
Directors Retirement Program ceased, and the accrued benefits of each of the
current nonemployee directors (the present value of which totaled $1,303,889% as
of May 6, 1997) were converted into a grant of an equivalent number of shares of
restricted stock under the Directors Plan. The total number of shares issued

related to this conversion was 15,702.
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EMPLOYEE STOCK OPTION PLANS. The 1995 Shareholder Value Incentive Plan (the
"SVIP") provides for the granting of stqck options having a term of either 5 1/2
or 10 years to officers and key employees. Under the amended and restated SVIP,
no further grants may be made under that plan. Options having a term of 10 years
become exercisable in 9 1/2 years unless certain performance targets tied to the

Corporation's common stock performance are met, in which case the holder could
exercise such options after 3, 4 or 5 years from the grant date. Options having
a term of 5 1/2 yéars may be exercised only if such performance targets are met

in the third, fourth or fifth year after such grant date. At the time options

are exercised, the exercise price is payable in cash or by surrender of shares

of common stock already owned by the optionee.

The 1994 Employee Stock Option Plan (the "1994 Option Plan") provided for the

granting of stock options to certain nonofficer key employees.

Following the Letter Stock Recapitalization, each outstanding stock option under
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the SVIP and the 1994 Option Plan was converted into separately exercisable
options to acquire a number of shares of Georgia-Pacific Group stock and The
Timber Company stock, each of which equaled the number of shares of Existing
Common Stock specified in the original option. The exercise prices for the
resulting Georgia-Pacific Ggoup stock options and The Timber Company stock
options were calculated by multiplying the exercise price under the original
option from which they were converted by a fraction, the numerator of which is
the average of the high and low price of Georgia-Pacific Group stock or The
Timber Company stock, as the case may be, on December 17, 1997 and the
denominator of which is the sum of such_Georgia—Pacific Group and The Timber
Company stock prices. This was intended to ensure that the aggregate intrinsic
value of the options was preserved and the ratio of the exercise price per
option to the market value per share was not reduced. In additicn, the vesting
provisions and option periods of the original grants remained the same following

such conversion.

Additional information relating to the Corporation's existing employee stock

option plans is as follows:
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Year ended Dacember 31

1998 1998
Georgia-Pacific Group The Timber Company
Weighted Weighted
average average
exercise exercise
Shares price Shares price
Options outstanding
at January 1 4,903,100 $53.32 5,913,700 § 22.21
Options granted 1,500,050 56.46 - -
Options exercised/
surrendered (318, 600) 54.43 (180,400) 21.52
Options cancelled (524,200) 53.39 (533, 962) 21.60
Options ocutstanding
at December 31 5,560,350 $54.09 5,199,338 $ 22.30
Options available
for grant at
December 31 2,999,950 1,289,400
Total reserved shares 8,560,300 6,488,738
Opzions exercisable
at December 31 852,550 $57.27 1,120,325 S 23.64
Average remain:ing life of
options outstanding 8.2 years 7.7 years
Opzion prices per snare
(December 17 - December 31):
Granted $56~61 S -
Exercisea/surrendered $42-57 $ 17-23
Cancelled $42-57 $ 17-2%
Qutstanding $52-61 $ 21-25
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Year ended December Z1

1997

Weighted
average
exercise

Shares price

Options outstanding
at December 17
Options granted

Options exercised/
surrendered

Options cancelled

4,903,400 $ 53.32

{300) 41.99

Options outstanding
at December 31
Options available

for grant at

4,903,100 $ 53.32

9,403,100

Options exercisable

at December 31

Average remaining life of
options outstanding

Cption prices per share

334,300 $ 52.33

5.6 years

(December 17 - December 31):

Cranted $ -
Exercised/surrendered $ 42
Outstanding $ 42-57

Weighted
average
exercise
Shares price
4,903,400 § 21.61
1,010, 600 25.13
(300) 17.01
5,913,700 § 22.21
1,289,400
7,203,100
334,300 $ 21.20
5.6 years
$ 25
$ 17
$ 17-25
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Period ended Year ended
December 16, December 31,
1997+ 19%¢
Georgia-Pacific Corporation
Weighted Weighted
average average
exercise : exercise
Shares price Shares price

Options outstanding

at January 1 4,158,500 $ 74.53 2,217,000 $75.61
Opticns granted 1,746,000 . 74.25 2,150,500 72.63
Options exercised/

surrencered (514,950) 69.94 (117,400 57.15
Options cancelled (486, 150) 75.05 {91, 600) 75.45
Options outstanding

at per:od end 4,903,400 ¢ 74.93 4,158,500 $74.53
Cpricns available

for grant at

pericd end 3,531,200 4,811,000

Total reserved shares 8,434,600 8,969,500

334,600 $ 73.53 865, 0000 $71.41

Option prices per share:

Granted : $ 74 S 73-77
£xercised/surrendered $ 59-75 $ 39-75
Cancelled $ 59-81 3 39-81
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*All .shares and prices reflect the .Corporation's ExXisting Common Stock through
December 16, 1997.
SHAREHOLDER RIGHTS PLAN. On December 16, 1997, shareholders approved an amended
and restated Shareholder Rights Plan (the "Rights Agreement") pursuant to which
preferred stock purchase rights (the "Rights") are issued on each share of
Georgia-Pacific Group stock (a "Georgia-Pacific Group Right"), which will
entitle the holders thereof to purchase shares of Series B Junior Preferred
Stock under the conditions specified in the Rights Agreement, and on each share
of The Timber Company stock {(a "Timber Company Right"), which will entitle the
holders thereof to purchase shares of Series C Junior Preferred Stock under the

conditions specified in the Rights Agreement.

The Rights will expire on December 31, 2007, unless earlier redeemed by the
Corporation or extended. The Rights would be exercisable only if a person or
group acquires 15 percent or more of the total voting rights of all then
outstanding shares of common stock of the Corporation or commences a tender
offer that would result in such person or group beneficially owning 15 percent
or more of the total voting rights of all then cutstanding shares cf common
stock of the Corporation. In such event, each Right would entitle the holder to
purchase from the Corporation (i) in the case of a Georgia-Pacific Group Right,
one one-hundredth of a share of Series B Junior Preferred Stock (a "Series B
Unit") at a purchase price of $350 (the "Series B Unit Purchase Price"), subject
to adjustment, and (ii) in the case of a Timber Company Right, one one-hundredth
of a share of Series C Junior Preferred Stock (a "Series C Unit") at a purchase

price of $100 (the "Series C Unit Purchase Price"), subject to adjustment.

Thereafter, in the event one of several specified events (generally involving
transactions by an acquirer in the Corporation's common stock or a business
combination involving the Corporation) occurs, each Georgia-Pacific Group Right

and each Timber Company Right will entitle its holder to purchase, for the
Series B Unit Purchase Price and the Series C Unit Purchase Price, respectively,

a number of shares of common stock of such entity or purchaser with a market
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value equal to twice the applicable purchase price. Because of the nature of the
dividend, liquidation and voting rights of each class of Junior Preferred Stock
related to the Rights, the economic value of one Series B Unit and one Series C
Unit should approximate the economic value of one share of Georgia-Pacific Group

stock and one share of The Timber Company stock, respectively.

CAPITAL STOCK. During 1998, the Corporation purchased on the open market 7.7
million shares of Georgia-Pacific Group stock (including 1.1 million shares
related to the CeCorr acquisition) at an aggregate price of $427 million ($55.51

average per share), of which 6.8 million shares were held as treasury stock at
December 31, 1998. Cash paid in 1998 related to stock repurchases totaled $436
million, which included $9 million for shares purchased bu; not settled in 1997.

buring 1997, the Corporation purchased on the open market 358,400 shares of
Georgia-Pacific Group stock at an aggregéte price of $22 million ($60.63 average

per share).
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During 1998, the Corporation also purchased on the open market 5.7 million
shares of The Timber Company stock at an aggregate price of $121 million ($21.25
average per share), all of which were held as treasury stock at December 31,

1998. No share repurchases of The Timber Company stock were made in 1997.

Subsequent to year-end 1998 through February 5, 1999, the Corporaticn purchased
224,200 shares of Georgia-Pacific Group stock at an aggregate price of $15
million ($66.42 average per share) on the open market. The Corporation also
purchased 716,900 shares of The Timber Company stock at an aggregate price of

$16 million ($22.71 average per share) on the open market.

The resolution of the Board authorizing such repurchases allows purchases of
Georgia-Pacific Group stock so long as the Group's total debt remains below
$4.75 billion and the Corporation's total debt remains below $5.75 billion.

Repurchases of The Timber Company stock may be made so long as The Timber
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Company's debt remains below $1.0 billion  and the Corporation's debt remains
below $5.75 billion.
OTHER. The Corporation has elected to continue to account for its stock-based
compensation plans under APB Opinion No. 25 and disclose pro forma effects of
the plans on net income and‘earnings per share as provided by SFAS No. 123.
Acco;dingly, no compensation cost has been recognized for the SVIP, the Georgia-
Pacific Group Plan, The Timber Company Plan or the 1897 Purchase Plan. Had
compensation cost for these plans been determined based on the fair value at the
grant dates in 1998, 1997 or 1996 under the plan consistent with the method of
SFAS No. 123, the pro forma net income and earnings per share would have been as

follows:

Year ended December 31,

(In millions, except per share amounts)

1998 1997 1996
Net Income Net income Income(loss) Net Income
income per share* (loss) per share* income per share*

Georgia-Pacific Corporation

As reported $ 274 $ 69 $ 156 $1.72
Pro forma s 252 $ 62 $ 144 $1.59
Georgia-Pacific Group

As reported $ 98 $ 1.09 $(146) $(1.60) § 29

Pro forma $ 77 $ 0.86 $(153) $(l.68) s 17

The Timber Company

As reported S 176 $1.85 $ 215 $ 2.35 $ 127

Pro forma $ 175 $1.94 § 215 $ 2.35 $ 127

Disclosure Page 125



company Name - ULURULA PACr 1L Lune rung Daie: 12301999

Represents basic earnings per share. Pro forma diluted income (loss) per share
was $0.85 and $1.93 in 1998 and $(1.68) and $2.33 in 1997 for the Georgia-
Pacific Group and The Timber Company, respectively, and $1.58 in 1996 for the

Corporation.

The fair-value-based method of accounting for stock-based compensation plans
under SFAS No. 123 recognizes the value of options granted as compensation cost
over the option's vesting period and has not been applied to options granted
prior to January 1, 1995. Accordingly, the resulting pro forma compensation cost

is not representative of what compensation cost will be in future years.

Following are the weighted average assumptions used in connection with the
Black-Scholes option pricing model to estimate the fair value of options granted

in 1998, 1997 and 1996:
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Year ended December 31(

1998 1997 1997 1996
Options Options ESPP* Options
Georgia-Pacific Corporation
Risk-free interest rate 5.7%
Expected dividend yield 2.0%
Expected life 10 years
Expected volatility ' 0.30
Option forfeiture rate 3%
Georgia-Pacific Group
Risk~free interest rate 5.8% 6.6% 5.8% 5.7%
Expected dividend yield 1.8% 2.7% 2.3%‘ 2.0%
Expected life 10 years 10 years 2 years 10 years
Expected volatility 0.39 0.30 0.37 0.30
- Option forfeiture rate 3% 3% 28% 3%
The Timber Company
Risk-free interest rate 5.9% 6.4% 5.8% 5.7%
Expected dividend yield 3.9% 3.2% 2.3% 2.0%
Expected life 10 years 10 years 2 years 10 years
Expected volatility 0.37 0.27 0.29 0.30
Option forfeiture rate 3% 3% 28% 3%
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*1997 Purchase Plan.
The weighted average grant date fair value per share, including modifications,
of Georgia-Pacific Group options and The Timber Company options granted during
the year using the Black-Scholes option pricing model was $26.88 and $8.55,
$23.74 and $7.54, and $18.98 and $6.42 for 1998, 1997 and 1996, respectively.
The weighted average grant date fair value per share of shares subscribed under
the 1997 Purchase Plan was $17.69 for the Georgia-Pacific Group and $6.52 for
The Timber Company. The total pro forma compensation cost calculated under SFAS
No. 123 was allocated between the Gecrgia-Pacific Group and The Timber Company
based on the number of employees in each group for periods prior to December 17,
1997. Management believes that this method of allocation is equitable and

provides a reascnable estimate of the costs attributable to each group.

NOTE 10. OTHER COMPREHENSIVE INCOME

The Corporation's accumulated other comprehensive income includes the following:

Minimum Accumulated

Foreign pension other

(In millions) currency libility comprehensive
items adjustment income

December 31, 1996 $(21) $ (7) $(28)
Activity, net of taxes (7) 2 (5)
December 31, 1997 $(28) $ (5) $(33)
Activity, net of taxes (8) (2) (10)
December 31, 1998 $(36) $ (7) $(43)
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NOTE 11. COMMITMENTS AND CONTINGENCIES

The Corporation is a party to various legal proceedings incidental to its
business and is subject to a variety of environmental and pollution control laws
and regulations in all jurisdictions in which it operates. As is the case with
other companies in similar industries, the Corpecration faces exposure from
actual or potential claims and legal proceedings involving environmental
matters. Liability insurance in effect during the last several years provides

only very limited coverage for environmental matters.

69

The Corporation is involved in environmental remediation activities at
approximately 144 sites, both owned by the Corporation and owned by others,
where it has been notified that it is or may be a potentially respconsible party

under the Comprehensive Environmental Response, Compensation and Liability Act
or similar state "superfund" laws. Of the known sites in which it is involved,
the Corporation estimates that approximately 44 percent are being investigated,
approximately 28 percent are being remediated and approximately 28 percent are
being monitored (an activity that occurs after either site investigation or
remediation has been completed). The ultimate costs to the Corporation for the
investigation, remediation and monitoring of many of these sites cannot be
predicted with certainty, due to the often unknown magnitude of the pollution or
the necessary cleanup, the varying costs of alternative cleanup methods, the
amount of time necessary to accomplish such cleanups, the evolving nature of
cleanup technologies and government regulations, and the inability to determine
the Corporation's share of multiparty cleanups or the extent to which
contribution will be available from other parties. The Corporation has
established reserves for environmental remediation costs for these sites in
amounts that it believes are probable and reasonably estimable. Based on

analysis of currently available information and previous experience with respect

Disclosure Page 129



CUmRplliy wdille - UL 1A PAlal e Ui PRNSOT o et

to the cleanup of hazardous substances, the Corporation believes it is
reasonably possible that costs associated with these sites may exceed current
reserves by amounts that may prove insignificant or that could range, in the
aggregate, up to approximately $60 million. This estimate of the range of
reasonably possible additional costs is less certain than the estimates upon
which reserves are based, and in order to establish the upper limit of such
range, assumptions least favorable to the Corporation among the range of
reasonably possible outcomes were used. In estimating both its current reserve
for environmental remediation and the possible range of additional costs, the
Corporation has not assumed it will bear the entire cost of remediation of every
site to the exclusion of other known potentially responsible parties who may be
jointly and severally liable. The ability of other potentially responsiblé
parties to participate has been taken into account, based generally on the

parties' financial condition and probable contribution on a per site basis.

The Corporation and many other companies are>defendants in suits brought in
various courts around the nation by plaintiffs who allege that they have
suffered personal injury as a result of exposure to asbestcs-containing
products. These suits allege a variet& of lung and other diseases based on
alleged exposure to products previously manufactured by the Corporation. In many
cases, the plaintiffs are unable to demonstrate that they have suffered any
compensable loss as a result of such exposure, or that any injuries they have

incurred in fact resulted from exposure to the Corporation's products.

The Corporation generally settles asbestos cases for amounts it considers
reasonable given the facts and circumstances of each case. The amounts it has
paid to date to defend and settle these cases have been substantially covered by

product liability insurance. The Corporation is currently defending claims

70
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of approximately 71,000 such plaintiffs and anticipates that additional suits
will be filed against it over the next several years. The Corporation has
insurance available in amounts that it believes are adequate to cover
substantially all of the reasonably foreseeable damages and settlement amounts
arising out of claims and ;uits currently pending. The Corporation has further
iqsurance coverage available for the disposition of suits that may be filed
against it in the future, but there :can be no assurance that the amounts of such
insurance will be adequate to cover all future claims. The Corporation has
established reserves for liabilities and legal defense costs it believes are
probable and reasonably estimable with respect to pending suits and claims, and

has also established a receivable for expected insurance recoveries.

On May 6, 1998, suit was filed in state court in Columbus, OChio, against the
Corporation and Georgia-Pacific Resins, Inc., a wholly owned subsidiary of the
Corporation. The lawsuit was filed by eight plaintiffs who seek to represent a
class of individuals who at any time from 1985 to the present lived, worked,
resided, owned, frequented or otherwise occupied property located within a
three-mile radius of the Corporation's resins manufacturing operation in
Columbus, Ohio. The lawsuit alleges that the individual plaintiffs and putative
class members have suffered personal injuries and/or property damage because of
(i) alleged "continuing and long~term releases and threats of releases of
noxious fumes, odors and harmful chemicals, including hazardous substances" from
the Corporation's operations and/or (ii) a September 10, 1997 explosion at the
Columbus facility and alleged release of hazardous material resulting from that
explosion. Prior to the lawsuit, the Corporation had received a number of
explosion-related claims from nearby residents and businesses. These claims were
for property damage, personal injury and business inte;ruption and were being
reviewed and adjusted on a case-by-case basis. The Corporation has denied the
material allegations of the lawsuit. While it is premature to evaluate the
claims asserted in the lawsuit, the Corporation believes it has meritorious

defenses.
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In May 1997, the Corporation and nine other companies were named as defendants
in a suit brought by the Attorney General of the State of Florida alleging that
they engaged in a conspiracy to fix the prices of sanitary commercial paper
products, such as toweis and napkins, in violation of federal and state laws.
Approximately 45 similar suits have been filed by private plaintiffs in federal
courts in California, Florida, Georgia and Wisconsin, and in the state courts of
California, Wisconsin, Minnesota and Tennessee. On October 15, 1997, the Federal
Judicial Panel on Multi-District Litigation consolidated all federal court cases
-in the federal district court in Gainesville, Florida. On July 24, 1998, the
court certified the suit as a class action consisting of nongovernmental direct
burchasers of the defendants' products. Discovery in the federal and state cases
is ongoing. The Corporation has denied that it has engaged in any of the illegal

conduct alleged in these cases and intends to defend itself vigorously.

71
The Corporation's facility in Port Hudson, Louisiana, has notified the State of
Louisiana of the emitting of noncondensable gases in violation of its air
permit. Thé State has assessed a penalty against the Corporation of $425,000,

which the Corporation has paid.

Although the ultimate outcome of these environmental matters and legal
proceedings cannot be determined with certainty, based on presently available
information, management believes that adequate reserves have been established
for probable losses with respect thereto. Management further believes that the
ultimate outcome of such environmental matters and legal proceedings could be
material to operating results in any given quarter or year but will not have a
material adverse effect on the long-term results of operations, liquidity or

consolidated financial position of the Corporation.
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NOTE 12. RELATED PARTY TRANSACTIONS

For all periods in which the separate accompanying combined statements of income
of the groups are presented, timber has been transferred from the Corporation's
timberlands at prices intended to reflect fair market prices based on prices

paid by independent purchasers and sellers for similar kinds of timber.

During the second quarter of 1998, the Georgia-Pacific Group and The Timber
Company revised the operating policy, which they had entered into in 1997, with
respect to sales of timber by The Timber Company to the Georgia-Pacific Group.
These revisions arose from sharp changes in the prices of timber from the first
quarter to the second quarter of 1998, a significant decrease in the volume of
timber purchased by the Georgia-Pacific Group in the second quarter, and other
issues in the policy. At the time these re§isions were negotiated, The Timber
Company sold a timber deed to the Georgia-Pacific Group in the amount of
approximately $23 million, and the Georgia-Pacific Group made a one-time $3
million payment to The Timber Company for 1998 second quarter adjustments due
under the revised policy. The Timber Company recognized revenues and earnings
from this timber deed, and other contracts to sell timber to the Georgia-Pacific

Group, as the timber was cut.

Under the revised policy, beginning July 1, 1998, the prices for Southern timber
sold by The Timber Company are adjusted monthly, rather than quarterly, and
represent the average of prices paid by the Georgia-Pacific Group for timber

purchased from third parties in a particular forest over the most recent three-

month period. In most of The Timber Company's Southern forests, it must offer 80
percent of its projected annual harvest from those forests to the Georgia-
Pacific Group, and the Georgia-Pacific Group must purchase not less than 60

percent nor more than 80 percent of that projected annuéi harvest. In addition,
premiums charged by The Timber Company for the right to harvest a significant

percentage of woed from its Southern forests have been reduced.
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In two key Southern forests, the price paid by the Georgia-Pacific Group for
timber purchased from The Timber Company will be based on the average prices
paid over the most recent three months by the Georgia-Pacific Group for timber
purchased from third parties, and prices received by The Timber Company for
timber sold to third parties, in each forest. In those same forests, the
Georgia-Pacific Group has agreed to purchase, each quarter, 20 percent of the
annual volume of timber it has committed to purchase from The Timber Company
during that year. The revised policy reduces the volume of timber that the
Georgia-Pacific Group can purchase in these same two forests from 80 percent to
70 percent of The Timber Company's annual harvest in those forests, and also
reduces the Georgia-Pacific Group's minimum annual purchase obligation in those .
forests from 60 percent to 50 percent of the annual harvest in 1993 and 2000.
These chahges are intended to cause prices paid by the Georgia-Pacific Group for
timber sold by The Timber Company to more quickly reflect market prices in
particular forests, to allow the Georgia-Pacific Group more flexibility in
purchasing wooq from third parties, and to allow The Timber Company greater
flexibility in the timing of sales of its annual harvest on the open market. The
revised policy also contains additional provisions that resolve issues related
to certain operating practices of The Timber Company and the Georgia-Pacific

Group. This policy will remain in effect through 2000.

The Georgia-Pacific Group has given The Timber Company notice, pursuant to the
policy, of its desire to renegotiate the terms of the policy for periods after
2000. If negotiations for a revised policy are unsuccessful, the policy will
terminate at the end of 2000. As a result, both the Georgia-Pacific Group and
The Timber Company.have a two-year period to find other sellers and purchasers,

respectively, of timber.

The Corporation is a 50 percent partner in a joint venture ("GA-MET") with

Metropolitan Life Insurance Company ("Metropolitan"). GA-MET owns and operates
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the Corporation's main office building in Atlanta, Georgia. The Corporation

accounts for its investment in GA-MET under the equity method.

At December 31, 1998, GA-MET had an outstanding mortgage loan payable to
Metropolitan in the amount of $147 million. The note bears interest at 9 1/2%,
requires monthly payments of principal and interest through 2011, and is secured
by the land and building owned by the joint venture. In the event of
foreclosure, each partner has severally guaranteed payment of one-half of any
shortfall of collateral value to the outstanding secured indebtedness. Based on
the present market conditions and building occupancy, the likelihoed of any
obligation to the Corporation with respect to this guarantee is considered

remote.

NOTE 13. UNAUDITED SELECTED QUARTERLY FINANCIAIL DATA

First Quarter Second Quarter

(In millions, except

per share amounts) 1998 1997 1998 1997
Net sales $ 3,221 $ 3,145 $ 3,305 $ 3,326
Gross profit (net sales minus

cost of sales) 727 669 729 690
Income (loss) before extraordinary

items and accounting change 68 . 90 68 27
Net income (loss) 54 90 67 27

Georgia-Pacific Corporation

Dividends declared per
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share
Basic per share:
Income before extraordinary
items and accounting change

Net income

Diluted per share:
Income before extraordinary
items and accounting change

Net income

.50

.99

.99

.99

.99

Georgia-Pacific Group
Dividends declared per
share $

Basic and diluted per share:

0.

25

Income (loss) before extraordinary

items and accounting change

Net income (loss)

0.

0.

17

04

The Timber Company
Dividends declared per
share
Basic per share:
Income (loss) before
extraordinary items

Net income

Diluted per share:
Income (lcoss) before
extraordinary items

Net income

.25

.56

.54

.56

.54

.25

.33

.32

.25

.41

.41

.41

.41

.50

.30

.30

.29

.29
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Price range of common stock
Georgia-Pacific Corporation
(through December 16, 1997)
High . $ 78.75 $ 90.25
Low 71.00 70.50
Georgia—Pacific.Group*
High $ 70.00 $ 81.00
Low 52.00 54.69

The Timber Company*

"High 27.25 27.00
Low 21.25 19.69
Third Quarter Fourth Quarter

(In millions, except

per share amounts) 1998 1997 1998 1997

-Net sales $ 3,397 $ 3,373 $ 3(413 $ 3,250
Gross profit (net sales minus

.cost of sales) 779 794 775 557
Income (loss) before

extraordinary items and

accounting change 80 86 - 73 (74)
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Net income (loss) 80

86

Georgia-Pacific Corporation
Dividends declared pér
share
Basic per share:
Income before extraordinary
items and accounting change

Net income

Diluted per share:
Income before extraordinary
items and accounting change

Net income

.50

.94

.94

.94

.94

Georgia-Pacific Group
Dividends declared per
share $ 0.25
Basic and diluted per share:
Income (loss) before
extracrdinary items and
accounting change - 0.43

Net income (loss) 0.43

The Timber Company
Dividends declared per
share 0.25
Basic per share:
Income (loss) before
extraordinary items and
accounting change 0.46

Net income (loss) C.46

73

.25 -

.30

.30

.25

.54

.54

(134)

(1.13)

(1.78)
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Diluted per share:
Income (loss) before

extraordinary items and

accounting change 0.46 0.54
Net income (loss) 0.46 0.54
Price range of common stock
Georgia-Pacific Corpofation
(through Decembexr 16, 1997)
High $105.13
Low 85.63
Georgia-Pacific Group*
High $ 60.50 $ 60.00
Low 37.38 44.00
The Timber Company*
High 23.19 24.56
Low 18.00 17.38

0.

5108.

81.

64.

59.

25.

22.

.32

32

56

50

00

GO0

88

50

* 1997 amounts are for the period from December 17, 1997 through December 31,

1997.

The first and second quarters of 1998 included an after-tax extraordinary loss

of $14 million and $1 million, respectively,

on early extinguishment of debt.

In the first quarter of 1997, the Corporation recorded a pretax gain of $128

million ($80 million after taxes) from the sale of its Martell, California,

operations.
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The fourth quarter of 1997 included a one-time, after-tax, noncash charge of $&0
million to comply with a new accounting standard requiring certain computer
system development project charges to be expensed as incurred. Prior to this
accounting change, these charges were capitalized in accordance with generally.

accepted accounting principles.

On December 16, 1997, the Corporation recapitalized its former common stock into
Georgia-Pacific Group common stock and The Timber Company common stock.
Therefore, neither the Georgia-Pacific Group nor The Timber Company had common
shares issued or outstanding for periods prior to December 17, 19987.

SELECTED FINANCIAL DATA - OPERATIONS

Georgia-Pacific Corporation and Subsidiaries

EARNINGS TO FIXED CHARGES
Income before income taxes, extraordinary items and accounting change plus total
interest cost (interest expense plus capitalized interest) and one-third of rent

expense, divided by total interest cost plus one-third of rent expense.

76

CASH FLOW TO INTEREST
Cash provided by operations plus interest expense, divided by total interest

cost (interest expense plus capitalized interest).

EFFECTIVE INCOME TAX RATE
Provision (benefit) for income taxes divided by income (loss) before income

taxes, extraordinary items and accounting change.

SELECTED FINANCIAL DATA - OPERATIONS

Georgia-Pacific Corporation and Subsidiaries
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Year ended December 31

(Dollar amounts, except

per share, and shares

are in millions) 1998 1997 1996 - 1995
Operations
Net sales $13,336 $13,094 $13,024 $14,313

Costs and expenses
Cost of sales 10,326 10,384 9,933 9,885
Selling, general and
administrative 1,141 1,180 1,399 1,373

Depreciation and cost

of timber harvested 935 958 937 926
Interest 443 465 459 432
Other income - (128) - -

Total costs and expenses 12,845 12,859 12,728 12,616
Income before income

taxes, extraordinary items

and accounting change 491 235 296 1,697
Provision for income taxes 202 106 135 679
Income before extraordinary

items and accounting

change 289 129 16l 1,018
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Extraordinary items and
accounting change, net

of taxes (15) (60) (5)

Net income $ 274 $ 69 $ 156

Cash provided by operations $1,554 $ 1,116 $ 1,225

$1,820*

Other statistical data
Georgia~Pacific Corporation
Basic per share
Income before extraordinary
items and accounting
change $ 1.78
Extraordinary items and

accounting change, net of taxes

Diluted per share

Income before extraordinary

items-and accounting

change ) | $ 1.77
Extraordinary items and

accounting change, net of taxes

Georgia-Pacific Group
Income (loss) before extraordinary

items and accounting

$11.29

$11.18
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change $ 111 3 (86)
Extraordinary items and
accounting change,

net of taxes (13) (60)

Basic per share
Income (loss) before
Extraordinary items
and éccounting change $ 1.23 $(0.94)
Extraordinary items and
accounting change,
net of taxes (0.14) (0.66)

Net income (loss) $ 1.09 $(1.60)
Diluted per share
Income (loss} before
extraordinary items and
accounting change $ 1.22 $(0.94)
‘Extraordinary items and
accounting change,
net of taxes (0.14) (0.66)

Net income (loss) $ 1.08 $(1.60)
The Timber Company

Income before extraordinary

items $ 178 $ 215
Extraordinary items, net

of taxes (2) -
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Basic per share

Income before extracrdinary

items $ 1.97
Extraordinary items,

net of taxes {0.02)

Diluted per share

Income before extraordinary

items $ 1.96
Extraordinary items,

net of taxes (0.02)

Net income $ 1.94

l

Average number shares outstanding

Georgia-Pacific

Corporation, basic
Georgia-Pacific

Corporation, diluted
Georgia-Pacific

Group, basic 89.9
Georgia-Pacific

Group, diluted 90.5
The Timber Company,

basic 90.3

The Timber Company,

91.4

91.4

91.4
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diluted 90.8 92.1
Earnings to fixed charges 2.1 1.5 1.7 4.8
Cash flow to interest 4.4 3.3 3.4 4.8
Effective income tax rate  41.1% 45.1%  45.6%  40.0%

Year ended December 31

(Dollar amounts, except per share,

and shares

are in millions) 1994
Operations
Net sales $12,738

Costs and expenses
Cost of sales 9,620
Selling, general and
administrative 1,204

Depreciation and cost

of timber harvested 913
Interest 486
QOther income {57)
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Total costs and expenses 12,166
Income before income taxes,
extraordinary items and
accounting change 572
Provisicn for income taxes 246
Income before extraordinary items
and accounting change 326
Extraordinary items and
accounting change, net
of taxes (16)

Net income $ 310

Cash provided by continuing

operations $ 997

Other statistical data
Georgia-Pacific Corporation
Basic per share
Income before extraordinary items
and accounting change $ 3.66
Extraordinary items and
accounting change, .

net of taxes (0.18)

Diluted per share
Income before extraordinary items

and accounting change $ 3.63
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Extracrdinary items and
accounting change,

net of taxes (0.18)

Georgia-Pacific Group

Income (loss) before extraordinary
items and accounting
change

Extraordinary items and

accounting change, net of taxes

Net income (loss)

Basic per share
Income (loss) before extraordinary
items and accounting
change

Extraordinary items and

accounting change, net of taxes

Net income (loss)

Diluted per share

Income (loss) before extraordinary
items and accounting
change

Extraordinary items and

accounting change, net of taxes
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Net income (lcss)
The Timber Company
Income before extraordinary items

Extraordinary items, net of taxes

Basic per share
Income before extraordinary items

Extraordinary items, net of taxes

Diluted per share
Income before extraordinary items
Extraordinary items, net of taxes

Net income

Average number shares outstanding

Georgia-Pacific

Corporation, basic 89.1
Georgia-Pacific

Corporation, diluted 89.7
Georgia~Pacific

Group, basic
Georgia-Pacific

Group, diluted
The Timber Company,

basic

The Timber Company,
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diluted
Earnings to fixed charges 2.2
Cash flow to interest 3.0
Effective income tax rate - 43.0%

* Excludes the accounts receivable sale program.

SELECTED FINANCIAL DATA - FINANCIAL POSITION, END OF YEAR

Georgia-Pacific Corporation and Subsidiaries

BOOK VALUE PER COMMON SHARE
Shareholders' equity divided by shares of common stock outstanding as of the end

of the year.

TOTAL DEBT TO CAPITAL, BOOK BASIS

Total debt divided by the sum of total debt, deferred income taxes, net, other
long~term liabilities and shareholders' equity as of the end of the year. Total

debt includes bank overdrafts, commercial paper and short-term notes; current

portion of long-term debt, long-term debt and accounts receivable sold.

TOTAL DEBT TO CAPITAL, MARKET BASIS

Total debt divided by the sum of total debt and the market value of

shareholders' equity as of the end of the year. Total debt includes bank
overdrafts, commercial paper and short-term notes, current portion of long-term

debt, long-term debt and acéounts receivable sold. The:market value of

shareholders' equity is the market price of common stock multiplied by the
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number of common stock shares outstanding.

CURRENT RATIO

Current assets divided by current liabilities as of the end of the year.

SELECTED FINANCIAL DATA - FINANCIAL POSITION, END OF YEAR

Georgia-Pacific Corporation and Subsidiaries

Year ended December 31

(Dollar amounts, except per share,

and shares are in millions)

Financial position, end of year

Current assets

Timper and timberlands
Property, plant and
Egquipment, net
Goodwill, net

Other assets

$ 2,645 $ 2,
1,206 1,
6,249 6,
1,677 1,

923

916

193

297

599

945

$2,615

1,337

6,560
1,658

648

$2,595

1,374

Current liabilities

Long-term debt

Other long-term liabilities

Deferred income taxes

2,648 3,
4,125 3,
1,572 1,
1,231 i,

020

713

548

199

2,490
4,371
1,285

1,161

1,764
4,704
1,201

1,147
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Total liabilities

Other statistical data

Property, plant and equipment
investments

Timber & timberland purchases

Acquisitions .

638

206

112

717

182

$1,059
142

363

$1,259

244

Georgia-Pacific Corporation
Per share (through December 16,
Market price:
High
Low
Period-end
Book value
Shares of stock outstanding at
year-end

Dividends declared per share

1937

)

$108.

$ 70.

56

50

.13

$81.00
$63.00
$72.00

$38.52

$95.75
$65.75
$68.63

$38.54

Georgia-Pacific Groﬁp*
Per share
Market price:
High
Low
Year-end
Book value
Shares of stock outstanding at

year-end

$ 8l.

$ 37.

$ S8.

$ 37.

8

00

38

56

09

6.5

$ 64.

$ 38.

9

00

.00

.75

19

2.2

Disclosure Page 151



wumpany ume - GLURGIA AL G CoRry

FUing e, 1231, 1590

Dividends declared per share $ 1.00

The Timber Company*
Per share

Market price:

High $ 27.25
Low $ 17.38
Year-end $ 23.81
Book value $(0.98)

Shares of stock outstanding at
year-end 87.1

Dividends declared per share $ 1.00

Total debt to capital,

book basis 48.6%
Total debt to capital,

market basis

Current ratio 1.0

$ 25.88
$ 22.50
$ 22.69

$(0.53)

47.2%

50.4%

47.4%

49.3%

47.2%

Year ended December 31

(Dollar amounts, except per share,

and shares are in millions) 1994
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Financial position, end of year

Current assets

Timber and timberlands
Property, plant and
Eqﬁipment, net
Goodwill, net

Other assets

Current liabilities
Long-term debt
Other long-term liabilities

Deferred income taxes

Shareholders' equity

Other statistical data

Property, plant and equipment

investments

Timber & timberland purchases

Acquisitions

Georgia-Pacific Corporation

Per share (through December 16,

Market price:

High

$ 1,984

1,363

5,488

1,773

256

$ 850

211

1987)

$ 79.00
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Low $ 56.75
Period-end $ 71.50
Book value $ 28.95

Shares of stock outstanding at
year-end 90.5

Dividends declared per share $ 1.60

Georgia-Pacific Group*
Per share
Market price:
High
Low
Year-end
Book value
Shares of stock outstanding at
year-end
Dividends declared per share
The Timber Company*
Per share
Market price:
High
Low
Year-end
Book value
Shares of stock outstanding at
year-end
Dividends declared per share
Total debt to capital,
book basis 56.0%

Total debt to capital,
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market basis 46.9%

Current ratio .9

* 1997 amounts are for the period from December 17, 1997 through December 31,
1347.
SALES AND OPERATING PROFITS BY OPERATING SEGMENT

Georgia-Pacific Corporation and Subsidiaries

(In millions) 1998 1997 1996 1985

Net sales (1)

Building products

Wood panels $ 1,055 8% $ 946 7% $ 948 7% $ 923 6%
Lumber 844 6 876 7 779 6 668 5
Gypsum products 891 7 794 6 647 5 371 3
Chemicals 427 3 455 3 416 3 427 3
Other 120 1 68 1 51 1 72 -

Distribution

Wood panels 2,117 16 1,904 15 1,997 15 2,301 16
Lumber 1,467 11 1,634 12 1,618 13 1,577 11
Other 741 S 860 7 937 '7 978 7
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4,325 32 4,398 34 4,553 35 4,856 34
Timber 125 1 126 1 123 1 118 1
Containerboard and
packaging
Containerboard 488 4 505 4 499 4 702 5
Packaging 1,556 12 1,260 9 1,422 11 1,681 12
2,044 16 1,765 13 1,921 15 2,383 17
Pulp and paper
Communication
papers 1,486 11 1,506 11 1,521 12 1,961 14
Tissue 987 8 940 7 939 7 878 6
Market pulp 709 5 863 7 738 5 1,220 8
Bleached board 176 1 207 2 228 2 269 2
Other 157 1 159 1 167 1 173 1
3,515 26 3,675 28 3,593 27 4,501 31
Corporate and
all other(2) (10) -~ (9) - (7) - (6) -
Total net sales $13,336 100% $13,094 100% $13,024 100% $14,313 100%
Operating profits
Building products $ 603 65% §$ 490 70% § 567 75% S 419 20%
Distribution 1 ~ (171) (24) (220) (29) (83) (4)
Timber 364 39 437 62 313 41 277 13
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Containerboard and

packaging 106 11 (6) (1) 127 17 547 26
Pulp and paper 133 14 201 29 250 33 1,125 53
Coréorate and

all other(3) (273) (29) (251) (36) (282) (37) (156) (8)
Total operating

profits $ 934 100% $ 700 100% s 755 100% $ 2,129 100%
(In millions) 1994
Net sales (1)
Building procducts
Wood panels $ 889 7%
Lumber 771 6
Gypsum products 337 3
Chemicals 380 3
Cther 75 -
2,452 19
Distribution
Wood panels 2,336 18
Lumber 1,785 14

Disclosure Page 157



Company Name - GEURGIA PAUIFIC CURF

riang Dale: 1230099

Other 3930 8
5,111 40
Timber 114 1
Containerboard and
packaging
Containerboard 575 5
Packaging 1,283 10
1,858 15
Pulp and paper
Communication
papers 1,313 10
Tissue 746 6
Market pulp _ 772 6
Bleached board 203 2
Other 175 1
3,209 25
Corporate and
all other(2) (6) -
Total net sales $12,738 100%
Operating profits
Building products $ 705 67%
Distribution 84 8

Disclosure Page

158



Company vame - GLURULA FALIFIC CORY IV P RPN TER S 2 N

Timber 221 21
Containerboard and

packaging 244 23
Pulp and paper 104 10
Corparate and

all other(3) ‘(300) (29)

Total operating

profits $ 1,058 100%

(1) Represents net sales to unaffiliated customers.
(2) Represents the elimination of hunting lease income reflected in net sales
for the timber segment and reflected as a reduction to cost of sales on a

consolidated basis. In addition, includes net sales from miscellaneous

businesses.

(3) Includes some miscellaneous businesses, certain goodwill amortization,
unallocated corporate operating expenses and the elimination of profit on

intersegment sales.

INVESTOR INFORMATION

Georgia-Pacific Corporation and Subsidiaries
CORPORATE HEADQUARTERS

Georgia-Pacific Corporation
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Georgia-Pacific Center, 133 Peachtree Street, N.E.,
Atlanta, Georgia 30303

(404) 652-4000

The Timber Company

Post Office Box 105210

Atlanta, Georgia 30303

(404) 586-0275

STOCK EXCHANGES AND SYMBOLS

‘Georgia-Pacific Group common stock and The Timber Company common stock are

listed on the New York Stock Exchange ("NYSE").

The Corporation'’s NYSE symbol for Georgia-Pacific Group common stock is "GP";

the symbol for The Timber Company common stock is "TGP."

Georgia-Pacific Group and The Timber Company options are traded on the

Philadelphia Stock Exchange.

TRANSFER AGENT AND REGISTRAR

First Chicago Trust Company of New York
Post Office Box 2500

Jersey City, New Jersey 07303-2500

(800) 519-3111

88

ENVIRONMENTAL AND SAFETY REPORT
Requests for Georgia-Pacific Corporation's 1998 Environmental and Safety Report

should be addressed to: Corporate Communications, Georgia-Pacific Corporation,
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Post Office Box 105605, Atlanta, Georgia 30348. The report can also be viewed

on-line at www.gp.com.

SHAREHOLDER INFORMATION

For shareholder information, contact the Transfer Agent and Registrar, First

Ch;cago Trust Company of New York, at Post Office Box 2500, Jersey City, New

Jersey 07303-2500, or telephone (800) 519-3111.

Registered Georgia-Pacific Group and The Timber Company shareholders are
eligible to participate in the Georgia-Pacific Group Dividend Reinvestment Plan

and the Timber Group Dividend Reinvestment Plan, respectively. For information
on the Pians, contact the Plans' agent, First Chicago Trust Company, a Division
of EquiServe, Dividend Reinvestment Plan, Post Office Box 2598, Jersey City, New

Jersey 07303-2598, or by telephone at (800) 414-6280. Internet address: www.

fctc.com.

Number of Georgia-Pacific Group shareholders of record at December 31, 1998:
36,092. Number of The Timber Company shareholders of record at December 31,

1598: 36,114.

FINANCIAL INEFORMATION

A copy of the Georgia-Pacific Corporation 1998 Annual Report to the Securities

and Exchange Commission on Form 10-K and the Georgia-Pacific Corporation 1998

Consolidated Financial Statements will be supplied without charge. Annual
statistical updates are alsc available. For current quarterly financial updates

telephone (800) 340-2384. Copies of corporate news releases are available ’

through fax-on-demand by telephoning (800) 758-5804, extension 357498.

All other requests for financial information should be directed to: Investor
Relations, Georgia-Pacific Corporation, P.0O. Box 105605, Atlanta, Georgia 30348,
or telephone (404) 652-5555. Information concerning the Corporation can also be

found on the Internet at http://www.gp.com.
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Georgia-Pacific Corporation is an equal opportunity employer.

Financial Statements and Supplementary Data for Georgia-Pacific Group is set
forth under the captioﬁs_"Georgia—Pacific Group - Combined Statements of
Income, " "Georgia-Pacific Group - Combined Statements of Cash Flows," "Georgia-
Pacific Group - Combined Balance Sheets," "Georgia-Pacific Group - Combined
Statements of Shareholders' Equity," "Georgia-Pacific Group - Combined
Statements of Comprehensive Income,” "Report of Independent Public Accountants"”
énd in Georgia-Pacific Group's Notes to Combined Financial Statements contained
in the Corporation's 1998 Annual Report to Shareholders, and are incorporated

herein by reference.

89

Financial Statements and Supplementary Data for The Timber Company are set forth
under the captions "The Timber Company - Combined Statements of Income,"” "The
Timber Company - Combined Statements of Cash Flows,"” "The Timber Company -
Combined Balance Sheets," "The Timber Company - Combined Statements of
Shareholders' Equity," "Report of Independent Public Accountants" and in The
Timber Company's Notes to Combined Financial Statements contained in the

Corporation's 1998 Annual Report to Shareholders, and are incorporated herein by

reference.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND

FINANCIAL DISCLOSURE

There have been no changes in or disagreements with accountants on accounting
and financial disclosure within the twenty-four months prior to the date of the
most recent financial statements filed as part of the 1998 Annual Report on Form

10-K.

PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
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Information with respect to Directors of the Corporation and disclosure pursuant
to Item 405 of Regulation S-K are incorporated herein by reference to the
Corporation's Notice of 1999 Annual Meeting of Shareholders and Proxy Statement

to be dated on or about March 23, 199§.

EXECUTIVE OFFICERS OF THE REGISTRANT

The executive officers of the Corporation are as follows:

Date first
elected as

Name Age an officer Position or office

A. D. Correll 57 1988 Chairman, Chief Executive
Officer, President and a

Director

Donald L. Glass 50 1982 Executive Vice President _
Timber, President and Chief
Executive Officer, The Timber

Company

Clint M. Kennedy 49 1988 Executive Vice President _

Pulp and Paperboard

John F. McGovern 52 1983 Executive Vice President _
Finance and Chief Financial

Officer
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Ronald L. Paul 55 1997
John F. Rasor 55 1983
Lee M. Thomas 54 1993

James E. Bostic, Jr. 51 1991

James F. Kelley 57 1993

James E. Terrell 49 1989

Executive Vice President _

Wood Products and Distribution
90

Executive Vice President _
Wood Procurement, Gypsum and

Industrial Wood Products

Executive Vice President _

Paper and Chemicals
Senior Vice President -
Environmental, Government

Affairs and Communications

Senior Vice President - Law

and General Counsel

Vice President and Controller

Alston D. Correll has been Chief Executive Officer of Georgia-Pacific since May

1593, Chairman since December 1993 and President since May 1996. He served as

Chief Cperating Officer of the Corporation from August 13891 until May 1993, and

President and Chief Executive Officer from May 1993 until December 1993. Mr.

Correll was elected as a Director of the Corporation on May 5, 189%2.

Donald L. Glass has been Executive Vice President - Timber and President and

Chief Executive Officer of The Timber Company since December 16, 1997. Mr.

Glass served as Executive Vice President - Building Products from January 1997

to December 1997 and Senior Vice President - Building Products Manufacturing and

Sales from 1991 until December 1996.
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Clint M. Kennedy has been Executive Vice President - Pulp and Paperboard since
January 1, 1997. Prior to that time, he served as Senior Vice President - Pulp,
Bleached Board and Logistics from February 1995 until December 1396, Group Vice
President - Pulp and Bleached Board from July 1992 through January 13995 and Vice

President - Sales and Marketing, Pulp and Bleached Board from May 1990 to July

19%2.

John F. McGovern has been Executive Vice President - Finance since September
1995, and Chief Financial Officer since February 1994. He served as Senior Vice
President - Finance from January 1993 until September 1995, Vice President -
Finance from 1983 until January 1993, and Treasurer from March 1992 to October

1993. |

91

Ronald L. Paul has been Executive Vice President - Wood Products and
Distribution since December 30, 19%7. Prior to that time, he served as
Executive Vice President - Wood Products from September 1997 until December
1997, Vice President - Structural Panels and Building Products Engineering from
May 1996 until September 1997 and Vice President - Engineering and Technology -
Building Products from May 19385 until May 1996. Prior to joining the
Corporation in 1995, Mr. Paul was Vice President - Corporate Operations, General
Manager - Southern Division, Louisiana-Pacific Corporation (a building
products manufacturing company) from 1994 through 1995 and President of Kirby
Forest Industries, Inc. (a building products manufacturing company) from 1987 to

1994.

John F. Rasor has been Executive Vice President - Wood Procurement, Gypsum and
Industrial Wood Products since December 16, 1997. Prior to that time, he served
as Executive Vice President - Forest Resources from January 1997 to December
1597, Senior Vice President - Forest Resources from February 1995 until December
1996, Group Vice President - Forest Resources from May 1992 through January

1995, Group Vice President - Timber from January 1992 to May 1992 and Vice
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President - Forest Resources from 1991 to January 1392.

Lee M. Thomas has been Executive Vice President - Paper and Chemicals since
December 16, 1897. Priqr to that time, he served as Executive Vice President -
Paper from January 1997 to December 1997, Senior Vice President - Paper from

February 1995 until December 1996, Senior Vice President - Environmental,
Government Affairs and Communications from February 1994 through January 1995,
and Senior Vice President - Environmental and Government Affairs from March 1983

through January 1994.

James E. Bostic, Jr. has been Senior Vice President - Environmental, Government
Affairs and Communications since February 1995. Prior to that time, he served
as Group Vice President - Communication Papers from April 13992 through January
1995, Group Vice President - Butler Paper and Mail-Well from January 1992 to

April 1992, and Vice President - Butler éaper and Mail-Well from January 1891 to

January 1992.

James F. Kelley has been Senior Vice President - Law and General Counsel since

December 1993.

James E. Terrell was elected Vice President of the Corporation in January 1991

and has served as Controller since 1989.

The Corporation's Board of Directors elects officers of the Corporation. The
Chief Executive Officer has the authority to appoint one or more Vice Presidents
to hold such office until the next annual organizational meeting of the Board.
The Compensation Committee of the Board of Directors determines the compensation
of all officers of the Corporation, including officers who are also directors of
the Corporation. There are no other arrangements or understandings between the
respective officers and any other person pursuant to which such officers are
elected.

92

ITEM 11. EXECUTIVE COMPENSATION
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Information with respect-to executive compensation is incorporated herein by
reference to the Corporation's Notice of 1999 Annual Meeting of Shareholders and

Proxy Statement to be dated on or about March 23, 1999.

ITEM 12. SECURITY OWNiRSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
Information with respect to Security Ownership of Certain Beneficial Owners and

Management is incorporated herein by reference to the Corporation's Notice of
1999 Annual Meeting of Shareholders and Proxy Statement to be dated on or about

March 23, 1999.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Information with respect to Certain Relationships and Related Transaétions is
incorporated herein by reference to the Corporation's Notice of 1999 Annual
Meeting of Shareholders and Proxy Statement to be dated on or about March 23,

1999,
93

PART 1V

ITEM 14. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K.

(a) The following documents are filed as a part of this Annual Report for the

Corporation:

(1) The Consolidated Financial Statements, Notes to Consolidated Financial
Statements and the Report of Independent Public Accountants for Georgia-
Pacific Corporation and subsidiaries dated February 5, 1999 are presented

under Item 8 of this Form 10-K.

The Combined Financial Statements, Notes to Combined Financial Statements and

the Reports of Independent Public Accountants for Georgia-Pacific Group and The
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Timber Company dated February 5, 1999 are incorporated herein by reference to

the Corporation's 1998 Annual Report to Shareholders.

(2) Financial Statement Schedules:

Reports of Independent Public Accountants as to Schedule
II Valuation and Qualifying Accounts of Georgia-Pacific Corporation
and subsidiaries and Georgia-Pacific Group for the years ended

December 31, 1998, 1997 and 1996.

Schedules other than that listed above are omitted because they are not
required, are inapplicable or the information is otherwise shown in the

financial statements or notes thereto.

(3) Exhibits

The exhibits required to be filed as part of this Annual Report on Form 10-K are

as follows:

NUMBER DESCRIPTION

3.1(1) Articles of Incorporation, restated as of December 16,
1997 (Filed as Exhibit 4.1 to the Corporation's
Registration Statement on Form S-8 as filed with the
Commission on December 18, 1997, and incorporated

herein by this reference thereto).

3.1(i1) Articles of Amendment to Restated Articles of
Incorporation (Filed as Exhibit 3.1 to the
Corporation's Quarterly Report on Form 10-Q for the
guarter ended June 30, 1998, and incorporated herein by

this reference thereto).
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3.3 Bylaws as amended to date (Filed as Exhibit 3.2 to the
Corporation's Quarterly Report on Form 10-Q for the
quarter ended September 30, 1998, and incorporated

herein by this reference thereto).

4.1 Credit Agreement, dated as of December 23, 1996, among
Georgia-Pacific Corporation, as borrower, the lenders
named therein, and Bank of America National Trust and

Savings Association, as agent (Filed as Exhibit 4.1(1)
to the Corporation's Annual Report on Form 10-K for the
year ended December 31, 1996, and incorporated herein

by this reference thereto).

4.2 In reliance upon Item 601(b) (4) (iii) of Regulation S-K,
various instruments defining the rights of holders of
long-term debt of the Corporation are not being filed
herewith because the total of securities authorized
under each such instrument does not exceed 10% of the
total assets of the Corporétion. The Corporation

hereby agrees to furnish a copy of any such instrument

to the Commission upon request.

4.3 Restated Rights Agreement, dated as of December 16,
1997, between Georgia-Pacific Corporation anrd First
Chicago Trust Company of New York, with form of
Georgia-Pacific Group Rights Certificate attached as
Exhibit A-1, form of Timber Group Rights Certificate
attached as Exhibit A-2, Series B Preferred Stock
Designation attached as Exhibit B-1 and Series C
Preferred Stock Designation attached as Exhibit B-2
(Filed as Exhibit 8 to the Corﬁoration's Registration

Statement on Form 8-A as filed with the Commission on
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4.4 (1)

4.4(11)

4.4(111)

10.1

10.2

November 26, 1997, and incorporated herein by this

reference thereto).

Indenture, dated as of March 1, 1983, between Georgia-

Pacific Corporation and The Chase Manhattan Bank

(National Association), Trustee (Filed as Exhibit

.4(i) to the Corporation's Annual Report on Form 10-K

for the year ended December 31, 1996, and incorporated

herein by this reference thereto).

First Supplemental Indenture, dated as of July 27,
1988, among Georgia-Pacific Corporation, The Chage
Manhattan Bank (National Association), Trustee, and
Morgan Guaranty Trust Company of New York (Filed as
Exhibit 4.4(ii) to the Corporation's Annual Report on
Form 10-K for the year ended December 31, 1996, and

incorporated herein by this reference thereto).

Agreement of Resignation, Appointment and Acceptance,
dated as of January 31, 1992 by and among Georgia-

Pacific Corporation, Morgan Guaranty Trust Company of

New York and The Bank of New York, as Successor Trustee

(Filed as Exhibit 4.4(iii) to the Corporation's Annual

Report on Form 10-K for the year ended December 31,
1996, and incorporated herein by this reference

thereto).

Directors Group Life Insurance Program.*

Officer Retirément Agreement (Officers Retirement

Plan) .*
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10.3 (1) Key Salaried Employees Group Insurance Plan - Pre-1987
Group (As Amended and Restated Effective January 1,

1987) (Filed as Exhibit 10.3(i) to the Corporation's

Annual Report on Form 10-K for the year ended December

31, 1996, and incorporated herein by this reference

thereto) . *

10.3(i1) Amendment No. 1 (Effective January 1, 1991) to the Key
Salaried Employees Group Insurance Plan - Pre-1987
Group (As Amended and Restated Effective January 1,

1987) (Filed as Exhibit 10.3(ii) to the Corporation's

Annual Repcort on Form 10-K for the year ended December

31, 1996, and incorporated herein by this reference

thereto) . *

10.3(1iii) Key Salaried Employees Group Insurance Plan - Post-1986
Group (Effective January 1, 1987) (Filed as Exhibit
10.3(iii) to the Corporation's Annual Report on Form
10-K for the year ended December 31, 1996, and

incorporated herein by this reference thereto).*

*Management contract or compensatory plan or arrangement required to be filed

pursuant to Item 14 (c) of this Annual Report on Form 10-K.

10.3(iv) Amendment No. 1 (Effective January 1, 1991) to the Key
Salaried Employees Group Insurance Plan - Post-1986
Group (Effective January 1, 1987) (Filed as Exhibit
10.3(iv) to the Corporation's Annual Report on Form 10-
K for the year ended December 31, 1996, and

incorporated herein by this reference thereto).*
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10.3(w) Amendment No. 2 to the Key Salaried Employees Group
Insurance Plan - Post-1986 Group (effective January 1,

1987y .+

10.3(vi) Amendment No. 3 to the Key Salaried Employees Group Insurance Plan -

Post-1986 Group (effective August 1, 1994).*

10.3(vii) Amendment No. 4 to the Key Salaried Employees Group
Insurance Plan - Post-1986 Group (effective January 1,

19398) . *

10.4 (1) 1990 Long-Term Incentive Plan (Filed as Exhibit 10.5(i)
to the Corporation's Annual Report on Form 10-K for the
year ended December 31, 1996, and incorporated herein

by this reference thereto).*

10.4(i1) Amendment No. 1 to 1990 Long-Term Incentive Plan (Filed
as Exhibit 10.5(ii) to the Corporation's Annual Report
on Form 10-K for the year ended December 31, 1996, and

incorporated herein by this reference thereto).*

10.4(ii1) Amendment No. 2 to the 1990 Long-Term Incentive Plan
(Filed as Exhibit 10.8{iii) to the Corporation's
Quarterly Report on Form 10-Q for the quarter ended
March 31, 1996, and incorporated herein by this

reference thereto).*

10.7 1995 Economic Value Incentive Plan, as Amended and Restated
effective January 28, 1999.*

10.8(1) 1995 Shareholder Value Incentive Plan, as Amended and
Restated effective December 16, 1997 (Filed as Exhibit

10.8(iv) to the Corporation's Amendment No. 2 to

Disclosure Page 172



UMy vdille - LUAUL ALl i culd [ Y P R R

'Registration Statement on Form S-4 as filed with the
Commission on November 7, 1987, and incorporated herein

by this reference thereto).*

*Management contract or compensatory plan or arrangement required to be filed

pursuant to Item l4(c) of this Annual Report on Form 10-K.

10.8(ii) Form of Replacement Option Under the 1995 Shareholder
Value Incentive Plan (Georgia-Pacific Group Stock)
(1995 Grant) (Filed as Exhibit 99.11 to the
Corporation's Registration Statement on Form S-8 as
filed with the Commission on December 18, 1997, and

incorporated herein by this reference thereto).*

10.8(iii) Form of Replacement Option Under the 1995 Shareholder
Value Incentive Plan (Timber Group Stock) (1995 Grant)
(Filed as Exhibit 99.12 to the Corporation's
Registration Statement on Form S-8 as filed with the
Commission on December 18, 1997, and incorporated

herein by this reference thereto).*

10.8(iv) Form c¢f Replacement Option Under the 1995 Shareholder
Value Incentive Plan (Georgia-Pacific Group Stock}
(1996 Grant) (Filed as Exhibit 99.13 to the
Corporation's Registration Statement on Form S-8 as
filed with the Commission on December 18, 1997, and

incorporated herein by this reference thereto).*

10.8(v) Form of Replacement Option Under the 1995 Shareholder

Value Incentive Plan (Timber Group Stock) (1996 Grant)
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10.8(vi)

10.8(vii)

(Filed as Exhibit 99.14 to the Corporation's
Registration Statement on Form S-8 as filed with the
Commission on December 18, 1997, and incorporated

herein by this reference thereto}.*

Form of Replacement Option Under the 1995 Shareholder
Value Incentive Plan (Georgia-Pacific Group Stock)
(1997 Grant) (Filed as Exhibit 99.15 to the
Corporation's Registration Statement on Form S-8 as
filed with the Commission on December 18, 19%7, and

incorporated herein by this reference thereto).*

Form of Replacement Option Under the 1995 Shareholder

Value Incentive Plan (Timber Group Stock) (1997 Grant)

(Filed as Exhibit 99.16 to the Corporation's
Registration Statement on Form S-8 as filed with the
Commission on December 18, 1997, and incorporated

herein by this reference thereto).*

*Management contract or compensatory plan or arrangement required to be filed

pursuant to Item 14 (c)

10.8(viii)

10.8(ix)

of this Annual Report on Form 10-K.

Form of Special Replacement Option Under the 1995
Shareholder Value Incentive Plan (Georgia-Pacific Group
Stock) (1997 Grant) (Filed as Exhibit 99.17 to the
Corporation's Registration Statement on Form S-8 as
filed with the Commission on December 18, 1997, and

incorporated herein by this reference thereto).*

Form of Special Replacement Cption Under the 1935

Shareholder Value Incentive Plan (Timber Group Stock)
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10.9(1)

10.9 (i1}

10.9(iii)

10.10 (1)

10.10(ii)

(1997 Grant) (Filed as Exhibit 99.18 to the
Corporation's Registration Statement on Form S-8 as
filed with the Commission on December 18, 1997, and

incorporated herein by this reference thereto).*

Cutside Directors Stock Plan, adopted March 17, 1995
(Filed as Exhibit 10.12 to the Corporation's Quarterly
Report on Form 10-Q for the quarter ended March 31,

1995, and inccrporated herein by this reference

thereto) . *

Amendment No. 1 to the Qutside Directors Stock Pian,

effective May 6, 1997 (Filed as Exhibit 10.11 to the

Corporation's Quarterly Report on Form 10-Q for the
Quarter ended June 30, 1987, and incorporated herein by

this reference thereto).*

Amendment No. 2 to the Outside Directors Stock Plan,
effective September 23, 1998 (Filed as Exhibit 10.9 to
the Corpcration's Quarterly Report on Form 10-Q for the

Quarter ended September 30, 1998, and incorporated

herein by this reference thereto).*

Directors Deferred Compensation Plan, effective
September 22, 1998 (Filed as Exhibit 10.10(ii) to the
Corporation's Quarterly Report on Form 10-Q for the
quarter ended September 30, 1938, and incorporated

herein by this reference thereto).*

Form of Deferral Agreement. (Filed as Exhibit 10.10(i)
to the Corporation's Quarterly Réport on Form 10-Q for

the quarter ended September 30, 1998, and incorporated
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herein by.this reference thereto). ~

*Management contract or compensatory plan or arrangement required to be filed

pursuant to Item 14 (c) of this Annual Report on Form 10-K.

10.11(1) Receivables Purchase Agreement dated as of June 1,

1990, among Georgia-Pacific Corporation, as the Seller,
and Asset Securitization Cooperative Corporation,
Corporate Asset Funding Company, Inc., Falcon Asset
Securitization Corporation and Matterhorn Capital
Corporation, as the Purchasers, and Canadian Imperial -
Bank of Commerce, as the Administrative Agent, as

amended (Filed as Exhibit 10.9(ii) to the Corporation's

Annual Report on Form 10-K for the year ended December
31, 1996, and incorporated herein by this reference

thereto).

10,11 (1) Receivables Purchase Agreement dated as of June 1,

1990, among Georgia-Pacific Corporation, as the Seller,

and Canadian Imperial Bank of Commerce, Citibank, N.A.
and The First National Bank of Chicago, as the
Secondary Purchasers, and Matterhorn Capital

Corporation and Canadian Imperial Bank of Commerce, as

the Administrative Agent (Filed as Exhibit 10.9(iii) to

the Corporation's Annual Report on Form 10-K for the
year ended December 31, 1996, and incorporated herein

by this reference thereto).

10.12 (1) Georgia-Pacific Corporation/Georgia-Pacific Group 1987

Long-Term Incentive Plan (Filed as Exhibit 10.10(i) to
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the Corporation's Amendment No. 2 to Registration
Statement on Form S-4 as filed with the Commission on
November 7, 1997, and incorporated herein by this

reference thereto) .*

10.12(i1) . Form of Revised Georgia-Pacific Group 1997 Long-Term
Incentive Plan Option (Filed as Exhibit 10.1 to the
Corporation's Quarterly Report on Form 10-Q for the
quarter ended March 31, 1998, and incorporated herein

by this reference thereto).*

10.12(iii) Form of Revised Special Georgia-Pacific Group 1997
Long-Term Incentive Plan Option (Filed as Exhibit 10.2
to the Corporation's Quarterly Report on Form 10-Q for

the quarter ended March 31, 1998, and incorporated

herein by this reference thereto).*

*Management contract or compensatory plan or arrangement required to be filed

pursuant to Item 14(c) of this Annual Report on Form 10-K.

10.12 (iv) Form of Georgia-Pacific Group 1997 Long-Term Incentive
Plan Performance Stock Grant Agreement for the January
1, 1999 through December 31, 1999 Performance Period

(January 28, 1999 Grant).*

10.12(v) Form of Georgia-Pacific Group 1997 Long-Term Incentive
Plan Performance Stock Grant Agreement for the January
1, 1999 through December 31, 2000 Performance Period

(January 28, 1999 Grant).*
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10.12(vi) Form of Georgia-Pacific Group 1997 Long-Term Incentive
Plan Performance Stock Grant Agreement for the January
1, 1999 through December 31, 2001 Performance Period

(January 28, 1999 Grant).*

10.12(vii) Form of Georgia-Pacific Group 1997 Long-Term Incentive

Plan COption (January 28, 1999 Grant).*

10.13(1) Georgia-Pacific Corporation/Timber Group 1997 Long-Term Incentive
Plan (Filed as Exhibit 10.10(ii) to the Corporation's Amendment
No. 2 to Registration Statement on Form S-4 as filed with the
Commission on November 7, 1997, and incorporated herein by this

reference thereto) .*

10.13(ii) Form of Revised Timber Group 13997 Long-Term Incentive
Plan Option (Filed as Exhibit 10.3 to the Corporation's
Quarterly Report on Form 10-Q for the quarter ended
March 31, 1998, and incorporated herein by this

reference thereto) .*

10.14 (1) Wood Supply Policy Agreement between Georgia-Pacific
Group and The Timber Company, excluding Southeast

Arkansas and Mississippi, effective June 30, 1998.

10.14(i1) Wood Supply Policy Agreement between Georgia-Pacific
Group and The Timber Company for Southeast Arkansas and

Mississippi, effective June 30, 1998.

12 Statements of Computation of Ratio of Earnings to Fixed

Charges.

*Management contract or compensatory plan or arrangement required to be filed

pursuant to Item 14(c) of this Annual Report on Form 10-=K.
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13 Portions of Georgia-Pacific Corporation's 1998 Annual
Report to Shareholders. Such Report is not deemed to be
filed with the Commission as part of this Annual Report
on Form 10-K, except for the portions thereof expressly

incorporated by reference.

21 Subsidiaries.

23 Consent of Independent Public Accountants.
24 A Powers of Attorney.

27 Financial Data Schedule.

(b) Reports on Form 8-K

The Corporation filed Current Reports on Form 8-K dated March 31,
1998, June 2, 1998 and July 1, 1998, in which it reported under Item 5

- "Other Events."

SIGNATURES

Pursuant 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, thereunto duly authorized.
GEORGIA-PACIFIC CORPORATION

(Registrant)

By: /s/ A. D. Correll

(A. D. Correll,
Chairman, Chief Executiv
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Officer and President)

Date: March 18, 1999

Pursuant to the requirements of the Securities Exchange Act of 1934, this

report has been signed below by the following persons on pehalf of the

registrant and in the capacities and on the dates indicated.

Signature Title Date

As Qfficers or Directors of GEORGIA-PACIFIC CORPORATION

/s/ A. D. Correll Director, Chairman, Chief March 18, 1999

Executive Officer and President

(A. D. Correll) (Principal Executive Officer)

/s/ John F. McGovern Executive Vice President-Finance March 18, 1999

and Chief Financial Officer

(John F. McGovern) (Principal Financial Officer)

/s/ James EZ. Terrell Vice President and Controller March 18, 1999

(Principal Accounting Officer)

(James E. Terrell)

Director March 18, 1999

(Robert Carswell)

* Director March 18, 1999

(Jane Evans)
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* : Director March 18, 199%

(Donald V. Fites)

* Director ~ March 18, 1999

(Harvey C. Fruehauf, Jr.)

* . Director March 18, 1999

(Richard V. Giordano)

* Director March 18, 1999

(David R. Goode)

* Director March 18, 1999

(T. Marshall Hahn, Jr.)

* Director March 18, 1999

(M. Douglas Ivester)

* Director March 18, 1999

(Francis Jungers)

* Director March 18, 1999

(Louis W. Sullivan)
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* ' - Director : March 18, 1999

(James B. Williams)

*By/s/ James F. Kelley

(James F. Kelley)

*As Attorney-in-Fact for the Directors or OCfficers by whose names an asterisk

appears.

Report of Independent Public Accountants as to Schedule

To Georgia-Pacific Corporation:

We have audited in accordance with generally accepted auditing standards, the
consolidated financial statements of Georgia-Pacific Corpcration and
subsidiaries incorporated by reference in this Form 10-K, and have issued our
report thereon dated February 5, 1999. Our audits were made for the purpose of
forming an opinion on the basic financial statements taken as a whole. = Schedule
IT 1s the responsibility of the Corporation's management and is presented for
the purpose of complying with the Securities and Exchange Commission's rules and
is not part of the basic financial statements. This schedule has been subjected
to the auditing procedures applied in the audits of the basic financial
statements and, in our opinion, fairly 'states in all material respects the
financial data regquired to be set forth therein in relation to the basic

financial statements taken as a whole.
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'/S/ARTHUR ANDERSEN LLP

ARTHUR ANDERSEN LLP

Atlanta, Georgia

February 5, 1999

GEORGIA-~PACIFIC CORPORATION AND SUBSIDIARIES
SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS

FOR THE YEARS ENDED DECEMBER 31, 1998, 19397, AND 1986

(Millions)
Balance at Charged to Charged to Balance
beginning costs and Other at end of
Description of period expenses Accounts Deductions period
Year ended
December 31,
1998
Allowance for
doubtful
accounts $ 19 $ 14 $ 1 $ (9) *~ $ 25
Restructuring
reserves 70 - - (68) 2
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Year ended

December 31,

1997
Allowance for

doubtful

accounts $ 10
Restructuring

reserves 17

Year ended

December 31,

1996
Allowance for

doubtful

accounts $ 25
Restructuring

reserves 22

$ (10} $

*Recoveries of accounts previously written off.

**Accounts written off.

$ (13)** $ 19
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Report of Independent Public Accountants as to Schedule

To Georgia-Pacific Corporation:

We have audited in accordance with generally accepted auditing standards, the
coﬁbined financial statements of Georgia¥Pacific Corporation - Georgia-Pacific
Group incorporated by reference in this Form 10-K, and have issued our report
thereon dated February 5, 1999. Our audits were made for the purpose of forming
an épinion on the basic financial statements taken as a whole. Schedule II is
the responsibility of the Corporation's management and is presented for the
purpose of complying with the Securities and Exchange Commission's rules and is
not part of the basic financial statements. This schedule has been subjected to
the auditing procedures applied in the audits of the basic financial statements
and, in our opinion, fairly states in all material respects the financial data
required to be set forth therein in relation to the basic financial statements

taken as a whole.

/S/ARTHUR ANDERSEN LLP

ARTHUR ANDERSEN LLP

Atlanta, Georgia

February 5, 1999

GEORGIA-PACIFIC CORPORATION _ GEORGIA-PACIFIC GROUP

SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS
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- ’ ‘FOR THE YEARS ENDED DECEMBER 31, 1998, 1897,
(Millions)
Balance at Charged to Charged to
beginning costs and Other
Description of period expenses Accounts Deducti
Year ended
December 31,
1998
Allowance for
doubtful
accounts $ 19 $ 14 $ 1 3 (9
Restructuring
reserves 70 - - (68)
Year ended
December 31,
1997
Allowance for
doubtful
accounts $ 10 $ 21 $ 1 $ (13)

AND

ons

* *

1996

Balance
at end

of period

$ 19
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Restructuring

reserves 17

Year ended
December 31,
1996

Allowance for

doubtful
accounts $ 25
Restructuring
reserves ’ 22

$ (10} $

*Recoveries of accounts previously written off.

**Accounts written off.
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