UNITED STATES OF AMERICA

SECURITIES AND EXCHANGE COMMISSION

ATTESTATION

. |HEREBY ATTEST

that:

Autached is a copy of, annual report on Form 10-K405, for rhe
fiscal year ended December 31, 1999, received in this 'Commission
March 1, 2000, under the name USG Corporation, File No.

1-8864, pursuant ro the provisions of the Securities Exchange Act

of 1934.

on file in this Commission
- Februarv-5, 2001 ) M
- (D) Larry A{ills

Records Officer
Itis hereby certified that the Associate Executive Director, Office of Filings
and information Services, U.S. Securities and Exchange Commission,
Washington, D.C., which Commission was created by the Securities Ex-
change Actof 1934 (15 U.S.C. 78a et seq.) is official custodian of the records
and files of said Commission, and all records and fites created or established
by the Federal Trade Commission pursuant to the provisions ofthe Securities
Act of 1933 and transferred to this Commission in accordance with Section
210 ot the Securities Exchange Act of 1934, and was such official custodian
at the time of executing the above attestation, and that he/she, and persons
holding the positiops of Deputy Director, Associate Directors, Special
Assistant to the Director, Records Officer, and the Branch Chief of Records
Management, ¢ any one of them, are authorized to execute the above

attestation.
For the C ission "/
% %
Jonathan G. Katz

Secretary
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2000, the aggcregate market value of USG Corporation
common stock held by nonaffiliates (based upon the New York Stock Exchange
closing prices) was approximately $1,810,905,000.

As of January 31, 2000, 48,807,531, shares of common stock were

outstanding.
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USG is focused on building long-term stockholder value through dividends,
share repurchases and the five elements of i1ts strategic growth plan. USG began
paying a $0.10 per share cash dividend in the fourth gquarter of 1998 and
increased i1t to $0.15 in the fourth guarter of 1%99. Under a multi-year share
repurchase plan that contemplates buying back vp to 5 milliorn shares, USG has
bought back nearly 1.7 million shares since the program began in the fourth
guarter of 19598. USG is investing in its businesses under five central
strategies - building for growth by adding capacity and lowering production
ccsts, leading in product innovat:ion, expanding its building procducts
distribution business, enhancing custcmer service and promoting 1ts brand names.

USG's operations are organized 1nto three operating segments: North
" American Gypsum, Worldwide Ceilings and Building Products Distribution.

NORTH AMERICAN GYPSUM

Business

North American Gypsum, which manufactures and markets gypsum and related
products in the United States, Canada and Mexico, includes U.S. Gypsum in the
United States, the gypsum business of CGC Inc. ("CGC") in Canada, and Yeso
Panamericano S.A. de C.V. in Mexico. U.S. Gypsum is the largest producer of
gypsum wallboard in the United States and accounted for nearly one-third of
total demestic gypsum wallboard sales in 1999. CGC is the largest producer of
gypsum wallboard in eastern Canada.

Products

North American Gypsum manufactures and markets building and industrial
products used in a variety of applications. Gypsum panel products are used to
finish the interior walls and ceilings in residential, commercial and
institutional construction. These products provide aesthetic as well as
sound-dampening and fire-retarding value. The majority of these products are
sold under the SHEETROCK brand name. Also sold under the SHEETROCK brand name is
a line of joint compounds used for finishing wallboard joints. The DUROCK line
of cement board and accessories provides fire-resistant and
water-~damage-resistant assemblies for both interior and exterior construction.
In 1998, USG launched a new product platform: FIBEROCK brand gypsum fiber
panels. This product line currently includes abuse-resistant wall panels and
fioor underlayment. The Corporation produces a variety of plaster products used
to provide a custom finish for residential and commercial interiors. Like
SHEETROCK brand gypsum‘wallboard, these products provide aesthetic,
scund-dampening and fire-retarding value. Plaster products are sold under the

trade names of RED

Disclosure Page 6 -



{SG CORP - 1G-K Itling Date- 03 (] 14}

e manufacturec
ancd 1n central
he art manufactur:
ducoien L v wilil serve <o meet the demards of USC's custcmers and

2 V.
4

crove prof:itebility. Upon complet:cn of the f.ve projects described below, USG
wili have added more than 2 billion square feet of net new capacity with lower
cperating costs than these of the old facilities it is replacing.

in the second gquarter of 1999, U.S. Gypsum completed the startup of a new
ROCK brand gypsum wallboard and joint compcund plart :n Bridgeport, Ala.

Y new facility replaced the %0-year-old Plastercc, Va. ziant, which was
nutdown on December 23, 19%9%. In the M:idwest, U.S. Gypsum completed

onstruction of a new production line for SHEETROCK brand gypsum wallboard at
i1ts East Chicago, Ind., plant. This new line replaced an existing high-cost line
end began operation in the fourth quarter of 19%9.
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In the Northeast, U.S. Gypsum is building a new SHEETROCK brand gypsum
wallboard plant in Aliquippa, Pa. Construction of this facility 1s on schedule
to be completed in the second guarter of 2000. In the Northwest, ground was
broken in 1989 for a new SHEETROCK brand gypsum wallboard plant in Rainier,
Ore., which is expected to be fully operational in 2001. A significant portion
of the new capacity provided by this plant will replace existing USG shipments
into the region from plants as far away as Iowa, Texas and Ontario, Canada. In
the Southwest, construction began in 1999 on a new production line for SHEETROCK
brand gypsum wallboard at U.S. Gypsum's plant in Plaster City, Calif. This new
low-cost production line will replace a 4l-year-old, high-cost production line.
This facility also is expected to be fully operational in 2001.

Construction of a new facility to manufacture FIBEROCK brand gypsum fiber
panels, USG's newest product platform, was completed in the fourth quarter of
1989. This production line, located at the company's wallboard plant in Gypsum,
Ohio, will complement the gypsum fiber panel plant in Port Hawkesbury, Nova
Scotia, Canada.

In the fourth quarter of 1999, USG acquired Sybex, Inc., the holding
company of Beadex Manufacturing Company, Inc. and The Synkoloid Company of
Canada. Sybex operates joint compound and paper-faced metal corner bead plants
in the United States and Canada. With annual sales of approximately $58 million,
Sybex is the leader in joint compound in the Pacific Northwest and western
Canada and the leader in paper-faced metal corner bead in North America.

Gypsum rock is mined or quarried at 12 company-owned locations in the
United States and Canada. In 1999, these facilities provided approximately 84%
of the gypsum used by the Corporation's plants in North America. Certain plants
purchase synthetic gypsum or natural gypsum rock from various outside sources.
Outside purchases accounted for 16% of the gypsum used in the Corporation's
North American plants. The Corporation's geologists estimate that recoverable
rock reserves are sufficient for more than 30 years of operation based on the
Corporation's average annual production  of crude gypsum during the past five
years. Proven reserves contain approximately 198 millicn tons, of which
approximately 69% are located in the United States and 31% 1n Canada. Additicnal
reserves of approximately 153 million tons are found on three properties not in
operation. The Corporation's total average annual production of crude gypsum 1n
the United States and Canada during the past five years was 10.2 million tons.
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Marketing and Distribution

Distribution is carried out through L&W Supply Corporation ("L&W Supply”),
a wholly owned subsidiary of USG, building materials dealers, home improvement
centers and other retailers, contractors and specialty wallboard distributors.
Sales of gypsum products are seasocnal in the sense that sales are generally
greater from spring through the middle of autumn than during the remaining part
of the year. Based on the Corporation's estimates using publicly available data,
internal surveys, and gypsum wallboard shipment data from the Gypsum
Association, management estimates that during 1999, about 45% of total industry
velume demand for gypsum wallboard was generated by new residential construction
activity, 37% of volume demand was generated by residential and nonresadential
repair and remodel activity, 11% of volume demand was generated by new
nonresidential construction activity and the remaining 7% of volume demand was
generated by other activities such as exports and temporary construction.

Competition

The Corporation competes in North America as the largest of 13 producers of
gypsum wallboard products and in 1999 accounted for nearly one-third of total
gypsum wallboard sales in the United States. In 1999, U.S. Gypsum shipped 9.2
billion square feet of wallboard, the highest level in the Corporation's
history, out of total U.S. industry shipments (including imports) estimated at
31.0 billion square feet, also a record. Principal competitors in the United
States are: National Gypsum Company, Georgia-Pacific Corporation, James Hardie
Gypsum, The Celotex Corporation, Temple-Inland Forest Products Corporation,
American Gypsum and several smaller, regional competitors. Major competitors in
Canada include BPB Westroc and Georgia-Pacific Corporation. In Mexico, the
Corporation's major competitor is Panel Rey.

WORLDWIDE CEILINGS

Business

Worldwide Ceilings, which manufactures and markets interior systems
products worldwide, includes USG Interiors, Inc. ("USG Interiors"), the
international interior systems business managed as USG International and the
ceilings business of CGC. Worldwide Ceilings is a leading supplier of interior
ceilings products used primarily in commercial applications. In 1999, Worldwide
Ceilings was estimated to be the largest producer of ceiling grid and the
second-largest producer of ceiling txle in the world.

Products
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Mancfacturing

Wworidwide Ceilings' products are manufactured at 20 plants located in North
america, Europe and Asia-Pacific. These include 10 ceiling g¢grid plants, 5
ceiling tiie plants, 2 plants that produce other interior preducts and 3 plants
that produce or gprepare raw materials fcr ceiling tile and gr:d. Principal raw
materials used :in the production of Worldwide Ceilings' products include mineral
fiber, steel, perlite, starch and high-pressure laminates. Certain of these raw
materials are produced internally, while others are obtained from various
outside suppliers. Shortages c¢f raw materials used in this segment are not

expected.

USG Interiors' primary research and development are carried out at the
Corporation's research and development center in Libertyville, Ill., and at its
"Solutions Center"SM in Chicago, Ill. An additional metal forming research and
development facility in Avon, Chioc, provides product design, engineering and
testing services in addition to manufacturing development.

Marketing and Distribution

Worldwide Ceilings' products are sold primarily in markets related to the
new construction and renovation of commercial buildings. Marketing and
distribution are conducted through a network of distributors, installation
contractors, L&W Supply, and home improvement centers.

Competition

T..e Corporation estimates that it is the second-largest producer/marketer
of acoustical ceiling tile in the world. Principal global competitors include
Armstrong World Industries, Inc. (the largest manufacturer), OWA
Faserplattenwerk GmbR (Odenwald) and The Celotex Corporation. The Corporation
estimates that it is the world's largest manufacturer of ceiling grid. Principal
competitors in ceiling grid include WAVE (a joint venture between Armstrong
World Industries, Inc. and Worthington Industries) and Chicago Metallic
Corporation.

BUILDING PRODUCTS DISTRIBUTION
Business

Building Products Distribution consists of L&W Supply, the leading
distributor of wallboard and related building products in the United States. In
1898, L&W Supply distributed approximately 10% of all gypsum wallboard in the

United States (including approximately 28% of U.S. Gypsum's wallboard
producticn).

Marketing and Distribution
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Cempetition

L&W Supply's largest competitor, Gypsum Management Supply, is an
independent distributor with locations in the southern, central and western
United States. There are several regiocnal competitors, such as, CSR RINKER in
the scutheast (primarily in Flerida) and Strober Building Supply in the
ncrtheastern United States. L&W Supply's many local competitors include iumber
cealers, hardware stores, home improvement centers and acoustical tile
cistributors.

OTHER INFORMATION

The Corporation's plants are substantial users of energy. Five major fuel
types are used in a mix consisting of 82% natural gas, 10% electricity, 3% oil,
2% coke and 3% purchased hot air. With few excepticns, plants that use natural
gas are equipped with fuel standby systems, principally oil. Primary fuel
supplies have been adequate, and no curtailment of plant operations has resulted
from insufficient supplies. Supplies are likely to remain sufficient for
projected requirements. Energy price swap agreements are used by the Corporation
to hedge the cost of certain purchased fuel.

None of the operating segments have any special working capital
requirements or 1s materially dependent on a single customer or a few customers
on a regular basis. No single customer of the Corporation accounted for more
than 10% of the Corporation’'s 1999 or 1998 consolidated net sales. Because
orders are filled upon receipt, no operating segment has any significant
backlog.

Loss of one or more of the patents or licenses held by the Corporation
would not have a major impact on the Corporation's business or its ability to
continue operations. No material part of any of the Corporation's business is
subject to renegotiation of profits or termination of contracts or subcontracts
at the election of the government.

Ell of the Corporation's products regularly require improvement to remain
competitive. The Corporation also develops and produces comprehensive systems
employing several of its products. In order to maintain its high standards and
remain a leader in the building materials industry, the Corporation performs
ongoing extensive research and developrent activities and makes the necessary
capita!l expenditures to maintain production facilities in good operating
condition.

Orie of the Corperation's subsidiaries, U.S. Gypsum, is a defendant in
asbestos lawsuits alleging both property damage and personal injury. Information
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Ea Md. Gypsum, Chio Southard, Okla.
2r:dgeport, Ala. Jacksonville, Fla. Sperry, Iowa
Boston (Charlestown), Mass. New Qrleans, lLa. Stony Poaint, N.Y.
Detroit (River Rouge), Mich. Norfolk, Va. Sweetwater, Texas
tast Chacago, Ind. Qakfield, N.Y. Hagersville, Ontario, Canada
Empire, Nev. Plaster City, Calif. Mcntreal, Quebec, Canada
Fort Dodge, lowa Santa Fe Springs, Calaif. St. Jerome, Quebec, Canada icurrently :dle!
Trement, Calif. Shoals, Ind. Puebla, Puebla, Mexico

Galena Park, Texas Sigurd, Utan Saitillo, Coahuila, Mexico

The Flasterco, Va., plant was shutdown on December 23, 1999.

Joint Cempound (surface preparation and joint treatment products)

Auvburn, Wash. Gypsum, ©Ohio Edmonton, Alberta, Canada
Bridgeport, Ala. Jacksonville, Fla. Hagersville, Ontario, Canaca
Chamblee, Ga. Port Reading, N.J. Montreal, Quebec, Canada

Dallas, Texas Sigurd, Utah Surrey, British Columbia, Canada
East Chicago, Ind. Tacoma, Wash. (leased) Puebla, Puebla, Mexico

Fort Dodge, Iowa Torrance, Calif. Port Klang, Malaysia (leased)
Galena Park, Texas Calgary, Alberta, Canada

Gypsum Rock (mines and quar:i-s)

Alabaster (Tawas City}, Mach. Shoals, Ind. Sweetwater, Texas

Empire, Nev. Sigurd, Uteh Hagersville, Ontario, Canada

Fort Dodge, Iowa Southard, Okla. Little Narrows, Nova Scotia, Canada
Plaster City, Calif. Sperry, Iowa Windsor, Nova Scotia, Canada

Synthetic gypsum is processed at Belledune, New Brunswick, Canada.
Mining operations at Plasterco, Va., were shut down on December 23, 1999.
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A mica-processing plant is located at Spruce Pine, N.C.; perlite ore is
oduced at Grants, N.M.; and drywall metal products are manufactured at Medina,
o (leased). Metal lath, plaster and drywall accessories and light gauge steel
g products are manufactured at Puebla, Mexico. CGypsum f{iber panel products
preoducec at Gypsum, Chio, and Port Hawkesbury, Nova Scotia, Canada.

-faced metal corner bead 1s manufactured at Auburn, Wash. and Weirton,

aper
{adhesives

.Va. Various other products are manufactured at La Mirada, Calif.
and finishes) and New Orleans, la. (lime products).

0
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Ocean Vessels

Gypsum Transportation Limited, a wholly owned subsidiary of USG
headquartered in Bermuda, owns and operates a fleet of three self-unloading
ccean vessels. Under contract of affreightment, these vessels transport gypsum
rock from Nova Scotia to the East Coast plants of U.S. Gypsum. Excess ship time,

is offered for charter on the open market. A contract to build a

when available,
in

new self-unloading vessel was entered into with Hyundai Mipo Dockyard Ltd.
December 1999, providing for delivery in about 18 months from the date of

contract.

WORLDWIDE CEILINGS

Ceiling Tile

Cloguet, Minn. Walwofth, Wis. Aubange, Belgium
Greenville, Miss. San Juan Ixhuatepec, Mexico

Ceiling Grid

Cartersville, Ga. Dreux, France Viersen, Germany
Stockton, Calif. Oakville, Ontario, Canada Taipei, Taiwan (leased)
Westlake, Chio Peterlee, England (leased)

Auckland, New Zealand (leased) Port Klang, Malaysia (leased)

A coil coater and slitter plant used in the production of ceiling grid also is

Fat

located 1n Westlake, Ohio and a slitter plant is located in Stockton, Calif.
{leased) .

OCther Products

Access floor systems products are manufactured at Peterlee, England
(leased}, and Port Klang, Malaysia (leased). Mineral fiber products are
manufactured at Red Wing, Minn. and Walworth, Wis. Wall system products are
manufactured at Medina, Ohio (leased). Drywall metal products are manufactured
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tD the present.
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raro E. Fleming, &2
ecutive Vice President and
ief Financial Cffiucer

President ana Cnief F.narcial Officer ¢

Raymona T. Belz, 59 Vice President anc Contrcller, USG Corporation from
Sen.or Vice President and January 1994 to February 1995; Vice President
Controller: Executive Vice Financial Services, United States Gypsum Company from
President, Financial Operations, January 1994 to January 1995; Vice President and Chief
North American Gypsum and Financial Officer, North American Gypsum from January
worlcwide Ceilings 1995 to September 1996 Vice President Financial

Operations, North American Gypsum ancd Worldwide Ceilings
from September 1996 to February 1999,

Arthur G. Le:rsten, 58 Same position.
Sen.or Vice President and
General Counsel

Eaward M. Bosowski, 45 Vice President and Chief Financial Officer, Worldwide

Vice Presigent; President and Ceirl:ngs and V.ce President, USG Interiors, Inc. to
nief Executive Officer, Unated Septemper 1996; Executive Vice President - Marketing,

States Gypsum Company United States Gypsum Company to February 1999.

Erian W. Burrows, 60 Same position.

Vice President, Research and

Technology

fecraary 13643

february %59

February 1994

February .999

March :%87
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Erz z C.rector, Imployee Relations, Training and Corporate Decemper 15%8
V.Ce fres.zent, Emp.ovee Counsel tc Epral 1996; estcr, Human

RPescurces Planning and Develscment ana Corporate

ioyvee Cournse. <o Cecember 12¢7; 2irector, Human

fescurces - Cperations to [Jecember 1%4E.
Staniey L. Ferguscn, 47 Asscc:ate General Ccunsel to Feproary 1%6¢ Febriary 1G65%
Vice President and associate
General Counsel
Jean K. Holley, 40 Director, Information Technology, WMX Environmental August 186¢
Vice President and Chaef Menitoring Laboratories to March 1996; Director,
Information Officer Information Systems, Rust Industrial Services (a

subsidiary of Waste Management Corporation) to
Cecember 199€; Senior Director, Information
Technology, Waste Management Corporation to August

1998.
Marcia $. Kaminsky, 41 Director, Public Relaticns, The Nutrasweet Company to October 1998
Vice President, Communications March 1995: Vice President, 0.S5. Communications, Bank

cf Montreal/Harras Bank to January 19%7: Senior Vice
President, Public Affairs, Bank of Montreal/Harris
Bank to October 1998,

D. Rick Lowes, 45 Vice Presadent and Chief Financial Officer, CGC Inc. January 1%%¢
Vice President and Treasurer to January 1999.

Peter K. Maitland, 58 Director, Employee Benefits and Office Facilities to February 19¢¢
Vice President, Compensation, June 1967: Director, Employee Benefits and Office

Benefits and Admanistration Management to February 1999.

John H. Meister, 42 Director, Marketing East, United States Gypsum Company February 19¢9
Vice President. President and to July 1994; Vice President Marketing -~ East, United

Chief Executive Officer, USG States Gypsum Company to November 1995; Executive Vice

Interiors, Inc. President and Chief Operating Officer, L&W Supply

Corporation to May 1986:; President and Chief Executive
Officer, L&W Supply Corporation to February 1999.

Daniel J. Nootens, 61 Executive Vice President & Chief Operating Officer, June 1997
Vice President; Executive Vice United States Gypsum Company from July 1994 to

President, Strategic Manufacturing September 1996; Executive Vire President - Operations,

& Capital Investments, North North Amerisan Gypsum from September 1996 to June 1997.

American Gypsum and Worldwide

Ceilings

Robert B. Sirgant, 59 Vice President, National Accounts, United States August 1999
Vice President, Corporate Gypsum Company from July 1994 to January 1995; Vice

Customer Relations President, Corporate Accounts from January 1995 to

August 1999,
Dean Goossen, 52 Same position. February 1994
Corporate Secretary

12
13
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[

EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

The Zoliowing documents are filed as part of this 10-K Report:

The consolidated financial statements, notes to financial statements
znd repcrt cf independent public accountants included in the
Corporaticon's 199% Annuel Report to Stockholders and listed below are
incecrperated herein by reference:

Corsolidated Statement of Eérnings - Years ended December 31, 1999,
1958 and 1997.

Consolidated Balance Sheet - As of December 31, 1999 and 1998.

Consolidated Statement of Cash Flows - Years ended December 31, 1999,
1998 and 1997.

Consolidated Statement of Stockholders' Equity - Years ended December
31, 1999, 1998 and 1997.

Consolidated Statement of Comprehensive Income - Years ended December
31, 1999, 1998 and 1997.

Notes to Financial Statements.

Report of Independent Public Accountants.

Supplemental Financial Statement Schedules:
Schedule II - Valuation and Qualifying Accounts.

Report of Independent Public Accountants With Respect to Financial
Statement Schedule.

All other schedules have been omitted because they are not required,
are not applicable, or the information is included in the financial
statements or notes thereto.

14
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3. Exhibits (R

19

EXRIBIT

g. $-K, Item 601):
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PAGE

z Articles cf incorporaticn and by-laws:

(a} Restated Certificate oI Inccrporation of USG Corporation

{incorporated by reference to Exhibit 3.1 cf USG
Corpcration's form B-K, dated May 7, 18%3).

(b) Cert:ficate of Designation of Junior Participating
Preferred Stock, series D, cof USG Ceorpcration
(incorrorated by reference to Exhibit A of Exhibit 4 to
USG Corporation's Form 8-K dated March 27, 1998).

{c) Amended and Restated By-laws of USG Corporation,
dated as of March 27, 1998 (incorporated by
reference to Exhibit 3(ii} of USG Corporation's Form
10-Q, dated May 1, 1998).

4 Instruments defining the rights of security holders, including
indentures:

(a} Indenture dated as of October 1, 1986 between USG
Corporation and Harris Trust and Savings Bank, Trustee
(incorporated by reference to Exhibit 4(a) of USG
Corporation's Registration Statement No. 33-9294 on Form
S-3, dated October 7, 1986).

(b) Rights Agreement dated March 27, 1998, between USG
Corporation and Harris Trust and Savings Bank, as Rights
Agent (incorporated by reference to Exhibit 4 of USG
Corporation's Form 8-K, dated March 27, 1998).

(¢} Form of Common Stock certificate (incorporated by
reference to Exhibit 4.4 to USG Corporation's Form 8-K,
dated May 7, 1993).

The Corpeoration and certain of its consolidated
subsidiaries are parties to long-term debt instruments
under which the total amount of securities authorized
does not exceed 10% of the total assets of the
Corporation and its subsidiaries on a consolidated basis.
Pursuant to paragraph (b} (4) (iii) (A) of Item 601 of
Regulation S-K, the Corﬁoration agrees to furnish a copy
of such instruments to the Securities and Exchange
Commission upon request.

10 Material contracts:

(a) Management Performance Plan of USG Corporation
{incorporated by reference to Annex C of Amendment
No. B to USG Corporation's Registration Statement No.
33-40136 on Form 5-4, dated February 3, 1993).

14
15
(b) First Amendment to Management Performance Plan,
effective November 15; 1993, and dated February 1,
1994 (incorporated by reference to Exhibit 10(ag)
of Amendment No. 1 of USG Corporation's Registration
Statement Nec. 33-51845 on Form S$S-1).

(c) Amendment and Restatement of USG Corporation
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(d)

(e)

(f)

(h)

(1)

(k)

(1)

(m)

(n)

(o)

Supplemental Retirement Plan, effective as of July
1, 1997, and dated August 25, 1897 (incorporated by
reference to Exhibit 10(c) of USG Corporation's
Annual Report on Form 10-K, dated February 20,

1998).

First Amendment to Supplemental Retirement Plan,
effective July 1, 1997 (incorporated by reference to
Exhibit 10(d) of USG Corporation's Annual Report on
Form 10-K, dated February 26, 1999).

Form of Termination Compensation Agreement. 21

Form of Indemnification Agreement (incorporated by
reference to Exhibit 10(g) of Amendment No. 1 to USG
Corporation's Registration No. 33-51845 on Form S-1).

Form of Employment Agreement 32

Credit Agreement dated as of July 27, 1995, among
USG Corporation and the Banks listed on the
signature page thereto and Chase Manhattan Bank
(formerly Chemical Bank) as Agent (incorporated by
reference to Exhibit 99(a) of Amendment No. 3 to USG
Corporation's Registration Statement No. 33-60563 on
Form S-3, dated July 28, 1995).

Amendment No. 1, dated as of February 1, 1996, to
the Credit Agreement <{incorporated by reference to
Exhibit 10(1) of USG Corporation's 1995 Annual
Report on Form 10-K, dated February 29, 1996).

Amendment No. 2, dated as of May 14, 1997, to the
Credit Agreement (incorporated by reference to
Exhibit 10(1l) of USG Corporation's Annual Report on
Form 10-K, dated February 20, 1998).

1995 Long-Term Equity Plan of USG Corporation
(incorporated by reference to Annex A to USG
Corporation's Proxy Statement and Proxy, dated
March 31, 1995).

15+~

1999 Annual Management Incentive Program - USG

Corporation. 42

Omnibus Management Incentive Plan (incorporated by
reference to Annex A to USG Corporation's Proxy
Statement and Proxy, dated March 28, 1997).

First Amendment to Omnibus Management Incentive
Plan, dated as of November 11, 1997 (incorporated by
reference to Exhibit 10(p) of USG Corporation's
Annual Report on Form 10-K, dated February 20,

1998} .

Amended and Restated Stock Compensation Program for
Non-Employee Directors of USG Corporation, dated
July 1, 1987 (incorporated by reference to Exhibit
10(q) of USG Corporation's Annual Report on Form
10-K, dated February 20, 1998).
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i3 Bcrtions of USG Corporation's 1999 Annual Report to
Stockholders. (Such report 1is not deemed to be filed
with the Commission as part of this Annual Report on Form
10-K, except for the portions thereof expressly
incorgerated by reference.) 49
21 Subsidiaries 81
23 Censents of Experts and Ccunsel 82
24 Power of Attorney 83
27 Firancial Data Schedule 84
(b) Reports on Form 8-K:

No reports on Form 8-K were filed during the fourth quarter of 1999.
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INDEX TO EXHIBITS FILED
WITH THE ANNUAL REPORT ON FORM 10-K
FOR THE YEAR ENDED DECEMBER 31, 1999

EXHIBIT PAGE
1C(e) Form of Termination Compensation Agreement 21
10{g) Form of Employment Agreement 32
10(1) 1999 Annual Management Incentive Program - USG Corporation 42
13 Portions of USG Corporation's 1999 Annual Report to Stockholders 49
21 Subsidiaries 81
23 Consent of Experts and Counsel 82
24 Power of Attorney 83
27 Financial Data Schedule 84

If you wish to receive a copy of any exhibit, it may be obtained, upon payment

of reasonable expenses, by writing to:

Dean H. Goossen, Corporate Secretary
USG Corporation

Department #188

P.0O. Box 6721

Chicago, IL 60680-6721
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USG CORPORATICN
SCHEDULE II
VALUATION AND QUALIFYING ACCOUNTS
(DOLLARS IN MILLIONS}

PROVISION
CHARGED TO
BEGINNING COSTS AND
BALANCE EXPENSES
YEAR ENDED DECEMBER 31, 1999:
Doubtful ACCOUNES. ... ...i it iiinrriereenaneannann $ 14 $ 4
Cash discounts............ ... i, 4 59
YEAR ENDED DECEMBER 31, 1998:
Doubtful ACCOUNES. . ... iiiiiiiiiiiiiiaeeananraaan 14 4
Cash discounts......... .ttt 3 59
YEAR ENDED DECEMBER 31, 1597:
Doubtful ACCOUNTS. . ... ..ttt iaiaiiiemenananas 14 5
Cash discounts.............. i iimiriiieninnnnnnnn 3 52
18
19

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
WITH RESPECT TO FINANC{AL STATEMENT SCHEDULE

RECEIVABLES
WRITTEN OFF
AND DISCOUNTS ENDING
ALLOWED BALANCE
$ (4) $ 14
(59) 4
(4} 14
(58) 4
() 14
(52) 3

We have audited, in accordance with generally accepted auditing standards,
the consolidated financial statements included in USG Corporation's annual
report to stockholders incorporated by reference in this Form 10-K and have
issued our report thereon dated January 27, 2000. Our audit was made for the
purpose of forming an opinion on the consolidated financial statements taken as
a whole. The financial statement schedule on page 18 is the responsibility of
the Corporation's management and is presented for purposes of complying with the
Securities and Exchange Commission's rules and is not part of the consolidated
financial statements. The financial statement schedule has been subjected to the

auditing procedures applied in the audit of the consolidated 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 consolidated

financial statements taken as a whole.

/s/Arthur Andersen LLP
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SIGNATURES

Pursuant to the reguirements of Section 13 or 15(d) of the Securities
Exchange Act cf 1924, the Registrant has duly caused this report to be signed on
its behalf by the undersigned, thereunto duly authorized.

USG CORPORATICN
rebruary 29, 2000

By: /s/Richard H. Fleming
Richard K. Fleming
Executive Vice President and
Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this
report has been signed below by the following persons on behalf of the
Registrant and in the capacities and on the date indicated.

/s/ William C. Foote February 29, 2000
WILLIAM C. FOOTE

Chairman, President and Chief Executive:Officer

(Principal Executive Officer)

/s/ Richard H. Fleming February 29, 2000
RICHARD H. FLEMING .

Executive Vice President and

Chief Financial Officer

(Principal Financial Officer)

/s/ Raymond T. Belz February 29, 2000
RAYMOND T. BELZ

Senior Vice President and Controller
(Principal Accounting Officer)

ROBERT L. BARNETT, KEITH A. BROWN, ) By: /s/ Richard H. Fleming

W.RH. CLARK, JAMES C. COTTING, @ —==e—oe——eo—eo————————
LAWRENCE M. CRUTCHER, W. DOUGLAS ) Richard H. Fleming

FORD, DAVID W. FOX, VALERIE B. JARRETT, } Attorney-in-fact

MARVIN E. LESSER, P. JACK Q'BRYAN, ) Pursuant to Power of Attorney
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JOHW B. SCHWEMM, JUDITH A. SPRIESER, ) (Exhibit 24 hereto)
Directors ) February 29, 2000
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EXHIBIT 10 (e)

TERMINATION CCMPENSATION AGREEMENT

THIS AGREEMENT, made and entered into in duplicate as of the
1st day cf January, 2000, by and between USG CORPORATION, & Delaware corporation
(hereinafter, together with its subsidiaries, collectively referred to as the
"Corporation") and (hereinafter referred to as the "Executive").

WITNESSETH:

WHEREAS, the Executive has had extensive experience in the
business and affairs of the Corporation and is a valuable member of management;

and

WHEREAS, the Board of Directors of USG Corporation has
determined that it is appropriate to reinforce and encourage the continued
attention of members of the management of the Corporation, including the
Executive, to their assigned duties without distraction if the possibility
should arise of a change in control of the Corporation;

NOW, THEREFCRE, in consideration of the mutual covenants and

agreements hereinafter set forth, the parties hereto agree as follows:

1. EMPLOYMENT. During the term of this Agreement, the
Executive agrees to remain in the employ of the Corporation except as may be
permitted hereunder and to continue to perform the Executive's regular duties as

an executive of the Corporation.

2. CHANGE IN CONTROL. No benefits shall be payable hereunder
unless there shall have been a change in control of the Corporation, as set
forth below, and the Executive's employment by the Corporation shall thereafter
have been terminated in accordance with Section 3 below. For purposes of this
Agreement, a "change in control of the Corporation” shall be deemed to have

occurred if:

2%

2.1. any "person" (as such term is used in Sections
13(d) and 14(d) of the Securities Exchange Act of 1934, as -amended (the
"Exchange Act")) is or becomes the "beneficial owner" (as defined in Rule 13d-3
under the Exchange Act), directly or indirectly, of securities of USG
Corporation representing twenty percent (20%) or more of the combined voting
power of USG Corporation's then outstanding securities, or

2.2. during any period of two consecutive years,

individuals who at the beginning of such period constitute the Board of
Directors of USG Corporation cease for any reason to constitute at least a
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majority thereof; or

2.3. the Ccrporation is a party to (i) any
ccnsclidation or merger of USG Corporation in which it :s nct the continuing or
surviving ccrporaticn or pursuant to which its shares of commen stock would be
converted into cash, securities, or other property, or (ii) any sale, lease,
exchange, or other transfer (in one transaction or a series of related
transactions) of all or substantially all of the assets of the Corporation; or

2.4. approval by the stockholders of USG Corporation of
any pian or proposal for its ligquidation or dissolution.

3. TERMINATION FOLLOWING CHANGE IN CONTROL. If any of the
events described in Section 2 hereof constituting a change in control of the
Corporation shall have occurred, the Executive, if terminated within three (3)
years of any such change in control shall be entitled to the benefits provided
in Section 4 hereof, unless such termination is due to the Executive's death,
disability, or, except as provided below, retirement, or is by tr2 Corporation
for cause, or is by the Executive for other than good reason. It is expressly
understood and agreed that each occurrence of any change in control, as defined
in Section 2 hereof, shall commence a new three-year period, regardless of the
number of such occurrences. For purposes of this Agreement, the following

definitions shall apply.

3.1. "Disability" shall mean termination because of the
Executive's absence from the Executive's duties with the Corporation on a
full-time basis for six (6) consecutive months, as a result of incapacity due to
physical or mental illness, unless within thirty (30) days after Notice of
Termination (as hereinafter defined) is given following such absence the
Executive shall have returned to the full-time performance of the Executive's

duties.

3.2. "Retirement" shall mean termination in accordance
with the terms of the USG Corporation Retirement Plan (the "Retirement Plan")
and the USG Corporation Supplemental Retirement Plan (the

22

"Supplemental Plan"), if applicable, as in effect immediately prior to the
change in control, under circumstances where the Executive is immediately
eligible for retirement benefits. It is understood that eligibility of the
Executive for immediate retirement benefits, and any request therefor, does not
preclude Executive's receipt of benefits under Section 4 hereof as a result of
any termination by the Corporation without cause or by the Executive for good

reason.

3.3. "Cause" shall mean termination upon (i} the
willful and continued failure by the Executive to substantially perform the
Executive's duties (other than any such failure resulting from incapacity due to
physical or mental illness) after a demand for substantial performance has been
delivered by the Chief Executive Officer of the Corporation, which specifically
identifies the manner in which it :s believed that the Executive has not
substantially performed the Executive's duties, or (ii) the willful engaging by
the Executive in misconduct which is materially injurious to the Corporation.
For purposes of this paragraph, no act, or failure to act, on the Executive's
part shall be considered "willful” unless done, or omitted to be done, by the
Executive not in good faith and without reasonable belief that the action or
omission was in the best interest of the Corporation. Notwithstanding the
foregoing, the Executive shall not be deemed to have been terminated for cause
unless and until there shall have been delivered to the Executive a copy of a
Notice of Termination from the Chief Executive Officer of the Corporation, after
reasonable notice to, and an opportunity for the Executive, together with
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to be heard before the Board of Directors of the Corporation, finding
e good fzith opinion of such Board the Executive was guilty of conduct
(ii) of the first sentence of this Section 3.3 and

counsel,
that 1ir

in clauses (i} or
-ng the particulars thereof in detail.

2.4. "Good reason" shall mean termination subsequent to
rhange in control of the Corporation based on (i) a diminution in the
cutive's normal duties and responsibilities, including, but not limited to,
rgnment without the Executive's written consent of any diminished duties

pensibilities which are inconsistent with the Executive's positions,

duties, responsibilities and status with the Corporation immediately prior to a
change :n control, or a change in the Executive's reporting responsibilities,
titles cr cffices as in effect immediately prior to the change in control,
whether or not resulting from an act of the Corporation or otherwise, or any
removal of the Executive from or any failure to re-elect the Executive to any of
such positions, except in connection with the termination of the Executive's
employment for disability, retirement, or cause or as a result of the
Executive's death or by the Executive other than for good reason; (ii) a
reduction by the Corporation in the Executive's base salary as in effect on the
date hereof or as the same may be increased from time to time; (iii) a failure
by the Corporation to continue any

23

bonus, incentive or similar plans in which the Executive was entitled to
participate immediately prior to the change in control (the "Bonus Plans"), in
substantially the same form and substance as in effect at such time, or a
failure by the Corporation to continue the Executive as a participant in the
Bonus Plans on at least the same basis as the Executive participated at such
time in accordance with the Bonus Plans; (iv) the Corporation's requiring the
Executive, without the Executive's written consent, to be based anywhere other
than within thirty (30) miles of the Executive's office location immediately
prior to the change in control, except for required travel on the Corporation's
business to an extent substantially consistent with business travel obligations
immediately prior to the change in control; (v) the failure by the Corporation
to continue in effect any benefit, compensation, or retirement plan, savings
plan, stock purchase plan, stock option plan, other equity incentive plan, life
insurance plan, health and accident plan, or disability plan in which the
Executive was participating at the time of such change (or plans providing the
Executive with substantially similar bemefits), the taking of any action by the
Corporation which would adversely affect the Executive's participation in or
materially reduce the Executive's benefits under any of such plans or deprive
the Executive of any material fringe benefit enjoyed by the Executive at the
time of such change, or the failure by the Corporation to provide the Executive
with the number of paid vacation days to which the Executive was then entitled
in accordance with the Corporation's normal vacation policy in effect on the
date hereof; (vi) the failure by the Corporation to obtain assumption of the
obligation to perform this Agreement by any successor as contemplated in Section
6 hereof; (vii) any purported termination of the Executive's employment which is
not effected pursuant to a Notice of Termination satisfying the requirements of
Section 3.5 below (and, if applicable, Section 3.3 above):; and for purposes of
this Agreement, no such purported termination shall be effective; or (viii) the
failure of the Corporation, within five (5) business days of any change in
control, to establish and fund a Rabbi Trust, as required in Section 4.7 below.
3.5. Any purported termination by the Corporation
pursuant to Sections 3.1, 3.2, or 3.3 above or by the Executive pursuant to
Sections 3.2 or 3.4 above shall be communicated by written Notice of Termination
to the other party hereto. For purposes of this Agreement, a "Notice of
Termination” shall mean a notice which shall indicate the specific termination
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prevision in this Agreement relied upon and shall set forth in reasonable detail
the facts and circumstances claimed to provide a basis for termination of the
Execuzive's employment under the provisicn so indicated.

24

3.6. "Date of Termination" shall mean (i) if the
Executive's employment 1is terminated for disability, thirty (30} days after
Notice of Termination is given (provided that the Executive shall not have
returned to the performance of the Executive's duties on a full-time basis
during such thirty (30) day pericd); (ii) if the Executive's employment is
terminated for cause, the date specified in the Notice of Termination:; and (iii)
if the Executive's employment is terminated for any other reason, the date on
which a Notice of Termination is given. Anything in the immediately preceding
sentence to the contrary notwithstanding, "Date of Termination" for purposes of
Section 4.1 below shall mean the date on which any dispute arising under Section
2, this Secticn 3, or Section 6 of this Agreement is definitively adjudicated,

settled, or otherwise resolved.

4. CERTAIN BENEFITS UPON TERMINATION. If, after any change in
control of the Corporation shall have occurred, as defined in Section 2 above
and consistent with Section 3 above, the Executive's employment by the
Corporation shall be terminated (i) by the Corporation other than for
disability, retirement, or cause or (i) by the Executive for good reason, then
the Executive shall be entitled to the benefits provided below.

4.1. The Corporation shall pay the Executive full base
salary through the Date of Termination at the rate in effect at the time Notice
of Termination is given plus credit for any vacation earned but not taken. The
Corporation also shall pay the Executive the amount, if any, of any bonus for a
past fiscal year (and pro rata for any portion of the then current fiscal year
based solely on position par value), which has not yet been awarded or paid
under the Bonus Plans and shall continue in full force and effect through the
Date of Termination all stock ownership, purchase, or option plans, benefit or
compensation plans, and insurance or disability plans in effect at the time of
the change in control, or plans substantially similar thereto.

4.2. In lieu of any further salary payments to the
Executlve for periods subsequent to the Date of Termination, and subject to
Section 4.3 hereof, the Corporation shall pay as severance pay to the Executive
on or before the fifth (5th) day following the Date of Termination a lump sum
amount (the "lump sum amount") equal to two and ninety-nine one hundredths
(2.99) times the sum of (i) the Executive's then annual base salary, computed at
twelve (12) times the Executive's then current monthly pay, and (ii) the
Executive's full year bonus for the then current fiscal year, computed based
solely on par award opportunity for the applicable fiscal year under the then
current Annual Management Incentive Program of the Corporation at the value in
effect at the Date of Termination or the date of this

25

Agreement, whichever is higher, such lump sum payment to be subject to all
applicable federal, state, provincial and local income and FICA taxes, including

all required withholding.

4.3. The lump sum amount payable to the Executive under
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Section 4.2 shall be adjusted as set forth in this Section 4.3. If the sum (the

"combired amount"} cf the lump sum amount under Section 4.2 and all other
pavments cr benefits which the Executive has received or has the right to
receive from the Corporaticn which are defined in ss.280G(b) (2) (A) (1) of the
Inrernal Revenue Code of 1986, as amended (the "Code"), would constitute a
"parachute payment” (as defined in ss5.280G(b) (2) of the Code), the combined
amount shall, unless the fcllcwing sentence applies, be decreased by the
smallest amount that will eliminate any parachute payment. If the decrease
referred to in the preceding sentence is 10% or more of the combined amount,
ccmbired amount shall not be decreased, but rather shall be increased by an
amcunt sufficiernt o provide the Executive, after tax, a net amount equal to the
Code 55.4999 excise tax imposed on such combined amount, as increased pursuant
to this section. For this purpose, "after tax" means the amount retained by the
Executive after satisfaction (whether through withholding, direct payment or
otherwise) of all applicable federal, state, provincial and local income taxes
at the highest marginal tax rate, and the employee share of any applicable FICA
taxes. If at a time subsequent to any payment under Section 4.2, an additional
amount of Code s5s5.4999 excise tax is definitively determined to be due by either
the Internal Revenue Service or a court of competent jurisdiction, the
Corporation shall pay to the Executive an additional amount which, net of
Federal, state, provincial and local income, FICA and Code ss.4999 excise taxes,
will satisfy such additional Code ss.4999 excise tax, including applicable
interest and penalties. The parties acknowledge that the intention of the
preceding three sentences is to place the Executive in the position in which the
Executive would be if the Code ss.4999 excise tax did not exist.

the

4.4. If, following a change in control, as defined in
Section 2 above, the Executive's employment is terminated in accordance with
Section 3 above, the Corporation shall alsc pay to the Executive an amount equal
to all reasonable legal fees and expenses incurred by the Executive as a result
of such termination, including all such fees and expenses, if any, incurred in
contesting or disputing any such termination or in seeking to obtain or enforce
any right or benefit under this Agreement or incurred by the Executive in
seeking advice with respect to the matters set forth in Section 3.4 or Section {4

of this Agreement.

4.5. The Corporation shall credit the Executive with
three years of benefit and credited service in addition to the total number of
years of benefit and credited service the Executive has accrued under the

26

Retirement Plan, as supplemented by the Supplemental Plan. In the event the
Executive, after credit for the additional three years, has a total of less than
five years of credited service, said Executive nonetheless shall be treated as
if fully vested under the Retirement Plan and the Supplemental Plan, but with
benefits computed solely on the basis of such total benefit service. The total
amount of pension enhancement described in this Section 4.5 shall be reduced to
present value in accordance with assumptions consistent with those used by the
Corporation under the terms of such plans prior to the change of control, or,
more favorable to the Executive, prior to the termination of the Executive's
employment, based on age of the Executive at the date entitlement to benefits
under this Section 4 arises and then shall be paid to the Executive in a lump
sum on or before the fifth (5th) day following such date. The obligations
imposed by this Section 4.5 are contractual in nature only, running between the
Corporation and the Executive, and in no way shall be construed as new
obligations under or an amendment or attempted amendment of the Retirement Plan.

if

4.6. The Corporation shall maintain in full force and
effect, for the continued benefit of the Executive until the earlier of (i)
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three (3) years after the Date of Termination or (ii) the Executive's
commencement of full-time employment with a new employer, all employee welfare
olans and programs, including, but not limited to, life insurance, executive
death benefit, medical, health and accident, and disability plans or programs
(but excluding the Retirement Plan, the Supplemental Plan and the USG
Corporation Investment Plan) in which the Executive was entitled to participate
smmediately prior to the Date of Termination, provided that the Executive's
continued participation 1s possible under the general terms and provisions of
such plans and programs and subject to periodic changes in such benefits as are
copplicakble generally to all participants in such plans and programs. In
connection with the USG Corporation Executive Medical Expense Plan, the
Corporation will use its reascnable best efforts to permit the Executive to
continue to participate, at the Corporation's expense, and con a basis that is
tax-free to the Executive, in such Plan. In the event that, with respect to any
of the benefits referred to in this Section 4.6, the Corporation is unable to
provide the continuation of one or more of such the benefits described herein,
the Corporation shall provide benefits comparable to those which the Executive
would otherwise be entitled to receive under such plans and programs to the
Executive at the Corporation's expense. Except as provided in Section 4.3 above,
the Executive is responsible for any personal income taxes that might arise as a
result of the Executive's benefits under this Section. Notwithstanding the
continuation of welfare plans and programs hereunder, no service credit shall be
given for the period of such continuation.

27

4.7. Within five (5) business days of a change of
control, the Corporation shall establish a so-called "Rabbi Trust," the assets
of which shall be subject to the claims of the Corporation's creditors in the
event of the Corporation's insolvency. Said "Rabbi Trust" is intended to provide
a source of payment for benefits payable under this Agreement. Immediately after
the Rabbi Trust is established, the Corporation shall be obligated to deposit
with the trustee under such Rabbi Trust, an amount the proper officers of the
Corporation reasonably estimate could potentially be payable under this
Agreement. Funds in the Rabbi Trust shall be audited annually by external
auditors to ensure sufficiency of funding levels. Notwithstanding the foregoing,
if the assets in the Rabbi Trust are in fact insufficient to provide for all
benefits payable under this Agreement, such insufficiency shall be paid directly
by the Corporation from its general assets.

~

Any sum due pursuant to this Section 4 and not paid by such
time shall accrue for the benefit of Executive with interest at the prime rate
as then in effect at The Northern Trust Bank (or successor thereto).

The Executive shall not be required to mitigate the amount of
any payment provided for in this Section 4 by seeking other employment or
otherwise, nor shall the amount of any payment provided for in this Section 4 be
reduced by any compensation earned by the Executive as the result of employment
by another employer after the Date of Termination, or otherwise.

5. TERM OF AGREEMENT. Except as provided in the immediately
succeeding sentence, this Agreement shall have an original term expiring at the
close of business on December 31, 2000, and shall thereafter be automatically
extended for successive two-year terms expiring at the close of business on the
second December 31st following the commencement of each such extended term
unless the Corporation has notified the Executive of its election not to extend
the term of this Agreement not less than 120 days before the expiration of the
then current term, in which case this Agreement shall terminate at the
expiration of the then current term. Notwithstanding anything in this Agreement
to the contrary, this Agreement shall not terminate in the event that a change
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occurred.
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6. SUCCESSORS; BINDING AGREEMENT. (i) The Corporation shall
require any successor (whether direct or indirect, by purchase, merger,
consolidation or otherwise) to all or substantially all of the business and/or
assets of the Corporation, by agreement in form and substance satisfactory to
the Executive, to expressly assume and agree to perform this Agreement in the
same manner and to the same extent that the Corporation would be required to
perform it if no such succession had taken place. Failure of the Corporation to
obtain such agreement prior to the effectiveness of any such succession shall be
a breach of this Agreement and shall entitle the Executive to compensation from
the Corporation in the same amount and on the same terms as the Executive would
be entitled hereunder if the Executive terminated employment for good reason,
except that for purposes of implementing the foregoing and subject to the
provisions of Section 3.6 above, the date on which any such succession becomes
effective shall be deemed the Date of Termination. As used in this Agreement,
"Corporation" shall mean the Corporation as hereinbefore defined and any
successor to its business and/or assets as aforesaid which executes and delivers
the agreement provided for in this Section 6 or which otherwise becomes bound by
all the terms and provisions of this Agreement by operation of law. (ii) This
Agreement shall inure to the benefit of and be enforceable by the Executive's
personal or legal representatives, executors, administrators, successors, heirs,
distributees, devisees and legatees. If the Executive should die while any
amount would still be payable hereunder to the Executive if the Executive had
continued to live, all such amounts, unless otherwise provided herein, shall be
paid in accordance with the terms of this Agreement to the Executive's devisee,
legatee or other designee or, if there be no such designee, to the Executive's

estate.

7. NOTICES. Any and all notices which may be given
hereunder by either party to the other shall be sufficient if in writing and
sent by registered mail to the respective party at its or their last known
address.

8. MODIFICATIONS AND WAIVERS; ENTIRE AGREEMENT. No provisions
of this Agreement may be modified, waived or discharged unless such waiver,
modification or discharge is agreed to in writing signed by the Executive and
the Chief Executive Officer of the Corporation. No waiver by either party hereto
at any time of any breach by the other party hereto of, or compliance with, any
condition or provision of this Agreement to be performed by such other party
shall be deemed a waiver of similar or dissimilar provisions or conditions at
the same or at any prior or subsequent time. No agreements or representations,
oral or otherwise, express or implied, with respect to the subject

29
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matter hereof have been made by either party which are not expressly set forth
in this Agreement; provided, however, that this Agreement shall not supersede or
in any way limit the rights, duties or obligations the Executive may have under
any other written agreement with the Corporation, it being understood that any
rights, duties, or obligations of the Executive under this Agreement shall be
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teble or operative in the alternative and not in addition to any rights,
s, cr opligations of the Executive under any employment agreement now in
t or subsequently entered into by and between the Corporation and the
uvt.ve. Notwithstanding any cf the foregoing, this Agreement supersedes and
aces and by 1ts cwn force terminates any prior termination compensation

sse

D 0w

0O o

greement between thne parties.

W1y

3. GOVERNING LAW. The validity, interpretation, construction,

ricrmance of this Agreement shall be governed by the laws of the State of

re.

10. SEVERABILITY. The invalidity or unenforceability of any
provision of this Agreement shall not affect the validity or enforceability of
any other provisiocn of this Agreement, which shall remain in full force and

effect.
11. COUNTERPARTS. This Agreement may be executed in one or

more counterparts, each of which shall be deemed to be an original but all of
which together shall constitute one and the same instrument.

12. ARBITRATION. Any dispute or controversy arising under or
1n connection with this Agreement shall be settled exclusively by arbitration in
Chicago, Illinois in accordance with the rules of the American Arbitration
Association then in effect. Judgment may be entered on the arbitrator's award in
any court having jurisdiction. All reasonable expenses of such arbitration,
including the fees and expenses of the counsel for the Executive, shall be borne

by the Corporation.
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IN WITNESS WHEREOF, the parties hereto have executed this
Agreement as of the day and year first above written.

USG CORPORATION:

By:
Brian J. Cook
Vice President,
Human Resources
ATTEST:
Dean H. Goossen
Corporate Secretary
EXECUTIVE:
Name:

WITNESS:
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EXHIBIT 1C (g)

EMPLOYMENT AGREEMENT

THIS AGREEMENT, made and entered into as of the lst day of January,
oy and between USG CORPORATION, a Delaware corporation (hereinafter,
ner with its subsidiaries, collectively referred to as the "Corporation")
(the "Executive");

[

WITNESSETH:

WHEREAS, the Executive has had extensive experience in the business and
affairs of the Corporation and is a valuable member of management;

WHEREAS, the Corporation wishes to assure itself of the continued
availability of the Executive's services, and the Executive wishes to assure the
Executive's continued employment, all con and subject to the terms and conditions

hereinafter set forth; and

WHEREAS, the Executive, in the course of the Executive's employment
with the Corporation, has become and shall continue to become familiar with the
Corporation's near-permanent relationships with its customers, trade secrets and
other confidential information concerning the Corporation, including the
information referred to in Paragraph 7 hereof, and the Executive's services have
been and shall be of special, unique and extraordinary value to the Corporation.

NOW, THEREFORE, in consideration of the mutual covenants and agreements
hereinafter set forth, the parties hereto agree as follows:

1. Employment and Term. The Corporation hereby employs the Executive,
and the Executive hereby accepts employment by the Corporation, for an initial
term extending through the close of business on December 31, 2000 (herein, as
the same may be extended as provided in the next sentence, referred to as the
"term of this Agreement"), with such title and in such capacity and in the
performance of such executive and managerial duties as may be determined or
assigned to the Executive from time to time by or under the authority of the
Board of Directors of the Corporation. The term of this Agreement shall be
automatically extended for successive two-year terms expiring at the

32
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close of business on the second December 31st following the commencement of each
such extended term unless the Corporation has notified the Executive of its
election not to extend the term of this Agreement not less than 120 days before
the expiration of the then current term, in which case this Agreement shall
terminate at the expiration of the then current term.

2. Performance. The Executive agrees to devote the Executive's full
attention and best efforts throughout the term of this Agreement to the
performance of the duties assigned to the Executive by or under the authority of
the Board of Directors of the Corporation, all in the interest of the
Corporation and the successful operation of its business. The Executive shall
not directly or indirectly engage in any other business or commercial activity
during the Executive's employment hereunder without the prior consent of the
Board of Directors or Chief Executive Officer of the Corporation or his
designee, as appropriate. It is understood, however, that the Executive may
serve from time to time as a director of other business corporations and as a
or in other responsible capacities with charitable and public

director, trustee,
absent approval of the Board of

services organizations, provided only that,

Directors or Chief Executive Officer of the Ccrporation or his designee, as
appropriate, the same does not materially conflict or interfere with the
performance of the Executive's duties hereunder.

3. Compensation. The Corporation shall pay to the Executive as
compensation for the Executive's services hereunder a salary at the rate of not
less than dollars and cents ($ , . ) per annum in regular

pay installments at regular pay intervals. Such rate shall be increased to any
greater salary, if any, that shall have .been fixed for the Executive by the
30ard of Directors or Chief Executive Officer of the Corporation or his
designee, as appropriate. During such time, if any, as the Executive is deemed a
"continuing employee" under Paragraph 5 below, such salary shall also include
annual incentive awards, computed based solely on the par award opportunity
under the applicable Annual Management Incentive Programs (which shall be based
upon the opportunity applicable in the year of termination), prorated for
partial years. Additionally, the Executive, during the Executive's employment
hereunder, shall be entitled to participate in all benefits in which he normally
would be entitled to participate as an employee and key executive of the
Corporation, including, but not limited to, all retirement, investment, stock
ownership, stock option and other equity incentive plans, all life, health and
disability insurance, and all salary continuation plans,
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together with bonuses and such other grants of additional compensation or
supplemental benefits as may be granted from time to time by the Board of
Directors or Chief Executive Officer of the Corporation, as appropriate.

4. Vacations; Business Expenses. The Executive shall be entitled to
normal vacations consistent with the present practices of the Corporation, as
the same may be altered from time to time. The Corporation shall pay or
reimburse all of the reasonable expenses incurred by the Executive in
furtherance of or in connection with the business of the Corporation,
but not limited to, all such travel and entertainment expenses. If any such
expenses are paid in the first instance- by the Executive, the Corporation will
make reimbursement therefor upon submission of vouchers or other documents
supporting such expenses and their relationship to the business of the

Corporation.

including,

5. Termination. In the event the Executive during the term of this

Disclosure Page 48



USG CORP - 10-K

Fuling Date: 03/01/00

Agreement is discharged from employment by the Corporation without cause and is
not prompt.y appcinted or elected by the Corporation or any related or
zffiliated company Lo & position which carries with it salary and benefits at
least eqguai <o those contemplated by this Agreement, or 1s constructively
discharged by the Corporation, the Executive may at the Executive's option treat
such action as a material breach and violation of the provisions of this
igreement. For purposes cf this Agreement, "constructive discharge" means any
circumstance in which the Executive elects to terminate the Executive's

ration because (i) the Corporation has committed a
greement, (ii} the Executive has given the Corporation

employment with the Corpo
materxal breach of this 3
written nctice of such material breach, (iii; the Corporation has failed to
fully remedy such material breach within thirty (30) days of delivery of the
Executive's written notice, and (iv) the Executive by written notice to the
Corporation within ninety (90) days of the expiration of such thirty (30) days
period terminates the Executive's employment. In any such case, the Executive
shall be deemed a "continuing employee" of the Corporation,
Executive is permitted by the Corporation to render services under this
Agreement, and the Executive then shall be entitled to continuation of salary
payable in the manner specified in Paragraph 3 above and at the then existing
rate (but in no event less than the rate specified in said Paragraph 3), such
continuation to be for the balance of the then current term of this Agreement or
a period of two (2) years, whichever is greater. If deemed a "continuing
employee” under the immediately preceding sentence, the Executive additionally
shall be entitled to continuation of all

whether or not the
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other benefits specified in Paragraph 3 above (subject to periodic changes in
such benefits as are applicable generally to all participants in the plans) for
the balance of the then current term of this Agreement or a period of two (2)
years, whichever is greater (and, in the event that, with respect to any of such
benefits, the Corporation is unable to provide the continuation of one or more
of such benefits described above, the Corporation shall provide benefits
comparable to those which the Executive would otherwise be entitled to receive
under such plans and programs to the Executive at the Corporation's expense).
For purposes of the foregoing, (a) any stock option granted to the Executive
under any long-term equity plan of the Corporation ("Equity Plan") but not yet
exercisable, (b) any restricted stock granted to the Executive under any Equity
Plan and not yet freed of restrictions, and (c) any other equity awards or
incentives shall be dealt with, for time and performance vesting and all other
purposes, on the assumption that the Executive has continued as an employee of
the Corporation during the period in which the Executive is a continuing
employee under this Agreement. The Corporation shall also reimburse the
Executive for all reasonable legal fees and expenses incurred by the Executive
in order to enforce this Agreement for a right or benefit wrongfully denied by
the Corporation, provided, however, that legal fees incurred by the Executive
for general advice of counsel in the absence of such wrongful denial are not
reimbursable by the Corporation. The provisions of the four immediately
preceding sentences shall constitute the Executive's sole remedy in the event of
discharge without cause (or constructive termination). In the event discharge is
for cause, none of such provisions shall apply. For purposes of this Paragraph
5, "cause" shall mean (a) willful and continued failure by the Executive to
substantially perform the Executive's duties after a demand for substantial
performance has been delivered by the Chief Executive Officer of the Corporation
specifically identifying the manner in-which it is believed the Executive has
not substantially performed the Executive's duties, or (b) willful misconduct by
the Executive which is materially injurious to the Corporation or any related or
affiliated company. The right of the Executive to receive all continued benefits
to which the Executive may be entitled under this Paragraph 5 is further
contingent upon the Executive's compliance with the terms of this Agreement,
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including Paragraphs 7, 8, 9 and 10.

6. Disability or Death. If during the term of this Agreement the
Zxecutive shell become unable to perform the Executive's duties hereunder by
reason of disabiliity resulting from illness or other incapacity and such
disabil:ty shall continue for six (6) consecutive months, then compensation
rayaple under Paragraph 3 above shall be continued at the rate in effect
immediately prior to such disability and for the remainder of the period of

disab:lity (but
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not beyond the end of the unexpired current term of this Agreement); provided,
however, that any disability payments otherwise payable pursuant to this
Paragraph 6 shall be reduced by the amount of any other payments received under
any retirement plan or other disability or income plan or policy maintained in
force and effect by the Corporation during such period. In the event of the
Executive's death during the term of this Agreement, salary payments specified
under Paragraph 3 above shall cease as of the end of the month in which death
has occurred, and, in addition to any other payments made under any group life
or other plan, the Corporation thereafter shall make payments to the beneficiary
or beneficiaries designated in writing by the Executive (or if there be none, to
the Executive's estate) at a rate equal to fifty percent (50%) of the full rate
of salary in effect at the time of such death (without regard to any prior
reduction in rate under the disability provisions of this Paragraph 6), such
payments to be made at regular pay intervals and to be continued through the
remainder of the then current term of this Agreement.

7. Covenant Not to Compete. The Executive acknowledges that in the
course of the Executive's employment with the Corporation, the Executive has
become and shall continue to become familiar with the Corporation's
near-permanent relationships with its customers, trade secrets and other
confidential information concerning the Corporation, including, but not limited
to, information, data, and plans, both technical and business in nature, such as
customer lists and records, sales records and marketing plans, research and
technical reports and records, formulas, processes, inventions, patent
applications, designs and drawings, instructions and training manuals, business
and financial information, salary information, contracts and other legal
documents, and correspondence to which the Corporation has been a party, and
that the Executive's services have been and shall be of special, unigque and
extraordinary value to the Corporation. Therefore, while employment continues
under this Agreement (including any period in which the Executive is deemed a
"continuing employee"” pursuant to Paragraph 5 above) and for a period of
eighteen (18) months thereafter (the "Non-Compete Period"), the Executive shall
not engage or participate, directly or indirectly, as a partner, officer,
director, employee, advisor, or otherwise, in any corporation, business, or
activity which competes or is then competitive with the Corporation or any of
its affiliated companies in the manufacture or sale of any line of products in
any state of the United States, any province of Canada and any state of Mexico
where the Corporation then does business, provided, however, that the foregoing
restriction shall not be construed to prevent the Executive from owning or
acquiring less than five percent (5%) of the publicly traded voting stock of a

competing corporation; and
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proviaed, further, that if any court of competent jurisdiction should hereafter
determine in the course of litigation that the provisions of this Paragraph 7
are unreasonaktle with respect to length of time, geographic areas or activities
restrained, then this Paragraph 7 shall be construed to cperate only for such
period of time, in such geographic areas, and in respect of such activities as
said court shall determine to be the maximum reasonable restraint in the

circumstances.

8. Confident:ial Information. The Executive shall not during the term
of this Agreement or at any time thereafter use for the Executive's benefit or
the benefit of others or disclose to others any information, data, or plans,
whether technical ¢r business in nature, which are treated as confidential by
the Corporation, except to the extent such use or disclosure is required by or
necessarily incident to performance of duties by the Executive under this
Agreement and except to the extent such information, data, or plans have become
a matter of public knowledge other than as a result of the Executive's breach of
this Agreement. For purposes of this Paragraph 8, such information, data, or
plans shall include, but not be limited to, research and technical reports and
records, formulas, processes, inventions, patent applications, designs and
drawings, instructions and training manuals, business and financial information,
customer lists and records, sales records and marketing plans, salary
information, contracts and other legal documents, and correspondence to which
the Corporation has been a party. The Executive shall deliver to the Corporation
at the termination of the Executive's employment period or at any other time the
Corporation may request, all memoranda, notes, plans, records, reports, computer
tapes, printouts and software and other documents and data {and copies therecf)
relating to the confidential information, Work Product (as defined below) or the
business of the Corporation which the Executive may then possess or have under

the Executive's control.

9. Inventions and Patents. The Executive hereby assigns to the
Corporation all right, title, and interest to all patents and patent
applications, all inventions, innovations, improvements, developments, methods,
designs, analyses, drawings, reports and all similar or related information (in
each case whether or not patentable), all copyrights and copyrightable works,
all trade secrets, confidential information and know-how, and all other
intellectual property rights that are conceived, reduced to practice, developed
or made by the Executive while employed by the Corporation and that (i) relate
to the Corporation's actual or anticipated business, research and development or
existing or future products or services; or (ii) are conceived, reduced to
practice, developed or made using any of the equipment, supplies,
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facilities, assets or-resources of the Corporation (including, but not limited
to, intellectual property rights) ("Work Product"). The Executive shall promptly
disclose such Work Product to the Corporation and perform all actions reasonably
requested by the Corporation (whether during or after the Executive's period of
employment with the Corporation) to establish and confirm the Corperation's
ownership (including, without limitation, assignments, consents, powers of
attorney, applications and other instruments}.

10. Non-Solicitation. The Executive acknowledges that in the course of
the Executive's employment with the Corporaticn, the Executive has become and
shall become familiar with the Corporation's near-permanent relationships with
its customers, trade secrets and other confidential information concerning the
Corporation, including, but not limited to information, data, and plans, both
technical and business in nature, such as customer lists and records, sales
records and marketing plans, research and technical reports and records,
formulas, processes, inventions, patent applications, designs and drawings,
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instructions and training manuals, business and financial information, salary
information, contracts and other legal documents, and correspondence to which
the Corporation has been a party, and that the Executive's services have been
and shall be of special, unigue and extraordinary value to the Corporation.
Therefcre, while employment continues under this Agreement (including any period
:n which the Executive 1s deemed a "continuing empleyee" pursuant to Paragraph 5
apove) and for eighteen (18) months thereafter, the Executive shall not directly
or indirectly through another entity (other than in connection with the
verformance of the Executive's duties for the Corporation) (i) induce or attempt
to 1nduce any employee of the Corporation to leave the employ of the
Corporation, 'Oor in any way interfere with the relationship between the
Corporation and any employee thereof, (1i) hire any person who was an employee
of the Corporaticn at any time during the Executive's period of employment with
the T:rpcration or (iii) induce or attempt to induce any customer, supplier,
licenszee, licensor, franchisee or other business relation of the Corporation to
cease doing business with the Corporation or in any way interfere with the
relationship between any such customer, supplier, licensee, licensor, franchisee
or business relation and the Corzsration, including, without limitation, by
making any negative statements or communications about the Corporation.
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11. Acknowledgments by Executive. Executive hereby agrees and
acknowledges (i) that the Corporation has a protectable interest in the
information, data, and plans, both techhical and business in nature, which are
treated as confidential by the Corporation, as well as the goodwill and
specialized knowledge acquired by the Executive during the course of the
Executive's employment with the Corporation; (ii} that the provisions of
Paragraphs 7, 8, 9 and 10 of this Agreement are in consideration of (a)
employment with the Corporation, (b) employment for a fixed period of time, (c)
eligibility to participate in the Corporation's benefit plans and enter into
this extended Employment Agreement and any extended termination compensation
agreement with the Corporation, (d) access to and use of confidential

including but not limited to information, data, and plans, both

information,
sales

technical and business in nature, such as customer lists and records,
records and marketing plans, research and technical reports and records,
formulas, processes, inventions, patent applications, designs and drawings,
instructions and training manuals, business and financial information, salary
information, contracts and other legal documents, and correspondence to which
the Corporation has been a party, (e) accdess to and the Executive's development
on behalf of the Corporation of near-permanent relationships with the
Corporation's customers, and (f) additional good and valuable consideration as
set forth in this Agreement; (iii) that the restrictions contained in Paragraphs
7, 8, 9 and 10 do not preclude the Executive from earning a livelihood, nor do
they unreasonably impose limitations on the Executive's ability to earn a
living, and that the potential harm to the Corporation of the non-enforcement of
Paragraphs 7, 8, 9 and 10 outweighs any harm to the Executive of their
enforcement by injunction or otherwise; and (iv) that the Executive has
carefully read this Agreement, has given careful consideration to the restraints
imposed upon the Executive by this Agreement and is in full accord as to their
necessity for the reasonable and proper protection of the Corporation's near
permanent customer relationships and confidential information, data and plans,
and that each and every restraint imposed by this Agreement is reasonable with
respect to subject matter, time period and geographical area.

12. Specific Performance. In the event of the Executive's breach or
threatened breach of Paragraph 7, 8, 9 or 10 of this Agreement, the Executive
acknowledges that such breach would give rise to irreparable harm to the
Corporation incapable of compensation by money damages, and therefore agrees
that the Corporation shall be entitled to a temporary restraining order and an
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injunction and may pursue all other available remedies for such breach or
threatened breach. The Executive further acknowledges that, if the Corporation

shall prevail in demonstrating any
39

such breach or threatened breach or obtaining any such remedy, the Corporation
shelli be entitled to recover from the Executive all reasconable legal fees and
expenses incurred by the Corporation in enforcing its rights under this
Agreement.

13. Assignment and Delegation. The Corporation may assign all rights
and delegate all duties under this Agreement to a parent corporation,
subsidiary, affiliated company or successor to all or a portiocn of its business
which assumes in writing all obligations imposed by this Agreement. Apart from
the foregoing, this Agreement is personal between the parties, and neither party
shall assign rights or attempt to delegate duties hereunder without the prior

written consent of the other.

14. Modifications and Waivers; Entire Agreement. No provisions of this
Agreement may be modified, waived or discharged unless such waiver, modification
or discharge is agreed to in a writing signed by the Executive and the Chief
Executive Officer of the Corporation. No waiver by either party hereto at any
time of any breach by the other party hereto of any condition or provision of
this Agreement to be performed by such other party shall be deemed a waiver of
the same or similar provisions or conditions at the same or any prior or
subsequent time. No agreements or representations, oral or otherwise, express or
implied, with respect to the subject matter hereof have been made by either
party which are not expressly set forth in this Agreement. This Agreement
supersedes and replaces and by its own force terminates any prior Employment
Agreement between the Executive and the Corporation or a subsidiary or affiliate
thereof. It is understood and agreed, however, that all rights of the Executive
under any termination compensation agreement or severance plan or agreement to
which the Corporation and the Executive are parties shall endure. It is further
understood and agreed that any rights of the Executive under this Agreement
shall be assertable or operative in the alternative and not in addition to any
rights of the Executive under any such termination compensation agreement or

severance plan or agreement.

15. Severability. The invalidity or unenforceability of any provision
of this Agreement shall not affect the validity or enforceability of any other
provision of this Agreement, which shall remain in full force and effect.
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16. Governing Law. The validity, interpretation, construction, and
performance of this Agreement shall be governed by the laws of the State of

Illinois.

17. Notices. Any and all notices which may be given hereunder by
either party to the other shall be sufficient if in writing and sent by
registered mail to such other party at their last known address.

k kK ok *  *

IN WITNESS WHEREOF, the parties hereto have executed this Agreement as
of the day and year first above stated.
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USG CORPORATION:

- By:
Brian J. Cook
Vice President,
Human Resources
ATTEST
Dean H. Goossen
Corporate Secretary
EXECUTIVE:
Name
WITNESS:
Name
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EXHIBIT 10 (1)

1999
ANNUAL
MANAGEMENT INCENTIVE
PROGRAM

USG CORPORATION

PURPOSE

To enhance USG Corporation's ability to attract, motivate, reward and retain key

employees of the Corporation and its operating subsidiaries and to strengthen
the existing mutual interest between such key employees and the Corporation's
stockholders by providing incentive award opportunities to such key employees
who discharge their accountabilities in a manner which makes a measurable
contribution to the Corporation's earnings.

INTRODUCTION
This Annual Management Incentive Program is in effect from January 1, 1999
through December 31, 1999.

ELIGIBILITY

Individuals eligible for participation in this Program are those officers and
other key employees occupying management positions in Broadband 13 or higher
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{775 or meore points). Employees who participate in any other annual incentive
program of the Corporation or any of its subsidiaries are not eligible to

participate in this Program.
GOALS

or the 13%9 Annual Management Incentive Program, Net Earnings, Goal Income and
trategic Targets for USG Corporation, Subsidiaries and Profit Centers will be
cetermined by the Grants and Awards Subcommittee of the Compensation and
Crgenization Ccmmittee of the USG Board of Directors (the "Subcommittee") after
ccnsidering recommendations submitted from USG Corporation and Operating
Subsidiaries. Ex:cept in the case of a Named Executive Officer (as defined in the
Administrative CGuidelines below), Profit Center goals may be adjusted by the
Chairman of USG Corporation if business conditions or other significant

‘ unforeseen circumstances beyond the control of the Profit Center have a major

oy

impact on opportunity.
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AWARD VALUES

For the Annual Management Incentive Program, position target incentive values
are based on level of accountability and are expressed as a percent of approved
annualized salary. Resulting award opportunities represent a fully competitive
incentive opportunity for 100% (target) achievement of Corporate, Operating
Subsidiary and/or Profit Center goals:

Chairman & CEO - USG Corporation 70%
President & COO, USG Corporation; 60%
President & CEOQO, L&W Supply Corporation

50%

- Executive Vice President & Chief Financial Officer

Senior Vice President & General Counsel

. Senior Vice President & Chief Administratjive Officer

Vice President, USG Corporation;
President & CEQ, U.S. Gypsum Company

Vice President, USG Corporétion;
President & CEQ, USG Interiors, Inc

USG CORPORATION & OPERATING SUBSIDIARIES
OFFICERS AND MANAGERS
Vice President, USG Corporation; 45%
Executive Vice President Strategic Mfg & Capital Investments,

North American Gypsum and Worldwide Ceilings

Executive Vice President - Operations, North American Gypsum

Senior Vice President & Controller, USG Corporation;
Executive Vice President Financial Operations
North American Gypsum and Worldwide Ceilings

Vice President Research & Technology, USG Corporation 40%
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Executive Vice President & COQ, L&W Supply Corporation
Sr Vice President Internaticnal, USG Interiors, Inc.
Vice President, Human Resources, USG Corporation
rresident & C=Z0, CGC, Inc.
Vice President & Chief Information Officer, USG Corporation
Vice President Communications, USG Corporation
jSG CORPORATION, OPERATING SUBSIDIARIES & PROFIT CENTERS
OFFICERS AND MANAGERS

Position Reference Pocint: $148,980 and over 35%

Position Reference Point: $132,720 - $148,97% 25%

Position Reference Point: 5118,380 - 5132,718 20%

Posirion Reference Point: $94,860 - $118,379 15%

Position Reference Point: $91,320 - $94,8%59 10%
43
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AWARDS

Incentive awards for all participants in the 1999 Annual Management Incentive
Program will be reviewed and approved by the Subcommittee.

THE TOTAL OF ALL INCENTIVE AWARDS PAID UNDER THIS PROGRAM WILL NOT EXCEED 4.0%
OF USG CORPORATION'S 1999 CONSOLIDATED GOAL INCOME. IN THE EVENT THAT AWARDS
OTHERWISE PAYABLE PURSUANT TO THE ANNUAL MANAGEMENT INCENTIVE PROGRAM EXCEED
SUCH AMOUNT, ALL AWARDS WILL BE REDUCED PRORATA TO AN AGGREGATE AMOUNT EQUAL TO
4.0%.

For all participants, the annual incentive award opportunity is the annualized
salary in effect at the beginning of the calendar year (March 1 of the calendar
year for the twenty-two most senior executives) multiplied by the applicable
position target incentive value percent.

Incentive awards for 1999 will be based on:

NET EARNINGS: 20% - 60% OF INCENTIVE
based on the Corporation's year-end financial statements.

GOAL INCOME: ~ 20% - 60% OF INCENTIVE
(net sales less cost of sales and selling and administrative
expenses) based on the Corporation's year-end financial

statements.
STRATEGIC FOCUS TARGET: 20% OF INCENTIVE
PERSONAL PERFORMANCE: 20% OF INCENTIVE

{except in the case of the twenty-two (22) most senior executives whose
awards are based sclely on degree of achievement of Net Earnings and/or
Goal Income (60%) and Strategic Focus Target (40%) results}.

Except in the case of a Named Executive Cfficer, other appropriate performance
measures as approved by the Subcommittee.

1. For participants to qualify for the NET EARNINGS and/or GOAL INCOME
segment comprising 60% of their award, their respective organization (e.g.
Corporation/Group/ Subsidiary, etc. as described on page 6) must achieve
75% or higher of its net earnings or goal income target.

2. NET EARNINGS and GOAL INCOME segment award amounts will be determined
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according to the following schedule:

Net Earnings/ Adjustment Factor for Corporate, Group,
Gca: Irccme Achievement Stbsidiary or Profit Center Performance
Below 75% 03
75% 50%
§0% 60%
50% 80%
160% 100%
110% 120%
120% 140%
140% 180%
15C% 200%
44
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3. For participants to qualify for the STRATEGIC FOCUS TARGET segment

comprising 20% {(40% for the twenty-two most senior executives) of their
incentive award, their respective organization must achieve a minimum
level of performance related to the specified strategic focus. The
Strategic Focus Targets will be measurable, verifiable and derived from
the formal strategic planning process (e.g., cost reduction, sales growth,
market share gain, margins, etc.). The award adjustment factor for this
segment will range from 0.5 (after achieving minimum performance levels)
to 2.0 for maximum attainment. Participants will receive schedules of
Strategic Focus Targets upon approval by the Subcommittee.

q. Except with respect to the twenty-two (22) most senior executives

(including the Named Executive Officers) whose awards are based solely on
achievement of Net Earnings, Goal Income and Strategic Focus Targets,
participants will have a third segment comprising 20% of their incentive
award based upon their individual Personal Performance Rating according to

the following schedule:

Personal Personal Performance
Performance Rating Adjustment Range

Far Exceeded Expectations 1.70 - 2.00

Exceeded Expectations . 120 -150
Achieved Expectations 100 - 1.10
Partially Achieved Expectations 0.80 - 0.90

THE MAXIMUM INCENTIVE AWARD INCLUDING ALL SEGMENTS OF THIS PROGRAM IS 200%
OF THE TARGET INCENTIVE OPPORTUNITY.

The Subcommittee may eliminate awards to any participant who fails to
receive a Personal Performance Rating of "Partially Achieved Expectations"
or better under the Corporation's Performance Planning and Review (PPR)

system.

5. Target incentive award opportunities and calculations of awards for

participants will be based on the achievement of specific Corporate,
Group, Subsidiary and/or Profit Center net earnings, goal income and
strategic focus targets as displayed on the following page or as otherwise
may be established subject to approval of the Chairman:
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EARTICIPRNTS
USG CORPORATION
N Senior Executive Management
g USG Corporation Staff
NORTH AMERICAN GYPSUM
~ VP, USG Corporation
President & CEQ, U.S. Gypsum Co.
- Exec. VP - Operations, NAG
~ General Mgr - IGD
- General Mgr - Materials Division

- Profit Center Staff

- President & CEO, CGC, Inc

- President & General Mgr, YPSA

- Customer Service Staff

- U.S5. Gypsum Staff

- CGC, Inc Staff

~ WORLDWIDE CEILINGS

- VP USG Corporation
President & CEO, USG Interiors
- Sr VP International, USG Interiors

USG Interiors, Inc Staff

L&W SUPPLY CORPORATION

Exec VP & COO, L&W Supply

L&W Supply Corporation Staff
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BASIS FOR

FINANCIAL MEASURES
INCENTIVE AWARD

(60% OF TARGET INCENTIVE)

60% Net Earnings, USG Corporation
60% Net Earnings, USG Corporation

20% Net Earnings, USG Corporation
40% Goal Income, U.S. Gypsum Co.

10% Goal Income, North American Gypsum
20% Goal Income, U.S. Gypsum Company
30% Goal Income, Profit Center/Division

20% Net Earnings, USG Corporation

20% Goal Income, North American Gypsum

20% Goal Income, CGC, Inc

25% Goal Income, North American Gypsum

35% Goal Income, YPSA

20% Net Earnings, USG Corporation

20% Goal Income, U.S. Gypsum Company
20% Goal Income, USG Interiors, Inc.

25% Goal Income, North American Gypsum
' 35% Goal Income, U.S. Gypsum Company

20% Goal Income, North American Gypsum

40% Goal Income, CGC, Inc

fb% Net Earnings, USG Corporation

40% Goal Income, Worldwide Ceilings

25% Goal Income, Worldwide Ceilings
35% Goal Income, USG Interiors, Inc

20% Net Earnings, USG Corporation

20% Goal Income, North American Gypsum

20% Gecal Income, L&W Supply

20% Goal Income, North American Gypsum

40% Goal Income, L&W Supply

10% Goal Income, North American Gypsum
20% Goal Income, L&W Supply Corporation

BASIS FOR
STRATEGIC
INCENTIVE

40%
20%

40%

20%

40%

20%

20%

20%

20%

10%

20%

40%

20%

20%

30% Goal Income, Profit Center (Business Unit)

FOCUS
AWARD

——
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€. SPECIAL AWARDS

in addition to the incentive cpportunity provided by this Program, a

sctecial award may be recommended for any participant or non-participant,
cother than a Named Executive Cfficer, who has made an extraordinary
contribution to the Corpcration's welfare or earnings.

GENERAL PROVISIONS

1. The Subcommittee shall review and approve the awards recommended for
officers and other employees who are eligible participants in the 1999
Annual Management Incentive Program. The Subcommittee shall submit to the
Board of Directors, for their ratification, a report of the awards for all
eligible participants including corporate officers approved by the
Subcommittee in accordance with the provisions of the Program.

2. The Subcommittee shall have full power to make the rules and regulations
with respect to the determination of achievement of goals and the
distribution of awards. No awards will be made until the Subcommittee has
certified goal achievement and applicable awards in writing.

3. The judgement of the Subcommittee in construing this Program or any
provisions thereof, or in making any decision hereunder, shall be final
and conclusive and binding upen all employees of the Corporation and its
subsidiaries whether or not selected as beneficiaries hereunder, and their
heirs, executors, personal representatives and assigns.

4. Nothing herein contained shall limit or affect in any manner or degree the
normal and usual powers of management, exercised by the officers and the
Board of Directors or committees thereof, to change the duties or the
character of employment of any employee of the Corporation or to remove

the individual from the employment of the Corporation at any time, all of
which rights and powers are expressly reserved.
5. No award will be paid to a Program participant who is not a regular

full-time employee in good standing at the end of the calendar year to
which the award applies; except an award which would otherwise be payable
based on goal achievement may be recommended in the event of retirement,
disability or death or in the event the participant is discharged without
cause from the employment of the company during the year.

6. The awards made to employees shall become a liability of the Corporation
or the appropriate subsidiary as of December 31,1999 and all payments to
be made hereunder will be made as soon as practicable after said awards

have been approved.

ADMINISTRATIVE GUIDELINES

1. Award values will be based on annualized salary in effect for each
qualifying participant at the beginning of the year (March 1 for the
twenty-two most senior executives). Any change in duties, dimensions or
responsibilities of a current pesition resulting in a new evaluation and
an increase or decrease in reference points will be applied for Incentive
Program purposes on a prorata basis with the respective reference point
and target incentive value to appty for the actual number of full months
of service at each evaluation except for such a change with respect to a
Named Executive Officer, in which case any change in reference points and
target incentive value, for any reason, shall not become effective until

January 1 of the following year.
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As provided by the Program, no award is to be paid any participant who is
not & regular full-time employee in good standing at the end of the
czlendar year to which the award applies. However, in the event an
eligitle participent with three (3) or more months of active service in

the Program
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vear suksequently retires, becomes disabled or dies, or is discharged from
the employment of the Company without cause, the participant (or
beneficiary) may receive an award which would otherwise be payable based
on goal achievement, prorated for the actual months of active service

during the year.

Employees participating in any other incentive or bonus program of the
parent Corporation or a Subsidiary who are transferred during the year to
a position covered by the Annual Management Incentive Program (other than
a Named Executive Officer) will be eligible to receive a potential award
prorated for actual full months of service in the two positions with the
respective incentive program and target incentive values to apply. For
example, a Marketing Manager promoted to Director, Marketing on Auqust 1,
will be eligible to receive a prorata award for seven months based on the
Marketing Manager Plan provisions and values, and for five months under
the Annual Management Incentive Program provisions and target incentive

values.

In the event of transfer of an employee (cother than a Named Executive
Officer) from an assignment which does not qualify for participation in
any incentive or bonus plan to a position covered by the 1999 Annual
Management Incentive Program, the employee is eligible to participate in
the Annual Incentive Program with any potential award prorated for the
actual months of service in the position covered by the Program during the
year. A minimum of three months of service in the eligible position is

required.

Participation during the current Program year for individuals employed
from outside the Corporation is possible with any award to be prorated for
actual full months of service in the eligible position. A minimum of three
full months of service is required for award consideration.

Exceptions to established administrative guidelines can only be made by
the Subcommittee and only with respect to participants other than Named

Executive Officers.

For purposes of this Program, a "NAMED EXECUTIVE OFFICER" will include any
executive officer who is deemed a "named executive officer™ for 1999 under
Item 402 (a) (3) of Regulation S-K under the Securities Exchange Act of
1934 and was employed by the Corporation or a Subsidiary on the last day

of the year.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS CF OPERATIONS AND FINANCIAL
CONDITION

CONSCLIDATED RESULTS

NET SALES
1999 was another record-setting year for USG due to continued strong demand from

all secters of the construction aindustry in North America. Net sales of $3.60
piilion represented a new record level, the eighth consecutive year of higher
sales and & 15% increase from the previous record of $3.13 billion in 1998.
Growth in repair and remodeling and new residential construction resulted in
record shipments and selling prices for USG's SHEETROCK brand gypsum wallboard.
Increased opportunity from nonresidential construction led to record shipments

of DONN brand suspension grid and solid demand for USG's ceiling tile products.

‘ Similar market trends resulted in a 9% increase in 1998 net sales as compared
with 1997.

GROSS PROFIT
Gross profit as a percentage of net sales increased to 2%.7% in 1999, compared

with 28.2% in 1998 and 27.4% in 1997. The improved margin in 1999 reflects
higher selling prices for SHEETROCK brand gypsum wallboard, which more than
offset increased asbestos-related costs and a $22 million charge related to a
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plant closing.
hsbestos charges in 1999 totaled $80.5 million cempared with $26 million in

1866. See "Legal Contingencies" beleocw and "Note 16. Litigation" for additional
:nformation on asbestos-related costs.

SELLING AND ADMINISTRATIVE EXPENSES
Selling arnd administrative expenses
miliion in 1998 and $281 million in 1997. However, these expenses as a
percentage of net sales improved to $.4% in 1999, from 9.6% in 1998 and 9.8% in
1%97. The increase in expense dollars in 1989 primarily related to incentive
compensation and information technology initiatives. The increase in 1998 versus
1997 was primarily attributable to higher levels of expenses related to
marketing programs and information technoclogy initiatives.

increased to $338 million in 1999, from $299

INTEREST EXPENSE
Interest expense amounted to $53 million in both 1999 and 1998 as the level of

total debt remained relatively constant over the two-year period. Interest
expense in 1998 was down 12% from $60 million in 1997 as a result of a lower

average level of debt in 1998.

INCOME TAXES
Income tax expense amounted to $263 million in 1999, compared with $202 million

in 1998 and $172 million in 1997. The Corporation's effective tax rates for
1999, 1998 and 1997 were 38.4%, 37.8% and 53.9%, respectively.

In 1997, the Corporation’s income tax expense was computed based on pretax
earnings excluding the amortization of excess reorganization value, which was
not deductible for income tax purposes. Excess reorganization value was
established in 1993 in connecticn with a financial restructuring. Excluding the
amortization of excess reorganization value, the Corporation's 1997 effective
tax rate was 38.6%. See "Note 14. Income Taxes" for additional information.

NET EARNINGS
Net earnings in 1999 were a record $421 million, up 27% from $332 million in

1998. This increase marked the fifth consecutive year of improved earnings.
Diluted earnings per share were $8.39 in 1999 versus $6.61 in 1998.

In 1997, net earnings of $148 milliocn, or $3.03 per diluted share, were net
of the amortization of excess reorganization value of $127 million, or $2.60 per

diluted share.

{Bar Graphs}
USG Corporation - Net Sales {(millions of dollars) $2,874, $3,130 and $3,600 for

1987, 1998 and 1999, respectively.
USG Corporation - Net Earnings (millions of dollars)
amortization of excess reorganization value of $127 million),

1997, 1998 and 1999, respectively.

$275 (excludes
$332 and $421 for
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CORE BUSINESS RESULTS

{m:zllions} Net Sales Operating Profit
1993 1998 1997 1999 1998
NORTH AMEZRICAN, GYPSUM:
U.S. Gypsum Company $ 2,034 $ 1,732 $ 1,565 N 597 $ 194
CGC Inc. (gypsum) 161 134 124 27 18
Other sucsidiaries 108 95 95 27 22
Eliminations (122) (135} (116) - -
Total 2,181 1,826 1,668 651 534
WORLDWIDE CEILINGS:
USG Interiors, Inc. 455 446 425 60 53
USG International 212 237 229 - 9
CGC Inc. (ceilings) 39 37 34 3
Eliminations (58) (63) (54) - -
Total 648 657 634 63 65
BUILDING PRODUCTS DISTRIBUTION:
L&W Supply Corporation 1,345 1,103 981 87 40
Corporate - - - (64) (54)
Eliminations (574) (456) (409) (7) -
3, 600 3,130 2,874 730 585

TOTAL USG CORPORATION f

*Operating profit (loss) in 1997 includes the amortization of excess
reorganization value of $127 million ($60 million for North American Gypsum, $65
million for Worldwide Ceilings and $2 million for Building Products
Distribution).

Effective with this annual report, USG's operations are organized into three
operating segments - North American Gypsum, Worldwide Ceilings and Building
Products Distribution. Previously, L&W Supply Ceorporation was a component of
North American Gypsum. Because of the growth of L&W Supply, it is now presented
as a separate operating segment.

Following is a discussion of the results for each of USG's operating
segments beginning with North American Gypsum.

NORTH AMERICAN GYPSUM
Net sales in 1999 were $2.18 billion, up 19% from 1998. Operating profit in 1999

was $651 million, up 22% from 1998. Net sales in 1998 increased 9% versus 1997.
Operating profit in 1998 rose 33% due in part to the absence of amortization of
excess reorganization value of $60 million recorded in 1997.

United States Gypsum Company: With its plants running at full capacity,
shipments of SHEETROCK brand gypsum wallboard totaled a record 9.2 billion
square feet in 1999, up 5% from 8.8 billion square feet in 1998. Shipments in
1997 totaled 8.4 billion square feet. The average selling price of SHEETROCK
brand gypsum wallboard in 1999 was a record $153.40 per thousand square feet, up
18% compared with the 1998 average price of $129.50. The average price in 1997
was $122.65. These improved results for wallboard were complemented by record
shipments of SHEETROCK brand joint compound and DUROCK brand cement board in
1999. U.S. Gypsum's manufacturing costs for SHEETROCK brand gypsum wallboard

iLoss)

S 376
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were higher in 193¢ largely due to higher prices for wastepaper, the primary raw
waterial of wallboard paper. Lower unit costs in 1998 versus 1997 were largely
due to lcwer prices for wastepaper. U.S. Gypsum's plants operated at 100% of
cepacity in 1999, compared with the est:mated average rate of 98% for the U.S.

wallbcerd industry.

CGC Inc.: The gypsum business of Canada-based CGC
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experienced imprcved net sales and operating profit in both 1999 and 1998.
Increased levels of housing starts in eastern Canada resulted in greater demand
and higher selling prices for CGC's SHEETROCK brand gypsum wallboard in each
year. Improved results in 1998 versus 1997 also reflected a higher level of

exports to the United States.

{Bar Graphs}
NorthAmerican Gypsum - Net Sales (millions of dollars) $1,668,

for 1997, 1998 and 1999, respectively.

North American Gypsum - Operating Profit
(excludes amortization of excess reorganization value of $60 million),
$651 for 1997, 1998 and 1999, respectively.

$1,826 and $2,181

(millions of dollars) $462
$534 and

WORLDWIDE CEILINGS
Net sales in 1999 were $648 million, down slightly from 1998. Operating profit

in 1999 was $63 million, compared with $65 million in 1998. Record sales and
operating profit for USG Interiors, Inc., record domestic shipments of DONN
brand suspension grid and solid demand for ceiling tile products were
attributable to increased opportunity from the U.S5. nonresidential construction
market (both new construction and renovation). Operating profit in 1999 for USG
Interiors also benefited from reduced manufacturing costs. However, these
results were offset by weak economic conditions in Eastern Europe and in the
Asia Pacific region.

Comparing 1998 with 1997, net sales increased 4% to $657 million as sales
improved for ceiling tile and DONN brand suspension grid. Operating profit of
$65 million in 1998 was favorably affected by higher volume and selling prices,
reduced manufacturing costs and improved international operating efficiencies.
An operating loss of $1 million in 1997 reflected the amortization of excess

reorganization value of $65 million.

~

{Bar Graphs}
Worldwide Ceilings - Net Sales (millions of dollars) $634, $657 and $648 for

1997, 1998 and 1999, respectively.
Worldwide Ceilings - Operating Profit (millions of dollars) $64 (excludes
amortization of excess reorganization value of $65 million), $65 and $63 for

1997, 1998 and 1999, respectively.

BUILDING PRODUCTS DISTRIBUTION
Net sales and operating profit for L&W Supply, the leading specialty building

products distributor in the United States, reached record levels in 1999. Net
sales exceeded $1.3 billion, a 22% increase over 19%98. Operating profit totaled
$87 million, more than double the 1998 level of $40 million. This performance
reflects record sales of gypsum wallbocard and complementary building materials
such as drywall metal, ceiling products and joint compound. During 1999, L&W
Supply had a net increase of six locations, bringing the total to 193,
representing 37 states. Net sales and operating profit in 1998 increased 12% and
38%, respectively, versus 1997. Operating profit in 1997 for L&W Supply was
lowered by the amortization of excess recrganization value of $2 million.

{Bar Graphs}

Building Products Distribution - Net Sales (millions of dollars) $981, $1,103
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and $1,345 for 1997, 1998 and 1999, respectively.

Building Preocducts Distribution - Operating Profit
(excludes amortization of excess recorganization value of $2 milliocn),
$87 for 1%¥97, 1998 and 1999, respectively.

(millicns of dollars) $31
$40 and

MARKET CCNDITIONS AND OUTLOOK
Cverall market conditions were robust in 1999, and management is cptimistic
about xey market fundamentals i1n 2000.

incustry shipments cf wallboard in the United States grew in 13999 to an
estimated 31.0 billion sguare feet, a record level and a 10% rise from 1998.
This increase was supported by growth in new residential construction and repair

and remodel activity. Strong demand from nonresidential construction was also a

contributing factor.

Based on preliminary data issued by the U.S. Bureau of the Census, U.S.
housing starts in 1999 were an estimated 1.665 million units, up 3% over 1998.
Although management believes that new residential construction may not maintain
this high level in 2000, housing starts are expected to approximate the healthy
pace of the past several years. In addition, demand for larger homes with higher
ceilings and more amenities, and whose purchasers are less affected by interest
rate changes, remains strong. Housing starts totaled 1.617 million units in 1998
and 1.474 million units in 1997.

Repair and remodel is the fastest-growing market
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for USG and accounts for the second-largest portion of its sales. Opportunity
from repair and remodel activity continued to grow in 1999, increasing
approximately 10%. Sales of existing homes were a record 5.2 million units in
1999. Because many buyers remodel an existing home within two years of purchase,
the residential repair and remodel market should be healthy over the next
several years. Lease rates, government tax receipts and other factors should
support continued renovation of nonresidential space, such as offices and
schools. Repair and remodel activity of all types is expected to continue to
account for an increasing proportion of USG's sales.

Sales of USG products to the new nonresidential construction market
increased in 1999 and are expected to remain strong in 2000. Future demand for
USG products from new nonresidential construction is gauged by floor space for
which contracts are signed. Installation of gypsum and ceilings products follows
signing of the construction contract by about a year. Floor space for which
contracts were signed rose 13% in 1998 and increased another 3% in 1999.

While market conditions continue to Be good in the United States and
Canada, certain international markets remain weak. Most of USG's sales outside
of North America come from Western Europe, Latin America and the Asia Pacific
region. USG's exposure to the economic problems of Asia and Eastern Europe is
small. Business conditions continue to be soft in Asia and parts of Europe, but
have remained solid in Latin America.

LIQUIDITY AND CAPITAL RESOURCES
FINANCIAL STRATEGY

USG is focused on building long-term stockholder value through dividends,
repurchases and the five elements of its strategic growth plan.

share

Dividends: In 1999, USG paid cash dividends of $0.10 per share in the first,
second and third quarters. Because of record earnings in 1999 and the forecast
of a stronger performance in 2000, USG increased its quarterly dividend to $0.15

in the fourth quarter of 19983.

Share Repurchases: USG has purchased nearly 1.7 million shares since its
multiyear share-repurchase program began in the fourth quarter of 1998. Under
the program, USG may repurchase up to 5 million shares. Share repurchases are
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being made 1in the open market or through privately negotiated transactions and
are being funcded with available cash from operations.

Strategic Grewth Plan: USG is investing in its businesses under five central
strategies - building for growth by adding capacity and lowering production
(see "Capital Expenditures" below), leading in product innovation,

costs
enhancing customer

expanding its building products distribution business,
serv.ce and promoting 1ts brand names.

CAFPITRL EXPENDITURES
Capital spending amounted to $426 million in 1999, compared with $309 million in
1958. As of December 31, 1999, capitzl expenditure commitments for the

modernization and expansion of operations amounted to $260 million,

replacement,
USG's capital expenditures

compared with $481 million as of December 31, 1998.
program includes the following projects:

Wallboard Capacity Modernization and Expansion: To meet growing demand, USG is
investing in state-of-the- art manufacturing facilities. New production capacity
will serve to meet the demands of USG's customers and improve profitability.
Upon completion of the five projects described below, USG will have added more
than 2 billion square feet of net new capacity with lower operating costs than
those of the old facilities it is replacing.

In the Southeast, construction of a new plant in Bridgeport, Ala., was
successfully completed. This facility, which has more than 700 million square
feet of SHEETROCK brand gypsum wallboard manufacturing capacity, began operation

in the second quarter of 1989.
In the Midwest, U.S. Gypsum completed construction of a new production line

for SHEETROCK brand gypsum wallboard at its East Chicago, Ind., plant. This new
line replaced an existing high-cost line and began operation in the fourth

quarter of 1999.
In the Northeast, U.S. Gypsum is building a new SHEETROCK brand gypsum

wallboard plant in Aliquippa, Pa. Construction of this facility is expected to

be completed in the second quarter of 2000.
In the Northwest, ground was broken during 1999 for a new SHEETROCK brand

gypsum wallboard plant in Rainier, Ore. A significant portion of the new
capacity provided by this plant will replace existing USG shipments into the
region from plants as far away as Iowa, Texas and Ontario, Canada. This facility

is expected to be fully operational in 2001.
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In the Southwest, construction began in 1999 on a new production line for
SHEETROCK brand gypsum wallboard at U.S. Gypsum's plant in Plaster City, Calif.,
which will replace a 4l-year-old, high-cost production line. This facility also
is expected to be fully operational in 2001.

Gypsum Fiber Project: Construction was completed on a facility to manufacture
FIBEROCK brand gypsum fiber panels, USG's newest product platform. This
production line, which is located at the Gypsum, Ohio, wallboard plant, began

operation in late 1999.

ACQUISITION OF SYBEX, INC.
On November 30, 1999, USG acquired Sybex, Inc., the holding company of Beadex

Manufacturing Company, Inc. and The Synkoloid Company of Canada. Sybex operates
joint compound and paper-faced metal corner bead plants in the United States and
Canada. With annual sales of approximately $58 million, Sybex is the leader in
joint compound in the Pacific Northwest and western Canada and the leader in
paper-faced metal corner bead in North America.

USG continues to evaluate potential acquisitions of companies in the
building products industry, as well as divestitures and joint ventures, on an
ongoing basis. USG has external sources of capital available and adequate
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financial resources and ligquidity to fund future growth cpportunities such as
new preducts, acquisitions and joint ventures.

SHUTDCWN OF PLASTERCO
In the third guarter of 1999, U.S. Gypsum announced the planned shutdown of 350

million square feet of high-cost manufacturing capacity at its 90-year-old
flesterco, Va., plant. In conjunction with the announcement, U.S. Gypsum
reccrded a $22 mill:ion pretax ($14 million after-tax; $0.27 per share) charge to
cost of products sold for expenses related to the closing of the plant and

The Plasterco facility was closed on December 23, 1999,

adsacent gypsum mine.
Gypsum's new plant in Bridgeport, Ala., earlier

following the start-up cf U.S.
in the year.

WORKING CAPITAL
Working capital (current assets less current liabilities) as of December 31,

1999, amounted to $3B2 million, compared with $368 million as of December 31,
1998. The ratio of current assets to current liabilities was 1.78 to 1 as of
December 31, 1999, compared with 1.86 to 1 as of December 31, 1998.

Receivables increased to $361 million as of December 31, 1999, from $349
million as of December 31, 1998. Inventories increased to $256 million from $234
million, and accounts payable rose to $172 million from $157 million. These
variations reflect an increased level of business in 1999 as compared with 1998.

Cash and cash equivalents as of December 31, 1999, amounted to $197
million, up from 5152 million as of December 31, 1998. During 1999, net cash
flows from operating activities totaled $631 million. Net cash flows to
investing activities of $498 million primarily reflect capital spending of $426
million and the acquisition of Sybex, Inc. Net cash flows to financing
activities of $88 million primarily reflect $72 million used for stock
repurchases and $22 million used for cash dividends, partially offset by $12
million received from the exercise of stock options.

DEBT
As of December 31, 1999, total debt amounted to $593 million, down slightly from

$596 million at December 31, 1998. During 1999, USG retired $25 million of 8.75%
debentures due 2017, $25 million of Canadian credit facility borrowings and $24
million of old higher-cost industrial revenue bonds ("IRBs"). These retirements
were offset by a $64 million increase in IRBs associated with the Gypsum, Ohio,
and East Chicago, Ind., capital projects and a $7 million increase in short-term

and long-term notes payable.

Available Liquidity
USG has additional ligquidity available through several financing arrangements.

Revolving credit facilities in the United States, Canada and Europe allow the
Corporation to borrow up to an aggregate &f $602 million (including a $125
million letter of credit subfacility in the United States), under which, as of
December 31, 1999, outstanding revolving loans totaled $85 million and letters
of credit issued and outstanding amounted to $15 million, leaving the
Corporation with $502 million of unused and available credit.

USG had additional borrowing capacity of $50 million as of December 31,
1999, under a revolving accounts receivable facility. See "Note 10. Financing
Arrangements."

A shelf registration statement filed with the Securities and Exchange
Commission allows the Corporation to offer from time to time debt securities,
shares of preferred and common stock or warrants to purchase shares of common
stock, all having an aggregate initial offering price not to exceed $300
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million. As of the filing date of USG's 1999 Annual Report on Form 10-K, no

securities had been issued pursuant to this registration.

{Bar Graphs}
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USG Corperaeticn - Capital Spending (millions of dollars) $172, $309 and $426 for
G 1998 and 1999, respectively.

ation - Debt (as of December 31, millions of dollars) $620, $59%6 and
13957, 1998 and 1955, respectively.

CTHER MATTERS

MERXET RISK

In the normal ccurse cf business, USG uses financial instruments, including
fixed and variable rate debt, to finance its operations. In addit:ion, USG uses
derivative instruments tc manage well-defined interest rate, energy cost and
foreign currency exposures. USG does not use derivative instruments for trading

purposes.

Interest Rate Risk: The table below provides information about USG's financial
instruments that are sensitive to changes in interest rates, specifically debt
obligations and interest rate swaps. For debt obligations, the table presents
principal cash flows and related weighted average interest rates by expected
maturity dates. For interest rate swaps, the table presents notional amounts and
weilghted average interest rates by expected (contractual) maturity dates.
Notional amounts are used to calculate the contractual payments to be exchanged
under the contract. Weighted average variable rates are based on implied forward
rates at the reporting date. The information is presented in U.S$S. dollar
eqguivalents, which is USG's reporting currency.
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{dollars in millions) Maturity Date

2000 2001 2002 2003 2004 Thereafter Total
DEBT
U.S. Dollar:
Fixed rate - $ 150 N - - - $ 218 $ 428
Average interest rate - 9.3% - - - 5.8% 6.4%
Variable rate $ 2 - $ 25 $ 40 $ 40 - $ 107
Average interest rate 8.5% - 7.4% 7.3% 7.4% - 7.4%
Canadian Dollar:
Variable rate - - $ 44 - - - $ 44
Average interest rate - - 6.9% - - - 6.9%
European Multicurrency Line:
Variable rate $ 14 - - - - - $ 14
Average interest rate 4.7% - - - - - 4.7%
INTEREST RATE SWAPS
U.S. Dollar:
Notional amount S 25 - - - - - S 25
Average pay rate 7.2% - - - - - 7.2%
Average receive rate 6.2% - - - - - 6.2%
Canadian Dollar: N -
Notional amount - s 28 - - - - $ 28
Average pay rate - 5.5% - - - - 5.5%
Averaqge receive rate - 6.3% - - - - 6.3%

Fair Value

$ 417
$ 107
S 44
$ 14
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The table below summarizes USG's foreign
1999. The table presents the
and weighted average

Foreign Currency Exchange Risk:
currency hedge contracts as of December 31,
noticnal amounts (in millions of U.S. dollar eguivalents)
contract rates. Virtually all outstanding foreign currency hedge contracts

mature within 12 months.

Currency Currency Notional Contract
Sold Purchased Value Rate
rorward Contracts:
U.S. Dollars Canadian Dollars 524 S 1.48
British Pounds Euros 7 0.68
U.S. Dollars Euros 3 1.05
Australian Dollars New Zealand Dollars 2 1.24
Australian Dollars U.S. Dollars 2 0.65
Singapore Dollars U.S. Dollars 2 1.65
Option Contracts:
Australian Dollars U.S. Dollars 1 0.63

Commodity Price Risk: USG uses natural gas swap contracts to manage price
exposure on anticipated natural gas purchases. A sensitivity analysis has been
prepared to estimate the potential loss in fair value of such instruments
assuming a hypothetical 10% increase in market prices. The sensitivity analysis
includes the underlying exposures that are being hedged. Based on the results of
the sensitivity analysis, which may differ from actual results, USG's potential
loss in fair value is $17 million.

See "Note 1. Significant Accounting Policies" and "Note 1ll. Financial
Instruments and Risk Management" for additional information con USG's financial

exposures.

YEAR 2000 COMPLIANCE
In 1996, USG began an evaluation of its computer-based systems to determine the

extent of the modifications required to make those systems year 2000 compliant
and to devise a plan to complete such modifications prior to January 1, 2000.
The plan was divided into five phases: identification (a basic inventory of all
systems), assessment, remediation, testing and completion. The plan encompassed
all of USG's computer systems including mainframe,
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midrange, client server and desktop systems as well as all specialized control
systems for plant operations or other facilities including those that are
considered embedded systems. USG's mainframe systems are responsible for most of
the information processing done by the Corporation and have received a majority
of the efforts dedicated to this project as well as a majority of the budget
allocated to it. All plan phases have been completed.

Current Status: USG's computer-based systems did not experience any disruptions
on the critical date of January 1, 2000. The USG plan contemplates that the
Corporation will continue to monitor its internal operating systems and continue
the ongoing contacts regarding year 2000 matters with its critical suppliers at
least through early 2000. Furthermore, there may be potential computer problems
related to year 2000 that may not surface until after January 2000 (e.g.,
software applications affected by the leap day, software applications that are
run only on a quarterly or annual basis, or automatic shutdown of embedded
systems and any related processes based on failure to perform timely

maintenance.)
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Suppliers and Customers: USG's year 2000 compliance plan also included an
analysis and survey cf cr:itical third-party suppliers of. material and services
tc determine their year 2000 compliance status. As of “he filing date of USG's
Ennta: Report on Form 10-X, no disruption to USG's business has occurred as a
resuit of performance issues affecting suppliers. However, there continues to be
a smail degree of uncertainty as to whether there will be, or the extent of, any
significant disruptien due to third- party supplier failures. USG also has been
in contact with most of its major customers on the status of each party's year
z0C0 compliance plans and expects to continue such information exchanges beyond
January 1, 2000, in order to maintain those business relationships and to obtain
updated information for its own ongoing planning. Based on the survey responses
received to date, these ongoing contacts, internal review of 1ts collection
nistory from major customers, the steps taken to prepare for the critical peried
and USG's experience since January 1, 2000, USG does not expect to experience
any lack of liquidity which would affect its ability to continue business
operations in whatever circumstances should come about.

Costs: The cost of carrying out USG's compliance plan is currently estimated at
$11 million, a reduction of $1 million from the previous estimate. As of
December 31, 1999, about 82% of this amount has been incurred. Much of the
balance may be expended in early 2000.

Contingency Plans: While USG has not to date experienced any significant systems
or other year 2000 problems, it 1s still possible that USG might later
experience significant disruptions due to year 2000 problems that affect the
operating environment in which it conducts business. The inability of USG or its
critical suppliers and customers to effectuate solutions to their respective
year 2000 issues on a timely and cost- effectlve basis could still have a
material adverse effect on USG.

In view of the continuing uncertainty, albeit much reduced, that USG faces
with respect to year 2000 issues, it maintains its ability to implement its
contingency plan to provide for continuation of its operations in the event of
possible year 2000 disruptions. The plan will be continually evaluated and
modified as required by developments and circumstances that may emerge through
the course of 2000.

USG's contingency plan provides for the continuation of its business and
operations in the period following January 1, 2000. The planning process
involved detailed reviews by operating personnel of all of the information that
has been gathered concerning critical suppliers, customers and internal systems
to determine all foreseeable risks to the continuation of business operations.
Based on that review process, USG prepared a set of operating procedures for
dealing with the identified risks. These procedures provide for flexible

responses to conditions, as they may be expected to develop after the critical
.

date of -January 1, 2000.

Worst-Case Scenario: In the view of USG's year 2000 contingency planning team,
the most reasonably likely worst-case scenario is that there might be a local or
regional disruption to its plant production due to disruptions in the supply
chain. However, as of the filing date of its Annual Report on Form 10-K, USG has
not experienced any local or regional disruption to its plant production due to

disruptions in the supply chain.

Conclusion: While USG will continue to maintain its contingency plan even beyond

January 1, 2000,
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management believes that, in terms of the Corporation's internal operating
systems, it has been and will be able to continue its operations without
material disruption. Based on management's present knowledge, it also does not
foresee any significant disruptions to USG's businesses from external causes.
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EURO CURRENCY CONVERSION
Zffective January 1, 1999, 11 of the 15 countries that are members of the

European Union introduced a new, single currency unit, the euro. Prior to full
implementation c¢f the new currency for the participating countries on January 1,
T 2002, there 1s a three-year transition period during which parties may use
either the existing currencies or the euro. However, during the transition
* reriod, all exchanges between currencies of the participating countries are
required to be first converted through the euro.
USG has conducted a ccmprehensive analysis to address the euro currency
issue. USG's efforts are focused on two phases. The first phase addresses USG's
European operations during the transition period. The second phase covers full
conversion of these operations to the euro. The Corporation was ready for the
transition period that began on January 1, 1999, and expects to be ready for
full conversion by January 1, 2002, the mandatory conversion date. USG also is
‘ prepared to deal with its critical suppliers and customers during the transition
period and will communicate with them as appropriate. The Corporation does not
expect the introduction of the euro currency to have a material adverse impact
on its business, results of operations or financial position.

LEGAL CONTINGENCIES
One of the Corporation's subsidiaries, U.S. Gypsum, 1s a defendant in asbestos

lawsuits alleging both property damage and perscnal injury. Asbestos charges in
1999 totaled $80.5 million compared with $26 million in 1998. Although new
personal injury cases were filed in 1999 at a significantly lower rate than that
at which cases were filed in 1998, asbestos charges to results of operations
have been higher in 1999 because the estimated cost of resolving cases pending
during 1998 will, when expended, consume all of U.S. Gypsum's remaining ’
insurance. As a result, the estimated liability from new case filings is
currently being charged against reported earnings.

U.5. Gypsum expects that periodic charges will continue to be necessary in
the future in amounts that could be higher or lower than recent quarters, and
which could be material to the period in which they are taken. The amount of
future periodic charges will depend upon factors that include, but may not be
limited to, the rate at which new asbestos-related claims are filed, the
potential imposition of medical criteria, the impact of changes in membership of
the Center for Claims Resolution (of which U.S. Gypsum is a member), U.S.
Gypsum's settlement cost and the estimated cost of resolving pending claims,
the necessity of higher-cost settlements in particular jurisdictions. In
addition, U.S. Gypsum will continue to evaluate whether its probable liability
for future personal injury cases can be reasonably estimated. The ability to
make such an estimate will require an assessment of the impact on future case
filings and settlement values of a number of uncertainties. When such an
estimate can be made, it is probable that an additional charge to results of
operations will be necessary. Although the timing and amount of the resulting
charge cannot presently be determined, the amount is expected to be material to
results of operations in the period in which it is taken. However, the asbestos
litigation is not expected to have a significant impact on the Corporation's
liquidity or cash flows. See "Note 16. Litigation" for additional information on
asbestos litigation.

The Corporation and certain of its subsidiaries have
and federal environmental protection agencies of possible
numerous "potentially responsible parties" in a number of so-called "Superfund”
sites in the United States. The Corporation believes that neither these matters
20r any other known governmental proceeding regarding environmental matters will
have a material adverse effect upon its results of operations or financial
Litigation" for additional information on environmental

and

been notified by state
involvement as one of

position. See "Note 16.
litigation.

FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements related to management's
expectations about future conditions. Actual business or other conditions may
differ significantly from management's expectations and accordingly affect the
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Corporation's sales and profitability or other results. Actual results may

differ cue tec factors over which the Corporaticn has no control, including
economic activity such as new housing construction, interest rates and consumer

conisdence; competitive activity such as price and
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croduct competition; increases in raw material and energy costs; risk of
disruption due to year 2000 issues such as those described above; euro currency
issues such as the ability and willingness of third parties to convert affected
systems in a timely manner and the actions of governmental agencies or other
third parties; and the cutcome of contested asbestos-related litigation, the
rate of new asbestos-related filings and the other factors described herein. The
Corporation assumes no obligation to update any forward-looking information

contained in this report.
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CONSCLIDATED STATEMENT OF EARNINGS

(doliars in millicns, except per share data)

Years Ended December 31,

1999 1998 1997
Ket sales $ 3,600 $ 3,130 $ 2,874
Cost of procducts sold 2,532 2,246 2,087
Gross prof:it 1,068 884 787
% of net sales 29.7 28.2 27.4
Selling and administrative expenses 338 239 281
Amortization of excess reorganization value - - 127
Operating profit 730 585 379
Interest expense S3 53 60
Interest income (10) (5) (3)
Other expense, net 3 3 2
Earnings before income taxes 684 534 320
Income taxes 263 202 172
Net earnings 421 332 148
Net Earnings Per Common Share:
Basic 8.48 6.81 3.19
biluted 8.39 6.61 3.03

The notes to financial statements are an integral part of this statement.
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CCNSOLIDATED BALANCE SHEET

ASSETS
Current Assets: .
Cash and cash equivalents S 197 $ 152
Receivables (net of reserves of $18 and $18) 361 349
Inventories 256 234
Current and deferred income taxes 59 52
Total current assets 873 797
Property, plant and equipment, net 1,568 1,214
Other assets 332 346
Total assets 2,773 2,357
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Accounts payable . 172 157
Accrued expenses 303 237
Notes payable 16 10
Current portion of long-term debt - 25
Total current liabilities 491 426
Long-term debt 577 561
Deferred income taxes 138 169
Other liabilities 700 680
Stockholders' Equity:
Preferred stock - $1 par value; authorized 36,000,000 shares; $1.80
convertible preferred stock (initial series);
ocutstanding - none - -
Common stock - $0.10 par value; authorized 200,000,000 shares;
outstanding 48,859,531 and 49,524,952 shares (after
deducting 1,125,691 and 296,235 shares held in treasury) E) 5
Treasury stock (56) (10}
Capital received in excess of par value 316 317
Deferred currency translation (33) (30)
Reinvested earnings 635 236
Total stockholders' equity B67 518
N 2,773 2,357

Total liabilities and stockholders' equity

The notes to financial statements are an integral part of this statement.
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CONSOLIDATED STATEMENT OF CASH FLOWS

(millicns)

Years Ended December 31,

OPERATING ACTIVITIES

Net earnings

Adjustments to Recchcile Net Earnings to Net Cash:
Amortization of excess reorganization value

Cepreciation, depletion and amortizatien
Current and deferred income taxes
(Increase) Decrease in Working Capital:

Receivables
Inventories
Payables

Accrued expenses

(Increase} decrease in other assets
Increase in other liabilities

Other, net

INVESTING ACTIVITIES
Capital expenditures
Net proceeds from asset dispositions
Acquisition of business, net of acquired cash

FINANCING ACTIVITIES

Issuance of debt
Repayment of debt

Short-term borrowings
‘Issuances of common stock
Purchases of common stock

Cash dividends paid

Net cash (to) from financing activities

NET INCREASE IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental Cash Flow Disclosures:

Interest paid
Income taxes paid

15899 1998 1897
s 421 $ 332 $ 148
- - 127

31 g1 70
(31 7 (2)
(%) (52) (23)
(13) (26) (23)
12 11 5
58 17 20
(20) [ (10)
121 - 19
(2) (2) 1
631 374 332
(426) {309) (172)
2 2 2
(74) - -
(498) (307) (170)
65 78 116
(50) (107) (265)
(21) 9 (3)
12 48 18
(72) (10) -
(22) (S) -
(B8) 13 (134)
45 80 28
152 12 44
197 152 72
56 56 64
281 186 168

The notes to financial statements are an integral part of this statement.
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CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

(mi1llions)

Years Ended December 31,

Cemmorn Stock:
.Balance at Jaruary 1

Treasury Stock:

Balance at January 1

Purchases of common stock

Stock option and restricted stock activity, net

Capital Received in Excess of Par Value:

Balance at January 1
Stock option and restricted stock activity, net

Warrants exercised

Reinvested Earnings (Deficit):
Balance at January 1

Net earnings

Cash dividends paid

Accumulated Other Comprehensive Income:
Balance at January 1
Other comprehensive income

Total stockholders' equity

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
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Years Ended December 31,

1999 1998 1997
Net earnings $ 421 $ 332 $ 148 .
Other Comprehensive Income (net of tax):
Foreign currency translation adjustments (3) (5) (15)
Minimum pension liability - - 10
(3) (S) (5)
Total comprehensive income 418 327 143

The notes to financial statements are an integral part of these statements.
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NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCCUNTING POLICIES

pr

NATURE OF OPERATICONS
Threouch its subsidiaries, USG Corporation ("USG" or "the Corporation") is a

leading manufacturer and distributer of building materials, producing a wide
rance of products for use in new residential, new nonresidential and repair and
rerodel censtruction, as well as products used in certain industrial processes.
USG's cperaticns are organized into three operating segments: North American
which manufactures and markets SHEETROCK brand gypsum wallbcard and
related products in the United States, Canada and Mexico; Worldwide Ceilings,
which manufactures and markets ceiling tile, DONN brand suspension grid and
other interior systems products worldwide; and Building Products Distribution,
which distributes gypsum wallbecard, drywall metal, ceiling products, joint
compound and other building products throughout the United States. USG's
products also are distributed through building materials dealers, home
improvement centers and other retailers, specialty wallboard distributors, and

contractors.

Gypsum,

CONSOLIDATION
The consolidated financial statements include the accounts of the Corporation

and its subsidiaries. All significant intercompany balances and transactions are
eliminated in consolidation.

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,
liabilities, revenues and expenses. Actual results could differ from these

estimates.

RECLASSIFICATIONS

Certain amounts in the prior years' financial statements and notes thereto have
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ed to cocnform with the 1999 presentation.

RE",
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WUE RECOGNITICN
venu

- Fe e 15 recognized upon the shipment of products to customers.
ZRRNINGS FER SHARE
Rasic earnings per share is ccmputed by dividing net earnings by the weighted
‘erage number of snhares cf common stcck outstanding during the year. Diluted
arniags per share includes the dilutive effect of the potential exercise of

vtszending stock options and warrants under the treasury stock method.

O Do

COMPREHENSIVEZ INCOME
The components of comprehensive income for USG include net earnings,
a minimum pension

L currency translation gain or loss adjustments and, in 1997,
‘ liability adjustment. Taxes related to the minimum pension liability adjustment
in 1997 were $7 million. There was no tax impact on the foreign currency
translation adjustments.

foreign

CASH AND CASH EQUIVALENTS
Cash and cash equivalents consist of highly liquid investments with criginal

maturities of three months or less.

INVENTORY VALUATION
Most of the Corporation's domestic inventories are valued under the last-in,

first-out ("LIFO") method. The remaining inventories are stated at the lower of
cost or market under the first-in, first-out ("FIFO") or average production cost
methods. Inventories include material, labor and applicable factory overhead

costs.

PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment are stated at cost, except for those assets that

were revalued under fresh start accounting in May 1993. Provisions for
depreciation of property, plant and equipment are determined principally on a
straight-line basis over the expected average useful lives of composite asset
Depletion is computed on a basis calculated to spread the cost of gypsum

groups.
and other applicable resources over the estimated gquantities of material
recoverable.
64
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EXCESS REORGANIZATION VALUE
In the third quarter of 1997, the remaining balance of excess reorganization

value was eliminated. The $83 million balance, which would have been amortized
through April 1998, was offset by the elimination of a valuation allowance in
accordance with AICPA Statement of Position 90-7, "Financial Reporting by
Entities in Reorganization Under the Bankruptcy Code™ ("SOP 90-7"). See "Note
14. Income Taxes" for additional information. Excess reorganization value was
recorded in 1993 in connection with a comprehensive restructuring of the
Corporation's debt under the principles of fresh start accounting as required by

SOP 90-7.

GOODWILL
Goodwill is amortized on a straight-line basis over a period of 40 years. On a

periodic basis, the Corporation estimates the future undiscounted cash flows of
the businesses to which goodwill relates in order to ensure that the carrying
value of goodwill has not been impaired. Goodwill is included in other assets on

the consolidated balance sheet.

FINANCIAL INSTRUMENTS
The Corporation uses derivative instruments to manage well-defined interest

rate, energy cost and foreign currency exposures. The Corporation does not use
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uments for trading purposes. The criteria used to determine if

derivative instrume
hecdge zccounting treatment is appropriate are (i) the designation of the hedge
to an underlying exgosure (ii) whether or not overall uncertainty is being

(:

reduced and

) if there is a correlation between the value of the derivative
instrument &an e’

he uncerlying obligation.

Interest Rate Derivative Instruments: The Corporation utilizes interest rate
the impact of interest rate changes on its underlying
agreements are designated as hedges and qualify for
payable or receivable under these swap agreements are
accruec as an increase or decrease to interest expense on a current basis. To
the extent the underlying floating-rate debt is reduced, the Corporation
terminates swap agreements accordingly so as not to be in an overhedged
position. In such cases, the Corporation recognizes gains and/or losses in the
period in which the agreement is terminated.

swap agreements to manage
flcating-rate debt. These
hedge accounting. AMCURTS

Energy Derivative Instruments: The Corporation uses swap agreements to hedge
anticipated purchases of fuel to be utilized in the manufacturing processes for
gypsum wallboard and ceiling tile. Under these swap agreements, the Corporation
receives or makes payments based on the differential between a specified price
and the actual closing price for the current month's energy price contract.
These contracts are designated as hedges and qualify for hedge accounting.
Amounts payable or receivable under these swap agreements are accrued as an
increase or decrease to cost of products sold, along with the actual spot energy
cost of the corresponding underlying hedge transaction, the combination of which
amounts to the predetermined specified contract price.

Foreign Exchange Derivative Instruments: The Corporation has operations in a
number of countries and due to intercompany and third-party transactions is
exposed to changes in foreign currency exchange rates. The Corporation manages
these exposures on a consolidated basis, which allows netting of certain
exposures to take advantage of any natural offsets. To the extent the net
exposures are hedged, forward and/or option contracts are used. Gains and/or
losses on these foreign currency hedges are included in net earnings in the
period in which the exchange rates change.

RESEARCH AND DEVELOPMENT
Research and development expenditures are charged to earnings as incurred and

amounted to $21 million, $20 million and $19 million in the years ended December
31, 1999, 1998 and 1997, respectively.

RECENT ACCOUNTING PRONQUNCEMENT
In 1998, the Financial Accounting Standards Board issued Statement of Financial

Accounting Standards ("SFAS™) 133, "Accounting for Derivative Instruments and
Hedging Activities." The effective date of this statement was delayed under SFAS
137 to fiscal years beginning after June 15, 2000, and cannot be applied
retroactively. SFAS 133 establishes accounting and reporting standards requiring
that every derivative instrument be recorded on the balance sheet as either an
asset or liability measured at its fair value. The statement requires that
changes in the derivative's fair value be recognized currently in earnings
unless specific hedge accounting criteria are met. The Corporation plans to
adopt SFAS 133 effective January 1, 2001, and will determine both the method and

impact of adoption prior to that date.
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2. ACQUISITION OF SYBEX, INC.

On November 30, 1999, USG acguired Sybex, Inc., the holding company of Beadex
Manufacturing Company, Inc. and The Synkcloid Company of Canada. Sybex operates
joint compound and paper-faced metal corner bead plants in the United States and
Canada and has annual sales of approximately $58 million.

Disclosure Page 84



USG CORP - 10-K Filing Date: 03/01/00

3 SHUTDOWN GF PLASTERCO

S

in tne third guarter of 1999, U.S. Gypsum announced the planned shutdown of its
Flasterco, Va., plant. In conjunction with the announcement, U.S. Gypsum
recorded a 322 million pretax ($14 million after-tax:; $0.27 per share) charge to
cost of products sold for expenses related to the closing of the plant and
adjacent gypsum mine. The Plasterco facility was closed cn December 23, 1999,
fcllowing the start-up of U.S. Gypsum's new plant in Bridgeport, Ala., earlier

in the year.
4. EARNINGS .PER SHARE

The reconciliation of basic earnings per share to diluted earnings per share is
shown in the following table:

Average
(millions, except Net Shares Per Share
share data) Earnings (000) Amount
1999:
Basic earnings S 421 49,697 $8.48
Effect of Dilutive Securities:
Options 519
Diluted earnings 421 50,216 8.39
1998:
Basic earnings 332 48,710 6.81
Effect of Dilutive Securities:
Options 861
Warrants 613
Diluted earnings 332 50,184 6.61
1997:
Basic earnings 148 46,269 3.19
Effect of Dilutive Securities:
Options 930
Warrants 1,528
Diluted earnings 148 48,727 3.03

5. COMMON STOCK

Changes in outstanding common stock are summarized as follows:
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(snhares in thousands) 1999 1998 1597
Common Stock:
Balance at January 1 49,525 46,781 45,725
Stock option and restricted

stock activity, net 165 536 973
Warrants exercised - 2,455 101
Treasury stock (830} (247) (18)
Balance at ‘December 31 48,860 49,525 46,781
Treasury Stock:
Balance at January 1 (296) (49) (31)
Purchases of common stock (1,425) (225) -
Stock option and restricted '

stock activity, net 595 (22) (18)
Balance at December 31 (1,126) (296) (49)

STOCK REPURCHASES
In the fourth guarter of 1998, USG initiated a multiyear stock-repurchase

program, under which up to 5 million shares of common stock may be purchased.
Stock repurchases are being made in the open market or through privately
neqgotiated transactions and are being financed with available cash from

operations.

STOCKHOLDER RIGHTS PLAN
The Corporation's stockholder rights plan which will expire on March 27, 2008,

has four basic provisions. First, if an acquirer buys 15% or more of USG's
outstanding common stock, the plan allows other stockholders to buy, with each
right, additional USG shares at a 50% discount. Second, if USG is acquired in a
merger or other business combination transaction, rights holders will be
entitled to buy shares of the acquiring company at a 50% discount. Third, if an
acquirer buys between 15% and 50% of USG's outstanding common stock, the
Corporation can exchange part or all of the rights of the other holders for
shares of the Corporation's stock on a one-for-one basis, or shares of a new
junior preferred stock on a one-for-one-hundredth basis. Fourth, before an
acquirer buys 15% or more of USG's outstanding common stock, the rights are
redeemable for $0.01 per right at the option of the board of directors. This
provision permits the board to enter into an acquisition transaction that is
determined to be in the best interests vf stockholders. The board is authorized
to reduce the 15% threshold to not less than 10%.
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WARRANTS
In 1998, the Corporation received cash proceeds of $40 million from the exercise

of 2,455,383 warrants issued in connection with a financial restructuring
implemented in 1993. Each warrant entitled the holder to purchase one share of
common stock at a purchase price of $16.14 per share, subject to adjustment
under certain events, at any time prior to the May 6, 1998, expiration date. The
proceeds from the exercises were added to the cash resources of the Corporation

and used for general corporate purposes.

6. INVENTORIES

1999 and 1998, the LIFO values of domestic inventories were

As of December 31,
and would have been $3 million

$191 million and $168 million, respectively,
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higher for 1999 and $1 million lower for 1998 if they were valued under the FIFO
and average production cost methods. The LIFO value of U.S. domestic inventories
exceeded that computed for U.S. federal income tax purposes by $30 million as of
R . December 31, 1999 and 199%8. Inventory classificaticns as of December 31 were as

follows:

(millicns) 1999 1998
Finished goods and work in progress $164 $151
Raw materials 77 69
Supplies 15 14
Total 256 234

‘ 7. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment classifications as of December 31 were as follows:

(millions) 1999 1998
Land and mineral deposits $ 78 $ 63
Buildings and realty improvements 423 331
Machinery and equipment 1,439 1,118

1,941 1,512
Reserves for depreciation and depletion (373) (298)
Total 1,568 1,214

8. LEASES

The Corporation leases certain of its offices, buildings, machinery and
equipment, and autos under noncancelable operating leases. These leases have
various terms and renewal options. Lease expense amounted to $62 million, $59
million and $51 million in the years ended December 31, 1999, 1998 and 1997,
respectively. Future minimum lease payments required under operating leases with
initial or remaining noncancelable terms in excess of one year as of December
31, 1999, were $45 million in 2000, $37 million in 2001, $31 million in 2002,
$19 million in 2003 and $15 million in 2004. The aggregate obligation subsequent

* to 2004 was $23 million.
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9. DEBT

Total debt, including debt maturing within one year, as of December 31 consisted
of the following:
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U.S. REVOLVING CREDIT FACILITY
USG maintains a $500 million unsecured revolving credit facility, which includes

a $125 million letter of credit subfacility, with a syndicate of banks under a
credit agreement. The revolving credit facility expires in 2002 with no required
amortization prior to maturity.

As of December 31, 1999, outstanding revolving loans totaled $25 million,
and letters of credit issued and outstanding amounted to $15 million, leaving
the Corporation with $460 million of available credit under the revolving credit
facility.

The reveolving loans bear interest at the London Interbank Offered Rate
("LIBOR") as determined from time to time plus an applicable spread based on the
Corporation’'s net debt to EBITDA ratio (as defined in the credit agreement) for
the preceding four quarters. As of December 31, 1999, the applicable spread was
0.4%. The average rate of interest on the revolving loans was 5.7% during 1999
and 6.0% during 1998. See "Note ll. Financial Instruments and Risk Management"
for information on instruments used by the Corporation to manage the impact of
interest rate changes on LIBOR-based bank debt.

The credit agreement contains restrictions on the operation of the
Corporation's business, including covenants pertaining to liens, sale and
leaseback transactions, and mergers with and acquisitions of businesses not

related to the building industry.

CANADIAN CREDIT FACILITY
USG maintains through CGC Inc. a $76 million (U.S.) ($110 million Canadian),
parent-quaranteed Canadian credit facility due 2002.

As of December 31, 1999, outstanding loans totaled $44 million (U.S.),
leaving $32 million (U.S.) of available credit under this facility.

The method of calculating interest amd the covenants related to this
facility are virtually the same as those for the U.S. facility described above.
The average rate of interest on the Canadian loans was 5.8% during 1999 and 6.0%

during 1998.

EUROPEAN LINE OF CREDIT
USG maintains a parent-guaranteed, multicurrency ($20 million U.S. egquivalent)

Eurcpean line of credit. As of December 31, 1999, short-term borrowings
outstanding under this line of credit amounted to $14 million (U.S.). The
average rate of interest on these borrowings was 3.3% during 1999 and 4.2%

during 1998.

INDUSTRIAL REVENUE BONDS
Industrial revenue bonds reflected in the above table had interest rates ranging

from 5.5% to 8.8%, with maturities through 2034.

USG uses industrial revenue bonds 4o finance certain capital projects.
Proceeds from these bonds are deposited into construction escrow accounts. The
bonds are recorded incrementally on USG's books as funds are drawn from the
escrow accounts throughout the construction process. In 1999, USG issued $140
million of industrial revenue bonds, of which $10 million were drawn and
recorded. Industrial revenue bonds issued in 1998 totaling $54 million were also
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2J. FINANCING ARRANGEIMENTS

ACCCUNTS RECEIVAELE FACILIT
The Corrorat:cn has an accounts receivable facility :n which USG Funding
a special-purpose subsidiary of the Corporation formed under

entered into agreements with U.S. Gypsum and USG Inter:iors, Inc.
{excluding

Corporation,

Delaware law,
These agreements provide that USG Funding purchases trade receivables

intercompany receivables owed by L&W Supply) of U.S. Gypsum and USG Interiors as
generated, in a transaction
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s

designed to be a "true sale" under applicable law. USG Funding is a party to a
Master Trust arrangement (the "Master Trust") under which the purchased
receivables are then transferred to Chase Manhattan Bank as trustee to be held
for the benefit of certificate holder5 in such trust. A residual interest in the
Master Trust is owned by USG Funding through subordinated certificates. Under a
supplement to the Master Trust, certificates representing an ownership interest
in the Master Trust of up to $130 million have been issued to Citicorp
Securities, Inc. Debt issued under the receivables facility has a final maturity
in 2004 but may be prepaid at any time. The underlying interest rate on this
facility is based on the commercial paper index. However, the interest rate on
such debt was fixed at 8.2% through December 31, 1999, through a long-term
interest rate swap that expired on that date. Pursuant to the applicable reserve
and eligibility requirements, the maximum amount of debt issuable under the
receivables facility as of December 31, 1999 and 1998, (including $80 million
outstanding as of each date) was $108 million and $112 million, respectively.
Under the foregoing agreements and related documentation, USG Funding is a

separate corporate entity with its own separate creditors that will be entitled
to be satisfied out of USG Funding's asgsets prior to distribution of any value
to its shareholder. N

. As of December 31, 1999 and 1998, the outstanding balance of receivables
sold to USG Funding and held under the Master Trust was $192 million and $189
respectively, and debt outstanding under the receivables facility was

Receivables and debt outstanding in connection with
respectively,

million,
$80 million as of each date.
the receivables facility remain in receivables and long-term debt,

on the consolidated balance sheet.

SHELF REGISTRATION
In 1996, the Securities and Exchange Commission declared effective a shelf

registration statement that allows the Corporation to offer from time to time
(i) debt securities (ii) shares of $1.00 par value preferred stock (iii) shares
of $0.10 par value common stock and/or (iv) warrants to purchase shares of
common stock, all having an aggregate initial offering price not to exceed $300
million. As of the filing date of the Corporation's 1999 Annual Report on Form
10-K, no securities had been issued pursuant to this registration.

1l. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

The amounts reported below as fair values represent the market value as obtained
from broker quotations. Any negative fair values are estimates of the amounts
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ENERGY RISX MANAGEMENT
USG uses swap agreements to hedge anticipated purchases of fuel to be utilized
1n its manufacturing processes. As of December 31, 1999 and 1388, USG had swap
agreements to exchange monthly payments on notional ‘amounts of energy amounting
to $53 million and $57 million, respectively. These agreements mature within
three years. The fair values of these swap agreements as of December 31, 1999
and 1998, were zero and $(6) million, respectively.

FOREIGN EXCHANGE RISK MANAGEMENT
As of December 31, 1999 and 1998, USG had a number of foreign currency contracts

in place (praimarily Canadian dollars and euros) to hedge its exposure to
exchange rate fluctuations on foreign currency transactions. These foreign
exchange contracts mature on the anticipated cash requirement date of the hedged
transaction, virtually all within 12 months. The notional amounts of foreign
currency contracts as of December 31, 1999 and 1998, were $41 million and $60
million, respectively. The fair values 0f these contracts as of December 31,
1999 and 1998, were 2ero and $(1) million, respectively.

COUNTERPARTY RISK
USG is exposed to credit losses in the event of nonperformance by the

counterparties on its financial instruments. All counterparties have investment
grade credit standing; accordingly, USG anticipates that these counterparties
will be able to satisfy fully their obligations under the contracts. USG does
not obtain collateral or other security to support financial instruments subject
to credit risk but monitors the credit standing of all
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counterparties.

12. EMPLOYEE RETIREMENT PLANS

The Corporation and most of its subsidiaries have defined benefit pension plans
for all eligible employees. Benefits of the plans are generally based on years
of service and employees' compensation during the final years of employment. The
Corporation also maintains plans that provide retiree health care and life
insurance benefits for all eligible employees. Employees generally become
eligible for the retiree benefit plans when they meet minimum retirement age and
service requirements. The cost of providing most retiree health care benefits is

shared with retirees.
The components of net pension and postretirement benefit costs are

summarized in the following tables:
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Service cost of benefits

earned 7 6 6

Interest cost on projected
benefit obligation 15 14 15
Net amortization (1) -
22 19 21

The following tables summarize pension and postretirement benefit

obligations, plan assets and funded status as of December 31:
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Pensicn Postretirement
(millicns; 19399 1938 1999 1998
:n Benefit Cbl:igation:
cpligation
January 1 $ 633 S 528 $ 214 3 219
st 19 14 7 [3
cost . 13 39 15 14
bre ccrntraibutions 9 9 2 2
Benef.ts paid (49) (47) (12; 113)
Pian amenament 2 3 (7) -
Actuarial (gain) loss (28) 30 (24) (14
Foreign currency rate change 3 (3) - -
Benefit cbligation
as of Decemper 31 632 633 195 214
Change 1n Plan Assets:
Fair value as of January 1 597 554 - -
Actual return on plan assets 97 79 - ~
Employer contributions 9 7 - -
Employee contributions 9 9 - -
Benefits paid (49) (47) - -
Foreign currency rate change 4 (5) - -
Fair value as of December 31 667 ° 597 - -
Funded Statué:
As of December 31 35 (36) (195) (214)
Unrecognized prior service cost 7 4 (6) 1
Unrecognized net (gain) loss (65) 14 (48) (23)
Net balance sheet liability (23) (18) (249) (236)
Assumptions as of December 31:
Discount rate 7.75% 6.75% 7.75% 6.75%
Pension plans expected return 9% 9% -~ -
Compensation increase rate 5% N 5% 5% 5%

The assumed health-care-cost trend rate used in measuring the accumulated
postretirement benefit obligation was 6% as of December 31, 1999, and 7% as of
December 31, 1998, with a rate gradually declining to 5% by 2000 and remaining
at that level thereafter. A one-percentage-point change in the assumed
health-care-cost trend rate would have the following effects:

One Percentage One Percentage
(millions) Point Increase Point Decrease
Effect on total service and
interest cost components $ 4 $ ‘ (3)
Effect on postretirement
benefit obligation 34 (27)
70
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13. STOCK-BASED COMPENSATION

The Corporation has issued stock options from three successive plans under its
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rement, death

3
Tnoanniversary

using the 3:iack-Scholes option pric.

assumptions for cpricns granted:

1999
Expected life (years) 7.4
Risk-free interest rate 6.5%
Expected volatility 31.4%
Dividend vyield .88%

z0 the market

or cisabil:ity,

c
ara Cpinion Nc.

The weighted average fair value of options granted on January 2,
$22.05. The weighted average fair values of options granted on January 2 and
January 19, 1998, were $22.32 and $24.53,

fair value of options granted during 1997 was $15.61.

If the Corporation had elected to recognize compensation cost for
stock-based compensation grants consistdnt with the method prescribed by SFAS
No. 123, net earnings and net earnings per common share would have changed to

the following pro forma amounts:

(millions, except per share data)

cregram. Under each cf the plans, options were granted at an
M value on the date cf crant.
pians have l0-year terms and vesting schecules of two or three
expire cn the 10th anniversary of the date of grant,
in which case they expire on the
of sucn event or the expiraricn of the original

tnts for stecck-based compensation in accordance with
25 and discloses such compensation under
: SFAS 123, "Accounting for Stock-Based Compensation.”

The fa.r wvalue of each cpricn grant was estimated as of the date of grant
ng model with the following weighted average

respectively. The weighted average

Net Earnings: As reported

Pro forma
Basic EPS: As reported

Pro forma
Diluted EPS: As reported

Pro forma

Stock option activity was as follows:

(options in thousands)

Options:

Qutstanding, January 1
Granted

Exercised

Canceled

Outstanding, December 31
Exercisable, December 31
Available for grant, December 31

Weighted Average Exercise Price:
Outstanding, January 1

Granted

Exercised

Canceled

OQutstanding, December 31
Exercisable, December 31

1999 1
5421 s
416
g8.48 6
g8.38 6
8.39 6
8.29 6
1999 1
2,034 2,
316
(553) (
(7)
1,790 2,
1,087 1,
566 1,
$30.43  $25
50.87 48
22.29 22
48.99 40
36.49 30
28.05 23

All ootions
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table summar.zes information about stock options outstanding

as -f Lecember 13299
Options Outstanding Options Exercisable
We:ghted
~verage Weighted Weignted
Pemaining Average Average
Contractual Ixercise Cptions ExXercise
Life (yrs.) Price (000} Price
3.4 $10 157 $10
4.6 22 121 22
5.7 32 3809 32
8.5 s0 - .
6.5 36 1,087 28
71
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14. INCOME TAXES

Earnings before income taxes consisted of the following:

(millions) 1999 1998 1997
U.s. $633 $487 $301
Foreign 51 47 19
Total 684 534 320

Income taxes consisted of the following:

(millions) 1999 1998 1997
Current:
Federal $246 $165 $147
Foreign 10 12 10
State 47 29 26
303 ' 206 183
Deferred:
Federal (38) {3) (12)
Foreign 5 (1) 2
State (7) - (1)
(40) (4) (11)
Total 263 202 172

Differences between actual provisions for income taxes and provisions for
income taxes at the U.S. federal statutory rate (35%) were as follows:
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Txcess reorganizaticn

velue amortizat:ich - - 44
Trre.gn sales corgporat.in Ll (L) -
Torengn earnings subsect

ts drfferent tax rates - (1) 2
3zat - tax, net oI

£ berefit z5 19 16
rerce e deplez:ion {4) (3) (3)
Cther, 2 1 1
Provision for income taxes 263 202 172
Effective income tax rate 38.4% 37.8% 53.9%

Significant components of deferred tax (assets} liabilities as of December
31 were as follows:

(millions) 1999 1998
Property, plant and equipment $189 $173
Other - 1
Deferred tax liabilities 189 174
Pension and postretirement benefits (93) (87)
Reserves not deductible until paid (178) (137)
Other (7) -
Deferred tax assets (278) (224)
Net deferred tax assets . (89) (50)

A valuation allowance of $90 million, which had been provided for deferred
tax assets relating to pension and postretirement benefits prior to the
Corporation's financial restructuring in™1993, was eliminated in the third
guarter of 1997. The elimination of this allowance reflected a change in
management's judgment regarding the realizability of thcoe assets in future
years as a result of the Corporation's pretax earnings levels and improved
capital structure over the prior three years. In accordance with SOP 90-7, the
benefit realized from the elimination of this allowance was used to reduce the
balance of excess reorganization value to zero in the third quarter of 1997.

The Corporation does not provide for U.S. income taxes on the portion
of undistributed earnings of foreign subsidiaries that are intended to be
permanently reinvested. The cumulative amount of such undistributed earnings
totaled approximately $196 million as of December 31, 1999. These earnings would
become taxable in the United States upon the sale or liquidation of these
foreign subsidiaries or upon the remittance of dividends. It is not practicable
to estimate the amount of the deferred tax liability on such earnings.
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15. SEGMENTS
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Amorrization cf Excess
Reorjanitation Value:

North Amer:can Gypsam

Worlowide Ceirl:ings €5

Building Products

Distribution - - 2
Total - - 127
Operating Profit (Loss):

North American Gypsum 651 534 102
Worldwide Ceilings €3 65 (88}
Building Products Distribution 87 40 29
Corporate (64) (S4) (49
Eliminations (7) - 12)
Total 730 58S 379
Depreciation, Depletion
and Amortization:
North American Gypsum 37 50 4
Worldwide Ceilings 19 i8 17
Building Products Distribution 6 S q
Cecrporate 9 8 5
Tetal 91 81 70
Capital Expenditures:
North American Gypsum 397 260 121
Worldwide Ceilings 20 k] 45
Building Products Distribution 8 9 5
Corporate 1 1 1
Total 426 309 172
Assets:
North American Gypsum 1,721 1,350 1,085
Worldwide Cexlings 4235 434 38
Building Products Distribution 309 258 213
Corporate 4100 38l 289
192} (68} (591

Eliminations

2,357 1,926

GEOGRAPHIC SEGMENTS
(millions) 1999 1998 1997
Net Sales:
United States $3,262 §2,829 $2,5.2
Canada 240 206 184
Other Foreign 246 256 251
Geographic transfers (148) {161) (131
Total 3.600 3,130 2,874
Long-Lived Assets:
United States 1,473 1,094 869
Canada 198 155 156
Other Foreign 102 83 71

1,773 1,332 1,096

Effective with this annual report, USG's operations are organized into three
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operating segments - North American Gypsum, Worldwide Ceirlings and Bu:ilding
Products Distribution. Previously, L&W Supply Corpcration was a component of
North American Gypsum. Because of the growth cf L&W Supply, it is now presented
as a separate operating segment.

Transacticons between operating and geographic segments are accounted for at
sransfer prices that are approximately eqgual to market vaiue. Intercompany
transfers between coperating segments !shcwn above as Eliminaticns) largely
reflect intercompany sales Irom U.S. Gypsum to L&W Supply. No single customer
acccunted for 10% or more of consolidated net sales. Revenues are attributed to
gecgrapnic areas based on -he locat:on of the assets producing the revenues.
Export sales-to foreign unaffiliated customers represent :ess than 10% of
consciidated net sales. Segment cperating profit (loss) includes all costs and
expenses directly related to the segment involived and an allccation of expenses
that benefit more than one segment. Segment operating profir {loss} for 1997
also includes the ncncash amortization of excess reorganization value, which had
the impact of reducing operating profit for North American Gypsum, Worldwide
Ceilings and Building Products Distribution.

Corporate assets include the assets of USG Funding, which represent the
outstanding balances of receivables purchased from U.S. Gypsum and USG
Interiors, net of reserves. As of December 31, 1999, 1998 and 1997, such
receivables, net of reserves, amounted to $125 million, $141 million and $128
million, respectively, including $97 million, $106 million and $95 million
purchased from U.S. Gypsum and $28 million, $35 million and $33 million
purchased from USG Intericrs as of the respective dates.
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16. LITIGATION

ASBESTOS AND RELATED INSURANCE LITIGATION
One of the Corporation's subsidiaries, U.S. Gypsum (or "the Company"),
many defendants in lawsuits arising out of the manufacture and sale of
asbestos-containing materials. U.S. Gypsum sold certain asbestos-containing
products beginning in the 1930s; in most cases, the products were discontinued
or asbestos was removed from the formula by 1972, and no asbestos~containing
products were produced after 1977. Some of these lawsuits seek to recover
compensatory and in many cases punitive damages for costs associated with the
maintenance or removal and replacement of asbestos-containing products in
buildings (the "Property Damage Cases"). Others seek compensatory and in many
cases punitive damages for personal injury allegedly resulting from exposure to
asbestos-containing products (the "Personal Injury Cases").

~
Property Damage Cases: U.S. Gypsum is a defendant in 11 Property Damage Cases,
most of which involve multiple buildings. One of the cases is a conditionally
certified class action comprised of all colleges and universities in the United
States, which certification is presently limited to the resolution of certain
allegedly "common" liability issues (Central Wesleyan College v. W.R. Grace &
Co., et al., U.S.D.C. 5.C.). The Company anticipates that few additional
Property Damage Cases will be filed, as a result of the operation of statutes of
limitations and the impact of certain other factors, although if the class
action referred to above is decertified, as sought by the Company, it is likely
that some colleges and universities will file individual Property Damage Cases
against U.S. Gypsum. It is possible that any cases that are filed will seek
substantial damages.

In total, U.S. Gypsum has settled approximately 115 Property Damage Cases
involving 245 plaintiffs, in addition to four class action settlements.
Twenty-four cases have been tried to verdict, 16 of which were won by U.S.
Gypsum and five lost: three other cases, one won at the trial level and two
lost, were settled during appeals. In the cases lost, compensatory damage awards
against U.S. Gypsum totaled $11.5 million. Punitive damages totaling $5.5
million were entered against U.S. Gypsum in four trials. Two of the punitive
damage awards, totaling $1.45 million, were paid, and two were settled during

is among
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ate process.
no new Property Damage Cases were filed against U.S5. Gypsum,

case wWas tied, and .. were pending at year end. U.S. Gypsum expended $5
million for the defense and resclution cf Property Damage Cases and received

two Property Damage Cases were filed
four were settled,

cre

against U.S. Gypsum, two cases were dismissed before trial,
and 12 were pending at year end. J.S. Gypsum expended $29.5 million for the
Damage Cases {(most of which consisted of

in the prior year) and received insurance
one Property Damage Case was filed

zefense and resolution of Property
payments for settlements agreed to
payments of $22.0 million in 1998. In 1597,
against ¥.S. Gypsum, three cases were dismissed before trial, six were settled,
one closed case was reopened, and 16 were pending at year end. U.S. Gypsum
expended $7.8 mill:icn for the defense and resolution of Property Damage Cases
and received insurance payments of $15.5 million in 1897. A substantial portion

of the 1nsurance payments received during the years 1997-1999 constituted
reimbursement for amounts expended in connection with Property Damage Cases in

prior years.
U.S. Gypsum's estimated cost of resolving pending Property Damage Cases is
discussed below (see "Estimated Cost").

Personal Injury Cases: U.S. Gypsum is also a defendant in approximately 93,000
Personal Injury Cases pending at December 31, 1999, as well as an additional
approximately 59,000 cases that have been settled but will be closed over time.
Filings of new Personal Injury Cases totaled approximately 48,000 claims in
1999, compared to 80,000 claims in 1998, and 23,500 claims in 1997. The Company
believes that the higher rate of personal injury case filings in 1998 resulted,
at least in part, from a Supreme Court ruling striking down a class action
settlement that included an injunction against the filing of certain Personal
Injury Cases from September 1994 until July 1997. It is anticipated that
Personal Injury Cases will continue to be filed in substantial numbers for the
foreseeable future, although the percentage of such cases filed by claimants
with little or no physical impairment is expected to remain high.

U.S. Gypsum's average settlement cost for Personal Injury Cases over the
past several years has been approximately $1,800 per claim, exclusive of defense
costs. In 1999, U.S. Gypsum (through the Center for Claims Resolution, discussed
below) agreed to settlements of approximately 76,000 Personal Injury Cases,
including 39,000 cases that will be closed in future years at an average cost of

- approximately $1,250 per case, and 37,000 claims closed during 1999 for an
average settlement of approximately $2,500 per case. The higher cost of
settlements of those cases actually closed in 1999 was due

?
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primarily to more costly settlements in particular jurisdictions, and an
increase in the number of such claims that came from individuals alleging
serious illness, due in part to the courts' accelerated treatment of such
claims. Management anticipates that the average settlement cost for most pending
claims will continue to be moderated by opportunities for block settlements of
large numbers of claims and the apparently high percentage of claims that appear
to have been brought by. individuals with little or no physical impairment.
However, other factors, including the litigation strategies of certain
co-defendants and an increasingly adverse litigation environment in particular
jurisdictions, are expected to have an adverse impact on settlement costs for
some pending and future cases and, therefore, on U.S. Gypsum's overall
settlement costs. :

U.S. Gypsum is a member, together with 14 other former producers of
asbestos-containing products, of the Center for Claims Resolution (the
"Center"), which has assumed the handling of all Personal Injury Cases pending
against U.S. Gypsum and the other members of the Center. Costs of defense and
settlement are shared among the members of the Center pursuant to predetermined
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shar:ng formulae. Most of U.S. Gypsum's personal injury liability and defense
ccsts have Zeen paid by its insurance carriers. Punitive damages have never peen
awarded against U.S. Gypsum in & Personal Injury Case; whether sucn an award
wculd be covered oy insurance would cepend on state law and the terms of the
individual policies.

During 1999, three companies left the Center and the membership of another
was terminated by the Center's Board. U.S. Gypsum and other Center
members have stated <herr iLntention to pursue alternatives to the current tort
system, iIncluding settlements with plaintiffs' firms that include agreements to
resclive over time the firms' pending claims, as well as the firms' agreement to
recommend to theilr future clients that they defer filing, or accept nominal
payments ©on, personal injury claims that do not meet established disease

riteria. The Center reached several such agreements in 19399 and will continue
Lo attempt to negotiate similar agreements in the future. The impact of such
agreements, and of the changes in the Center's membership, cannot be determined
at this time.

During 1999, approximately 48,000 Perscnal Injury Cases were filed against
U.S. Gypsum, and approximately 37,000 were settled or dismissed. U.S. Gypsum
incurred expenses of $100 million in 1999 with respect to the settlement and
defense of Personal Injury Cases, of which approximately $85 million was paid by
insurance. During 1998, approximately 80,000 Personal Injury Cases were filed
against U.S. Gypsum, and 21,000 were settled or dismissed. U.S. Gypsum incurred
expenses of $61.1 million in 1998 with respect to the resolution and defense of
Personal Injury Cases, of which $45.5 million was paid by insurance. During
1997, approximately 23,500 Personal Injury Cases were filed against U.S. Gypsum,
approximately 5,000 claims were refiled or amended to add U.S. Gypsum as a
defendant, and approximately 14,000 were settled or dismissed. U.S. Gypsum
incurred expenses of $31.6 million in 1997 with respect to Personal Injury
Cases, of which $27.2 million was paid by insurance.

U.S. Gypsum's estimated cost of resolving the pending Personal Injury Cases
is discussed below (see "Estimated Cost").

cempany

Insurance Coverage Action: U.S. Gypsum sued its insurance carriers in 1983 to
obtain coverage for asbestos cases (the "Coverage Action") and has settled all
disputes with its solvent carriers. As of December 31, 1999, after deducting
insolvent coverage and insurance paid out to date, and taking into account
recent settlements, approximately $142 million of insurance remained with 8
carriers, all of which have agreed, subject to certain limitations and
conditions, to cover asbestos-related costs. .

Insurance payments to U.S. Gypsum for all asbestos-related matters,
including property damage, personal injury, insurance coverage litigation and
related expenses, exceeded asbestos-related expenses by $6 million for 1999 and
$0.7 million in 1997 due primarily to nogrecurring reimbursement for amounts
expended in prior years. However, U.S. Gypsum's total asbestos-related
expenditures exceeded aggregate insurance payments by $24 million in 1998.

Insolvent Carriers: Four of U.S. Gypsum's domestic insurance carriers, as well
as underwriters of portions of various policies issued by Lloyds and other
London market companies, providing a total of approximately $106 million of
coverage, are insolvent. Because these policies would already have been consumed
by U.S. Gypsum's asbestos expenses to date if the carriers had been solvent, the
insolvencies will not adversely affect U.S. Gypsum's coverage for future
asbestos-related costs. However, U.S. Gypsum is pursuing claims for
reimbursement from the insolvent estates and other sources and expects to
recover a presently indeterminable portion of the pelicy amounts from these

sources.

Estimated Cost: The asbestos litigation involves numerous uncertainties that
affect U.S. Gypsum's ability to estimate reliably its probable liability in the
Personal Injury and Property Damage Cases. In the Property Damage Cases,

75
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2 ainties :ncluce the ident:ificat:cn and volume c¢f asbestos-cintalning
r he cul'dv”gs at issue 1n each case, which 1s citen disputed; the

Pl Z
’ daméges associated therewith; the viability of statute of limitat:ions,

identification and other defenses, which varies depending upon the facts
:sciction cf each case:; the amcunt for wnich such cases can be resolved,
rmally (but noct uniformliy) has been substantially lower than the claimed
and the viacility of claims Zor punitive and other Zcrms of multiple
irncertainties in the fersoral Injury Cases incluce the number,

tics and venue of Personal Injury Cases that are filed against U.S.

\ Center's apility to continue to resolve claims at historical or
ptable levels; the level of physical impairment of claimants; the viability
cf claims for punitive damages; the effect of recent changes in membership in

J the Center and any future changes in Center membership; and the ability to

negotiate settlements or develop other mechanisms that defer or reduce claims
from unimpaired claimants. As a result, any estimate of U.S. Gypsum's liability,
while based upon the best information currently available, may not be an
accurate prediction of actual costs and is subject to revision as additional
information becomes available and developments occur.

Subject to the above uncertainties, and based in part on information
provided by the Center, U.S. Gypsum estimates that it is probable that Property
Damage and Personal Injury Cases pending at December 31, 1999, can be resclved
for an amount totaling between $342 million and $485 million, including defense
costs. Most of these amounts are expected to be expended over the next three to
five years, although settlements of some Personal Injury Cases will be
consummated over periocds as long as seven years. Significant insurance funding
is available for these costs, as detailed below, although resolution of the
pending cases will consume U.S. Gypsum'S remaining insurance. At this time, U.S.
Gypsum does not believe that the number and severity of asbestos-related cases
that ultimately will be filed in the future can be predicted with sufficient
accuracy to provide the basis for a reasonable estimate of the liability that
will be associated with such cases, although, as noted below, the Company is
actively engaged in examining the feasibility of such an estimate with the
objective of providing such information when possible.

Accounting for Asbestos Liability: As of December 31, 1999, U.S. Gypsum had
reserved $342 million for liability from pending Property Damage and Personal
Injury Cases (equaling the lower end of the estimated range of costs provided

- above). U.S. Gypsum had a corresponding receivable from insurance carriers of
approximately $142 million, the estimated portion of the reserved amount that is
expected to be paid or reimbursed by insurance. As of December 31, 1999, U.S.
Gypsum had an additional $32 million reserved for asbestos liabilities and
asbestos-related expenses.

- U.S. Gypsum compares its estimates of liability to then-existing reserves
and available insurance assets and from time to time adjusts its reserves as
appropriate. The Company historically has accrued $18 million annually ($4.5
million per quarter) for asbestos costs. In view of the increased level of
personal injury filings beginning in 1998, U.S. Gypsum accrued an additional $8
million (or a total of $12.5 million) in both the fourth quarter of 1998 and the
first quarter of 1999. U.S. Gypsum charged results of operations a total of $30
million in the second quarter of 1999, $20 million in the third quarter, and $18
million in the fourth quarter, based largely on new filings in those quarters.
Although new Personal Injury Cases were filed in 1999 at a rate significantly
below the rate at which cases were filed in 1998, asbestos charges to results of
operations have been higher in 1999 because the estimated cost of resolving
cases pending during 1998 will, when expended, consume all of U.S. Gypsum's
remaining insurance; as a result, the estimated liability from new case filings
is currently being charged against reported earnings. Accordingly, the Company
expects that additional periodic charges will be necessary in the future, in
amounts that could be higher or lower than recent quarters, and which could be
material to the period in which they are taken. The amount of future periodic
charges will depend upon factors that include, but may not be limited to, the
rate at which new asbestos-related claims are filed, the potential imposition of
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the impact of changes :n membership of the Center, changes in

lement cost and the estimated cost cf resolving pending
cessity of higner-cost sertlements in particular

addition, U.S. Gypsum will continue to evaluate whether :ts probable
v f£or future Personal Injury Cases can be reasonably estimated. The
toc make such an estimate will reguire an assessment of the impact on
gs and setzlement values of zhe uncerza:nt:es identified above,

case fil:inm

the outcome of negotiations currently underway between the Center and
laintiffs' f:rms cconcerning settlements that would, among other things,
cly medical criteria o the firm's future Personal Injury Cases. When such an
1t is probable that an additional charge to results of
at.ons will be necessary. Although the timing and
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amount of the resulting charge cannot presently be determined, the amount is

expected to be material to results of operations in the period in which it is
taken.
The above estimates and reserves are re-evaluated periodically as

Additional charges to results of
and such

Conclusion:
additional information becomes available.
operations are expected to be necessary in light of future events,
charges could be material to results of operations in the period in which they
are taken. However, it is management's cpinion, taking into account all of the
above information and uncertainties, including currently available information
concerning U.S. Gypsum's liabilities, reserves and probable insurance coverage,
that the asbestos litigation will not have a material adverse effect on the
liquidity or financial position of the Corporation.

ENVIRONMENTAL LITIGATION
The Corporation and certain of its subsidiaries have been notified by state and

federal environmental protection agencies of possible involvement as one of
numerous "potentially responsible parties" in a number of so-called "Superfund”
sites in the United States. In most of these sites, the involvement of the
Corporation or its subsidiaries is expected to be minimal. The Corporation
believes that appropriate reserves have been established for its potential
liability in connection with all Superfund sites but continuously reviews its
accruals as additional information becomes available. Such reserves take into
account all known or estimated costs associated with these sites, including site
investigations and feasibility costs, site cleanup and remediation, legal costs,
and fines and penalties, if any. In additidn, environmental costs connected with
site cleanups on USG-owned property alsoc are covered by reserves established in
accordance with the foregoing. The Corporation believes that neither these
matters nor any other known governmental proceeding regarding environmental
matters will have a material adverse effect upon its results of operations or

financial position.
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REPORT OF MANAGEMENT

Management of USG Corporation is responsible for the preparation, integrity
and fair presentation of the financial information included in this report. The
financial statements have been prepared in accordance with generally accepted
accounting principles and necessarily include certain amounts that are based on

management's estimates and judgment.
Management is responsible for maintaining a system of internal accounting
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o prov.de reasonable assurance as to the integrity and reliapility of
1al statements, the proper safeguarding and use of assets, and the
arac xecuticn and recording of transactions. Such controls are based on
zpiished policies and procedures and are implemented by trained personnel.
system of internal accounting centrols is monitored by the Corporation's
ernal auditors to cenfirm that the system is proper and operating

ctively. The Corpcraticn's policies and procedures prescribe that the
pcration and its subsidiaries are to maintain ethical standards and that its
irness practices are to be consistent with those standards.

The Corporation's financial statements have been audited by Arthur Andersen
LLP, 1incepenéent public accountants. Their audit was conducted in accordance
with generally accepted auditing standards and included consideration of the
Cerporation's internal control system. Management has made available to Arthur
andersen LLP all the Corperation's financial records and related data, as well
as minutes of the meetings of the Board of Directors. Management believes that
all representations made to Arthur Andersen LLP were valid and appropriate.

The Board of Directors, operating through its Audit Committee composed
entirely of nonemployee directors, provides oversight to the financial reporting
process. The Audit Committee meets periodically with management, the internal
auditors and Arthur Andersen LLP, jointly and separately, to review financial
reporting matters, internal accounting controls and audit results to assure that
all parties are properly fulfilling their responsibilities. Both Arthur Andersen
LLP and the internal auditors have unrestricted access to the Audit Committee.

YO
jo]
o

D -

)

=) b ot

3T w0

W oty Nt Dot

[S2=N

)

B0y o

&

William C. Foote
Chairman, Chief Executive Officer and President

Richard H. Fleming
Executive Vice President and Chief Financial Officer

Raymond T. Bel:z
Senior Vice President and Controller
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2EPORT COF INDEPENDENT PUBLIC ACCOUNTANTS

¢ Scard c¢f Cirectors of USG Corporatien:
che accompanying corsolidated balance sheets of USG
and subsidiaries as of December 31, 13999
statements of earnings, cash flows,
cmprerensive inccme for the vears 2nded December 31,
censolidated financial statements are the

raticn's management. Jur responsibility 1s to express
tal statements based on our audits.

©s in accordance with generally accepted auditing
Thcse 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 incliudes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also 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.
the consolidated financial statements referred to above
the financial position of USG

laware corpcoraticn)
reilated ccnsolidated

cnducted cur audl

In our opinion,
present fairly, in all material respects,
Corporaticn and subsidiaries as of December 31, 1999 and 1398, and the results
of their operations and their cash flows for the years ended December 31, 1999,

1998 and 1997, in conformity with generally accepted accounting principles.

/s/ Brthur Andersen LLP

ARTHUR ANDERSEN LLP
Chicago, Illinois

January 27, 2000
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ZEZLECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

First
(mrilions, except per share data) Quarter

Second
Quarter

Third
Quarter

Fourth
Quarter - Year

1999
Net sales $ 823
Gross profit 231
Operating profit 154
Net earnings 86
Per Common Share:
Net earnings (a) - basic 1.73
- diluted 1.71
Price range (b} - high 58.375
~ low 44.750
Cash dividends paid 0.10
1958
Net sales S 735
Gross profit 196
Operating profit 124
Net earnings 67
Per Common Share:
Net earnings (a) - basic 1.42
‘ - diluted 1.35
Price range (b) - high 56.750
- low 47.000

Cash dividends paid -

3 895
265
183
104

2.09
2.07
64.500
51.438
0.10

$ 775
221
147
82

1.68
1.63
58.000
49.500

$ 952
283
198
116

2.34
2.32
60.750
46.438
0.10

$ 814
233
158
91

1.83
1.80
58.750
41.375

$ 930 $ 3,600

289 1,068
195 730
115 421
2.34 8.48
2.32 8.39
52.375 64.500
41.125 41.125
0.15 0.45

$ 806 $ 3,130
234 884
156 585

92 332
1.85 6.81
1.83 6.61
51.625 58.750
35.500 35.500
0.10 0.10

(a) Basic earnings per share is calculated using average shares outstanding

during the period.

Diluted earnings per share is calculated using average

shares and common stock equivalents outstanding during the period.
Consequently, the sum of the four quarters is not necessarily the same as

the total for the year.

3

(b) Stock price ranges are for transactions on the New York Stock Exchange
(trading symbol USG), which -is the principal market for these securities. .

Stockholders of record as of January 31,

none.
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FIVE-YEAR SUMMARY (UNAUDITED)

2000: Common =~ 4,463; Preferred -

Disclosuse Page 104



L SG CORP - 1N-K

Filing Date: 03:01/00

iiars :n mlllions, escept per share dataj

1999
2 STATEMENT CATA
Net sal $ 3,600
Gross preofit 1,068
Sell:ing and administrative expenses 338
Amortizat:ion of excess reorganization value -
Operating profit 730
Interest expense 53
Interest income (10)
Other expense, net 3
Income taxes 263
Net earnings (loss) 421
Net Earnings (Loss) Per Common Share:
Basic 8.48
Diiuted B8.39
BALANCE SHEET DATA (as of the end of the period}:
Working capital 382
1.78

Current ratio
Property, plant and equipment, net 1,568

Total assets 2,773
Total debt (a} 593
Total stockholders' equity (deficit) - 867
OTHER INFORMATION:

Capital expenditures 426
Gross margin % 29.7
Stock price (per common share) (b) 47.13
Cash dividends paid (per common share) 0.45
Average number of employees 14,300

Years £nded December 31,

884 787 645 603
299 281 268 234

- 127 169 169

585 378 208 190
S3 60 75 99
(5) (3} (2} (6)

3 2 3 32

202 172 117 97
332 148 15 (32)
6.81 3.19 0.32 (0.71)
6.61 3.03 0.31 (0.71)
3es 264 159 167
1.86 1.70 1.41 1.46
1,214 982 887 842
2,357 1,926 1,864 1,927
596 620 772 926
518 147 23 (37)
309 172 120 147
28.2 27.4 24.9 24.7
50.94 49.00 33.88 30.00
0.10 - - -
13,700 13,000 12,500 12,400

{a) Total debt is shown at principal amounts for all periods presented. The
carrying amounts of total debt (net of unamortized reorganization discount)
as reflected on the consolidated balance sheets as of December 31, 1996 and
1995, were $755 million and $907 million, respectively.

(b} Stock price per common share reflectd the closing price on December 31.
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_.sted ktelow are the primary subsidiaries of the Corporation.
for tnese subsiciaries, as well as for other subsidiaries
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and are tharefore exclucded from this
sclrdated financ:ial statements.

ORGANIZED UNDER

NAME TF IIMPANY LAWS OF
ANV (@) e e e e e Delaware
............................................... Delaware
1= T S < T Delaware
....................... P Lelaware
Foreign Investments, Ltd. (@) ... ...t Delaware
Inter:iors International, Inc............. P Chio
USG Funding CorpoOratlon. ... ottt ta i nan e aeaannenanesnnn Delaware
La Mirada Products CO., INC. ...t iiiiititnnennuneesetnmeenneseenensnns Chio
USG Foreign Sales Corporation. ... ... ...ttt itir i annmeenneueenons Virgin Islands
Gypsum Engineering Company........... et e e e e e Delaware
Alabaster Assurance Company, Ltd....... ...t iananenens Vermont
H & B GYPSUM, INC. ittt tnt it it e e teiaat ettt ea o e saanansns Oklahoma
USG Latin AMEriCa. .« i ittt ittt et ittt ettt t it eieaa e e aseanneaenan Delaware
SybeX, TN . ittt e e e e e e Delaware
Beadex Investments Company, InC.... .. ...ttt aniinenns Delaware
Beadex Maunfacturing COmpPany, INC. ... ...t enenironneneenonenunnnens Delaware
Beadex Foreign Sales Corperation, INC. ..... ... iineinenns Guam
International: '
COC INC. (@) it it i ittt ittt eet it e sttt e e anaaeneanaens Canada
USG Canadian Mining LEd. ... ittt ii it i ittt it nananerans Ontario
Gypsum Transportation Limited........... ... .t iiiinnaan.nn e Bermuda
Yeso Panamericano, S.A. de C.V. ...ttt e tenananuasosasenaonenatonens Mexico
Grupo Yeso de Mexico, S.A. de C.V.. ...ttt itintinanetnneanasiaanansn Mexico
Exploracion de Yeso, S.A. de C.V............... e e Mexico
USG Manufacturing Worldwide, Ltd........ e, e e Caymans
USG INter10rs (DONM) S.B. e it ime it ine e tmaneeaanae e ennanns Belgium
Donn Products GRDH. . o v it it it ittt i e it in et et te st onasasoaennennn Germany
USG Interiors Eastern Manufacturing Baulemente GmbH................... Germany
USG Interiors East Innenausbau-vertriebsgesellschaft mbH.............. Germany
USG (U.K.) LEQ. ..t ittt it ieiiitnrsetassasasnnssenasesassasasnansass United Kingdom
USG France S.A. .. ...t iiimenetrareneenoainanancenasons e e France
USG (Netherlands) B.V.........oiunuiunnennn et e e et Netherlands
USG INteriors (EULOPe) S. ... ..t irieerentoaeronessnnesasotneerannn Belgium
USG Interiors Coordination Centre S.A..... e e Y Belgium
USG Europe, S.A........... e e B, Belgium
USG Belgium Heoldings S.A......... ... ... .. .. et i e Belgium
USG Asia Pacific Holdings Pty. Ltd......... ...t P, Ceaees Singapore
USG Interiors Pacific Ltd............. ... sesetcuiiiL PN New Zealand
USG Interiors Australia Pty. Ltd............ et ee e e . Australia
USG Interiors (Far East) SDN BHD..........cicvnieiiiennns I Malaysia
Shenzhen USG Zhongbei Building Materials Co. (60% ownership)......... . China
Alabaster Engineering (Nederland) B.V............. N Netherlands
Red Top Technology (Nederland) B.V..................... e e Netherlands
The Synkoloid Company of Canada............... e e British Columbia
Synko Leasing Company, Ltd. ................ Cessasecn b it steasancana British Columbia
Synkoloid ULC. ... ivir it ittt iinens e e esateisaaaane Nova Scotia

(a) Accounts for material revenues.

(b) As of December 31, 1999, Ls&W Supply conducted its business out of 193
locations in 37 states using various names registered under applicable
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ZXHISIT 23

FUBLIC ACCOUNTANTS

cuntants, we hereby consent to the incorporation by
repo dated January 27, 2000, included in this Form 10-K for
ecemper 31, 199%, into the Corporation's previously filed
ements Nos. 33-60563 and 33-64217 on Form S-3 and 33-22581,
33-52715, 33-63554, 32-65383, 333-34147, 233-29137 and
It should be noted that we have not audited any financial
1999 or performed any audit

«
Doy g

ot

as

OV NG oot

et

33-1149%6 cn Form S-8.
statements of the company subsequent to December 31,

procedures subsequent to the date of our report.

/s/Arthur Andersen LLP

ARTHUR ANDERSEN LLP

Chicago, Illinois
February 29, 2000
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EXEIBIT 24
PCWER OF ATTCRNEY

,_L MEN BY THESE PRESENTS, tnat each person whose name appears below

es and appoints Richard H. Fleming, Raymond T. Beliz, and Dean H.
d each of =hem, n.s or ner true and lawful attorneys-in-fact and
with full power of substituticn and resubstitution, for and :n his or
ner name, place and stead, 1in any and all capacities, to sign the Annual Report
on Form 10-K for the year ending December 31, 1399, of USG Corporation and any
or all amendments thereto, and to f:le the same, with all exhikits thereto, and
cther documents in connecticn therewith, with the Securities and Exchange
Commission, granting unto said attorneys-in-fact and agents, and each of them,
full power and authority to do and perform each and every act and thing
requisite and necessary to be done in and about the premises, as fully to all
intents and purposes as he or she might or could do in person, hereby ratifying
and confirming all that said attorneys~in-fact and agents or any of them, or
their or his substitutes, may lawfully do or cause to be done by virtue hereof.

This power of attorney has been signed as of the 9th day of February, 2000, by
the following persons:

/s/ William C. Foote /s/ W.H. Clark

rr

Disclosure Page 110



Filing Date: 03/01/00

Keith A. Brown,
Director

/s/ David W. Fox

David W. Fox,
Director

/s/ Valerie B. Jarrett.
Valerie B. Jarrett,
Director

/s/ Marvin E. Lesser

Marvin E. Lesser

Director

83

w. H. Clark,
Director

/s/ Carmes C. Cotting

James C. Cotting,

Director

/s/ Lawrence M. Crutcher

Lawrence M. Crutcher,
Director

/s/ W. Douglas Ford

W. Douglas Ford,

Director
/s/ John B. Schwemm
John B. Schwemm,
Director

/s/ Judith A. Sprieser

Judith A. Sprieser,
Director
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<ALLOWANCES>
<INVENTCRY>
<CURRENT-ASSETS>
<PP&E>

<DEPRECIATION>
<TOTAL-ASSETS>
<CURRENT-LIABILITIES>
<BONDS>
<PREFERRED-MANDATORY>
<PREFERRED>

<COMMON>

<OTHER-SE>

<TOTAL-LIABILITY-AND-EQUITY>

<SALES>
<TOTAL-REVENUES>
<CGS>
<TOTAL-COSTS>
<OTHER-EXPENSES>
<LOSS-PROVISION>
<INTEREST-EXPENSE>
<INCOME-PRETAX>
<INCOME-TAX>
<INCOME-CONTINUING>
<DISCONTINUED>
<EXTRAORDINARY>
<CHANGES>
<NET-INCOME>
<EPS-BASIC>
<EPS-DILUTED>

12-M0S

DEC-31-1999
DEC-31-1959
157
0
379
18
256
873
1941
373
27173
491
577
0

0

5
862
2773
3600
3600
2532
2532
338

53
684
263
421

421
8.48
8.39
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