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COMPANY ALERT

Domtar

First Thoughts on Domtar's 1Q

Price (USD) 76.40
Price target 65.00
52-week range 78.39-13.68
Market cap (USDm) 3,285.2
Shares outstanding (m) 43.0
Free float (%) 100
Volume (29 Apr 2010) 771,400
TSE Composite 12,200.32

FYE 12/31 2009A 2010E 2011E
1Q EPS -0.84 0.95 -
2Q EPS -0.76 1.60 -
3Q EPS 1.32 2.05 -
4Q EPS 1.39 1.65 -
FY EPS 1.1 6.25 3.40
(USD)

P/E (x) 243 12.2 225

* Includes the impact of FAS123R requiring the ex-
pensing of stock options.

Reuters:UFS.N Exchange:NYS Ticker:UFS

Better than expected. Pointing to $1.59 in 1Q EPS net of special items.
DB was at $0.95, and Consensus at $1.07. Comps: 4Q09 = $1.39 (but on
very low tax rate), 1Q09 = $(0.84). The 4Q09 number on a normalized 32%
tax rate was about $1.02.

Segments: Paper operating income before special items rose $33MM qg/q,
partially offset by g/q erosion of $2MM in Merchants and $1MM in Wood.
Interest expense was $6MM lower g/g. This totals to $35MM in g/q pre-
tax improvement, which equates to about $0.55 in EPS (at a 32% tax rate).
Add this to 4Q's pro forma EPS of $1.02, and we get to $1.57, very close
to the $1.59 that the company actually points to.

The big positive surprise? Paper segment operating income before spe-
cial items rose g/g from $104MM to $137MM. Compare this to IP's results
yesterday. In IP's North American Printing Papers and U.S. Market Pulp
businesses, operating income before items improved only from $59MM in
4Q09 to $67MM in 1Q10.

Outlook Commentary: UFS demand stable (previously expected volume
declines in '10), and prices rising, partially offset by rising costs. 2Q to have
higher-than-average maintenance costs.

Call at 10 am EDT: N.A., 866-321-8231 and International, 416-642-5213.
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