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Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Stock, par value $0.01 per share New York Stock Exchange
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes x No ~
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes © No x

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K. ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definition of large accelerated filer , accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act. (Check
one):

Large Accelerated Filer x =~ Accelerated Filer ©  Non-Accelerated Filer ©  Smaller reporting company ~

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x

As of June 29, 2008, the aggregate market value of the registrant s common stock held by non-affiliates of the registrant was $2,561,637,248.
Number of shares of common stock outstanding as of February 24, 2009: 495,067,967
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PART I

ITEM 1. BUSINESS
GENERAL

We are the largest integrated manufacturer and marketer of uncoated freesheet paper in North America and the second largest in the world based
on production capacity. We are also a manufacturer of papergrade, fluff and specialty pulp. We design, manufacture, market and distribute a
wide range of paper products for a variety of customers, including merchants, retail outlets, stationers, printers, publishers, converters and
end-users. We own and operate Domtar Distribution Group, an extensive network of strategically located paper distribution facilities. We also
produce lumber and other specialty and industrial wood products. We have three business segments: Papers, Paper Merchants and Wood. We
had revenues of $6.4 billion in 2008, of which approximately 81% was from the Papers segment, approximately 15% was from the Paper
Merchants segment and approximately 4% was from the Wood segment.

Throughout this Annual Report on Form 10-K, unless otherwise specified, Domtar Corporation, the Company, Domtar, we, us and our re
Domtar Corporation, its subsidiaries, as well as its investments. Unless otherwise specified, Domtar Inc. refers to Domtar Inc., a wholly-owned
Canadian subsidiary. Information regarding our recent developments is included in Part II, Item 7, Management s Discussion and Analysis of

Financial Condition and Results of Operations of this Annual Report on Form 10-K, under the caption Recent Developments.

OUR HISTORY

Domtar Corporation was incorporated on August 16, 2006, for the sole purpose of holding the Weyerhaeuser Fine Paper Business (the
Predecessor ) and consummating the combination of the Weyerhaeuser Fine Paper Business with Domtar Inc. (the Transaction ). The Predecessor
was owned by Weyerhaeuser Company ( Weyerhaeuser ) prior to the completion of the Transaction on March 7, 2007. Domtar Corporation had
no operations prior to March 7, 2007 when, upon the completion of the Transaction, we became an independent public holding company.
Information regarding the Transaction is included in Part I, Item 7, Management s Discussion and Analysis of Financial Conditions and Results
of Operations of this Annual Report on Form 10-K, under the caption The Transaction and Accounting for the Transaction.

OUR CORPORATE STRUCTURE

At December 31, 2008, Domtar Corporation had a total of 494,636,726 shares of common stock issued and outstanding and Domtar (Canada)

Paper Inc., an indirectly owned subsidiary, had a total of 20,896,301 exchangeable shares issued and outstanding. These exchangeable shares are
intended to be substantially the economic equivalent to shares of our common stock and are currently exchangeable at the option of the holder

on a one-for-one basis for shares of our common stock. As such, the total combined number of shares of common stock and exchangeable shares
issued and outstanding was 515,533,027 at December 31, 2008. Our common shares are traded on the New York Stock Exchange and the

Toronto Stock Exchange under the symbol UFS and our exchangeable shares are traded on the Toronto Stock Exchange under the symbol UFX.
Information regarding our common stock and the exchangeable shares is included in Part II, Item 8, Financial Statements and Supplementary

Data of this Annual Report on Form 10-K, under Note 22 Shareholders Equity.
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The following chart summarizes our corporate structure.

OUR BUSINESS SEGMENTS

We operate in the three reportable segments described below. Each reportable segment offers different products and services and requires
different manufacturing processes, technology and/or marketing strategies. The following summary briefly describes the operations included in
each of our reportable segments:

Papers represents the aggregation of the manufacturing and distribution of business, commercial printing and publication, and
converting and specialty papers, as well as market pulp.

Paper Merchants involves the purchasing, warehousing, sale and distribution of our paper products and those of other paper
manufacturers. These products include business and printing papers and certain industrial products.

Wood comprises the manufacturing and marketing of lumber and other specialty and industrial wood products and the management
of forest resources.
Information regarding our reportable segments is included in Part II, Item 7, Management s Discussion and Analysis of Financial Condition and
Results of Operations as well as Item 8, Financial Statements and Supplementary Data, under Note 27, of this Annual Report on Form 10-K.
Geographic information is also included under Note 27 of the Financial Statements.
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Year

ended Year ended Year ended
FINANCIAL HIGHLIGHTS PER SEGMENT December 31, 2008 December 30, 2007 (D December 31, 2006 (U

(In millions of dollars, unless otherwise noted)

Sales:
Papers $ 5,440 $ 5,116 $ 3,143
Paper Merchants 990 813
Wood 268 304 234
Total for reportable segments 6,698 6,233 3,377
Intersegment sales Papers (276) (235)
Intersegment sales Paper Merchants (1)
Intersegment sales Wood (28) (50) (71)
Consolidated sales $ 6,394 $ 5,947 $ 3,306
Operating income (loss):
Papers @ $ 369) $ 321 $ (608)
Paper Merchants 8 13
Wood (73) (63) 52
Corporate 3 M
Total $ 437) $ 270 $ (556)
Segment assets:
Papers $ 5,399 $ 6,388
Paper Merchants 120 108
Wood 247 320
Corporate 338 410
Total $ 6,104 $ 7,726

(1) The year 2007 consists of 52 weeks ended December 30, 2007 and includes the consolidated financial results of the Weyerhaeuser Fine
Paper Business, on a carve-out basis, from January 1, 2007 to March 6, 2007 and of the Successor for the period from March 7, 2007 to
December 30, 2007, and the year 2006 consists of 53 weeks ended December 31, 2006 and includes only the consolidated financial results
of the Weyerhaeuser Fine Paper Business, on a carve-out basis. Information regarding the Transaction is included in Part II, Item 7,
Management s Discussion and Analysis of Financial Conditions and Results of Operations of this Annual Report on Form 10-K.

(2) Operating income (loss) for our Papers segment includes an aggregate $694 million charge for impairment and write-down on goodwill
and property, plant and equipment in 2008, a $92 million charge for impairment on property, plant and equipment in 2007 and $749
million charge for impairment on goodwill in 2006.

PAPERS

Our Operations

We are the largest integrated manufacturer and marketer of uncoated freesheet paper in North America and the second largest in the world based
on production capacity. We have 11 pulp and paper mills in operation (nine in the United States and two in Canada) with an annual paper
production capacity of approximately 4.1 million tons of uncoated freesheet paper. In addition, we have an annual production capacity of
238,000 tons of coated groundwood at our Columbus paper mill. Approximately 83% of our paper production capacity is domestic and the
remaining 17% is located in Canada. Our paper manufacturing operations are supported by 16 converting and distribution operations including a
network of 12 plants located offsite of our paper making operations. Also, we have forms manufacturing operations at three of the offsite
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business is included in Part II, Item 7, Management s Discussion and Analysis of Financial Condition and Results of Operations of this Annual
report on Form 10-K, under the caption Recent Developments.

In addition, we manufacture and sell pulp in excess of our internal requirements and we purchase papergrade pulp from third parties allowing us
to optimize the logistics of our pulp capacity while reducing transportation costs. We have the capacity to sell approximately 1.6 million metric
tonnes of pulp per year depending on market conditions. Approximately 42% of our trade pulp production capacity is domestic and the
remaining 58% is located in Canada. Our net pulp position, the amount of pulp produced and sold net of purchases from third parties, was
approximately 1.1 million metric tonnes in 2008. We produce market pulp at our three non-integrated pulp mills in Kamloops, Woodland and
Dryden, as well as at our pulp and paper mills in Espanola, Ashdown, Hawesville, and Windsor. We also produce fluff pulp at our Plymouth
mill and have pulping operations in Prince Albert, which is not in operation.

The table below lists our operating pulp and paper mills and their annual production capacity.

Saleable

Production Facility Fiberline Pulp Capacity Paper Capacity Trade Pulp

# lines ( 000 ADMT) # machines ( 000 ST) ( 000 ADMT)
Uncoated freesheet
Ashdown, Arkansas 3 810 4 933 86
Windsor, Quebec 1 454 2 670 33
Hawesville, Kentucky 1 455 2 634 47
Kingsport, Tennessee 1 272 1 425
Marlboro, South Carolina 1 356 1 391
Johnsonburg, Pennsylvania 1 231 2 374
Plymouth, North Carolina 2 486 1 199 153
Nekoosa, Wisconsin 1 162 3 167
Rothschild, Wisconsin 1 60 1 147
Port Huron, Michigan 4 116
Espanola, Ontario 2 351 2 77 114
Total uncoated freesheet 14 3,637 23 4,133 433
Coated groundwood
Columbus, Mississippi 1 70 1 238
Total coated groundwood 1 70 1 238
Pulp
Kamloops, British Columbia 2 477 477
Woodland, Maine 1 398 398
Dryden, Ontario 1 319 319
Total pulp 4 1,194 1,194
Total 19 4,901 24 4,371 1,627
Pulp purchases 288
Net pulp 1,339

(1) Estimated third-party shipments dependent upon market conditions.
Our Raw Materials
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The manufacturing of pulp and paper requires wood fiber, chemicals and energy. We discuss below these three major raw materials used in our
manufacturing operations.
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Wood Fiber
United States pulp and paper mills

The fiber used by our pulp and paper mills in the United States is primarily hardwood and secondarily softwood, both being readily available in
the market from multiple third-party sources. The mills obtain fiber from a variety of sources, depending on their location. These sources include
a combination of long-term supply contracts, wood lot management arrangements, advance stumpage purchases and spot market purchases.

Canadian pulp and paper mills

The fiber used at our Windsor pulp and paper mill is hardwood originating from a variety of sources, including purchases on the open market in
Canada and the United States, contracts with Quebec wood producers marketing boards, public land where we have wood fiber harvesting rights
and Domtar s private lands. Our Espanola pulp and paper mill and Dryden pulp mill, which consume both hardwood and softwood, obtain fiber
from third parties, directly or indirectly from public lands, either through designated wood harvesting rights for the pulp mills or from our
Ontario sawmills. Our Dryden pulp mill was converted to a softwood pulp mill in January 2009. The fiber used at our Kamloops pulp mill is all
softwood, originating from third-party sawmilling operations in the southern part of the British Columbia interior.

Cutting rights on public lands related to our pulp and paper mills in Canada represent about 0.7 million cubic meters of softwood and 1.2 million
cubic meters of hardwood, for a total of 1.9 million cubic meters of wood per year. Access to harvesting of fiber on public lands in Ontario and
Quebec is subject to review by the respective governmental authorities.

During 2008, the cost of wood fiber relating to our Papers business comprised approximately 21% of the aggregate amount of cost of sales.
Chemicals

We use various chemical compounds in our pulp and paper manufacturing facilities that we purchase primarily on a central basis through
contracts varying in general between one to twelve years in length to ensure product availability. Most of the contracts have pricing that
fluctuates based on prevailing market conditions. For pulp manufacturing, we use numerous chemicals including caustic soda, sodium chlorate,
sulfuric acid, lime and peroxide. For paper manufacturing, we also use several chemical products including starch, precipitated calcium
carbonate, optical brighteners, dyes and aluminum sulfate.

During 2008, the cost of chemicals relating to our Papers business comprised approximately 12% of the aggregate amount of cost of sales.
Energy

Our operations consume substantial amounts of fuel including natural gas, fuel oil, coal and hog fuel as well as electricity. We purchase
substantial portions of the fuel we consume under supply contracts. Under most of these contracts, suppliers are committed to provide quantities
within pre-determined ranges that provide us with our needs for a particular type of fuel at a specific facility. Most of these contracts have
pricing that fluctuates based on prevailing market conditions. Natural gas, fuel oil, coal and hog fuel are consumed primarily to produce steam
that is used in the manufacturing process and, to a lesser extent, to provide direct heat to be used in the chemical recovery process. About 84% of
the energy required to produce steam, which is all produced internally through power and recovery boilers, comes from renewable fuels such as
bark and spent cooking liquor. The remainder of the energy comes from purchased fossil fuels such as natural gas, oil and coal.

We own power generating assets, including steam turbines, at thirteen locations: Ashdown, Dryden, Espanola, Hawesville, Johnsonburg,
Kamloops, Kingsport, Nekoosa, Plymouth, Port Huron, Rothschild, Windsor and Woodland, as well as hydro assets at five locations: Espanola,
Gatineau, Nekoosa, Woodland and
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Rothschild. Electricity is primarily used to drive motors and other equipment, as well as provide lighting. Approximately 66% of our electric
power requirements are produced internally. We purchase the balance of our power requirements from local utilities.

During 2008, energy costs relating to our Papers business comprised approximately 8% of the aggregate amount of cost of sales.
Our Product Offering and Go-to-Market Strategy

Our uncoated freesheet papers and coated groundwood papers are used for business, commercial printing and publication, and converting and
specialty applications.

Business papers include copy and electronic imaging papers, which are used with ink jet and laser printers, photocopiers and plain-paper fax
machines, as well as computer papers, preprinted forms and digital papers. These products are primarily for office and home use. Business
papers accounted for approximately 44% of our shipments of paper products in 2008.

Our commercial printing and publication papers include uncoated freesheet papers, such as offset papers and opaques and coated groundwood.
These uncoated freesheet grades are used in sheet and roll fed offset presses across the spectrum of commercial printing end-uses, including
digital printing. Our publication papers include tradebook and lightweight uncoated papers used primarily in book publishing applications such
as textbooks, dictionaries, catalogs, magazines, hard cover novels and financial documents. Design papers, a sub-group of commercial printing
and publication papers, have distinct features of color, brightness and texture and are targeted towards graphic artists, design and advertising
agencies, primarily for special brochures and annual reports. Coated groundwood papers are used primarily in magazines, catalogs and inserts.
Commercial printing and publication papers accounted for approximately 31% of our shipments of paper products in 2008.

We also produce paper for several converting and specialty markets. These converting and specialty papers consist primarily of base papers that
are converted into finished products, such as envelopes, tablets, business forms and data processing/computer forms and base stock used by the
flexible packaging industry in the production of food and medical packaging and other specialty papers for various other industrial applications,
including base stock for sandpaper, base stock for medical gowns, drapes and packaging, as well as transfer paper for printing processes. We
also participate in several converting grades for specialty and security applications. These converting and specialty papers accounted for
approximately 25% of our shipments of paper products in 2008.

The chart below illustrates our main paper products and their applications.

Converting and

Category Business Papers Commercial Printing and Publication Papers Specialty Papers
Coated
Type Uncoated Freesheet Groundwood Uncoated Freesheet
Grade Copy Premium Offset Opaques No.4 Business converting
imaging /
technology Colors Premium No.5 Flexible packaging
papers opaques
Index Abrasive papers
Text, cover and
Tag writing Decorative papers
Bristol Lightweight Imaging papers
Tradebook Label papers
Medical disposables
Application Photocopies Commercial Stationery Catalogs Forms & envelopes
printing Direct
Office mail Brochures Magazines Food & candy wrappings
Pamphlets
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Our customer service personnel work closely with sales, marketing and production staff to provide service and support to merchants, converters,
end-users, stationers, printers and retailers. We promote our products directly to end-users and others who influence paper purchasing decisions
in order to enhance brand recognition and increase product demand. In addition, our sales representatives work closely with mill-based new
product development personnel and undertake joint marketing initiatives with customers in order to better understand their businesses and needs
and to support their future requirements.

We sell business papers primarily to paper merchants, office equipment manufacturers, stationers and retail outlets. We distribute uncoated
commercial printing and publication papers to end-users and commercial printers, mainly through paper merchants, as well as selling directly to
converters. We sell our converting and specialty products mainly to converters, who apply a further production process such as coating,
laminating, folding or waxing to our papers before selling them to a variety of specialized end-users. We distributed approximately 42% of our
paper products in 2008 through a large network of paper merchants operating throughout North America, one of which we own (see  Paper
Merchants ). Paper merchants, who sell our products to their own customers, represent our largest group of customers. Our ten largest paper
customers represented approximately 49% of our 2008 Paper business sales or 42% of our total sales in 2008. In 2008, none of our customers
represented more than 10% of our total sales. The majority of our customers purchase products through individual purchase orders. In 2008,
approximately 81% of our paper sales were domestic, 8% were in Canada, and 11% were in other countries.

We sell market pulp to customers in North America mainly through a North American sales force while sales to most overseas customers are
made directly or through commission agents. We maintain pulp supplies at strategically located warehouses, which allow us to respond to orders
on short notice. In 2008, approximately 35% of our sales of market pulp were domestic, 5% were in Canada and 60% were overseas.

The chart below illustrates our channels of distribution for our paper products.

A L. Converting
Commercial Printing and and
Specialty
Category Business Papers Publication Papers Papers
Domtar sells to: Merchants Office Retailers Merchants  Converters End-Users Converters
Equipment
i Manufacturers / i i i i
Stationers
i
Customer sells to: Printers / Retailers / Printers / Printers/  Merchants / End-users
Retailers / Stationers / End-users Converters/  Retailers
End-users End-users End-users
PAPER MERCHANTS

Our Operations

Our Paper Merchants business involves the purchasing, warehousing, sale and distribution of our products and those of other manufacturers.
Products include business, printing and publishing papers and certain industrial products. These products are sold to a wide and diverse customer
base, which includes small, medium and large commercial printers, publishers, quick copy firms, catalog and retail companies and institutional
entities.

Our Paper Merchants operate in the United States and Canada under a single banner and umbrella name, the Domtar Distribution Group. Ris
Paper operates throughout the Northeast, Mid-Atlantic and Midwest areas from 19 locations in the United States, including 16 distribution
centers serving customers in over 18 states. The
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Canadian business operates as Buntin Reid in three locations in Ontario; JBR/La Maison du Papier in two locations in Quebec; and The Paper
House from two locations in Atlantic Canada.

Sales are executed by our sales force, based at branches strategically located in served markets. We distribute about 50% of our paper sales from
our own warehouse distribution system and about 50% of our paper sales through mill-direct deliveries (i.e., deliveries directly from
manufacturers, including ourselves, to our customers).

The table below lists all of our Domtar Distribution Group locations.

JBR/La Maison
RIS Paper Buntin Reid du Papier The Paper House
Eastern Region MidWest Region Ontario, Canada Quebec, Canada Atlantic Canada
Albany, New York Buffalo, New York London, Ontario Montreal, Quebec Halifax, Nova Scotia
Boston, Massachusetts Cincinnati, Ohio Ottawa, Ontario Quebec City, Quebec Mount Pearl, Newfoundland

Harrisburg, Pennsylvania  Cincinnati, Ohio (L T.) Toronto, Ontario

Cleveland, Ohio

Hartford, Connecticut Columbus, Ohio
Lancaster, Pennsylvania Covington, Kentucky
New York, New York Dayton, Ohio

Philadelphia, Pennsylvania Dallas/Forth Worth, Texas

Fort Wayne, Indiana
Southport, Connecticut Indianapolis, Indiana
Washington, DC /
Baltimore, Maryland
Our Raw Materials

The distribution business sells annually approximately 0.8 million tons of paper, forms and industrial/packaging products from over 60 suppliers
located around the world. Domtar products represent approximately 35% of the total.

Our Product Offering and Go-to-Market Strategy

Our product offerings address a broad range of printing, publishing, imaging, advertising, consumer and industrial needs and are comprised of
uncoated, coated and specialized papers and industrial products. Our go-to-market strategy is to serve numerous segments of the commercial
printing, publishing, retail, wholesale, catalog and industrial markets with logistics and services tailored to the needs of our customers. In 2008,
approximately 68% of our sales were made in the United States and 32% were made in Canada.

WOOD

Our Operations

Our Wood business comprises the manufacturing, marketing and distribution of lumber and wood-based value-added products, and the
management of forest resources. We operate seven sawmills with a production capacity of approximately 855 million board feet of lumber and
one remanufacturing facility. In addition, we own two sawmills that are currently not in operation but have an aggregate production capacity of
approximately 360 million board feet of lumber. We also have investments in three companies, one of which is not in operation. We seek to
optimize the 31 million acres of forestland we directly license or own in the United States and Canada through efficient management and the
application of certified sustainable forest management practices to help ensure that a continuous supply of wood is available for future needs.
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The table below lists all of our sawmills and their annual production capacity.

Annual Wood Capacity
Production facilities Province (MFBM)
Operating sawmills:
Ear Falls Ontario 190
Vald Or Quebec 160
Timmins Ontario 140
Nairn Centre Ontario 130
Matagami Quebec 100
Ste-Marie Quebec 70
Gogama Ontario 65
Total capacity of operating sawmills 855
Remanufacturing facility:
Sullivan Quebec 75
Non-operating sawmills:
Big River Saskatchewan 250
White River Ontario 110
Total capacity of non-operating sawmills 360
The following table lists our investments.
Investments Province Ownership
Elk Lake Ontario 66%
Wapawekka : Saskatchewan 51%
Anthony Domtar Ontario 50%

1 Not in operation
Our Raw Materials

Wood Fiber

Fiber costs, net of revenues from wood chip sales, represent approximately 42% of our total manufacturing costs in our Wood business, or
approximately 1% of the aggregate amount of cost of sales. In Quebec, our annual allowable softwood harvesting amounts to approximately

1.0 million cubic meters and is granted by the Ministry of Natural Resources (Quebec). We obtain most of the wood fiber required for our
northern Quebec sawmilling operations either directly or indirectly from these harvesting rights. Additional information regarding wood fiber
availability in Quebec is included in Part II, Item 7, Management s Discussion and Analysis of Financial Condition and Results of Operations of
this Annual Report on Form 10-K, under the caption Fiber Supply.

In Ontario, our annual allowable softwood harvesting on public lands amounts to approximately 2.8 million cubic meters pursuant to Sustainable
Forest Licenses that have been granted by the Ontario Ministry of Natural Resources. We obtain most of the wood fiber required for our
northern Ontario sawmilling operations either directly or indirectly from these harvesting rights. The remaining required fiber is either harvested
from our private lands, or purchased under various contractual arrangements and on the open market.

All wood fiber received by Domtar mills must conform to Domtar s Fiber Use and Sourcing Policy, which forbids the inclusion of fiber that is
illegally harvested, derived from improperly managed High Conservation Value Forests, or is genetically engineered. Further, 55% of Domtar s
Ontario and Quebec timber supply area is currently third-party certified, with 45% of the total supply area certified to the Forestry Stewardship
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Our wood operations require the use of two types of energy: electric energy is used to operate our manufacturing machinery and fossil fuel is
used for the drying of wood. The type of fossil fuel used to dry the wood varies among our sawmills and depends on the technology available.
Some of our assets operate with energy produced with biomass through residual products such as bark, sawdust and shavings. The use of our
own biomass in the production of energy results in lower energy costs. In other sawmills, we use fuel oil, natural gas and propane.

Our Product Offering and Go-to-Market Strategy

We produce primarily dimensional lumber used in the construction industry and our offerings include a variety of grades of kiln-dried softwood
lumber, produced mainly from black spruce and jack pine which are known for their strength, stability, light weight and good workability. Most
of our production capacity is used to produce studs and random length lumber in dimensions of 2 inches by 3 inches through 2 inches by

10 inches in lengths of 8 feet to 16 feet. We also manufacture quality #1 and #2 wood, utility quality #3 wood, economic wood as well as rough
wood that we sell green and dried. We also manufacture a wide variety of value-added products including MSR 2100, MSR 1650, Premium,
Select and Mid-line.

We sell substantially all of our softwood lumber through our sales office in Montreal to a wide range of retailers, distributors, manufacturers and
wholesalers in the United States and Canada who sell to end-users. These wood products are consumed in the home construction, renovation and
industrial markets. Our marketing efforts for lumber products are focused on providing our customers with efficient value-added supply chain
integration, in order to achieve a high level of customer satisfaction and a balanced and diversified customer base for our products. In 2008,
approximately 59% of our lumber sales were made in the United States and 41% were made in Canada.

Our ten biggest customers represented approximately 39% of our Wood business sales in 2008. None of these customers represented 10% or
more of our total sales in 2008.

OUR COMPETITIVE STRENGTHS
We believe that our competitive strengths provide a solid foundation for the execution of our business strategy:

Leading market position. We are the largest integrated manufacturer and marketer of uncoated freesheet paper in North America and the second
largest in the world based on production capacity. This leading market position provides us with key competitive advantages, including
economies of scale, wider sales and marketing coverage and a broad product offering, such as business, printing and publishing and converting
and specialty paper grades.

Efficient and cost-competitive assets. Our papers business is comprised of a mix of assets which allow us to be a low-cost producer of high
volume papers and an efficient producer of value-added specialty papers. Our six largest mills focus on production of high volume copy and
offset papers while the others focus on the production of value-added paper products where quality, flexibility and service are key determinants.
Most of our paper production is at mills with integrated pulp production and cogeneration facilities, reducing their exposure to price volatility for
purchased pulp and energy.

Proximity to customers. We have a broad distribution and manufacturing footprint completed by converting and distribution operations located
across North America. This proximity to customers provides opportunities for enhanced customer service and the minimization of freight
distance, response time and delivery cost, which constitute key competitive advantages, particularly in the high volume copy and offset paper
grades market segment. Customer proximity also allows for just-in-time delivery of high demand paper products in less than 48 hours to most
major North American cities.
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Strong franchise with attractive service solutions. We sell paper to multiple market segments through a variety of channels, including paper
merchants, converters, retail companies and publishers throughout North America. In addition, we maintain a strong market presence through
our ownership of the Domtar Distribution Group. We will build on those positions by maximizing our strengths with centralized planning
capability and supply-chain management solutions.

High quality products with strong brand recognition. We enjoy a strong reputation for producing high quality paper products and market some
of the most recognized and preferred papers in North America, including a wide range of business and commercial printing paper brands, such
as Cougar®, Lynx® Opaque, Husky® Offset, First Choice® , and Domtar EarthChoice® Office Paper, part of a family of environmentally and
socially responsible paper.

Experienced management team with proven integration expertise. Our management team has significant experience and a record of success in
the North American paper industry, including with respect to business integration issues. To support the management team, we believe our
employees expertise and know-how help create operational efficiencies and enable us to deliver improved profitability from our manufacturing
operations.

OUR STRATEGIC INITIATIVES AND FINANCIAL PRIORITIES

Our goal is to be recognized as the supplier of choice of branded and private branded paper products for consumer channels, stationers,
merchants, printers and converters in North America. We have implemented the following business strategies in order to enhance cash flow and
generate shareholder value:

build customer loyalty and balance supply with demand;

increase depth of product offerings including our offering of environmentally and ethically responsible line of papers;

focus on free cash flow generation and maintain financial discipline; and

conduct operations in a sustainable way.
Build customer loyalty and balance our production with our customers demand. We are building on the successful relationships that we have
developed with key customers to support their businesses and to provide inventory reduction solutions through just-in-time delivery for the
most-demanded products. We believe that we are a supplier of choice for customers who seek competitively-priced paper products and services.

Increase depth of product offering including our offering of environmentally and ethically responsible line of papers. We believe that we are
delivering improved service to customers through increased depth of product offerings and greater access to volume. We believe the
development of EarthChoice®, our line of environmentally and socially responsible paper, is providing a platform upon which to expand our
offerings to customers. The EarthChoice® line of papers, a product line endorsed and supported by leading environmental groups, offers
customers solutions and peace of mind through the use of a combination of Forest Stewardship Council (FSC) virgin fiber and recycled fiber.
FSC is the certification recognized by environmental groups as the most stringent and is third-party audited.

Focus on free cash flow generation and maintain financial discipline. We believe that value creation is achieved by operating our assets
efficiently and reducing manufacturing costs while managing our capital expenditures effectively and minimizing working capital requirements
to generate free cash flow by reducing discretionary spending, reviewing procurement costs and pursuing the balancing of production and
inventory control.

Conduct operations in a sustainable way. Customers and end-users as well as all stakeholders in communities where we operate seek assurances
from the pulp and paper industry that resources are managed in a sustainable manner. We strive to provide these assurances by certifying our
forest, manufacturing and
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distribution operations and we intend to subscribe to internationally recognized environmental management systems, namely ISO 14001.
OUR COMPETITION

The markets in which our businesses operate are highly competitive with well-established domestic and foreign manufacturers.

In the Papers business, our paper production does not rely on proprietary processes or formulas, except in highly specialized papers or
customized products. In order to gain market share in uncoated freesheet, we compete primarily on the basis of product quality, breadth of
offering, service solutions and competitively priced paper products. We seek product differentiation through an extensive offering of high
quality FSC-certified paper products. While we have a leading position in the North American uncoated freesheet market, we also compete with
other paper grades, including coated freesheet and uncoated groundwood, and with electronic transmission and document storage alternatives.
As the use of these alternative products continues to grow, we continue to see a decrease in the overall demand for paper products or shifts from
one type of paper to another. All of our paper manufacturing facilities are located in the United States or in Canada where we sell 89% of our
papers. The five largest manufacturers of uncoated freesheet papers in North America represent approximately 81% of the total production
capacity. On a global basis, there are hundreds of manufacturers that produce and sell uncoated freesheet papers, ten of which have an annual
production capacity of over 1 million tons. The level of competitive pressures from foreign producers in the North American market is highly
dependent upon exchange rates including the rate between the U.S. dollar and the Euro.

The market pulp we sell is either hardwood or softwood and, to a lesser extent, fluff pulp. The pulp market is highly fragmented with many
manufacturers competing worldwide, some of whom have lower operating costs than we do. Competition is primarily on the basis of access to
low-cost wood fiber, product quality and prices. The pulp we sell is primarily slow growth northern bleached hardwood and softwood kraft, and
we produce specialty engineered pulp grades with a pre-determined mix of wood species that go into the making of all kinds of papers, from
business to specialty papers. We also seek product differentiation through the certification of our pulp mills to the FSC chain-of-custody
standard and the procurement of FSC-certified virgin fiber. All of our market pulp production capacity is located in the United States or in
Canada and we sell 60% of our pulp overseas.

In Wood, we sell primarily kiln-dried softwood lumber and other value added products. We are the 10" largest producer of lumber in North
America, based on production capacity, with a production capacity of 1.3 MFBM and our competitors include other major lumber producers,
most of which are located in Eastern Canada. Competition is primarily on the basis of access to low-cost fiber, service and prices. All of our
lumber production capacity is located in Canada and we sell 59% of our lumber to the United States. As a result, we have exposure to currency
fluctuations and are potentially subject to softwood lumber export taxes.

OUR EMPLOYEES

We have approximately 11,000 employees, of which approximately 61% are employed in the United States and 39% in Canada.
Approximately 65% of our employees are covered by collective bargaining agreements, generally on a facility-by-facility basis, which will
expire between 2009 and 2013.

During 2008, we signed a four year umbrella agreement with the United Steelworkers Union, affecting approximately 4,000 employees at our
U.S. locations. This agreement only covers certain economic elements, and all other contract issues will be negotiated at each operating location,
as the related collective bargaining agreements become subject to renewal. The parties have agreed not to strike or lock-out during the terms of
the respective local agreements.
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OUR APPROACH TO SUSTAINABILITY

We adopted our Statement on Sustainable Growth to govern our pathway to sustainability, from excellence in corporate and ethical standards to
product stewardship. Consistently with our Statement, we define our actions under our Code of Ethics, policies addressing health and safety,
environment, forestry fiber procurement and others.

OUR ENVIRONMENTAL CHALLENGES

Our business is subject to a wide range of general and industry-specific laws and regulations in the United States and Canada relating to the
protection of the environment, including those governing harvesting, air emissions, waste water discharges, the storage, management and
disposal of hazardous substances and wastes, contaminated sites, landfill operation and closure obligations and health and safety matters.
Compliance with these laws and regulations is a significant factor in the operation of our business. We may encounter situations in which our
operations fail to maintain full compliance with applicable environmental requirements, possibly leading to civil or criminal fines, penalties or
enforcement actions, including those that could result in governmental or judicial orders that stop or interrupt our operations or require us to take
corrective measures at substantial costs, such as the installation of additional pollution control equipment or other remedial actions.

Compliance with U.S. federal, state and local and Canadian federal and provincial environmental laws and regulations involves capital
expenditures as well as additional operating costs. For example, the United States Environmental Protection Agency has promulgated
regulations dealing with air emissions from pulp and paper mills, including regulations on hazardous air pollutants that require use of maximum
achievable control technology and controls for pollutants that contribute to smog and haze. Additional information regarding environmental
matters is included in Part II, Item 7, Management s Discussion and Analysis of Financial Condition and Results of Operations of this Annual
Report on Form 10-K, under the section of Critical accounting policies, caption Environmental matters and other asset retirement obligations.

OUR INTELLECTUAL PROPERTY

Many of our brand name paper products are protected by registered trademarks. Our key trademarks include Cougar®, Lynx® Opaque, Husky®
Offset, First Choice®and Domtar EarthChoice®. These brand names and trademarks are important to the business. Our numerous trademarks
have been registered in the United States and/or in other countries where our products are sold. The current registrations of these trademarks are
effective for various periods of time. These trademarks may be renewed periodically, provided that we, as the registered owner, and/or licensees
comply with all applicable renewal requirements, including the continued use of the trademarks in connection with similar goods.

We own U.S. and foreign patents, some of which have expired or been abandoned, and have several pending patent applications. Our
management regards these patents and patent applications as important but does not consider any single patent or group of patents to be
materially important to our business as a whole.

In connection with the Transaction, we entered into a contribution and distribution agreement with Weyerhaeuser and Domtar Paper Company,
LLC, dated as of January 25, 2007 (as amended from time to time, the Contribution and Distribution Agreement ). Under the terms of the
Contribution and Distribution Agreement and the intellectual property license agreement, we received a fully paid-up, royalty free,
non-exclusive license to use certain intellectual property and technology that is retained by Weyerhaeuser.

INTERNET AVAILABILITY OF INFORMATION

In this Annual Report on Form 10-K, we incorporate by reference certain information contained in other documents filed with the Securities and
Exchange Commission ( SEC ) and we refer you to such information. We file annual, quarterly and current reports and other information with the
SEC. You may read and copy any materials we file with the SEC at the SEC s Public Reference Room at 100F Street, NE, Washington DC,
20549.
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You may obtain information on the operation of the Public Reference Room by calling 1-800-SEC-0330. The SEC maintains a website at
www.sec.gov that contains our quarterly and current reports, proxy and information statements, and other information we file electronically with
the SEC. You may also access, free of charge, our reports filed with the SEC through our website. Reports filed or furnished to the SEC will be
available through our website as soon as reasonably practicable after they are filed or furnished to the SEC. The information contained on our
website, www.domtar.com, is not, and should in no way be construed as, a part of this or any other report that we filed with or furnished to the
SEC.

OUR EXECUTIVE OFFICERS

John D. Williams, age 54, has been president, chief executive officer and a director of the Company since January 1, 2009. Previously,
Mr. Williams served as president of SCA Packaging Europe between 2005 and 2008. Prior to assuming his leadership position with SCA
Packaging Europe, Mr. Williams held increasingly senior management and operational roles in the packaging business and related industries.

Raymond Royer, age 70, retired as president and chief executive officer of the Company, effective December 31, 2008. He continues as a
director of the Company. Mr. Royer was president and chief executive officer of Domtar Inc. since joining Domtar Inc. in 1996. He is also a
director of Power Financial Corporation. Mr. Royer is an Officer of the Order of Canada, a Commander of the Order of Léopold II of Belgium
and an Officer of the Ordre national du Quebec.

Marvin D. Cooper, age 65, has been executive vice-president and chief operating officer of the Company since March 2007. Mr. Cooper was
senior vice-president, cellulose fiber, white papers and containerboard manufacturing and engineering of Weyerhaeuser from 2002 to 2006 when
he stepped down to work full-time on the Transaction. Prior to joining Weyerhaeuser in 2002, he held a number of executive positions with
Willamette Industries, Inc., including executive vice-president, pulp and paper mills from 1998 to 2002. His career in the pulp and paper
industry spans over 37 years.

Daniel Buron, age 45, is the senior vice-president and chief financial officer of the Company. Mr. Buron was senior vice-president and chief
financial officer of Domtar Inc. since May 2004. He joined Domtar Inc. in 1999. Prior to May 2004 he was vice-president, finance, pulp and
paper sales division and, prior to September 2002, he was vice-president and controller. He has over 20 years of experience in finance.

Steven A. Barker, age 535, is the senior vice-president, pulp and paper marketing of the Company. Mr. Barker was senior vice-president pulp and
paper sales and marketing of Domtar Inc. since December 2004. He joined Domtar Inc. in 2000 following the acquisition of Ris Paper Company,
Inc. (a wholly-owned subsidiary of Domtar Inc. since 2000) where he held a number of executive positions. His career in the paper industry
spans over 26 years.

Michel Dagenais, age 59, is the senior vice-president, human resources of the Company. Mr. Dagenais was vice-president, human resources of
Domtar Inc. since 2005. Previously, he was director, human resources of the Forest Products Group since joining Domtar Inc. in 2001. During
his career that spans over 37 years, he has held various management and consulting positions in human resources and labor relations.

Michael Edwards, age 61, is the group senior vice-president, pulp and paper manufacturing of the Company. Mr. Edwards was vice-president,
fine paper manufacturing of Weyerhaeuser since 2002. Since joining Weyerhaeuser in 1994, he has held various management positions in the
pulp and paper operations. Prior to Weyerhaeuser, Mr. Edwards worked at Domtar Inc. for 11 years. His career in the pulp and paper industry
spans over 45 years.

Zygmunt Jablonski, age 55, is the senior vice-president and general counsel of the Company. Mr. Jablonski joined Domtar in 2008, after serving
in various in-house counsel positions for major manufacturing and distribution companies in the paper industry for 13 years most recently, as
executive vice-president, general counsel and secretary. From 1985 to 1994, he practiced law in Washington, DC.
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James F. Lenhoff, age 58, is the senior vice-president, Distribution of the Company. Mr. Lenhoff was the senior vice-president, Domtar
Distribution Group of Domtar Inc. since 2004. He joined Domtar Inc. in 2000 following the acquisition of Ris Paper Company Inc. where he
was vice-president, sales and marketing. His career in the paper industry spans over 27 years.

Patrick Loulou, age 40, is the senior vice-president, corporate development since he joined the Company in March 2007. Previously, he held a
number of positions in the telecommunications sector, as well as in management consulting. He has over 11 years experience in corporate
strategy and business development.

Jean-Frangois Mérette, age 42, is the senior vice-president, forest products of the Company. Mr. Mérette was the vice-president, sawmills since
he joined Domtar Inc. in 2005. Previously, he has held various management positions with a major forest products company. His career in the
forest products industry spans over 17 years.

Yves L. Parent, age 55, is the senior vice-president, information technology of the Company since March 2007. He joined Domtar Inc. in 2005
as vice-president, information technology. He has over 26 years of experience in IT management, including 16 years in the pulp and paper
industry and 10 years as senior director, IT in an international manufacturing organization.

Gilles Pharand, age 64, is the senior vice-president, corporate affairs of the Company. Mr. Pharand joined Domtar Inc. in 1970 and has been
senior vice-president, corporate affairs since 1994, responsible for communications, government relations, internal audit and head office
operations. He was also general counsel from 1986 through 2008, responsible for secretariat, legal and environmental affairs. His career in the
pulp and paper industry spans over 38 years.

Richard L. Thomas, age 55, is the senior vice-president, sales of the Company. Mr. Thomas was vice-president of fine papers of Weyerhaeuser
since 2005. Prior to 2005, he was vice-president, business papers of Weyerhaeuser. Mr. Thomas joined Weyerhaeuser in 2002 when Willamette
Industries, Inc. was acquired by Weyerhaeuser. At Willamette, he held various management positions in operations since joining in 1992.
Previously, he was with Champion International Corporation for 12 years.
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FORWARD-LOOKING STATEMENTS

The information included in this Annual Report on Form 10-K may contain forward-looking statements relating to trends in, or representing

management s beliefs about, Domtar Corporation s future growth, results of operations, performance and business prospects and opportunities.

These forward-looking statements are generally denoted by the use of words such as anticipate,  believe, expect, intend, aim, target, plan
continue, estimate, project, may, will, should and similar expressions. These statements reflect management s current beliefs and are bas

information currently available to management. Forward-looking statements are necessarily based upon a number of estimates and assumptions

that, while considered reasonable by management, are inherently subject to known and unknown risks and uncertainties and other factors that

could cause actual results to differ materially from historical results or those anticipated. Accordingly, no assurances can be given that any of the

events anticipated by the forward-looking statements will occur, or if any occurs, what effect they will have on Domtar Corporation s results of

operations or financial condition. These factors include, but are not limited to:

conditions in global capital and credit markets, and the economy generally, particularly in the U.S. and Canada;

market demand for Domtar Corporation s products, which may be tied to the relative strength of various U.S. and/or Canadian
business segments;

product selling prices;

raw material prices, including wood fiber, chemical and energy;

performance of Domtar Corporation s manufacturing operations, including unexpected maintenance requirements;

the level of competition from domestic and foreign producers;

the effect of, or change in, forestry, land use, environmental and other governmental regulations, and accounting regulations;

the effect of weather and the risk of loss from fires, floods, windstorms, hurricanes and other natural disasters;

transportation costs;

the loss of current customers or the inability to obtain new customers;

legal proceedings;

changes in asset valuations, including write downs of property, plant and equipment, inventory, accounts receivable or other assets
for impairment or other reasons;
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changes in currency exchange rates, particularly the relative value of the U.S. dollar to the Canadian dollar;

the effect of timing of retirements and changes in the market price of Domtar Corporation s common stock on charges for stock-based
compensation;

performance of pension fund investments and related derivatives; and

the other factors described under Risk Factors, initem 1A of this Annual Report on Form 10-K.
You are cautioned not to unduly rely on such forward-looking statements, which speak only as of the date made, when evaluating the
information presented in this Annual Report on Form 10-K. Unless specifically required by law, Domtar Corporation assumes no obligation to
update or revise these forward-looking statements to reflect new events or circumstances.
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ITEM 1A. RISK FACTORS

You should carefully consider the risks described below in addition to the other information presented in this Annual Report on Form 10-K.
Some of the following risks relate principally to the Company s business and the industry in which it operates, while others relate principally to
the Transaction.

RISKS TO THE INDUSTRIES AND BUSINESSES OF THE COMPANY

The pulp, paper and wood product industries are highly cyclical. Fluctuations in the prices of and the demand for the Company s products
could result in smaller profit margins and lower sales volumes.

The pulp, paper and wood product industries are highly cyclical. Historically, economic and market shifts, fluctuations in capacity and changes

in foreign currency exchange rates have created cyclical changes in prices, sales volume and margins for the Company s products. The length and
magnitude of industry cycles have varied over time and by product, but generally reflect changes in macroeconomic conditions and levels of
industry capacity. Most of the Company s paper products are commodities that are widely available from other producers. Even the Company s
non-commodity products, such as value-added papers, are susceptible to commodity dynamics. Because commodity products have few
distinguishing qualities from producer to producer, competition for these products is based primarily on price, which is determined by supply
relative to demand.

The overall levels of demand for the products the Company manufactures and distributes, and consequently its sales and profitability, reflect
fluctuations in levels of end-user demand, which depend in part on general macroeconomic conditions in North America and worldwide, as well
as competition from electronic substitution. See  Conditions in the global capital and credit markets, and the economy generally, can adversely
affect our business, results of operations and financial position and Some of the Company s products are vulnerable to long-term declines in
demand due to competing technologies or materials. For example, demand for cut-size office paper may fluctuate with levels of white-collar
employment. Demand for many such products is currently being negatively impacted by the global economic downturn.

Industry supply of pulp, paper and wood products is also subject to fluctuation, as changing industry conditions can influence producers to idle
or permanently close individual machines or entire mills. Such closures can result in significant cash and/or non-cash charges. In addition, to
avoid substantial cash costs in connection with idling or closing a mill, some producers will choose to continue to operate at a loss, sometimes
even a cash loss, which could prolong weak pricing environments due to oversupply. Oversupply can also result from producers introducing new
capacity in response to favorable short-term pricing trends.

Industry supply of pulp, paper and wood products is also influenced by overseas production capacity, which has grown in recent years and is
expected to continue to grow.

As a result, prices for all of the Company s products are driven by many factors outside of its control, and it has little influence over the timing
and extent of price changes, which are often volatile. Because market conditions beyond the Company s control determine the prices for its
commodity products, the price for any one or more of these products may fall below its cash production costs, requiring the Company to either
incur cash losses on product sales or cease production at one or more of its manufacturing facilities. The Company continues to evaluate
potential adjustments to its production capacity, which may include additional closures of machines or entire mills, and the Company could
recognize significant cash and/or non-cash charges relating to any such closures in future periods. See Part II, Item 7, Management s Discussion
and Analysis of Financial Condition and Results of Operations, under Restructuring activities. Therefore, the Company s profitability with
respect to these products depends on managing its cost structure, particularly wood fiber, chemical and energy costs, which represent the largest
components of its operating costs and can fluctuate based upon factors beyond its control, as described below. If the prices of or demand for its
products decline, or if its wood fiber, chemical or energy costs increase, or both, its sales and profitability could be materially and adversely
affected.
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Conditions in the global capital and credit markets and the economy generally can adversely affect our business, results of operations and
financial position.

The Company s sales and profitability have been adversely affected by recent adverse changes in general economic conditions. The global capital
and credit markets are currently undergoing a period of unprecedented contraction. The Company has exposure to counterparties with which we
routinely execute transactions. Such counterparties include commercial banks, insurance companies and other financial institutions, some of
which may be exposed to bankruptcy or liquidity risks. While the Company has not realized any significant losses to date, a bankruptcy or
illiquidity event by one of our significant counterparties may materially and adversely affect our access to capital, future business and results of
operations.

In addition, the global economy is undergoing a severe economic slowdown. This is resulting in reduced demand for our products and may
adversely affect the ability of some of our customers and suppliers to continue to operate their businesses. Continuation of these financial and
economic conditions is likely to continue to adversely affect our operations, results of operations and financial position.

Some of the Company s products are vulnerable to long-term declines in demand due to competing technologies or materials.

The Company s business competes with electronic transmission and document storage alternatives, as well as with paper grades it does not
produce, such as uncoated groundwood. As a result of such competition, the Company has experienced decreased demand for some of its
existing pulp and paper products. As the use of these alternatives grows, demand for pulp and paper products is likely to further decline.
Moreover, demand for some of the Company s wood products may decline if customers purchase alternative products.

The Company faces intense competition in its markets, and the failure to compete effectively would have a material adverse effect on its business
and results of operations.

The Company competes with both U.S. and Canadian paper producers and, for many of its product lines, global producers, some of which may
have greater financial resources and lower production costs than the Company. The principal basis for competition is selling price. The

Company s ability to maintain satisfactory margins depends in large part on its ability to control its costs. The Company cannot assure you that it
can compete effectively and maintain current levels of sales and profitability. If the Company cannot compete effectively, such failure will have

a material adverse effect on its business and results of operations.

The Company s manufacturing businesses may have difficulty obtaining wood fiber at favorable prices, or at all.

Wood fiber is the principal raw material used by the Company, comprising approximately 21% of the aggregate amount of cost of sales during
2008. Wood fiber is a commodity, and prices historically have been cyclical. The primary source for wood fiber is timber. Environmental
litigation and regulatory developments, alternative use for energy production and reduction in harvesting related to the housing market, have
caused, and may cause in the future, significant reductions in the amount of timber available for commercial harvest in the United States and
Canada. In addition, future domestic or foreign legislation and litigation concerning the use of timberlands, the protection of endangered species,
the promotion of forest health and the response to and prevention of catastrophic wildfires could also affect timber supplies. Availability of
harvested timber may be further limited by fire, insect infestation, disease, ice storms, wind storms, flooding and other natural and man made
causes, thereby reducing supply and increasing prices. Wood fiber pricing is subject to regional market influences, and the Company s cost of
wood fiber may increase in particular regions due to market shifts in those regions. Any sustained increase in wood fiber prices would increase
the Company s operating costs, and the Company may be unable to increase prices for its products in response to increased wood fiber costs due
to additional factors affecting the demand or supply of these products.

The Company currently obtains its wood fiber requirements in part by harvesting timber pursuant to its forest licenses and forest management
agreements, in part by purchasing wood fiber from Weyerhaeuser

21

Table of Contents 32



Edgar Filing: Domtar CORP - Form 10-K

Table of Conten

pursuant to the fiber and pulp supply agreements entered into in connection with the Transaction, which expire between 2009 and 2027, and in
part by purchasing wood fiber from third parties. If the Company s cutting rights, pursuant to its forest licenses or forest management
agreements, are reduced or if Weyerhaeuser or any third-party supplier of wood fiber stops selling or is unable to sell wood fiber to the
Companyi, its financial condition or results of operations could be materially and adversely affected.

An increase in the cost of the Company s purchased energy or chemicals would lead to higher manufacturing costs, thereby reducing its
margins.

The Company s operations consume substantial amounts of energy such as electricity, natural gas, fuel oil, coal and hog fuel. Energy comprised
approximately 8% of the aggregate amount of cost of sales in 2008. Energy prices, particularly for electricity, natural gas and fuel oil, have been
volatile in recent years. As a result, fluctuations in energy prices will impact the Company s manufacturing costs and contribute to earnings
volatility. While the Company purchases substantial portions of its energy under supply contracts, most of these contracts are based on market
pricing.

Other raw materials the Company uses include various chemical compounds, such as precipitated calcium carbonate, sodium chlorate and
sodium hydroxide, sulfuric acid, dyes, peroxide, methanol and aluminum sulfate. Purchases of chemicals comprised approximately 12% of the
aggregate amount of cost of sales in 2008. The costs of these chemicals have been volatile historically, and are influenced by capacity
utilization, energy prices and other factors beyond the Company s control.

Due to the commodity nature of the Company s products, the relationship between industry supply and demand for these products, rather than
solely changes in the cost of raw materials, will determine the Company s ability to increase prices. Consequently, the Company may be unable
to pass on increases in its operating costs to its customers. Any sustained increase in chemical or energy prices without any corresponding
increase in product pricing would reduce the Company s operating margins and may have a material adverse effect on our business and results of
operations.

The Company could experience disruptions in operations and/or increased labor costs due to labor disputes or restructuring activities.

Employees at 38 of the Company s facilities, a majority of the Company s 11,000 employees, are represented by unions through collective
bargaining agreements, generally on a facility-by-facility basis, which will expire between 2009 and 2013. Currently, eight collective bargaining
agreements are up for renegotiation of which only six are currently under negotiation. The Company may not be able to negotiate acceptable
new collective bargaining agreements, which could result in strikes or work stoppages or other labor disputes by affected workers. Renewal of
collective bargaining agreements could also result in higher wages or benefits paid to union members. In addition, labor organizing activities
could occur at any of the Company s facilities. Therefore, the Company could experience a disruption of its operations or higher ongoing labor
costs, which could have a material adverse effect on its business and financial condition.

In connection with the Company s restructuring efforts, the Company has suspended operations at, or closed or announced its intention to close,
various facilities and may incur liability with respect to affected employees, which could have a material adverse effect on its business or
financial condition. In addition, the Company continues to evaluate potential adjustments to its production capacity, which may include
additional closures of machines or entire mills, and the Company could recognize significant cash and/or non-cash charges relating to any such
closures in the future.

In the early part of 2006, Weyerhaeuser closed its pulp and paper mill in Prince Albert, Saskatchewan, which the Company acquired in the
Transaction, which remains closed. Certain unionized parties filed a grievance against Weyerhaeuser following the shut down, alleging that
certain post-closure actions taken by
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Weyerhaeuser violated their collective bargaining agreement. In particular, the union disputed Weyerhaeuser s post-closure contracting with a
third-party vendor to oversee on-site security at Prince Albert. In connection with the Transaction, the Company has assumed any liability with
respect to this grievance. The grievance proceeded to an arbitration hearing and was dismissed by the arbitrator. On application for judicial
review, the arbitrator s decision was upheld by the Saskatchewan Court of Queen s Bench and, on February 9, 2009, by the Saskatchewan Court
of Appeal. The Company has not determined whether this facility will be reopened, sold or closed. In a separate grievance related to the closure
of the Prince Albert facility, which could result in liability in excess of $20 million, the union is claiming that it is entitled to the accumulated
pension benefits during the actual layoff period because, according to the union, a majority of employees retained still had recall rights during

the layoff. The Company is currently evaluating its position with respect to these grievances and cannot be certain that it will not incur liability,
which could be material, with respect to these grievances.

The Company relies heavily on a small number of significant customers, including one customer that represented approximately 8% of the
Company s sales in 2008. A loss of any of these significant customers could materially adversely affect the Company s business, financial
condition or results of operations.

The Company heavily relies on a small number of significant customers. The Company s largest customer represented approximately 8% of the
Company s sales in 2008. A significant reduction in sales to any of the Company s key customers, which could be due to factors outside its
control, such as purchasing diversification or financial difficulties experienced by these customers, could materially adversely affect the
Company s business, financial condition or results of operations.

A material disruption at one or more of the Company s manufacturing facilities could prevent it from meeting customer demand, reduce its
sales and/or negatively impact its net income.

Any of the Company s pulp or paper manufacturing facilities, or any of its machines within an otherwise operational facility, could cease
operations unexpectedly due to a number of events, including:

unscheduled maintenance outages;

prolonged power failures;

equipment failure;

chemical spill or release;

explosion of a boiler;

the effect of a drought or reduced rainfall on its water supply;

labor difficulties;

disruptions in the transportation infrastructure, including roads, bridges, railroad tracks and tunnels;

fires, floods, earthquakes, hurricanes or other catastrophes;
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terrorism or threats of terrorism; or

other operational problems, including those resulting from the risks described in this section.
Events such as those listed above have resulted in operating losses in the past. Future events may cause shutdowns, which may result in
additional downtime and/or cause additional damage to the Company s facilities. Any such downtime or facility damage could prevent the
Company from meeting customer demand for its products and/or require it to make unplanned capital expenditures. If one or more of these
machines or facilities were to incur significant downtime, it may have a material adverse effect on the Company financial results and financial
position.
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The Company s substantial indebtedness, which is approximately $2.2 billion as of December 31, 2008, could adversely affect its financial
condition and impair its ability to operate its business.

As of December 31, 2008, the Company had approximately $2.2 billion of outstanding indebtedness, including $672 million of indebtedness
under its senior secured credit facilities, $28 million of capital leases and $1.4 billion of unsecured long-term notes.

The Company s substantial degree of indebtedness could have important consequences to the Company s financial condition, operating results
and business, including the following:

it may limit the Company s ability to obtain additional debt or equity financing for working capital, capital expenditures, product
development, debt service requirements, acquisitions and general corporate or other purposes;

a substantial portion of the Company s cash flows from operations will be dedicated to payments on its indebtedness and will not be
available for other purposes, including operations, capital expenditures and future business opportunities;

the debt service requirements of the Company s indebtedness could make it more difficult for the Company to satisfy its other
obligations;

the Company s borrowings under the senior secured credit facilities are at variable rates of interest, exposing the Company to
increased debt service obligations in the event of increased interest rates;

it may limit the Company s ability to adjust to changing market conditions and place it at a competitive disadvantage compared to its
competitors that have less debt; and

it may increase the Company s vulnerability to a downturn in general economic conditions or in its business, and may make the
Company unable to carry out capital spending that is important to its growth.
In addition, we are subject to agreements that require us to meet and maintain certain financial ratios and tests. A significant or prolonged
downturn in general business and economic conditions may affect our ability to comply with these covenants or meet those financial ratios and
tests and could require us to take action to reduce our debt or to act in a manner contrary to our current business objectives.

A breach of any of our Credit Agreement or indenture covenants or failure to maintain a required ratio or meet a required test may result in an
event of default under those agreements. This may allow the counterparties to those agreements to declare all amounts outstanding thereunder,
together with accrued interest, to be immediately due and payable. If this occurs, we may not be able to refinance the indebtedness on favorable
terms, or at all, or repay the accelerated indebtedness.

The Company s operations require substantial capital, and it may not have adequate capital resources to provide for all of its capital
requirements.

The Company s businesses are capital intensive and require that it regularly incur capital expenditures in order to maintain its equipment,
increase its operating efficiency and comply with environmental laws. In 2008, the Company s total capital expenditures were $163 million,
including $82 million for maintenance capital and $4 million for environmental expenditures. The Company s total capital expenditures in 2007
were $116 million, including $64 million for maintenance capital and $11 million for environmental expenditures.

If the Company s available cash resources and cash generated from operations are not sufficient to fund its operating needs and capital
expenditures, the Company would have to obtain additional funds from borrowings or other available sources or reduce or delay its capital
expenditures. The Company may not be able to obtain additional funds on favorable terms, or at all, particularly as a result of the current
contraction and disruption in
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the credit and equity markets. In addition, the Company s debt service obligations will reduce its available cash flows. If the Company cannot
maintain or upgrade its equipment as it requires or allocate funds to ensure environmental compliance, it could be required to curtail or cease
some of its manufacturing operations, or it may become unable to manufacture products that compete effectively in one or more of its product
lines.

Despite current indebtedness levels, the Company and its subsidiaries may incur substantially more debt. This could further exacerbate the risks
associated with its substantial leverage.

The Company and its subsidiaries may incur substantial additional indebtedness in the future. Although the senior secured credit facilities
contains restrictions on the incurrence of additional indebtedness, including secured indebtedness, these restrictions are subject to a number of
qualifications and exceptions, and additional indebtedness incurred in compliance with these restrictions could be substantial. For example, as of
December 31, 2008, the Company had $60 million drawn under its senior secured revolving credit facility as well as $13 million in bank
overdraft and $43 million of letters of credit outstanding, resulting in $634 million of availability for future drawings under this facility. Other
new borrowings could also be incurred by Domtar Corporation or its subsidiaries. If the Company incurs additional debt, the risks associated
with its substantial leverage would increase.

The Company s ability to generate the significant amount of cash needed to pay interest and principal on the Domtar Corporation notes and
service its other debt and financial obligations and its ability to refinance all or a portion of our indebtedness or obtain additional financing
depends on many factors beyond the Company s control.

The Company has considerable debt service obligations. The Company s ability to make payments on and refinance its debt, including the
Domtar Corporation debt securities and amounts borrowed under its senior secured credit facilities and other financial obligations and to fund its
operations will depend on its ability to generate substantial operating cash flow. The Company s cash flow generation will depend on its future
performance, which will be subject to prevailing economic conditions and to financial, business and other factors, many of which are beyond its
control.

The Company business may not generate sufficient cash flow from operations and future borrowings may not be available to the Company under
its senior secured credit facilities or otherwise in amounts sufficient to enable the Company to service its indebtedness, including the Domtar
Corporation notes, and borrowings under its senior secured credit facilities or to fund its other liquidity needs. If the Company cannot service its
debt, the Company will have to take actions such as reducing or delaying capital investments, selling assets, restructuring or refinancing its debt
or seeking additional equity capital. Any of these remedies may not be effected on commercially reasonable terms, or at all, and may impede the
implementation of its business strategy. Further, the senior secured credit facilities may restrict the Company from adopting any of these
alternatives. Because of these and other factors that may be beyond its control, the Company may be unable to service its indebtedness. See

Risks related to the Transaction The Company may be affected by significant restrictions following the Transaction in order to avoid significant
tax-related liabilities.

The Company is affected by changes in currency exchange rates.

The Company manufactures all of its wood products and a significant portion of pulp and paper in Canada. Sales of these products by the
Company s Canadian operations will be invoiced in U.S. dollars or in Canadian dollars linked to U.S. pricing but most of the costs relating to
these products will be incurred in Canadian dollars. As a result, any decrease in the value of the U.S. dollar relative to the Canadian dollar will
reduce the Company s profitability.

Exchange rate fluctuations are beyond the Company s control. From 2003 to 2007, the Canadian dollar had appreciated almost 60% relative to
the U.S. dollar. In 2008, the Canadian dollar decreased in value by approximately 19% relative to the U.S. dollar. The level of the Canadian
dollar can have a material adverse effect on the sales and profitability of the Canadian operations.
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The Company has liabilities with respect to its pension plans and the actual cost of its pension plan obligations could exceed current provisions.
As of December 31, 2008, the Company s defined benefit plans had a surplus of $19 million on certain plans and a deficit of $94 million on
others on an ongoing basis.

The Company s future funding obligations for the defined benefit pension plans depend upon changes to the level of benefits provided by the
plans, the future performance of assets set aside in trusts for these plans, the level of interest rates used to determine minimum funding levels,
actuarial data and experience, and any changes in government laws and regulations. As of December 31, 2008, the Company s Canadian defined
benefit pension plans held assets with a fair value of $927 million (CDN$1,135 million), including $318 million (CDN $389 million) nominal
(book) value of asset backed commercial paper ( ABCP ) that have been restructured under the court order governing the Montreal Accord and
$39 million (CDN $48 million) nominal value of ABCP in other conduits outside the Montreal Accord, for a total nominal value of $357 million
(CDN $437 million).

At December 31, 2008, the Company determined that the fair value of these ABCP investments should be reduced to $198 million

(CDN $242 million). The $159 million (CDN $195 million) or 45% valuation adjustment reflected difficult market conditions and the lack of
liquidity for these notes. At December 30, 2007, a $58 million (CDN $57 million) or 13% valuation adjustment to the nominal (book) value was
taken and reflected in the fair value of the plan assets.

The Company does not expect liquidity issues to affect the pension funds since pension fund obligations are primarily long-term in nature.
Losses in the pension fund investments, if any, would result in future increased contributions by the Company or its Canadian subsidiaries.
Additional contributions to these pension funds would be required to be paid over 5 year or 10 year periods, depending upon the applicable
provincial jurisdiction and its requirements for amortization. Losses, if any, would also impact operating results over a longer period of time and
immediately increase liabilities and reduce equity.

The Company may be required to pay significant lumber export taxes and/or countervailing and antidumping duties.

The Company may experience reduced revenues and margins on its softwood lumber business as a result of lumber export taxes and/or
countervailing and antidumping duty applications. In April 2001, the Coalition for Fair Lumber Imports ( Coalition ) filed two petitions with the
U.S. Department of Commerce ( Department ) and the International Trade Commission ( ITC ) claiming that production of softwood lumber in
Canada was being subsidized by Canada and that imports from Canada were being dumped into the U.S. market (sold at less than fair value).
The Coalition asked that countervailing duty ( CVD ) and antidumping ( AD ) tariffs be imposed on softwood lumber imported from Canada.

In 2006, the Canadian and U.S. governments reached a final settlement to this long-standing dispute. The provisions of the settlement included
repayment of approximately 81% of the deposits, imposition of export measures in Canada, and measures to address long-term policy reform. It
is possible that the CVD and AD tariffs or tariffs similar to the CVD and AD tariffs may again be imposed on the Company, in the future.

Under the settlement agreement, Canadian softwood lumber exporters pay an export tax when the price of lumber is at or below a threshold
price. Under present market conditions, the Company s softwood lumber exports are subject to a 5% export charge plus a market restriction on
access managed by a quota system.

The Company experienced and may continue to experience reduced revenues and margins in the softwood lumber business as a result of the
application of the settlement agreement. The settlement agreement could have a material adverse effect on the Company s business, financial
results and financial condition, including, but not limited to, facility closures or impairment of assets.
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The Company could incur substantial costs as a result of compliance with, violations of or liabilities under applicable environmental laws and
regulations. It could also incur costs as a result of asbestos-related personal injury litigation.

The Company is subject, in both the United States and Canada, to a wide range of general and industry-specific laws and regulations relating to
the protection of the environment and natural resources, including those governing air emissions, wastewater discharges, harvesting, silvicultural
activities, the storage, management and disposal of hazardous substances and wastes, the cleanup of contaminated sites, landfill operation and
closure obligations, forestry operations and endangered species habitat, and health and safety matters. In particular, the pulp and paper industry

in the United States is subject to the United States Environmental Protection Agency s ( EPA ) Cluster Rule and was until recently subject to the
EPA s Boiler MACT Rule (the Boiler MACT Rule has been vacated, however, alternative U.S. federal and state regulations are being discussed)
that further regulate effluent and air emissions. These laws and regulations require the Company to obtain authorizations from and comply with
the requirements of the appropriate governmental authorities, which have considerable discretion over the terms and timing of permits.

The Company has incurred, and expects that it will continue to incur, significant capital, operating and other expenditures complying with
applicable environmental laws and regulations as a result of remedial obligations. The Company incurred approximately $81 million of
operating expenses and $4 million of capital expenditures in connection with environmental compliance and remediation for 2008. As of
December 31, 2008, the Company had a provision of $99 million for environmental expenditures, including certain asset retirement obligations
(such as for land fill capping and asbestos removal) ($119 million as of December 30, 2007). In addition, in 2006, the Company closed its pulp
and paper mill in Prince Albert, Saskatchewan and the Big River Sawmill in Saskatchewan. The Company has not determined whether either of
these facilities will be reopened, sold or permanently closed. In the event the facilities are permanently closed, the Province of Saskatchewan
may require active decommissioning and reclamation at one or both facilities, which would likely include investigation and remedial action for
areas of significant environmental impacts. The Province of Saskatchewan has required certain facilities located in the Province to submit
preliminary decommissioning and reclamation plans and to include in such plans estimates of costs associated with decommissioning and
reclamation activities. Weyerhaeuser submitted such a plan for its pulp and paper facility in Prince Albert, Saskatchewan. In its preliminary
decommissioning and reclamation plan, Weyerhaeuser included a preliminary, generalized estimate of costs ranging from CDN$20 to

CDN$25 million ($16 to $20 million). Weyerhaeuser advised the Province of Saskatchewan that it was not providing a detailed delineation of
costs at this time because such costs will depend on site specific factors, the professional judgments of environmental specialists and experts,
further detailed environmental site assessments, and most fundamentally, a decision about the future use or closure of the site. The estimate
referred to above does not take into account the equipment resale value or scrap material value, nor does it include the cost of completing a
phase II environmental site assessment (which could involve sampling and analysis of building materials and environmental media), or the cost
of any remediation required based on such assessment. The Company has not undertaken an in depth review of Weyerhaeuser s estimate and the
net decommissioning and reclamation costs could exceed Weyerhaeuser s estimate.

The Company also could incur substantial costs, such as civil or criminal fines, sanctions and enforcement actions (including orders limiting its
operations or requiring corrective measures, installation of pollution control equipment or other remedial actions), cleanup and closure costs, and
third-party claims for property damage and personal injury as a result of violations of, or liabilities under, environmental laws and regulations.
The Company s ongoing efforts to identify potential environmental concerns that may be associated with its past and present properties will lead
to future environmental investigations. Those efforts will likely result in the determination of additional environmental costs and liabilities
which cannot be reasonably estimated at this time.

As the owner and operator of real estate, the Company may be liable under environmental laws for cleanup, closure and other damages resulting
from the presence and release of hazardous substances, including asbestos,
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on or from its properties or operations. The amount and timing of environmental expenditures is difficult to predict, and, in some cases, the
Company s liability may be imposed without regard to contribution or to whether it knew of, or caused, the release of hazardous substances and
may exceed forecasted amounts or the value of the property itself. The discovery of additional contamination or the imposition of additional
cleanup obligations at the Company s or third-party sites may result in significant additional costs. Any material liability the Company incurs
could adversely impact its financial condition or preclude it from making capital expenditures that would otherwise benefit its business.

In addition, the Company may be subject to asbestos-related personal injury litigation arising out of exposure to asbestos on or from its
properties or operations, and may incur substantial costs as a result of any defense, settlement, or adverse judgment in such litigation. The
Company may not have access to insurance proceeds to cover costs associated with asbestos-related personal injury litigation.

Enactment of new environmental laws or regulations or changes in existing laws or regulations, or interpretation thereof, might require
significant expenditures.

The Company may be unable to generate funds or other sources of liquidity and capital to fund environmental liabilities or expenditures.
The Company depends on third parties for transportation services.

The Company relies primarily on third parties for transportation of the products it manufactures and/or distributes, as well as delivery of its raw
materials. In particular, a significant portion of the goods it manufactures and raw materials it uses are transported by railroad or trucks, which

are highly regulated. If any of its third-party transportation providers were to fail to deliver the goods the Company manufactures or distributes

in a timely manner, the Company may be unable to sell those products at full value, or at all. Similarly, if any of these providers were to fail to
deliver raw materials to the Company in a timely manner, it may be unable to manufacture its products in response to customer demand. In
addition, if any of these third parties were to cease operations or cease doing business with the Company, it may be unable to replace them at
reasonable cost. Any failure of a third-party transportation provider to deliver raw materials or finished products in a timely manner could harm
the Company s reputation, negatively impact its customer relationships and have a material adverse effect on its financial condition and operating
results.

The Company s intellectual property rights are valuable, and any inability to protect them could reduce the value of its products and its brands.

The Company relies on patent, trademark, and other intellectual property laws of the United States and other countries to protect its intellectual
property rights. However, the Company may be unable to prevent third parties from using its respective intellectual property without its
authorization, which may reduce any competitive advantage it has developed. If the Company had to litigate to protect these rights, any
proceedings could be costly, and it may not prevail. The Company cannot guarantee that any United States or foreign patents, issued or pending,
will provide it with any competitive advantage or will not be challenged by third parties. Additionally, the Company has obtained and applied

for United States and foreign trademark registrations, and will continue to evaluate the registration of additional service marks and trademarks,

as appropriate. The Company cannot guarantee that any of its pending patent or trademark applications will be approved by the applicable
governmental authorities and, even if the applications are approved, third parties may seek to oppose or otherwise challenge these registrations.
The failure to secure any pending patent or trademark applications may limit the Company s ability to protect the intellectual property rights that
these applications were intended to cover.
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RISKS RELATED TO THE TRANSACTION

The historical financial information of the Predecessor may not be representative of its results if the Weyerhaeuser Fine Paper Business had
been operated independently of Weyerhaeuser and, as a result, may not be a reliable indicator of its future results.

Prior to the Closing Date, the Predecessor was a fully integrated business unit of Weyerhaeuser. Consequently, the financial information of the
Predecessor included in this document has been derived from the consolidated financial statements and accounting records of Weyerhaeuser and
reflects assumptions and allocations made by Weyerhaeuser. The financial position, results of operations and cash flows of the Predecessor
presented may be different from those that would have resulted had the Predecessor been operated independently. For example, in preparing the
Predecessor financial statements, Weyerhaeuser has made an allocation of costs and expenses that are attributable to the Predecessor. However,
these costs and expenses reflect the costs and expenses attributable to the Predecessor operated as part of a larger organization and do not reflect
costs and expenses that would be incurred by this business had it been operated independently. As a result, the historical financial information of
the Predecessor may not be a reliable indicator of future results.

Aboriginal interests may delay or result in challenges to the transfer of certain forest licenses and forest management agreements.

Under applicable forestry legislation in Saskatchewan, Weyerhaeuser must obtain consent from the Government of Saskatchewan in order to
complete the transfer of certain timber rights in Saskatchewan to the Company. Pursuant to the agreements governing the Transaction, the
transfer of these timber rights were delayed until the appropriate approvals are received. Recent Supreme Court of Canada decisions have
confirmed that the federal and provincial governments in Canada have a duty to consult with, and in certain circumstances, seek to accommodate
aboriginal groups whenever there is a reasonable prospect that a government s decision may adversely affect an aboriginal group s interests in
relevant land and resources that are the subject of the decision. The Company believes that the Government of Saskatchewan has consulted with
relevant aboriginal groups in connection with these consent approvals. This consultation process could result in delays, constrain access to the
timber or give rise to additional costs. In addition, if the Government of Saskatchewan does not adequately discharge its obligation this could
result in litigation. It is not possible at present to predict the risks associated with such litigation.

If the distribution by Weyerhaeuser of its shares of Company common stock to the holders of Weyerhaeuser common shares and Weyerhaeuser
exchangeable shares pursuant to an exchange offer ( Distribution ) did not constitute a tax-free transaction, either as a result of actions taken
in connection with the distribution or as a result of subsequent acquisitions of shares of Company common stock, then the Company may be
responsible for payment of substantial U.S. federal income taxes under its tax sharing agreement with Weyerhaeuser.

Weyerhaeuser received a private letter ruling from the Internal Revenue Service on February 5, 2007 to the effect that, based on the facts,
assumptions, representations and undertakings set forth in the ruling, the Contribution and Distribution qualified as tax-free to Weyerhaeuser and
the holders of Weyerhaeuser common shares for U.S. federal income tax purposes under Sections 355 and 368 and related provisions of the
Code.

The Distribution would become taxable to Weyerhaeuser pursuant to Section 355(e) of the Code if 50% or more (by vote or value) of equity
securities of the Company were acquired, directly or indirectly, by persons other than Weyerhaeuser shareholders as part of a plan or series of
related transactions that included the Distribution. Because Weyerhaeuser shareholders owned more than 50% of Company common stock
following the Arrangement, the Arrangement, by itself, would not have caused the Distribution to be taxable to Weyerhaeuser under

Section 355(e) of the Code. However, if the IRS were to determine that other acquisitions of Company equity securities, either before or after the
Distribution and the Arrangement, were part of a plan or series of related transactions that included the Distribution such determination could
result in the recognition of a
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gain by Weyerhaeuser under Section 355(e) of the Code. In such case, the gain recognized by Weyerhaeuser likely would include the entire fair
market value of the Company common stock distributed to Weyerhaeuser s shareholders, and thus would be substantial.

Under the tax sharing agreement among Weyerhaeuser, the Company, and Domtar Inc., the Company generally would be required to indemnify
Weyerhaeuser against tax-related losses to Weyerhaeuser and/or its shareholders that arise as a result of certain actions taken or omissions to act
by the Company, its subsidiaries or certain affiliates of the Company ( Disqualifying Actions ) after the Transaction. See Risks related to the
transaction The Company may be affected by significant restrictions following the Transaction in order to avoid significant tax-related liabilities.

The Company may be affected by significant restrictions following the Transaction in order to avoid significant tax-related liabilities.

Even if the Distribution qualifies as a tax-free reorganization, it may not qualify as a transaction that is tax-free to Weyerhaeuser if 50% or more
(by vote or value) of the equity securities of the Company are acquired by persons other than Weyerhaeuser shareholders as part of a plan that
includes the Distribution pursuant to Section 355(e) of the Code.

The tax sharing agreement requires that the Company, its subsidiaries and certain affiliates of the Company, for a two-year period following the
Closing Date, avoid taking certain actions that might cause the Distribution to be treated as part of a plan pursuant to which 50% or more of the
Company s equity securities are acquired. Certain of these Disqualifying Actions subject to restrictions include:

The redemption, recapitalization, repurchase or acquisition by the Company of its capital stock;

The issuance by the Company of capital stock or convertible debt;

The liquidation of the Company;

The discontinuance of the operations of the Predecessor;

The sale or disposition (other than in the ordinary course of business) of all or a substantial part of the Predecessor; or

The other actions, omissions to act or transactions that could jeopardize the tax-free status of the Distribution.
To the extent that the tax-free status of the Distribution is lost because of a Disqualifying Action after the date of consummation of the
Transaction, the Company generally will be required to indemnify, defend and hold harmless Weyerhaeuser from and against any and all
resulting tax-related losses incurred by Weyerhaeuser and/or Weyerhaeuser shareholders, without regard to whether Weyerhaeuser gave the
Company prior written consent to the specific action taken by the Company.

Because of these restrictions, the Company may be limited in its ability to pursue strategic transactions or equity or convertible debt financing or
engage in new business or other transactions that may maximize the value of its business.

A third party has demanded an increase in consideration from Domtar Inc. under an existing contract in connection with the Transaction.

In 1998, Domtar Inc. acquired all of the issued and outstanding shares of E.B. Eddy Limited and E.B. Eddy Paper, Inc., an integrated producer
of specialty paper and wood products. The purchase agreement relating to this acquisition includes a purchase price adjustment whereby, in the
event of the acquisition by a third-party of more than 50% of the shares of Domtar Inc. in specified circumstances, Domtar Inc. may be required
to pay an

30

Table of Contents 43



Edgar Filing: Domtar CORP - Form 10-K

Table of Conten

increase in consideration of up to a maximum of CDN$120 million ($98 million). This amount gradually declines over a 25-year period and at
March 7, 2007, the Closing Date, the maximum amount of the purchase price adjustment was CDN$110 million ($90 million). No provision was
recorded for this potential purchase price adjustment.

On March 14, 2007, Domtar Inc. received a letter from George Weston Limited (the previous owner of E.B. Eddy and a party to the purchase
agreement) demanding payment of CDN$110 million ($90 million) as a result of the consummation of the Transaction. On June 12, 2007, an
action was commenced by George Weston Limited against Domtar Inc. in the Superior Court of Justice of the province of Ontario, Canada,
claiming that the consummation of the Transaction triggered the purchase price adjustment and seeking a purchase price adjustment of
CDNS$110 million ($90 million) as well as additional compensatory damages. The Company and Domtar Inc. do not believe that the
consummation of the Transaction triggers an obligation to pay an increase in consideration under the purchase price adjustment and it intends to
defend itself vigorously against any claims with respect thereto. However, the Company may not be successful in its defense of such claims, and,
if it is ultimately required to pay an increase in consideration, such payment may have a material adverse effect on the Company s liquidity,
results of operations and financial condition.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES
A description of our mills and related properties is included in Part I, Item I, Business, of this Annual Report on Form 10-K.

Production facilities

We own all of our production facilities with the exception of certain portions that are subject to leases with government agencies in connection
with industrial development bond financings or fee-in-lieu-of-tax agreements, and lease substantially all of our sales offices, regional
replenishment centers and warehouse facilities. We believe our properties are in good operating condition and are suitable and adequate for the
operations for which they are used. We own substantially all of the equipment used in our facilities.

Forestlands

We optimize 31 million acres of forestland directly licensed or owned in the United States and Canada through efficient management and the
application of certified sustainable forest management practices such that a continuous supply of wood is available for future needs.
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Listing of facilities and locations

Head Office

Montreal, Quebec

Papers

Operation Center:

Fort Mill, South Carolina
Uncoated Freesheet:
Ashdown, Arkansas
Espanola, Ontario
Hawesville, Kentucky
Johnsonburg, Pennsylvania
Kingsport, Tennessee
Marlboro, South Carolina
Nekoosa, Wisconsin
Plymouth, North Carolina
Port Huron, Michigan
Rothschild, Wisconsin
Windsor, Quebec

Coated Groundwood:
Columbus, Mississippi
Pulp:

Dryden, Ontario
Kamloops, British Columbia
Prince Albert, Saskatchewan

Woodland, Maine
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Chip Mills:

Hawesville, Kentucky
Johnsonburg, Pennsylvania
Kingsport, Tennessee
Marlboro, South Carolina
Converting and Distribution Onsite:
Ashdown, Arkansas

Plymouth, North Carolina
Rothschild, Wisconsin
Windsor, Quebec

Converting and Distribution Offsite:
Addison, Illinois

Brownsville, Tennessee
Cerritos, California

Dallas, Texas

Dubois, Pennsylvania

Griffin, Georgia

Indianapolis, Indiana

Mira Loma, California
Owensboro, Kentucky
Ridgefields, Tennessee

Tatum, South Carolina
Washington Court House, Ohio
Forms Manufacturing:
Cerritos, California

Dallas, Texas

Indianapolis, Indiana

Langhorne, Pennsylvania
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Rock Hill, South Carolina
Enterprise Group* United States:
Birmingham, Alabama
Chandler, Arizona
Little Rock, Arkansas
Buena Park, California
Cerritos, California
Hayward, California
Sacramento, California
Denver, Colorado
Jacksonville, Florida
Lakeland, Florida
Miami, Florida
Duluth, Georgia
Boise, Idaho

Addison, Illinois
Peoria, Illinois
Evansville, Indiana
Fort Wayne, Indiana
Indianapolis, Indiana
Des Moines, lowa
Kansas City, Kansas
Lexington, Kentucky
Louisville, Kentucky
Harahan, Louisiana
Boston, Massachusetts
Livonia, Michigan

Wayland, Michigan
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Fridley, Minnesota
Jackson, Mississippi

St. Louis, Missouri
Omaha, Nebraska

Las Vegas, Nevada
Hoboken, New Jersey
Albuquerque, New Mexico
Buffalo, New York
Syracuse, New York
Charlotte, North Carolina
Cincinnati, Ohio
Cleveland, Ohio
Columbus, Ohio
Oklahoma City, Oklahoma
Tulsa, Oklahoma
Langhorne, Pennsylvania
Pittsburgh, Pennsylvania
Rock Hill, South Carolina
Chattanooga, Tennessee
Knoxville, Tennessee
Memphis, Tennessee
Nashville, Tennessee

El Paso, Texas

Garland, Texas

Houston, Texas

San Antonio, Texas

Salt Lake City, Utah

Richmond, Virginia
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Kent, Washington
Vancouver, Washington
Milwaukee, Wisconsin
Enterprise Group* Canada:
Calgary, Alberta

Montreal, Quebec

Toronto, Ontario

Vancouver, British Columbia
Regional Replenishment Centers (RRC) United States:
Charlotte, North Carolina
Chicago, Illinois

Dallas, Texas

Jacksonville, Florida
Langhorne, Pennsylvania
Los Angeles, California
Plymouth, North Carolina
Vancouver, Washington
Regional Replenishment Centers (RRC) Canada:
Toronto, Ontario

Winnipeg, Manitoba

Paper Merchants

Head Office:

Covington, Kentucky

RIS Paper Eastern Region:
Albany, New York

Boston, Massachusetts
Harrisburg, Pennsylvania

Hartford, Connecticut
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Lancaster, Pennsylvania
New York, New York
Philadelphia, Pennsylvania
Southport, Connecticut
Washington, DC / Baltimore, Maryland
RIS Paper - MidWest Region:
Buffalo, New York
Cincinnati, Ohio

Cincinnati, Ohio (L.T.)
Cleveland, Ohio

Columbus, Ohio

Covington, Kentucky
Dayton, Ohio

Dallas/Fort Worth, Texas
Fort Wayne, Indiana
Indianapolis, Indiana

Buntin Reid Canada:
London, Ontario

Ottawa, Ontario

Toronto, Ontario

JBR / La Maison du Papier Canada:
Montreal, Quebec

Quebec City, Quebec

The Paper House Canada:
Halifax, Nova Scotia

Mount Pearl, Newfoundland
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Wood

Big River, Saskatchewan
Ear Falls, Ontario
Gogama, Ontario
Lebel-sur-Quévillon, Quebec
Nairn Centre, Ontario
Malartic, Quebec
Matagami, Quebec
Ste-Marie, Quebec
Sullivan, Quebec
Timmins, Ontario

Vald Or, Quebec

White River, Ontario

* Enterprise Group is involved in the sale and distribution of Domtar papers, notably continuous forms, cut size business papers as well as
digital papers, converting rolls and specialty products.

ITEM3. LEGAL PROCEEDINGS

Pursuant to the Contribution and Distribution Agreement and other agreements entered into in connection with the Transaction, the Company
assumed responsibility for certain claims and litigation matters arising out of or relating to the Company s businesses whether or not asserted
prior to the Transaction. Currently, a small number of claims and litigation matters have arisen in the ordinary course of business. Although the
final outcome of any legal proceeding is subject to a number of variables and cannot be predicted with any degree of certainty, management
currently believes that the ultimate outcome of these legal proceedings will not have a material adverse effect on the Company s long-term results
of operations, cash flow or financial position.

The Company is involved in various legal proceedings relating to contracts, commercial disputes, taxes, environmental issues, labor and
employment and other matters related to former and ongoing operations. The Company periodically reviews the status of these proceedings and
assesses the likelihood of any adverse judgments or outcomes of these legal proceedings, as well as analyzes probable losses. While the
Company believes that the ultimate disposition of these matters will not have a material adverse effect on its financial condition, an adverse
outcome in one or more of the following significant legal proceedings could have a material adverse effect on our results or cash flow in a given
quarter or year.

In the early part of 2006, Weyerhaeuser closed its pulp and paper mill in Prince Albert, Saskatchewan, which the Company acquired in
connection with the Transaction, and which remains closed. Certain unionized parties filed a grievance against Weyerhaeuser following the shut
down, alleging that certain post-closure actions taken by Weyerhaeuser violated their collective bargaining agreement. In particular, the union
disputed Weyerhaeuser s post-closure contracting with a third-party vendor to oversee on-site security at the Prince Albert facility. In connection
with the Transaction, the Company has assumed any liability with respect to this grievance. The grievance proceeded to an arbitration hearing
and was dismissed by the arbitrator. On application for judicial review, the arbitrator s decision was upheld by the Saskatchewan Court of
Queen s Bench and, on February 9, 2009, by the Saskatchewan Court of Appeal. In a separate grievance relating to the closure of the Prince
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Albert facility, which could result in liability in excess of $20 million, the union is claiming that it is entitled to the accumulated pension benefits
during the actual layoff period because, according to the union, a majority of employees retained still had recall rights during the layoff. The
Company is currently evaluating its positions with respect to these grievances and cannot be certain that it will not incur liability, which could be
material, with respect to these grievances.
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On June 12, 2007, an action was commenced by George Weston Limited ( Weston ) in the Superior Court of Justice of the Province of Ontario
against Domtar Inc. The claim alleges that the consummation of the Transaction triggered an obligation of Domtar Inc. to pay an increase in
consideration under the purchase price adjustment contained in the Share Purchase Agreement, dated June 16, 1998 (as amended by Amendment
No. 1 thereto, dated July 31, 1998, the Agreement ) between Weston, Weston Investments Inc., Domtar Inc. and Domtar Industries Inc. pursuant
to which Domtar Inc. acquired all of the issued and outstanding shares of E.B. Eddy Limited and E.B. Eddy Paper, Inc., an integrated producer

of specialty paper and wood products. The claim seeks a payment of CDN$110 million ($90 million) under the purchase price adjustment
provision of the Agreement and additional compensatory damages. On August 13, 2007, Domtar Inc. served its statement of defense in response
to this claim. Neither the Company nor Domtar Inc. believes that the consummation of the Transaction triggered an obligation to pay an increase
in consideration under the purchase price adjustment and Domtar Inc. intends to defend itself vigorously against any claims with respect thereto.
However, Domtar Inc. may not be successful in its defense of such claims, and if it is ultimately required to pay an increase in consideration,

such payment may have a material adverse effect on the Company s and on Domtar Inc. s liquidity, results of operations and financial condition.

Various asbestos-related personal injury claims have been filed in U.S. state and federal courts against Domtar Industries Inc. and certain other
affiliates of the Company in connection with alleged exposure by people to products or premises containing asbestos. While the Company
believes that the ultimate disposition of these matters, both individually and on an aggregate basis, will not have a material adverse effect on its
financial condition, there can be no assurance that the Company will not incur substantial costs as a result of any such claim.

Environment

Domtar Inc. and the Company is or may be a potentially responsible party with respect to various hazardous waste sites that are being addressed
pursuant to the Comprehensive Environmental Response, Compensation, and Liability Act of 1980 ( Superfund ) or similar laws. Domtar Inc.
continues to take remedial action under its Care and Control Program, as such sites mostly relate to its former wood preserving operating sites,

and a number of operating sites due to possible soil, sediment or groundwater contamination. The investigation and remediation process is

lengthy and subject to the uncertainties of changes in legal requirements, technological developments and, if and when applicable, the allocation
of liability among potentially responsible parties.

An action was commenced by Seaspan International Ltd. ( Seaspan ) in the Supreme Court of British Columbia, on March 31, 1999 against
Domtar Inc. and others with respect to alleged contamination of Seaspan s site bordering Burrard Inlet in North Vancouver, British Columbia
including contamination of sediments in Burrard Inlet, due to the presence of creosote. As of July 3, 2002, the parties entered into a partial
Settlement Agreement (the Settlement Agreement ) which provided that while the agreement was performed in accordance with its terms, the
action commenced by Seaspan would be held in abeyance. The Settlement Agreement focused on the sharing of costs between Seaspan and
Domtar Inc. for certain remediation of contamination referred to in the plaintiff s claim. The Settlement Agreement did not address all of the
plaintiff s claims and such claims cannot be reasonably determined at this time. On June 3, 2008, Domtar was notified by Seaspan that it
terminated the Settlement Agreement. The Company has recorded a provision to address potential exposure.

Domtar Inc. was issued a Request for Response Action ( RFRA ) by the Minnesota Pollution Control Agency ( MPCA ) for the clean-up of tar
seeps and soils at a former coal tar distillation plant located in Duluth, Minnesota. On March 27, 1996, the MPCA issued the RFRA to Domtar
Inc., Interlake Corp., Allied-Signal, Inc. and Beazer East, Inc. requiring the investigation and potential remediation of a portion of an industrial
site located in Duluth, Minnesota, believed to contain contaminated sediments originating from former coke and gas plants and coal tar
distillation plants. Domtar Inc. formerly operated one coal tar distillation plant at this site. By final and binding arbitration award, including
qualifications by the arbitrators, the remediation costs related to
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Domtar Inc. is now estimated to be between $3 million and $4 million, of which $1 million was paid in the fourth quarter of 2008. Discussion
between all concerned parties to finalize the interpretation of the decision and the estimated future costs are ongoing. At December 31, 2008, the
Company has a provision for the estimated remediation costs.

At December 31, 2008, the Company had a provision of $99 million for environmental matters and other asset retirement obligations ($119
million in 2007). Additional costs, not known or identifiable at this time, will likely be incurred for remediation efforts. Based on policies and
procedures in place to monitor environmental exposure, management believes that such additional remediation costs would not have a material
adverse effect on the Company s financial position, earnings or cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
There were no matters submitted to a vote of security holders during the fourth quarter of the fiscal year ended December 31, 2008.

PART II

ITEMS. MARKET FOR REGISTRANT S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES
MARKET INFORMATION

Domtar Corporation s common stock is traded on the New York Stock Exchange and the Toronto Stock Exchange under the symbol UFS. Price
ranges of our common stock during 2008 and 2007 on the New York Stock Exchange and the Toronto Stock Exchange were:

New York Stock Toronto Stock Exchange
Exchange ($) (CDN$)
High Low Close High Low Close
2008 Quarter
First 823 594 6.83 8.32 5.98 7.03
Second 7.45 5.02 5.45 7.59 5.08 5.52
Third 6.53 434 4.60 6.94 4.34 4.99
Fourth 477 1.01 1.67 5.05 1.30 2.07
Year 8.23 1.01 1.67 8.32 1.30 2.07
2007 Quarter
First 992 855 931 1155 1008 10.51
Second 1149 921 11.16 1229 1031 11.83
Third 11.52  6.67 8.20 12.23 7.23 8.18
Fourth 8.74 6.81 7.69 8.39 6.72 7.59
Year 11.52  6.67 7.69 12.23 6.72 7.59

(1) The Company s common stock was listed March 7, 2007, the date of the Transaction. Prior to the Transaction, the Company did not have
publicly traded common stock. Refer to Item 7, Management s Discussion and Analysis of Financial Condition and Results of Operations
of this Annual Report on Form 10-K for more information on the Transaction.

HOLDERS

At December 31, 2008, the number of shareholders of record (registered and non-registered) of Domtar Corporation common stock was
approximately 9,400 and the number of shareholders of record (registered and non-registered) of Domtar (Canada) Paper Inc. exchangeable
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DIVIDENDS

During 2008, the Company did not pay dividends and did not buy back any of its common stock.
PERFORMANCE GRAPH

This graph compares the return on a $100 investment in the Company s common stock on March 7, 2007 with a $100 investment in an

equally-weighted portfolio of a peer group", a $100 investment in the S&P 500 Index and a $100 investment in the S&P 500 Materials Index.

This graph assumes that returns are in local currencies and assume quarterly reinvestment of dividend. The measurement dates are the last
trading day of the period as shown.

@ On May 18, 2007, the Human Resources Committee of the Board of Directors established performance measures as part of the

Performance Conditioned Restricted Stock Unit ( PCRSUs ) Agreement including the achievement of a total shareholder return compared to

a peer group. In 2008, modifications were made to the peer group to include fine paper producers Boise Inc. and M-real Corp., as well a
the new entity of AbitibiBowater Inc. Other companies in the peer group are Glatfelter, International Paper, MeadWestvaco, Packaging
Corp. of America, Sappi, Smurfit-Stone, Stora Enso, UPM-Kymmene and Wausau Paper.
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ITEM 6. SELECTED FINANCIAL DATA

The following sets forth selected historical financial data of the Company for the periods and as of the dates indicated. The selected financial
data as of December 25, 2005, December 31, 2006, December 30, 2007 and December 31, 2008 and for the fiscal years ended December 26,
2004, December 25, 2005, December 31, 2006, December 30, 2007 and December 31, 2008 have been derived from the audited financial
statements of Domtar Corporation for 2008 and 2007, and the Weyerhaeuser Fine Paper Business for 2006, 2005 and 2004. The selected
financial data as of December 26, 2004 has been derived from the financial statements for the Weyerhaeuser Fine Paper Business, which have
not been audited. The fiscal years of 2004, 2005, 2006 and 2007 ended on the last Sunday of the calendar year. Starting in 2008, the fiscal year is
based on calendar year and ends December 31. Fiscal year 2008 consisted of 52 weeks and three days, and all other fiscal years presented
consisted of 52 weeks except for fiscal 2006, which consisted of 53 weeks. The additional three days in 2008 had no significant impact on our
results of operation.

The Company acquired Domtar Inc. as of March 7, 2007. Accordingly, the results of operations for Domtar Inc. are reflected in the financial
statements only as of and for the period after that date. Prior to March 7, 2007, the financial statements of the Company reflect only the results of
operations of the Weyerhaeuser Fine Paper Business. See Item 1A, Risk Factors ~ The historical financial information of the Predecessor may not
be representative of its results if the Weyerhaeuser Fine Paper Business had been operated independently of Weyerhaeuser and, as a result, may

not be a reliable indicator of its future results. The following table should be read in conjunction with Items 7, Management s Discussion and
Analysis of Financial Condition and Results of Operations and 8, Financial Statements and Supplementary Data of this Annual Report on Form
10-K.

Year ended
December 31, December 30, December 31, December 25, December 26,
FIVE YEAR FINANCIAL SUMMARY 2008 2007 2006 2005 2004

(In millions of dollars, except per share figures)
Statement of Income Data:
Sales $6,394 $ 5947 $ 3,306 $ 3,267 $ 3,026
Closure and restructuring costs and, impairment of
goodwill, property, plant and equipment and intangible

assets 751 110 764 538 17

Depreciation and amortization 463 471 311 357 348

Operating income (loss) 437) 270 (556) (578) “41)
Net earnings (loss) (573) 70 (609) 478) (17
Net earnings (loss) per share basic $ (1.11) $ 0.15 $ (2.14) $ (1.68) $ (0.06)
Net earnings (loss) per share diluted $ (1.11) $ 0.15 $ (2.14) $ (1.68) $ (0.06)
Balance Sheet Data:

Cash and cash equivalents $ 16 $ 71 $ 1 $ 1 $ 2

Net property, plant and equipment 4,301 5,362 3,065 3,270 3,923

Total assets 6,104 7,726 3,998 4,970 5,565

Long-term debt 2,110 2,213 32 24 27

Total shareholders equity 2,143 3,197 2,915 3,773 4,261
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ITEM7. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This MD&A should be read in conjunction with Domtar Corporation s audited consolidated financial statements and notes thereto included in

Item 8, Financial Statements and Supplementary Data of this Annual Report on Form 10-K. Throughout this Management s Discussion and

Analysis of Financial Condition and Results of Operations ( MD&A ), unless otherwise specified, Domtar Corporation, the Company, Domtar,
we, us and our refer to Domtar Corporation and its subsidiaries, as well as its investments. Domtar Corporation s common stock is listed on the

New York Stock Exchange and the Toronto Stock Exchange. Except where otherwise indicated, all financial information reflected herein is

determined on the basis of accounting principles generally accepted in the United States ( GAAP ).

In accordance with industry practice, in this report, the term ton or the symbol ST refers to a short ton, an imperial unit of measurement equal to
0.9072 metric tons. The term tonne or the symbol ADMT refers to an air dry metric ton and the term MFBM refers to million foot board
measure. In this report, unless otherwise indicated, all dollar amounts are expressed in U.S. dollars, and the term dollars and the symbol $ refer
to U.S. dollars. In the following discussion, unless otherwise noted, references to increases or decreases in income and expense items, prices,
contribution to net earnings (loss), and shipment volume are based on the fifty-two week periods ended December 31, 2008 and December 30,

2007, as compared to the fifty-three week period ended December 31, 2006. The fifty-two week periods are also referred to as 2008 and 2007,

and the fifty-three week period is referred to as 2006. Starting in 2008, the fiscal year is based on calendar year and ends December 31.

EXECUTIVE SUMMARY

In 2008, we reported an operating loss of $437 million, a decrease of $707 million compared to operating income of $270 million in 2007. The
decrease was mostly attributable to an aggregate $708 million charge for the impairment and write-down of goodwill, property, plant and
equipment and intangible assets recorded in the fourth quarter of 2008 compared to an aggregate $96 million charge in the fourth quarter of 2007
attributable to the impairment of goodwill and property, plant and equipment. Our 2008 results were also negatively impacted by the decrease in
our papers business, which has experienced a 10% decrease in shipments in 2008 compared to 2007. The uncoated freesheet industry, and, as a
result, Domtar s uncoated freesheet business, have been contracting with an average compounded rate of decline in demand of 3.1% since the
1999 peak in uncoated freesheet demand in North America. More recently, the decline in demand has been over 6% in each of 2008 and 2007.
Our strategy of maintaining our production levels in line with meeting our customer demand has resulted in Domtar permanently curtailing
production in 2008 by 487,000 tons of paper, reducing our headcount by approximately 2,000 employees in 2008 and by taking market-related
downtime and production slowbacks of 234,000 tons of paper and 100,000 tonnes of pulp, mostly in the fourth quarter of 2008. The permanent
shut downs have resulted in closure costs in 2008 of $43 million as well as impairment charges discussed above. The market-related downtime
and production slowbacks also negatively impacted our earnings. Our Papers business has seen higher costs of raw materials including wood
fiber, chemicals and energy, and higher freight costs in 2008. Our average selling price for pulp was higher in 2008 compared to 2007. However,
pulp prices have significantly decreased in the fourth quarter of 2008 compared to the first three quarters of 2008 and these prices are expected
to continue to decline in 2009. We had lower costs related to maintenance as well as lower costs related to synergies and integration in 2008. In
2008, we recorded a reversal of a provision for $23 million due to the early termination by the counterparty of an unfavorable contract and a gain
of $6 million related to the sale of certain trademarks compared to 2007 during which we had a gain of $51 million related to lawsuit and
insurance settlement claims and a gain of $18 million related to mark-to-market on financial instruments. The 2007 results include the earnings
of Domtar Inc. from March 7, 2007 to December 30, 2007 (refer to The Transaction below).

In the midst of a recession, the high level of uncertainty makes it difficult to predict sales volumes as none of our markets are showing any signs
of demand recovery. Nonetheless, prices remain stable for Domtar s uncoated freesheet paper products. Depending on customer demand, we
expect to continue to take lack-of-order downtime and machine slowdowns in papers and pulp in the first half of 2009 while all efforts will be
made to manage and reduce costs.

38

Table of Contents 59



Edgar Filing: Domtar CORP - Form 10-K

Table of Conten
These and other factors that affected the year-over-year comparison of financial results are discussed in the year-over-year and segment analysis.
Restructuring activities

We regularly review our overall production capacity with the objective of adjusting our production capacity with anticipated long-term demand.
Based on our analysis, we began reducing our capacity in July 2007. The decline in demand has accelerated beyond our original expectations as
a result of the dramatic decline in the economy. Accordingly, we have continued to close facilities.

In December 2008, we announced the permanent closure of our Lebel-sur-Quévillon pulp mill. Operations at our Lebel-sur-Quévillon pulp mill
had been indefinitely idled in November 2005 due to unfavorable economic conditions. As of November 2005, our Lebel-sur-Quévillon pulp
mill had an annual production capacity of approximately 300,000 tonnes and employed approximately 425 employees. In addition, we
announced the permanent closure of our Lebel-sur-Quévillon sawmill, which had been indefinitely idled since 2006, at which time it employed
approximately 140 employees.

In November 2008, we announced and closed our paper machine and converting operations at our Dryden mill. This measure resulted in the
permanent curtailment of approximately 151,000 tons of paper capacity per year and affected approximately 195 employees. Our Dryden pulp
production and related forestland activities will remain in operation. Dryden has one pulp line with an annual production capacity of

319,000 tonnes.

In December 2007, we announced the reorganization of our Dryden facility as well as the closure of our Port Edwards mill, effective in the first
and second quarters of 2008, respectively. These measures resulted in the curtailment of approximately 336,000 tons of paper capacity per year
and affected approximately 625 employees.

In July 2007, we announced the closure of two paper machines, one located at our Woodland paper mill and another at our Port Edwards paper
mill, as well as the closure of our paper mill in Gatineau and our converting center in Ottawa, effective October 2007. In total, these closures
resulted in the curtailment of approximately 284,000 tons of paper capacity per year and affected approximately 430 employees. In 2005, we
announced the indefinite closure of our Big River and 51% owned Wapawekka, Saskatchewan sawmills (effective in the first quarter of 2006)
and the indefinite closure of our Prince Albert pulp and paper mill and one paper machine at our Dryden pulp and paper mill (effective in the
second quarter of 2006).

We continue to evaluate potential adjustments to our production capacity, which may include additional closures of machines or entire mills, and
we could recognize significant cash and/or non-cash charges relating to any such closures in future periods.

RECENT DEVELOPMENTS
Permanent shut down of a paper machine at our Plymouth pulp and paper mill

In February 2009, we reached a decision and announced the permanent shut down of a paper machine at our Plymouth pulp and paper mill,
expected to be effective in the first quarter of 2009. We are shutting down this paper machine in order to continue to balance our production
capacity with the demand from our customers in light of the continued softening demand for fine papers caused in part by adverse economic
conditions. This measure will result in the curtailment of approximately 293,000 tons of paper capacity per year and will affect approximately
185 employees. Costs in connection with this closure are expected to be incurred in the first quarter of 2009 and result in an aggregate pre-tax
charge of approximately $51 million, of which an estimated $41 million represents non-cash charges relating to the write-off of the paper
machine and a sheeter. Of the pre-tax cash charges, $9 million relates to severance and employee benefits and $1 million to other items. Our
Plymouth pulp and paper mill will continue to operate two pulp lines, one pulp dryer as well as one paper machine, with an annual paper
production capacity of 199,000 tons. As a result of the decision in the first quarter
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of 2009 to change the nature and use of the facility, the carrying amount of the remaining assets of the facility are currently being tested for
impairment and may result in a write-down in the first quarter of 2009. The remaining carrying amount of such assets was approximately
$350 million at December 31, 2008.

THE TRANSACTION

Domtar Corporation was incorporated on August 16, 2006 for the sole purpose of holding the Weyerhaeuser Fine Paper Business and
consummating the combination of the Weyerhaeuser Fine Paper Business with Domtar Inc. (the Transaction ). The Weyerhaeuser Fine Paper
Business was owned by Weyerhaeuser Company ( Weyerhaeuser ) prior to the completion of the Transaction. The Transaction was consummated
on March 7, 2007. Domtar Corporation had no operations prior to March 7, 2007 when, upon the completion of the Transaction, it became an
independent public holding company that, directly or indirectly through its subsidiaries, owns the Weyerhaeuser Fine Paper Business and

Domtar Inc. We refer to Domtar Corporation, as of the consummation of the Transaction, as the Successor.

Although Weyerhaeuser does not have a continuing proprietary interest in Domtar Corporation, we have entered into several agreements with
Weyerhaeuser and/or some of its subsidiaries in connection with the Transaction, including a tax sharing agreement, an intellectual property
licensing agreement, a transition services agreement, fiber and pulp supply agreements and site services agreements. These agreements enabled
us to continue to operate the Weyerhaeuser Fine Paper Business efficiently following the completion of the Transaction. At the end of 2008, the
majority of the transition services agreement have been completed.

The following MD&A of Domtar Corporation covers periods prior to the Transaction. For accounting and financial reporting purposes, the
Weyerhaeuser Fine Paper Business is considered to be the Predecessor to Domtar Corporation and as a result, its historical financial statements
now constitute the historical financial statements of Domtar Corporation. Accordingly, the results reported for the fourth quarter of 2008 and
2007 as well as the year ended 2008 include results of the Successor for the entire period and those reported for 2007 include the results of
operations of the Weyerhaeuser Fine Paper Business, on a carve-out basis, for the period from January 1, 2007 to March 6, 2007 and the results
of operations of the Successor for the period from March 7, 2007 to December 30, 2007. The results of operations for the year ended 2006 are
entirely the results of the Weyerhaeuser Fine Paper Business. These historical financial statements may not be indicative of our future
performance. See Part I, Item 1A, Risk Factors, The historical financial information of the Predecessor may not be representative of its results if
the Weyerhaeuser Fine Paper Business had been operated independently of Weyerhaeuser and, as a result, may not be a reliable indicator of its
future results.

ACCOUNTING FOR THE TRANSACTION

The Transaction was considered, for accounting purposes, as the acquisition of Domtar Inc. by Domtar Corporation and has been accounted for
using the purchase method of accounting. Accordingly, the purchase price was based upon the estimated fair value of Domtar Corporation
common stock issued in addition to acquisition costs directly related to the Transaction. Since no quoted market price existed for the shares of
Domtar Corporation s common stock, the purchase price was based on the fair value of the net assets acquired on August 23, 2006, the date on
which the terms of the Transaction were agreed to and announced. The fair value of Domtar Inc. common shares of $6.63 per share used in the
calculation of the purchase price was based upon the average closing price of Domtar Inc. common shares on the Toronto Stock Exchange for
the five trading days beginning August 21, 2006 and ending August 25, 2006, converted at the average daily foreign exchange rate of the Bank
of Canada. The number of outstanding Domtar Inc. common shares used in the calculation of the fair value was based on the same periods.

For more information on the accounting for the Transaction, refer to Note 3 of Item 8, Financial Statements and Supplementary Data of this
Annual Report on From 10-K.

OUR BUSINESS

Our reporting segments correspond to the following business activities: Papers, Paper Merchants and Wood. A description of our business is
included in Part I, Item 1, Business of this Annual Report on Form 10-K.
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Papers

We are the largest integrated manufacturer and marketer of uncoated freesheet paper in North America and the second largest in the world based
on production capacity. In uncoated freesheet, we have 11 pulp and paper mills in operation (nine in the United States and two in Canada) with
an annual paper production capacity of approximately 4.1 million tons of uncoated freesheet paper, after giving effect to the announced closure
in February 2009 of one paper machine at our Plymouth facility. In addition, we have an annual production capacity of 238,000 tons of coated
groundwood at our Columbus paper mill. Our paper manufacturing operations are supported by 16 converting and distribution operations
including a network of 12 plants located offsite of our paper making operations. Also, we have forms manufacturing operations at three of the
offsite converting and distribution operations and two stand-alone forms manufacturing operations.

We design, manufacture, market and distribute a wide range of fine paper products for a variety of consumers, including merchants, retail
outlets, stationers, printers, publishers, converters and end-users. Approximately 83% of our paper production capacity is domestic and the
remaining 17% is located in Canada. We also manufacture and sell pulp in excess of our internal requirements and we purchase papergrade pulp
from third parties allowing us to optimize the logistics of our pulp capacity while reducing transportation costs. We have the capacity to sell to
third parties approximately 1.6 million metric tonnes of pulp per year depending on market conditions. Approximately 42% of our trade pulp
production capacity is domestic and the remaining 58% is located in Canada. We shipped approximately 1.1 million metric tonnes of pulp in
excess of our internal requirements in 2008.

Paper Merchants

Our Paper Merchants business consists of an extensive network of strategically located paper distribution facilities, comprising the purchasing,
warehousing, sale and distribution of our various products and those of other manufacturers. These products include business and printing papers
and certain industrial products. These products are sold to a wide and diverse customer base, which includes small, medium and large
commercial printers, publishers, quick copy firms, catalog and retail companies and institutional entities. Our paper merchants operate in the
United States and Canada under a single banner and umbrella name, the Domtar Distribution Group. Ris Paper, part of the Domtar Distribution
Group, operates throughout the Northeast, Mid-Atlantic and Midwest areas from 19 locations in the United States, including 16 distribution
centers. In Canada, Domtar Distribution Group operates as Buntin Reid in three locations in Ontario; JBR/La Maison du Papier in two locations
in Quebec; and The Paper House in two locations in Atlantic Canada.

Wood

Our Wood business comprises the manufacturing, marketing and distribution of lumber and wood-based value-added products, and the
management of forest resources. We operate seven sawmills with a production capacity of approximately 855 million board feet of lumber and
one remanufacturing facility. In addition, we own two sawmills that are currently not in operation but have an aggregate production capacity of
approximately 360 million board feet of lumber. We also have investments in three companies, one of which is not in operation. We seek to
optimize the 31 million acres of forestland we directly license or own in the United States and Canada through efficient management and the
application of certified sustainable forest management practices to help ensure that a continuous supply of wood is available for future needs.
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CONSOLIDATED RESULTS OF OPERATIONS AND SEGMENT REVIEW

The following table includes the consolidated financial results of Domtar Corporation for the year ended December 31, 2008 and December 30,
2007. The year 2007 consists of the consolidated financial results of the Weyerhaeuser Fine Paper Business, on a carve-out basis, from

January 1, 2007 to March 6, 2007 and of the Successor for the period from March 7, 2007 to December 30, 2007, and the consolidated financial
results of the Weyerhaeuser Fine Paper Business, on a carve-out basis, for the year ended December 31, 2006.

Year

ended Year ended Year ended
FINANCIAL HIGHLIGHTS December 31, 2008 December 30, 2007 December 31, 2006

(In millions of dollars, unless otherwise noted)
Sales $ 6,394 $ 5,947 $ 3,306
Operating income (loss) 437) 270 (556)
Net earnings (loss) (573) 70 (609)
Net earnings (loss) per common share (in dollars) ':
Basic (1.11) 0.15 (2.14)
Diluted (1.11) 0.15 (2.14)
Operating income (loss) per segment:
Papers $ (369) $ 321 $ (608)
Paper Merchants 8 13
Wood (73) (63) 52
Corporate 3) D
Total $ 437 $ 270 $ (556)
At
December At December At December
31, 30, 31,

2008 2007 2006
Total assets $6,104 $ 7,726 $ 3,998
Total long-term debt, including current portion $2,128 $ 2,230 $ 44
1 Refer to Note 6 of the consolidated financial statements included in Item 8, for more information on the calculation of net earnings (loss)

per common share.
YEAR ENDED DECEMBER 31, 2008 VERSUS

YEAR ENDED DECEMBER 30, 2007

Sales

Sales for 2008 amounted to $6,394 million, an increase of $447 million, or 8%, from sales of $5,947 million in 2007 in part due to the
acquisition of Domtar Inc. on March 7, 2007. The increase was also attributable to higher average selling prices for pulp and paper

($346 million). These factors were partially offset by lower shipments for pulp and paper ($495 million), reflecting softer shipments for
uncoated freesheet in our Papers business which declined approximately 10% when compared to the previous year, and the implementation of
further restructuring activities in 2008 (refer to the section Restructuring activities, above) as well as lower shipments and lower average selling
prices for our wood products ($36 million and $6 million, respectively).

Cost of Sales, excluding Depreciation and Amortization
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Cost of sales, excluding depreciation and amortization, amounted to $5,225 million in 2008, an increase of $468 million, or 10%, compared to
cost of sales, excluding depreciation and amortization, of $4,757 million in 2007, in part due to the acquisition of Domtar Inc. on March 7, 2007.
This increase was also attributable to higher costs related to the increase in lack-of-order downtime and machine slowbacks ($67 million), higher
costs for raw materials, including fiber ($121 million), chemicals ($78 million) and energy ($64 million), and higher
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freight costs ($46 million) as well as the negative impact on costs of a stronger Canadian dollar, net of our hedging program ($33 million). These
factors were partially offset by lower shipments for paper and pulp ($361 million), the reversal of a provision for $23 million due to the early
termination by the counterparty of an unfavorable contract in the first quarter of 2008, lower costs for maintenance ($21 million) and the
realization of savings stemming from restructuring activities.

Depreciation and Amortization

Depreciation and amortization amounted to $463 million in 2008, a decrease of $8 million, or 2%, compared to depreciation and amortization of
$471 million in 2007. This decrease is primarily due to the completion of our purchase price allocation in the fourth quarter of 2007 affecting the
valuation of property, plant and equipment acquired in the Transaction, which reduced our depreciation and amortization expense, and the
implementation of further restructuring activities in 2008. These factors were partially offset by the acquisition of Domtar Inc. on March 7,
2007.

Selling, General and Administrative Expenses

SG&A expenses amounted to $407 million in 2008, a decrease of $1 million compared to SG&A expenses of $408 million in 2007. This
decrease in SG&A is due to lower integration costs in 2008 when compared to 2007, lower fees paid to Weyerhaeuser for transition services and
reduced variable employee compensation costs in 2008 due to a decrease in our financial results when compared to 2007. These factors were
mainly offset by the acquisition of Domtar Inc. on March 7, 2007.

Other Operating Income

Other operating income amounted to $15 million in 2008, a decrease of $54 million compared to other operating income of $69 million in 2007.
Other operating income in 2008 included a gain related to the sale of certain trademarks ($6 million), foreign exchange impact on working
capital items ($5 million) and net gain on disposal of fixed assets ($3 million). Other operating income in 2007 included a gain of $51 million
related to lawsuit and insurance settlement claims and mark-to-market gains on financial instruments of $18 million.

Operating Income (Loss)

Operating loss in 2008 amounted to $437 million, a decrease of $707 million compared to operating income in 2007 of $270 million, primarily
due to a $325 million charge for the impairment of goodwill and intangible assets recorded in the fourth quarter of 2008, compared to $4 million
in the fourth quarter of 2007, and a $383 million charge for the impairment and write-down on property, plant and equipment in 2008, compared
to $92 million in the fourth quarter of 2007. The decrease is also attributable to the factors mentioned above as well as higher closure and
restructuring costs ($29 million) in 2008. The increase in closure and restructuring costs is primarily due to the closure of the paper machine at
our Dryden pulp and paper mill, the closure of our Lebel-sur-Quévillon pulp mill and sawmill and the dismantling cost of a paper machine in
2008. These factors were partially offset by the acquisition of Domtar Inc. on March 7, 2007.

Interest Expense

We incurred $133 million of interest expense in 2008, a decrease of $38 million compared to interest expense of $171 million in 2007. This
decrease in interest expense is mainly due to lower long-term debt due to the repayment of our outstanding Canadian dollar debentures and a
portion of our Tranche B term loan, lower interest rates in 2008 compared to 2007 and a gain of $12 million on debt repurchased in the fourth
quarter of 2008. These factors were partially offset by interest expense in the first quarter of 2007 including only 26 days of interest resulting
from both the Transaction financing and interest on Domtar Inc. debt.
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Income Taxes
For 2008, our income tax expense amounted to $3 million compared to $29 million for 2007.

The following table provides income tax expense by jurisdiction for 2008:

JURISDICTION U.S. Canada Total
(In million of

dollars, unless

otherwise noted)

Income (loss) before income taxes $ 15 $ (585) $ (570)
Income tax (benefit) expense 34 (3D 3
Effective tax rate 227% 5% (D)%

During 2008, we recorded a non-tax deductible goodwill impairment charge of $321 million and as a result, both the Canadian and U.S.
effective tax rates were impacted. The Canadian effective tax rate was also impacted by a valuation allowance taken on the net Canadian
deferred tax assets in the amount of $52 million.

Net Earnings

Net loss amounted to $573 million ($1.11 per common share on a diluted basis) in 2008, a decrease of $643 million compared to net earnings of
$70 million ($0.15 per common share on a diluted basis) in 2007 mainly due to the charge for impairment of goodwill, property, plant and
equipment and intangible assets recorded in the fourth quarter of 2008 as well as the other factors mentioned above.

FOURTH QUARTER OVERVIEW

For the fourth quarter of 2008, we reported an operating loss of $719 million, a decrease of $726 million compared to operating income of

$7 million in the fourth quarter of 2007. This decrease is mainly attributable to an aggregate $708 million charge for the impairment and
write-down of goodwill, property, plant and equipment and intangible assets recorded in the fourth quarter of 2008 mostly associated with the
closure of the paper machine at our Dryden pulp and paper mill and the goodwill impairment of our Papers business compared to an aggregate
$96 million charge in the fourth quarter of 2007 for impairment of goodwill and property, plant and equipment associated with the
reorganization of our Dryden paper mill and the goodwill impairment of our Wood business. Overall, the recent decline in economic condition
has created difficult fourth quarter market conditions. As a result, our operations were impacted by lower shipments for paper and pulp including
costs related to lack-of-order downtime, lower shipments for our wood products, higher costs for raw materials including fiber, chemical and
energy, higher freight costs as well as closure and restructuring costs and lower average selling prices for our wood products. These factors were
partially offset by higher average selling prices for paper and pulp, the favorable impact of a weaker Canadian dollar net of our hedging and
lower costs of synergies and integrations. In addition, in the fourth quarter of 2007, we had a gain of $51 million related to lawsuit and insurance
settlement claims.

YEAR ENDED DECEMBER 30, 2007 VERSUS

YEAR ENDED DECEMBER 31, 2006
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Sales

Sales for 2007 amounted to $5,947 million, an increase of $2,641 million, or 80%, from sales of $3,306 million in 2006 due to the acquisition of
Domtar Inc. on March 7, 2007. Excluding sales of $2,807 million attributable to Domtar Inc., sales for 2007 amounted to $3,140 million, a
decrease of $166 million
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compared to sales for 2006. The decrease was mainly attributable to lower shipments for paper and wood, partially resulting from the additional
week of operations in 2006, as well as lower average selling prices for wood products. These factors were partially offset by higher average
selling prices for pulp and paper and higher shipments of pulp.

Domtar Inc. s sales for the forty-three weeks ended December 30, 2007 amounted to $2,807 million. Domtar Inc. s sales were impacted by lower
shipments for paper, pulp and wood products and lower average selling prices for lumber, partially offset by higher average selling prices for
paper and pulp.

Cost of Sales, excluding Depreciation and Amortization

Cost of sales, excluding depreciation and amortization, amounted to $4,757 million, an increase of $2,081 million, or 78%, in 2007, compared to
cost of sales, excluding deprecation and amortization, in 2006, primarily due to the acquisition of Domtar Inc. on March 7, 2007. Excluding cost
of sales of $2,181 million attributable to Domtar Inc., cost of sales in 2007 amounted to $2,576 million, a decrease of $100 million compared to
cost of sales in 2006. This decrease was mainly attributable to lower production and shipments for paper and wood products, partially resulting
from the additional week of operations in 2006, lower costs for freight, lower costs for maintenance, lower costs due to mill and sawmill
closures mentioned above, and lower costs related to lack-of-order downtime. These factors were partially offset by higher costs for fiber and
chemicals, the negative impact of a stronger Canadian dollar, severance costs related to the reorganization of our Dryden paper mill and a

$9 million increase in environmental provisions recorded in 2007.

Domtar Inc. s cost of sales, excluding depreciation and amortization, for the forty-three weeks ended December 30, 2007 amounted to
$2,181 million, which were impacted by lower production and shipments for all of its major products except pulp, and lower costs for freight,
partially offset by higher costs for fiber and chemicals and the negative impact of a stronger Canadian dollar.

Selling, General and Administrative Expenses

SG&A expenses amounted to $408 million in 2007, an increase of $234 million compared to SG&A expenses of $174 million in 2006 primarily
due to the acquisition of Domtar Inc. on March 7, 2007. Excluding SG&A of $218 million attributable to Domtar Inc., SG&A in 2007 amounted
to $190 million, an increase of $16 million compared to SG&A in 2006. This increase in SG&A is mostly due to integration and optimization
costs, fees paid to Weyerhaeuser for transition services, as well as stock-based compensation costs. These amounts were partially offset by the
elimination of the corporate charges from Weyerhaeuser.

Domtar Inc. s SG&A amounted to $218 million for the forty-three weeks ended December 30, 2007, and included transaction costs as well as
integration and optimization costs.

Operating Income

Operating income in 2007 amounted to $270 million, an increase of $826 million compared to an operating loss in 2006 of $556 million mainly
due to a $749 million goodwill impairment charge recorded in the first quarter of 2006 and in part due to the acquisition of Domtar Inc. on
March 7, 2007. Excluding operating income of $168 million attributable to Domtar Inc., operating income in 2007 amounted to $102 million, an
increase of $658 million compared to 2006. The improvement in operating income was mostly attributable to a $749 million goodwill
impairment charge recorded in the first quarter of 2006 based on an evaluation of goodwill relating to the Papers segment, as well as the factors
mentioned above. These factors were partially offset by an aggregate $96 million charge for the impairment of goodwill and property, plant and
equipment recorded in the fourth quarter of 2007 associated with the reorganization of our Dryden paper mill and the goodwill impairment of
our Wood business as well as the non-recurring benefit of a $65 million duties refund recorded in the fourth quarter of 2006.
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Domtar Inc. s operating income for the forty-three weeks ended December 30, 2007 amounted to $168 million and was impacted by the factors
mentioned above, as well as gains on a lawsuit settlement and an insurance claim settlement received in the fourth quarter of 2007 of $39 million
and $12 million, respectively, and gains of $18 million on financial instruments.

Interest Expense

We incurred $171 million of interest expense for the year ended December 30, 2007 mainly relating to interest incurred after March 6, 2007
under our new Credit Agreement that we entered into in connection with the Transaction, as well as interest on existing Domtar Inc. debt
exchanged for Domtar Corporation debt in the fourth quarter of 2007. Our interest expense for the year ended December 30, 2007 also includes
costs related to our debt restructuring in the amount of $25 million.

Income Taxes
For the year ended December 30, 2007, our income tax expense amounted to $29 million compared to $53 million in 2006.

The following table provides income tax expense by jurisdiction for 2007:

JURISDICTION U.S. Canada Total
(In million of

dollars, unless

otherwise noted)

Income (loss) before income taxes $217 $ (118) $ 99
Income tax (benefit) expense 72 (43) 29
Effective tax rate 33% 36% 29%

The U.S. effective tax rate includes $4 million related to a non-conventional fuel tax credit. The non-conventional fuel tax credits are subject to
fluctuations in the price of oil. Under current U.S. tax law, the sale of biomass gas will no longer generate non-conventional fuel tax credits after
2007. The Canadian effective tax rate for the year ended December 30, 2007 differs from the combined statutory rate due to an $11 million
benefit related to changes in the federal income tax rate, out of which $6 million is related to a previously reported out-of-period adjustment.

Net Earnings

Net earnings amounted to $70 million ($0.15 per common share on a diluted basis) in 2007, an increase of $679 million compared to a net loss
of $609 million ($2.14 per common share on a diluted basis) in 2006 mainly due to the impairment of goodwill recorded in the first quarter of
2006 and in part due to the acquisition of Domtar Inc. on March 7, 2007. Excluding net earnings of $86 million attributable to Domtar Inc., net
loss in 2007 amounted to $16 million, a decrease in net loss of $593 million compared to the net loss of 2006. This improvement in net earnings
was mainly attributable to the factors mentioned above.
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PAPERS

Year

ended Year ended Year ended
SELECTED INFORMATION December 31, 2008 December 30, 2007 December 31, 2006

(In millions of dollars, unless otherwise noted)
Sales
Total sales $ 5,440 $ 5,116 $ 3,143
Intersegment sales (276) (235)
$5,164 $ 4881 $ 3,143

Operating income (loss) (369) 321 (608)
Shipments
Paper (in thousands of ST) 4,406 4,501 3,024
Pulp (in thousands of ADMT) 1,372 1,329 798
Benchmark prices ':
Copy 20 1b sheets ($/ton) $ 1,065 $ 968 $ 902
Offset 50 1b rolls ($/ton) 914 818 823
Coated publication, no.5, 40 1b Offset, rolls ($/ton) 966 787 863
Pulp NBSK U.S. market ($/ADMT) 858 824 722
Pulp NBHK Japan market ($/ADMT) 732 655 592

1 Source: Pulp & Paper Week. As such, these prices do not necessarily reflect our transaction prices.

2 Based on Pulp and Paper Week s Southern Bleached Hardwood Kraft pulp prices for Japan, increased by an average differential of
$15/ADMT between Northern and Southern Bleached Hardwood Kraft pulp prices.
Sales and Operating Income

Sales

Sales in our Papers business amounted to $5,164 million in 2008, an increase of $283 million, or 6%, compared to sales of $4,881 million in
2007. The increase in sales is attributable to the acquisition of Domtar Inc. on March 7, 2007, as well as higher average selling prices for pulp
and paper, reflecting the price increases implemented towards the end of 2007 as well as in February and July of 2008. Our pulp shipments
increased by 3% in 2008 when compared to 2007, primarily due to the acquisition of Domtar Inc. as well as the higher lack-of-order downtime
in paper taken in 2008, resulting in the availability of more market pulp. These factors were partially offset by lower shipments for paper of
approximately 2%, reflecting softer market demand for uncoated freesheet paper which led to our restructuring activities, including the closure
of the paper machine at our Woodland pulp and paper mill effective in the third quarter of 2007, the closure of our Ottawa paper mill effective in
the fourth quarter of 2007, the reorganization of our Dryden paper mill at the end of 2007 and subsequently closed in November 2008, and the
closure of our Port Edwards paper mill effective at the end of the second quarter of 2008.

Sales in our Papers business amounted to $4,881 million in 2007, an increase of $1,738 million, or 55% compared to sales of $3,143 million in
2006 due to the acquisition of Domtar Inc. Excluding sales of $1,803 million attributable to Domtar Inc., sales in 2007 amounted to

$3,078 million, a decrease of $65 million compared to sales in 2006. The decrease is attributable to lower shipments for paper of
approximately 8%, excluding shipments attributable to Domtar Inc., in part due to the additional week of operations in 2006, partially offset by
an increase in average selling prices for pulp and paper and higher shipments of pulp of approximately 5%, excluding shipments attributable to
Domtar Inc. Domtar Inc. s sales for the forty-three week period ended December 30, 2007 amounted to $1,803 million and were impacted by
higher average selling prices for paper and pulp, partially offset by lower shipments for paper and pulp.

Table of Contents 70



Table of Contents

Edgar Filing: Domtar CORP - Form 10-K

47

71



Edgar Filing: Domtar CORP - Form 10-K

Table of Conten
Operating Income (Loss)

Operating loss in our Papers business amounted to $369 million in 2008, a decrease of $690 million, when compared to operating income of
$321 million in 2007, mostly attributable to the aggregate $694 million charge for impairment and write-down of goodwill and property, plant
and equipment recorded in the fourth quarter of 2008 compared to the $92 million charge for impairment of property, plant and equipment in
2007. In addition, our operating loss was impacted by higher costs for raw materials including fiber, energy and chemicals, especially for starch,
caustic soda, sulfuric acid and sodium chlorate, higher freight costs, lower shipments for paper as well as higher closure and restructuring costs,
and the absence of a gain of $39 million related to a lawsuit settlement in 2007. These factors were partially offset by the acquisition of Domtar
Inc. on March 7, 2007, higher average selling prices for pulp and paper, higher shipments for pulp, lower maintenance costs, the realization of
savings stemming from restructuring and synergy activities as well as lower depreciation and amortization expense.

Operating income in our Papers business amounted to $321 million in 2007, an increase of $929 million compared to an operating loss of

$608 million in 2006 in part due to the acquisition of Domtar Inc. Excluding the operating income of $187 million attributable to Domtar Inc.,
operating income in 2007 amounted to $134 million, an increase of $742 million compared to an operating loss in 2006. The increase is mostly
attributable to the absence in 2007 of a $749 million goodwill impairment expense recorded in the first quarter of 2006 as well as higher average
selling prices for paper and pulp, lower costs for freight resulting from our freight optimization efforts, lower costs for energy and higher
shipments for pulp. These factors were partially offset by a $92 million charge for the impairment of property, plant and equipment recorded in
the fourth quarter of 2007 associated with the reorganization of our Dryden paper mill, as well as lower shipments for paper, mostly due to the
additional week of operations in the fourth quarter of 2006. Additional factors include the negative impact of a stronger Canadian dollar, higher
costs for fiber, as well as higher costs for chemicals which were mostly due to the increase in the price of starch and sodium chlorate which are
used in the production of paper and pulp, respectively. Domtar Inc. s operating income totaled $187 million for the forty-three week period ended
December 30, 2007. Domtar Inc. s operating income was impacted by lower shipments for paper and pulp and higher costs for fiber and
chemicals, partially offset by gains totaling $51 million received in the fourth quarter of 2007 related to a lawsuit settlement and an insurance
claim settlement, higher average selling prices for paper and pulp, and lower freight costs.

Pricing Environment

Average sales prices in our Papers business increased in 2008 compared to 2007. Our sales prices for copy 20 Ib sheets and offset 50 1b rolls
were higher by $97/ton and $86/ton, or 10% each in 2008 compared to 2007, reflecting price increases implemented towards the end of 2007 as
well as price increases implemented in February and July 2008.

Our average sales prices for both Northern Bleached Softwood Kraft ( NBSK ) pulp and Northern Bleached Hardwood Kraft ( NBHK ) pulp
increased by $13/tonne and $65/tonne, or 2% and 11%, respectively, in 2008 compared to 2007, reflecting price increases implemented towards
the end of 2007 as well as price increases implemented in February and July 2008, partially offset by a significant decrease in sales prices for
both NBSK and NBHK in the fourth quarter of 2008. As a result, our average sales prices for NBSK and NBHK pulp decreased by $137/tonne
and $84/tonne, or 19% and 13%, respectively in the fourth quarter of 2008 compared to the fourth quarter of 2007.

Operations
Shipments

Our paper shipments decreased by 95,000 tons, or 2%, in 2008 compared to 2007 primarily due to higher lack-of-order downtime and paper
machine slowbacks in 2008 as a result of softer market demand for uncoated freesheet paper, closure of our Port Edwards paper mill effective at
the end of the second quarter of
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2008, the reorganization of our Dryden paper mill announced in the fourth quarter of 2007 (which began in January 2008 and was permanently
closed in November 2008) and the closure of our Ottawa paper mill effective in the fourth quarter of 2007. These factors were partially offset by
the acquisition of Domtar Inc.

Our pulp trade shipments increased by 43,000 tonnes, or 3%, in 2008 compared to 2007 primarily due to the acquisition of Domtar Inc., as well
as the reorganization of our Woodland pulp and paper mill in the third quarter of 2007 and the increase in the availability of market pulp in 2008
due to higher lack-of-order downtime in paper and were negatively impacted by an increase in planned maintenance shutdowns, lack of
availability of ships and containers which impacted our pulp exports and higher lack-of-order downtime and machine slowbacks.

Labor

In 2008, a four-year collective agreement was signed for our Kamloops pulp mill affecting approximately 371 employees. We also signed a four
year collective agreement for our Plymouth pulp and paper mill, affecting approximately 600 employees, as well as our Rothschild pulp and
paper mill, affecting approximately 337 employees.

In May 2008, we signed a four year umbrella agreement with the United Steelworkers, affecting approximately 4,000 employees at our U.S.
locations. This agreement only covers certain economic elements and all other contract issues will be negotiated at each operating location, as
the related collective bargaining agreements become subject to renewal. The parties have agreed not to strike or lock-out during the terms of the
respective locations and renewal agreements.

Negotiations for the renewal of the collective agreement that expired in November 2007 for our Ashdown mill (affecting approximately
900 employees) began in October 2007 and remain ongoing.

Closure and Restructuring

In December 2008, we announced the permanent closure of our Lebel-sur-Quévillon pulp mill. Operations at our Lebel-sur-Quévillon pulp mill
had been indefinitely idled in November 2005 due to unfavorable economic conditions. As of November 2005, our Lebel-sur-Quévillon pulp
mill had an annual production capacity of approximately 300,000 tonnes and employed approximately 425 employees.

In November 2008, we announced the closure of the paper machine and converting operations at our Dryden mill, effective in November 2008.
This measure resulted in the permanent curtailment of approximately 151,000 tons of paper capacity per year and affected approximately

195 employees. Our Dryden pulp production and related forestland activities will remain in operation. Dryden has one pulp line with an annual
production capacity of 319,000 tonnes.

In December 2007, we announced the reorganization of our Dryden facility as well as the closure of our Port Edwards mill, effective in the first
and second quarters of 2008, respectively. These measures resulted in the curtailment of approximately 336,000 tons of paper capacity per year
and affected approximately 625 employees.

In July 2007, Domtar announced the closure of two paper machines, one at our Woodland pulp and paper mill and another at our Port Edwards
pulp and paper mill as well as our Gatineau paper mill and our Ottawa converting center, effective in October 2007. In total, these closures
resulted in the curtailment of approximately 284,000 tons of paper capacity per year and affected approximately 430 employees.

In 2006, we indefinitely closed our Prince Albert pulp and paper mill and one paper machine at our Dryden pulp and paper mill (effective in the
second quarter of 2006).
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In 2008, we incurred $732 million for closure and restructuring costs ($105 million in 2007 and $764 million in 2006), including impairment and
write-down of property, plant and equipment of $373 million, compared to $92 million in 2007 and nil in 2006 and impairment of goodwill and
intangible assets of $321 million, compared to nil in 2007 and $749 million in 2006. For more details on the closure and restructuring cost, refer
to Item 8, Financial Statements, Note 17, of this Annual Report on Form 10-K.

At December 30, 2007, $78 million of the Papers segment closure and restructuring cost liability related to operations and activities of Domtar
Inc., which was acquired by Domtar Corporation on March 7, 2007, and were part of a plan that had begun to be assessed and formulated by
management at that date. As a result, these costs represented assumed liabilities and costs incurred as of the acquisition date and were treated as
part of the purchase price allocation in accordance with Emerging Issues Task Force ( EITF ) 95-3, Recognition of Liabilities in Connection with
a Purchase Business Combination. These closures also impacted the fair value of certain property, plant and equipment as part of the Domtar

Inc. purchase price allocation.

Other

In 2005, we announced the indefinite closure of our Prince Albert pulp mill, effective in the second quarter of 2006. We have not determined
whether this currently idled facility will be reopened, sold or closed.

On May 9, 2007, we concluded the sale of our Vancouver property for total proceeds of $20 million. No gain or loss was recorded on the sale.

Our air permit for our Kamloops pulp mill required that the facility reduce air emissions of particulate matter by December 31, 2007.
Compliance with the permit requirements is likely to require approximately $35 million in capital expenditures over the next five years. The
Province of British Columbia agreed to extend the deadline for compliance under specific conditions for a period of five years. We are currently
evaluating our options. If we do not have sufficient resources to make the necessary capital expenditures or decide not to further invest in the
facility, the facility may not be able to operate after the extension without significantly curtailing output, which could increase our production
costs. In the event we do not have sufficient resources to make the necessary capital expenditures or we do not further invest in the facility, the
assets will be tested for impairment. The carrying amount of these assets was approximately $205 million at December 31, 2008.

PAPER MERCHANTS
Year
ended Year ended Year ended
SELECTED INFORMATION December 31, 2008 December 30, 2007 December 31, 2006
(In millions of dollars)
Sales $ 990 $ 812
Operating income 8 13

Sales and operating income
Sales

Sales in our Paper Merchants business amounted to $990 million in 2008, an increase of $178 million compared to sales of $812 million in 2007.
This increase in sales was mostly attributable to the acquisition of Domtar Inc. on March 7, 2007, as well as higher selling prices. The
Predecessor had no Paper Merchants operations and as a result, sales for the year ended December 30, 2007 represents only a forty-three week
period of sales, from March 7, 2007 to December 30, 2007.
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Operating income amounted to $8 million in 2008, a decrease of $5 million when compared to operating income of $13 million in 2007. The
decrease in operating income is attributable to an increase in costs, including an increase in the last in first out (LIFO) reserve and higher energy
costs, an increase in the allowance for doubtful accounts as well as depreciation and amortization in 2008. These factors were partially offset by
the acquisition of Domtar Inc. on March 7, 2007, and an increase in selling prices. In addition, the third quarter of 2007 included a decrease in

the allowance for doubtful accounts of $2 million.

The Predecessor had no Paper Merchants operations and as a result, operating income for the year ended December 30, 2007 represents only a
forty-three week period of operations, from March 7, 2007 to December 30, 2007.

Operations
Labor

We have collective agreements covering six locations in the U.S., of which two expired in 2008 and are currently in negotiation, two will expire
in 2009 and two in 2010. We have collective agreements covering five locations in Canada, of which one expired in 2008 and is currently in
negotiation, two will expire in 2009 and two in 2010.

WOOD

Year

ended Year ended Year ended
SELECTED INFORMATION December 31, 2008 December 30, 2007 December 31, 2006

(In millions of dollars, unless otherwise noted)
Sales $268 $ 304 $ 234
Intersegment sales (28) (50) (71)
240 254 163

Operating income (loss) (73) (63) 52
Shipments (millions of FBM) 677 684 223
Benchmark prices':
Lumber G.L. 2x4x8 stud ($/MFBM) $280 $ 321 $ 343
Lumber G.L. 2x4 R/L no. 1 & no. 2 ($/MFBM) 304 329 368
1 Source: Random Lengths. As such, these prices do not necessarily reflect our sales prices.

Sales and Operating Loss
Sales

Sales in our Wood business amounted to $240 million in 2008, a decrease of $14 million, or 6%, compared to sales of $254 million in 2007. The
decrease in sales is attributable to lower average selling prices and lower shipments for wood products due to the slowdown in the U.S. housing
industry, as well as lower sales of wood chips, partially offset by the impact of the reopening of our Val d Or and Matagami sawmills in June
2007 and January 2008, respectively, as well as the acquisition of Domtar Inc. on March 7, 2007.

Sales in our Wood business amounted to $254 million in 2007, an increase of $91 million, or 56%, compared to sales of $163 million in 2006
primarily due to the acquisition of Domtar Inc. Excluding sales of $192 million attributable to Domtar Inc., sales in 2007 amounted to
$62 million, a decrease of $101 million compared to sales in 2006. The decrease is attributable to lower shipments, mostly due to the indefinite
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slowdown in the U.S. housing industry as well as the additional week of operations in the fourth quarter of 2006 and lower average selling
prices. Domtar Inc. s sales amounted to $192 million in the forty-three week period ended December 30, 2007 and were impacted by lower
shipments and lower average selling prices.

Operating Loss

Operating loss in our Wood business amounted to $73 million in 2008, an increase in operating loss of $10 million compared to an operating
loss of $63 million in 2007, mostly attributable to the aggregate $14 million charge for impairment of property, plant and equipment and
intangible assets in 2008, compared to a $4 million impairment charge of goodwill in 2007, as well as the acquisition of Domtar Inc. on

March 7, 2007. This increase in operating loss is also attributable to lower average selling prices and lower shipments of our wood products,
higher closure and restructuring costs and higher costs for energy. These factors were partially offset by the reopening of our Matagami sawmill,
lower costs and better productivity at several operations. Our second quarter of 2008 included a gain of approximately $1 million on the sale of
our investment in Olav Haavaldsrud Timber Company Limited ( Haavaldsrud ).

Operating loss in our Wood business amounted to $63 million in 2007, a decrease of $115 million compared to an operating income of

$52 million in 2006 primarily due to the absence of a $65 million refund for antidumping and countervailing duties recorded in the fourth
quarter of 2006 as well as the acquisition of Domtar Inc. Excluding an operating loss of $36 million attributable to Domtar Inc., the operating
loss in 2007 amounted to $27 million, an increase in operating loss of $79 million compared to 2006. The increase in operating loss is
attributable to the above mentioned $65 million duties refund recorded in the fourth quarter of 2006, lower shipments, mostly due to the
indefinite closure of our Big River and 51% owned Wapawekka sawmills during the first quarter of 2006, as well as the additional week of
operations in the fourth quarter of 2006, lower average selling prices and a $4 million charge for the goodwill impairment recorded in the fourth
quarter of 2007, partially offset by lower costs resulting from the sawmill closures mentioned above. Domtar Inc. s operating loss totaled

$36 million for the forty-three week period ended December 30, 2007. Factors impacting Domtar Inc. s operating loss includes lower average
selling prices and lower shipments for lumber and chips, partially offset by lower energy costs and lower freight charges.

Pricing Environment

Our average sales price for Great Lakes 2x4 stud lumber decreased by $41/MFBM, or 15%, and our average sales price for Great Lakes 2x4
random length lumber decreased by $25/MFBM, or 9%, in 2008 compared to 2007.

Operations
Shipments

Our lumber and wood shipments in 2008 decreased by 7 MFBM, or 1%, compared to shipments in 2007, primarily due to the slowdown in the
U.S. housing industry, partially offset by the acquisition of Domtar Inc. on March 7, 2007.

Labor
We currently have three collective agreements that are expired and under negotiation.

In September 2008, a five-year collective agreement, expiring in 2011, was ratified by the members at our Nairn Centre sawmill, affecting
approximately 105 employees.

In July 2008, we signed a four-year collective agreement for our Sainte-Marie sawmill, affecting approximately 70 employees.
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The Province of Quebec adopted legislation, which became effective April 1, 2005, that reduced allowable wood-harvesting volumes by an
average of 20% on public lands and 25% on territories covered by an agreement between the Government of Quebec and Cree First Nations. As

a result, the amount of fiber, primarily softwood fiber, that we are permitted to harvest annually under our existing licenses from the Quebec
government, was reduced by approximately 21%, to approximately 1.8 million cubic meters. In May 2008, we announced an agreement in
principle with the Minister of Natural Resources and Wildlife on the reallocation of forest harvesting rights in Northern Quebec. In November
2008, the Government of Quebec announced that they had implemented a consolidation plan affecting harvesting rights for Northern Quebec.
This decision, which resulted in the permanent closure of our Lebel-sur-Quévillon sawmill announced in December 2008, provides for the
reallocation of volume, for a period of five years, including the reallocation of 665,700 net annual cubic meters of wood for our Val d Or sawmill
(615,700 net annual cubic meters in addition to a temporary volume of 40,000 net annual cubic meters for the next four years) and 450,000 net
annual cubic meters of wood for our Matagami sawmill. The consolidation plan had no allocation of harvesting rights to our Malartic sawmill.

Other

In December 2008, we announced the permanent closure of our Lebel-sur-Quévillon sawmill, which had been indefinitely idled since 2006 and
at that time employed approximately 140 employees.

In July 2008, we completed a transaction, for total consideration of $12 million, to acquire full ownership of Gogama Forest Products Inc.

( Gogama ), located in Ostrom, Ontario. We had been operating the facility as a 50% owned investment since 2003. The facility currently
employs approximately 45 employees and has an annual lumber production capacity of 65 MFBM. This transaction did not have a significant
impact on our financial results.

In September 2007, we concluded the sale of our 45% investment in Nabakatuk Forest Products Inc. for total proceeds of approximately
$4 million. No gain or loss was recorded on the sale.

In January 2007, due to difficult market conditions that have prevailed in the wood sector in recent months, including the slowdown of the U.S.
housing industry and the softwood lumber agreement, we announced the indefinite closure of our White River sawmill which became effective
prior to the end of the second quarter of 2007. The closure impacted approximately 140 permanent positions and reduced our production
capacity by 110 million board feet of lumber.

We intend to continue to seek opportunities to maximize the value of these assets as well as pursue initiatives to improve their operational
efficiency.

STOCK-BASED COMPENSATION EXPENSE

In February 2008, a number of new equity awards were granted, consisting of performance conditioned restricted stock units, restricted stock
units and non-qualified stock options, which are subject to a variety of service, performance and market conditions.

For the year ended December 31, 2008, compensation expense recognized in our results of operations was approximately $16 million, for all of
the outstanding awards compared to $15 million in 2007. Compensation cost not yet recognized amounted to approximately $11 million in 2008,
compared to $29 million in 2007, and will be recognized over the remaining service period. Compensation costs for performance awards are
based on management s best estimate of the ultimate performance measurement.
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LIQUIDITY AND CAPITAL RESOURCES

Our principal cash requirements are for ongoing operating costs including pension contributions, working capital and capital expenditures, as
well as principal and interest payments on our debt. We expect to fund our liquidity needs primarily with internally generated funds from our
operations and, to the extent necessary, through borrowings under our revolving credit facility. Under normal market conditions, we also have
the ability to fund liquidity requirements through new financing, subject to satisfactory credit ratings. The credit markets, however, have been
contracting and market access for non-investment grade companies such as Domtar has been limited or non-existent for more than twelve
months. Our liquidity requirements can be satisfied by drawing upon our contractually committed revolving credit facility, of which

$634 million is currently undrawn and available, but under extreme market conditions, there can be no assurance that this agreement would be
available or sufficient. See Capital Resources below.

Our ability to make payments on and to refinance our indebtedness, including debt we have incurred under the Credit Agreement and
outstanding Domtar Corporation notes, and for ongoing operating costs including pension contributions, working capital and capital
expenditures, as well as principal and interest payments on our debt, will depend on our ability to generate cash in the future, which is subject to
general economic, financial, competitive, legislative, regulatory and other factors that are beyond our control. Our Credit Agreement and debt
indenture, as well as conditions in future indebtedness, impose various restrictions and covenants on us that could limit our ability to respond to
market conditions, to provide for unanticipated capital investments or to take advantage of business opportunities.

Operating Activities

Cash flows provided from operating activities totaled $197 million in 2008, a $409 million decrease compared to cash flows provided from
operating activities of $606 million in 2007. This decrease in cash flows provided from operating activities reflects an increase in requirements
for working capital. The increase in requirements for working capital in 2008 when compared to 2007, is primarily due to trade and other
payables, primarily due to the impact of our production curtailments in the latter part of 2008, inventory (which was impacted in 2008 as a result
of lower shipments as well as the increase in the price of raw materials) and to higher pension and other post-retirement contributions made.

Our operating cash flow requirements are primarily for salaries and benefits, the purchase of fiber, energy and raw materials and other expenses
such as property taxes.

Investing Activities

Cash flows used for investing activities in 2008 amounted to $140 million, a $625 million decrease compared to cash flows provided from
investing activities of $485 million in 2007. This decrease in cash flows provided from investing activities reflects acquired cash of $573 million
in the first quarter of 2007, higher capital spending, in part due to the acquisition of Domtar Inc. on March 7, 2007 and the acquisition of full
ownership of Gogama Forest Products Inc. in the third quarter of 2008.

We intend to limit our annual capital expenditures to below 50% of annual depreciation expense in 2009.
Financing Activities

Cash flows used for financing activities totaled $109 million in 2008 compared to cash flows used for financing activities of $1,025 million in
2007. This $916 million decrease in cash flows used for financing activities is mainly attributable to the impact in the first quarter of 2007 of the
distribution to Weyerhaeuser of $1,431 million upon the acquisition of Domtar Inc., partially offset by borrowings under our Credit Agreement
of
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$800 million (consisting of an $800 million tranche B term loan facility). In addition, in 2008, we repaid $95 million on our long-term debt,
compared to a repayment of $311 million in 2007, and we had additional borrowings of $10 million under our revolving credit facility in 2008,
compared to $50 million in 2007.

Capital Resources

Net indebtedness, consisting of bank indebtedness and long-term debt, net of cash and cash equivalents, was $2,155 million at December 31,
2008, compared to $2,222 million at December 30, 2007. The $67 million decrease in net indebtedness is primarily due to our repurchase of
$60 million aggregate principal amount of our outstanding 7.875% Notes due 2011 in the fourth quarter of 2008, a repayment of $31 million of
our tranche B term loan, capital lease repayments of $6 million in the second quarter of 2008 and lower bank indebtedness, offset by net
borrowings of $10 million under our revolving bank credit facility and lower cash levels.

Our Credit Agreement, entered into in connection with the Transaction, consists of a senior secured tranche B term loan facility and a

$750 million senior secured revolving credit facility. In connection with the closing of the Transaction, the Company borrowed $800 million
under the tranche B term loan facility, which has subsequently been reduced to $612 million due to repayments. The revolving credit facility
may be used by the Company, Domtar Paper Company, LLC and Domtar Inc. for general corporate purposes and a portion is available for letters
of credit. Borrowings by the Company and Domtar Paper Company, LLC under the revolving credit facility are available in U.S. dollars, and
borrowings by Domtar Inc. under the revolving credit facility are available in U.S. dollars and/or Canadian dollars and are limited to

$150 million (or the Canadian dollar equivalent thereof).

The tranche B term loan facility matures on March 7, 2014, and the revolving credit facility matures on March 7, 2012. The tranche B term loan
facility amortizes in nominal quarterly installments (equal to one percent of the aggregate initial principal amount thereof per annum) with the
balance due on the maturity date. In addition, under certain conditions and to the extent we generate cash flow in excess of cash flow used for
operating and capital requirements and repayments of debt, excluding optional repayments of the term loan, we are obligated to apply a portion
of such excess cash towards repayments of the term loan, including any repayments already made that were optional.

Amounts drawn under the tranche B term loan facility bear annual interest at either a Eurodollar rate plus a margin of 1.375%, or an alternate
base rate plus a margin of 0.375%. Amounts drawn under the revolving credit facility bear annual interest at either a Eurodollar rate plus a
margin of between 1.25% and 2.25%, or an alternate base rate plus a margin of between 0.25% and 1.25%. Amounts drawn under the revolving
credit facility by Domtar Inc. in U.S. dollars bear annual interest at either a Eurodollar rate plus a margin of between 1.25% and 2.25%, or a U.S.
base rate plus a margin of between 0.25% and 1.25%. Amounts drawn under the revolving credit facility by Domtar Inc. in Canadian dollars
bear annual interest at the Canadian prime rate plus a margin of between 0.25% and 1.25%. Domtar Inc. may also issue bankers acceptances
denominated in Canadian dollars which are subject to an acceptance fee, payable on the date of acceptance, which is calculated at a rate per
annum equal to between 1.25% and 2.25%. The interest rate margins and the acceptance fee, in each case, with respect to the revolving credit
facility, are subject to change based on the Company s consolidated leverage ratio.

The Credit Agreement contains a number of covenants that, among other things, limit the ability of the Company and its subsidiaries to make
capital expenditures and place restrictions on other matters customarily restricted in senior secured credit facilities, including restrictions on
indebtedness (including guarantee obligations), liens (including sale and leasebacks), fundamental changes, sales or disposition of property or
assets, investments (including loans, advances, guarantees and acquisitions), transactions with affiliates, hedge agreements, dividends and other
payments in respect of capital stock, changes in fiscal periods, environmental activity, optional payments and modifications of other material
debt instruments, negative pledges and agreements restricting subsidiary distributions and changes in lines of business. As long as the revolving
credit commitments are outstanding, we are required to comply with a consolidated EBITDA (as defined under the Credit Agreement) to
consolidated cash interest coverage ratio of greater than 2.5x and a consolidated debt to
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consolidated EBITDA (as defined under the Credit Agreement) ratio of less than 4.5x. The Credit Agreement contains customary events of
default, provided that non-compliance with the consolidated cash interest coverage ratio or consolidated leverage ratio will not constitute an
event of default under the tranche B term loan facility unless it has not been waived by the revolving credit lenders within a period of 45 days
after notice.

A significant or prolonged downturn in general business and economic conditions may affect our ability to comply with our covenants or meet
those financial ratios and tests and could require us to take action to reduce our debt or to act in a manner contrary to our current business
objectives.

A breach of any of our Credit Agreement or indenture covenants or failure to maintain a required ratio or meet a required test may result in an
event of default under those agreements. This may allow the counterparties to those agreements to declare all amounts outstanding thereunder,
together with accrued interest, to be immediately due and payable. If this occurs, we may not be able to refinance the indebtedness on favorable
terms, or at all, or repay the accelerated indebtedness.

The Company s direct and indirect, existing and future, U.S. wholly-owned subsidiaries serve as guarantors of the senior secured credit facilities
for any obligations thereunder of the Company and Domtar Paper Company, LLC, subject to certain agreed exceptions. The Company and its
subsidiaries serve as guarantors of Domtar Inc. s obligations as a borrower under the senior secured credit facilities, subject to agreed exceptions.
Domtar Inc. does not guarantee Domtar Corporation s obligations under the Credit Agreement. In 2008, we amended the credit facility in order to
allow for the early repurchase of the 7.875% Notes.

The obligations of the borrowers in respect to the senior secured credit facilities are secured by all of the equity interests of the Company s direct
and indirect U.S. subsidiaries and 65% of the equity interests of the Company s direct and indirect first-tier foreign subsidiaries, subject to agreed
exceptions, and a perfected first priority security interest in substantially all of the Company s and its direct and indirect U.S. subsidiaries

tangible and intangible assets. The obligations of Domtar Inc., and the obligations of the non-U.S. guarantors, in respect of the senior secured

credit facilities are secured by all of the equity interests of the Company s direct and indirect subsidiaries, subject to agreed exceptions, and a
perfected first priority security interest, lien and hypothec in the inventory of Domtar Inc., its immediate parent, and its direct and indirect
subsidiaries.

As of December 31, 2008, there were $60 million of borrowings under our revolving credit facility and $13 million of borrowings in the form of
an overdraft. In addition, at December 31, 2008, we had outstanding letters of credit amounting to $43 million under this credit facility. We also
have other outstanding letters of credit amounting to $2 million.

Credit Rating
RATING AGENCY SECURITY RATING
Moody s Investors Services Secured Credit Facility Baa3
Unsecured debt obligations Ba3
Standard & Poor s Secured Credit Facility BBB-
Unsecured debt obligations BB-

The ratings by Moody s Investors Services ( Moody s ) are the fourth and fifth best ratings in terms of quality within nine rating gradations, with
the numerical modifier 3 indicating a ranking at the low end of a rating category. According to Moody s, a rating of Baa has moderate credit risk

with certain speculative characteristics and the rating of Ba has speculative elements and is subject to substantial credit risk. The ratings by

Standard & Poor s ( S&P ) are the fourth and fifth best ratings in terms of quality within ten rating gradations, with the minus indicating a ranking
at the lower end of this category. According to S&P, ratings of BBB have adequate protection parameters and ratings of BB have significant
speculative characteristics. Both Moody s and S&P have a stable outlook with respect to their ratings.
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A reduction in our credit ratings would have a negative impact on our access to and cost of capital and financial flexibility. The above ratings are
not a recommendation to buy, sell or hold securities and may be subject to revision or withdrawal at any time by the above rating agencies.

Domtar Canada Paper Inc. Exchangeable Shares

Upon the consummation of the Transaction, Domtar Inc. shareholders had the option to receive either common stock of the Company or shares
of Domtar (Canada) Paper Inc. that are exchangeable for common stock of the Company. As of December 31, 2008, there were

20,896,301 exchangeable shares issued and outstanding. The exchangeable shares of Domtar (Canada) Paper Inc. are intended to be substantially
the economical equivalent to shares of the Company s common stock. These shareholders may exchange the exchangeable shares for shares of
Domtar Corporation common stock on a one-for-one basis at any time. The exchangeable shares may be redeemed by Domtar (Canada) Paper
Inc. on a redemption date to be set by the Board of Directors, which cannot be prior to July 31, 2023, or upon the occurrence of certain specified
events.

OFF BALANCE SHEET ARRANGEMENTS
In the normal course of business, we finance certain of our activities off balance sheet through leases and securitization.
Receivables Securitization

We sell certain of our trade receivables through a securitization program, which expires in February 2011. We use securitization of our
receivables as a source of financing by reducing our working capital requirements. This securitization program consists of the sale of receivables
to a special purpose company which in turn transfers a senior beneficial interest in these receivables to a special purpose entity adm