To Our Fellow Shareholders :

Like other businesses, we began 2009 facing a deepening

As challenging as it was for our customers, shareholders and

global recession and the worst market conditions in three-

employees, the global recession was beyond our control. We

quarters of a century.

worked hard to affect what was within our control. To stay ahead

We believed at the start of the year that market conditions would
again require us to position the company to weather the storm. In

of the declining market, we resized the business further,
reduced costs and dramatically improved our liquidity.

our markets —domestic and international commercial construction,

Throughout 2009, our management team acted decisively and

residential construction and repair and remodel—it was a very

aggressively to operate in a consistently excellent way, adjust

difficult year, like the two before it. Our results reflect the impact

operations to market needs, reduce costs, improve our liquidity

of the storm and our repositioning efforts.

and fortify the balance sheet.

For the year, USG reported an operating loss of $185 million and

We accomplished those things and more. We ended the year

a net loss of $787 million. The net loss includes a non-cash tax

a stronger, leaner, more resilient company … poised to sustain

valuation allowance.

our industry leadership and increase shareholder value.

A c l o s e r l o o k at t h e y e a r
The challenges :
The prolonged recession in construction markets persisted.
New residential construction and the repair and remodel market
entered a fourth year of decline. Commercial construction,

U.S. industry wallboard shipments fell 27 percent.
Shipments totaled about 18 billion square feet, roughly half
of the peak level achieved only a few years ago, reflecting the
steep declines in the housing market.

which had been relatively resilient, experienced a sharp decline

Our revenues declined 30 percent. Total sales were $3.2

in 2009.

billion, a $1.4 billion reduction from $4.6 billion in 2008.

Housing starts hit record lows in 2009. U.S. housing starts of
550,000 represented the lowest level since the federal government began reporting that statistic in 1959.
The repair and remodel market was down for the fourth straight
year. Before the current downturn, this market segment had
never seen a consecutive two-year decline. This is an indication
of just how financially stretched homeowners and other property
owners have been.
The new commercial construction segment also declined
sharply. This segment likewise experienced a drop of more
than 40 percent, the third year of decline, which was largely
attributable to tightening within the credit markets.

Our response :
We continued to anticipate, adapt and act. We proactively
responded by reducing manufacturing capacity, cutting costs,
and improving liquidity. Since the beginning of the recession in
mid-2006, we have closed or idled 3 billion square feet of
wallboard manufacturing capacity, closed approximately 100
of our L&W Supply distribution centers and reduced employment
by approximately 3,900. We continued those efforts in 2009,
including the closure of 37 L&W centers.
We reduced costs substantially. Since mid-2006, we have
decreased overhead and other costs by more than $400 million.

We pared capital expenditures. Having made substantial invest-

tile manufacturing plant in China and a manufacturing and

ments in infrastructure and manufacturing capacity in recent

distribution alliance in Colombia. These add to our other

years, we were able to reduce capital expenditures to less than

successful alliances, including those in Canada, Saudi Arabia

$50 million in 2009, compared to $238 million in 2008.

and Germany.

We greatly reduced our investment in working capital and

Innovation continues. Innovation and product development

improved cash flow. We reduced our investment in working

are among our core values. We were awarded 31 patents in

capital by approximately $200 million, with about one-third of

the U.S. for new products and concepts such as our Durock®

that figure representing a permanent structural savings. Cash

Cement Board Next Gen® and Securock® Glass Mat-Sheathing

flow from operating activities exceeded cash used for capital

Panels, which are recognizable by the green “skin” on

spending and other investing activities by about $30 million

buildings under construction.

last year. Aggressive cost reductions and resizing the business
to the market contributed to this positive cash flow.
The outcome :
Operating losses decreased. Despite a $1.4 billion decline

We protected our intellectual property. We reached a $105
million settlement in a years-long patent-infringement and
trade-secrets lawsuit against a competitor. Our pursuit of
redress demonstrates the value of our intellectual property
and how serious we are about safeguarding it.

in sales, we succeeded in reducing our operating loss. Losses
are unacceptable, but in the context of a 30 percent decline
in sales, this was a move in the right direction.

The future :
We are facing another challenging year in 2010. Some segments

Liquidity increased. We were successful in adding to our liquidity

of the market, including residential construction, seem to have

through financing and other activities, ending 2009 with almost

stabilized. Market forecasts for 2010 U.S. housing starts range

$700 million in cash. Total liquidity, including cash and available

from 600,000 to 900,000 units, which are very low by historical

borrowing capacity, was more than $800 million at the close

standards. We are projecting starts to be near the low end of

of the year.

that range, which would still be an improvement for the first

Safety remains paramount. We achieved an all-time record

time in four years.

safety performance. Eleven of our plants have earned the

The residential repair and remodel market, which is driven

OSHA Star rating, and 20 others are working toward it.

by sales of existing homes, appears to have stabilized as well,

Customer-service trends are strong. All of our customer satisfaction measurements were at or near record levels, reflecting
our continued efforts to provide outstanding customer service

with some analysts forecasting that spending will begin to increase in 2010. We are estimating that overall repair and remodel
spending will increase approximately 3 percent in 2010.

with on-time delivery and invoice accuracy—top requirements

Commercial construction starts are expected to remain weak,

for our customers. We were rewarded with such high-visibility

but not as weak as in 2009. Our international business has

projects as the University of Tennessee’s Neyland Stadium,

seen signs of recovery in areas such as China, South America

NASCAR’s Hall of Fame complex and Dubai’s Burj Khalifa

and Canada.

tower, all of which were constructed with our products.

Our actions throughout the recession have positioned the

We are extending our international reach. We expanded oper-

company to capture the returns inherent in a market recovery.

ations through joint ventures and other alliances with a ceiling

We are a much leaner company today. Despite the many

actions we have taken in recent years to resize the company and

operations to match market realities … pleasing customers …

reduce costs, we have preserved our ability to serve customers,

innovating … and maintaining a strong balance sheet. We will

innovate and remain a leader in our markets. We have managed

continue to position the company to capitalize on the eventual

our assets wisely and benefited from the strategic decisions we

market recovery in the U.S. and abroad.

have made.

Put another way, we will stay the course. We have the ability—

We will continue to control the “controllables,” operating

and, just as important, the resolve—to anticipate, adapt and

safely … focusing on operational excellence … balancing our

act in the long-term interests of USG.

In closing :
Prepared. Confident. Optimistic. Given the fierce challenges of the
past few years and the expectation that 2010 will bring new ones,
these words might seem naïve or even disingenuous to describe
our state of mind, but we are all of those things.
We are well-prepared for a range of near-term possibilities, and
we are confident in our ability to handle challenges. We are
optimistic about long-term demographics, the advanced age of
the U.S. housing stock and the anticipated growth in emerging

in North America and found ways to expand internationally. We have
continued to innovate, introducing products that are important to
our customers. We have a leading presence in our markets, with
brands and service that are among the best in the industry.
We are grateful for the outstanding work of our employees, many
of whom have been with us for decades and have guided this
company through past market downturns. There is no finer group
of people anywhere. They truly have found “the better way” to
navigate through this market.

markets. All of these augur well for our company and the products

We also want to thank our shareholders for the loyalty, confidence

and services we provide.

and support they continue to show us. We are more determined

We are also humble and realistic. One hundred and eight years of
leadership in the building materials industry have taught us that

than ever to keep our company strong, with a secure financial future
and a leadership position that endures.

things can change unexpectedly … and that the best strategies
sometimes need to be adapted to address new realities. We are
prepared to do that.
This has been both a lengthy and severe market contraction by
historical standards. We are beginning to see signs of stability
in some key market segments and evidence of recovery in key
international markets.
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We are ready for the inevitable rebound. We have maintained excel-
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lent customer relationships. We have preserved our broad footprint
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