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Domtar Converting Paper Mill to Fluff Pulp

Domtar’s recently-announced plan to shutter a 200K/tpy uncoated free sheet
machine at Plymouth, NC and convert the entire mill to fluff pulp looks like a
reasonable, rational strategic decision. It shrinks Domtar’'s UFS capacity by
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Domtar

TSE Composite (Rebased)

roughly 4.5%, taking out one of the firm’s smallest commodity paper mills. The | Performance (%) 1m 3m 12m
commitment to shrinking capacity is essential in uncoated free sheet, where the | Absolute 16.0 193.3 36.2
TSE Composite 0.8 11.3 20.7

mkt is in secular decline and Domtar is the clear mkt leader. We maintain our Hold
rating and $40 price target based on valuation.

Domtar will invest $73.5MM to expand the mill's current production from | MarketCap (USDm) 19099
153K/ mtons of fluff pulp to 444K/mtons of fluff pulp. Shares outstanding (m) 43.0

. . K . Free float (%) 100
Growing amounts of fluff is used in tissue & absorbent products and has tended | Vojume (19 0ot 2009] 271,500
to be relatively more stable from both a price & demand standpoint. Fluff also | Option volume (und. shrs., 1M avg.) 12,813

commands a modest price premium ($30-50mton) to standard southern softwood
pulp. The mill, located in the tidewater region, is well-situated with ample supplies
of low-cost southern loblolly pine. Loblolly is the preferred species of pine for \
producing fluff pulp. Despite raising gross mill tonnage by 20%, the ]?,8;
reconfiguration will trim staffing from 530 to 360 employees. We estimate those 80% |

reductions will reduce the mill's labor costs by $12-15MM -- roughly $30-40/ton. igﬂj

We expect that a significant portion of the incremental fluff output could find its 20%

way to Asia. Domtar recently opened a Hong Kong sales office and has reportedly 0%

been selling paper grade pulp from its restarted Woodland, ME mill to China. Mar  Sep  Mar  Sep  Mar  Sep
07 07 08 08 09 09

Realized Vo| e |mplied Vol (ATM)

Other issues?

Domtar is not alone in targeting the fluff pulp market for expansion. Privately-held
Parsons & Whittemore has recently announced plans to swing a portion of the
capacity at its 500K/mty Alabama River mill to fluff. When coupled with Domtar’s

conversion, it raises the spectre of excess capacity. Looking a bit further down the CDEN | 69.2%
road, the conversion should make Plymouth a more valuable asset for Domtar, but TINN |61.7%
could also be a more interesting asset for other fluff pulp producers. Rather than TEN | 58.2%

shuttering another white paper mill (and incurring related closure & remediation
costs), today's plan could create some real value & incremental options.

UFSN | 54.3%

CYTN 43.9%

*Weighted-avg. of index components
Data as of 19-Oct-09

Valuation/Risks

Our $40 price target equates to 6.0x 2010E EBITDA on an EV/EBITDA basis and
5.2x our estimate of "normalized" EBITDA of $675MM (on current Net Debt of
$1.8B). Both ratios are consistent with historical trading patterns. Downside risks
include weak prices and volumes for paper and pulp, Domtar's primary
commodities, and high costs for key inputs such as energy, fiber, chemicals, and
freight. Upside risks include rising prices and volumes and falling input costs.

Year End Dec 31 2008A 2009E 2010E
FY EPS (USD) 2.04 -1.50 1.00
P/E (x) 30.4 - 44.7

Source: Deutsche Bank estimates, company data

" Includes the impact of FAS123R requiring the expensing of stock options.

Deutsche Bank Securities Inc.

All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from local
exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank and subject companies. Deutsche
Bank does and seeks to do business with companies covered in its research reports. Thus, investors should be aware that the firm
may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single
factor in making their investment decision. Independent, third-party research (IR) on certain companies covered by DBSI's research
is available to customers of DBSI in the United States at no cost. Customers can access IR at
http://gm.db.com/IndependentResearch or by calling 1-877-208-6300. DISCLOSURES AND ANALYST CERTIFICATIONS ARE
LOCATED IN APPENDIX 1. MICA(P) 106/05/2009
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Appendix 1

Important Disclosures
Additional information available upon request

Disclosure checklist

Company Ticker Recent price* Disclosure
Domtar UFS.N 44.46 (USD) 19 Oct 09 1,2,6,7,8,14,17

*Prices are sourced from local exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank and subject companies.

Important Disclosures Required by U.S. Regulators

Disclosures marked with an asterisk may also be required by at least one jurisdiction in addition to the United States. See

“Important Disclosures Required by Non-US Regulators” and Explanatory Notes.

1. Within the past year, Deutsche Bank and/or its affiliate(s) has managed or co-managed a public or private offering for this
company, for which it received fees.

2. Deutsche Bank and/or its affiliate(s) makes a market in securities issued by this company.

6. Deutsche Bank and/or its affiliate(s) owns one percent or more of any class of common equity securities of this company
calculated under computational methods required by US law.

7. Deutsche Bank and/or its affiliate(s) has received compensation from this company for the provision of investment
banking or financial advisory services within the past year.

8. Deutsche Bank and/or its affiliate(s) expects to receive, or intends to seek, compensation for investment banking services
from this company in the next three months.

14. Deutsche Bank and/or its affiliate(s) has received non-investment banking related compensation from this company within
the past year.

Important Disclosures Required by Non-U.S. Regulators

Please also refer to disclosures in the “Important Disclosures Required by US Regulators” and the Explanatory Notes.
1. Within the past year, Deutsche Bank and/or its affiliate(s) has managed or co-managed a public or private offering for this
company, for which it received fees.

2. Deutsche Bank and/or its affiliate(s) makes a market in securities issued by this company.

6. Deutsche Bank and/or its affiliate(s) owns one percent or more of any class of common equity securities of this company
calculated under computational methods required by US law.

7. Deutsche Bank and/or its affiliate(s) has received compensation from this company for the provision of investment
banking or financial advisory services within the past year.

17. Deutsche Bank and or/its affiliate(s) has a significant Non-Equity financial interest (this can include Bonds, Convertible
Bonds, Credit Derivatives and Traded Loans) where the aggregate net exposure to the following issuer(s), or issuer(s)
group, is more than 25m Euros.

For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this
research, please see the most recently published company report or visit our global disclosure look-up page on our
website at http://gm.db.com/ger/disclosure/Disclosure.egsr?ricCode=UFS.N.

Page 2 Deutsche Bank Securities Inc.
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Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the subject
issuer and the securities of the issuer. In addition, the undersigned lead analyst(s) has not and will not receive any
compensation for providing a specific recommendation or view in this report. Mark Wilde

Historical recommendations and target price: Domtar (UFS.N)

(as of 10/19/2009)

50.00 Previous Recommendations
45.00 Strong Buy
10 Buy
40.00 - Market Perform
Underperform
35.00 Not Rated
= Suspended Rating
o 3000 )
- Current Recommendations
= m
= 25.00 8 Equ
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$ 20.00 - ﬁle” .
ot Rate
5.00 ~ 2 Suspended Rating
1
.00 A 3 4 *New Recommendation Structure
5 as of September 9, 2002
°% w
0.00 ; ; ; ; ; ; ; ; ; T ;
Oct06 Jan07 Apr07 Jul07 Oct07 Jan08 Apr08 Jul08 Oct08 Jan09 Apr09 Jul09
Date
1. 12/6/2006: Buy, Target Price Change USD9.50 6.  2/5/2009: Hold, Target Price Change USD2.00
2. 2/28/2007: Buy, Target Price Change USD14.00 7. 6/19/2009: Hold, Target Price Change USD24.00
3. 5/6/2008: Buy, Target Price Change USD10.00 8. 7/28/2009: Upgrade to Buy, USD24.00
4. 8/29/2008: Downgrade to Hold, Target Price Change USD6.00 9. 8/5/2009: Buy, Target Price Change USD35.00
5. 11/6/2008: Hold, Target Price Change USD4.00 10. 9/23/2009: Downgrade to Hold, Target Price Change USD40.00

Deutsche Bank Securities Inc. Page 3
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Deutsche Bank

Equity rating key

Equity rating dispersion and banking relationships

Buy: Based on a current 12- month view of total share-

holder return (TSR = percentage change in share price

from current price to projected target price plus pro-

jected dividend yield ) , we recommend that investors

buy the stock.

Sell: Based on a current 12-month view of total share-

holder return, we recommend that investors sell the

stock

Hold: We take a neutral view on the stock 12-months

out and, based on this time horizon, do not recommend

either a Buy or Sell.

Notes:

1. Newly issued research recommendations and target

prices always supersede previously published research.

2. Ratings definitions prior to 27 January, 2007 were:
Buy: Expected total return (including dividends) of
10% or more over a 12-month period
Hold: Expected total return (including dividends)
between -10% and 10% over a 12-month period
Sell: Expected total return (including dividends) of -
10% or worse over a 12-month period

500
400
300
200
100

56%.
41%
38% 33%
3% 27%
Buy Hold Sell

0 Companies Covered [ Cos. w/ Banking Relationship

North American Universe
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Regulatory Disclosures

1. Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade ldeas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent
or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the SOLAR link at

http://am.db.com.

3. Country-Specific Disclosures

Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian
Corporations Act.

EU countries: Disclosures relating to our obligations under MiFiD can be found at http://globalmarkets.db.com/riskdisclosures.
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc. Registration
number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117.
Member of associations: JSDA, The Financial Futures Association of Japan. Commissions and risks involved in stock
transactions - for stock transactions, we charge stock commissions and consumption tax by multiplying the transaction
amount by the commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price
fluctuations and other factors. Transactions in foreign stocks can lead to additional losses stemming from foreign exchange
fluctuations.

New Zealand: This research is not intended for, and should not be given to, "members of the public" within the meaning of the
New Zealand Securities Market Act 1988.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any
appraisal or evaluation activity requiring a license in the Russian Federation.

Deutsche Bank Securities Inc. Page 5
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North American locations

Deutsche Bank Securities Inc.

60 Wall Street
New York, NY 10005
Tel: (212) 250 2500

Deutsche Bank Securities Inc.
225 Franklin Street

25th Floor

Boston, MA 02110

Tel: (617) 988 8600

Deutsche Bank Securities Inc.

222 South Riverside Plaza
30th Floor

Chicago, IL 60606

Tel: (312) 537-3758

Deutsche Bank Securities Inc.

1735 Market Street
24th Floor
Philadelphia, PA 19103
Tel: (215) 854 1546

International locations

Deutsche Bank Securities Inc.
101 California Street

46th Floor

San Francisco, CA 94111

Tel: (415) 617 2800

Deutsche Bank Securities Inc.

700 Louisiana Street
Houston, TX 77002
Tel: (832) 239-4600

Deutsche Bank Securities Inc.
3033 East First Avenue

Suite 303, Third Floor

Denver, CO 80206

Tel: (303) 394 6800

Deutsche Bank Securities Inc.

60 Wall Street

New York, NY 10005
United States of America
Tel: (1) 212 250 2500

Deutsche Bank AG London
1 Great Winchester Street
London EC2N 2EQ

United Kingdom

Tel: (44) 20 7545 8000

Deutsche Bank AG
Level 65

Cheung Kong Center

2 Queen's Road Central
Hong Kong

Tel: (852) 2203 8888

Deutsche Securities Inc.
2-11-1 Nagatacho

Sanno Park Tower
Chiyoda-ku, Tokyo 100-6171
Japan

Tel: (81) 35156 6701

Deutsche Bank AG
Grof3e GallusstraRe 10-14
60272 Frankfurt am Main
Germany

Tel: (49) 69 910 00

Deutsche Bank AG

Deutsche Bank Place

Level 16

Corner of Hunter & Phillip Streets
Sydney, NSW 2000

Australia

Tel: (61) 2 8258 1234

Global Disclaimer

The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively "Deutsche Bank’). The information herein is believed to be reliable and has been obtained from public sources
believed to be reliable. Deutsche Bank makes no representation as to the accuracy or completeness of such information.

Deutsche Bank may (1) engage in securities transactions in a manner inconsistent with this research report, (2) with respect to securities covered by this report, sell to or buy from customers on a principal basis, and (3) consider
this report in deciding to trade on a proprietary basis.

Opinions, estimates and projections in this report constitute the current judgment of the author as of the date of this report. They do not necessarily reflect the opinions of Deutsche Bank and are subject to change without
notice. Deutsche Bank has no obligation to update, modify or amend this report or to otherwise notify a recipient thereof in the event that any opinion, forecast or estimate set forth herein, changes or subsequently becomes
inaccurate. Prices and availability of financial instruments are subject to change without notice. This report is provided for informational purposes only. It is not an offer or a solicitation of an offer to buy or sell any financial
instruments or to participate in any particular trading strategy.

Deutsche Bank has instituted a new policy whereby analysts may choose not to set or maintain a target price of certain issuers under coverage with a Hold rating. In particular, this will typically occur for "Hold" rated stocks
having a market cap smaller than most other companies in its sector or region. We believe that such policy will allow us to make best use of our resources. Please visit our website at http://gm.db.com to determine the target
price of any stock.

The financial instruments discussed in this report may not be suitable for all investors and investors must make their own informed investment decisions. Stock transactions can lead to losses as a result of price fluctuations and
other factors. If a financial instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely affect the investment. Past performance is not necessarily indicative of future
results.

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the investor's home jurisdiction. In the U.S. this report is approved and/or distributed by Deutsche Bank
Securities Inc., a member of the NYSE, the NASD, NFA and SIPC. In Germany this report is approved and/or communicated by Deutsche Bank AG Frankfurt authorized by the BaFin. In the United Kingdom this report is approved
and/or communicated by Deutsche Bank AG London, a member of the London Stock Exchange and regulated by the Financial Services Authority for the conduct of investment business in the UK and authorized by the BaFin.
This report is distributed in Hong Kong by Deutsche Bank AG, Hong Kong Branch, in Korea by Deutsche Securities Korea Co. This report is distributed in Singapore by Deutsche Bank AG, Singapore Branch, and recipients in
Singapore of this report are to contact Deutsche Bank AG, Singapore Branch in respect of any matters arising from, or in connection with, this report. Where this report is issued or promulgated in Singapore to a person who is
not an accredited investor, expert investor or institutional investor (as defined in the applicable Singapore laws and regulations), Deutsche Bank AG, Singapore Branch accepts legal responsibility to such person for the contents
of this report. In Japan this report is approved and/or distributed by Deutsche Securities Inc. The information contained in this report does not constitute the provision of investment advice. In Australia, retail clients should obtain
a copy of a Product Disclosure Statement (PDS) relating to any financial product referred to in this report and consider the PDS before making any decision about whether to acquire the product. Deutsche Bank AG
Johannesburg is incorporated in the Federal Republic of Germany (Branch Register Number in South Africa: 1998/003298/10). Additional information relative to securities, other financial products or issuers discussed in this
report is available upon request. This report may not be reproduced, distributed or published by any person for any purpose without Deutsche Bank's prior written consent. Please cite source when quoting
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