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I, W. Judson Martin, of the City of Hong Kong, Special Administrative Region, People's

Republic of China, MAKE OATH AND SAY:

1. Tam the Vice-Chairman and Chief Executive Officer of Sino-Forest Corporation ("SFC"),
I therefore have personal knowledge of the matters set out below, except where otherwise stated.
Where I do not possess personal knowledge, I have stated the source of my information and I

believe such information to be true.

2. This affidavit is sworn in support of an application by SFC for an initial order (the "Initial
Order") pursuant to the Companies' Creditors Arrangement Act (the "CCAA"), a sale process
order (the "Sale Process Order") and other requested relief. In preparing this affidavit, [ have
consulted with other members of SFC's senior management team and, where necessary, members

of the senior management teams of certain of SFC's subsidiaries.



3,  All references to dollar amounts contained in this affidavit are to United States Dollars

unless otherwise stated.

I OVERVIEW

4,  SFC is a Canadian corporation and is the direct or indirect parent of approximately 140
subsidiaries, the majority of which are incorporated in the People's Republic of China (the
"PRC"), The terms "Sino-Forest Companies" and "Sino-Forest" refer to the global enterprise as

a whole (but, for greater certainty, do not include the Greenheart Group, defined below).

5. Sino-Forest is a major integrated forest plantation operator and forest products company,
Its principal businesses include the ownership and management of plantation forests, the sale of
standing timber and wood logs, and the complementary manufacturing of downstream
engineered-wood products, The majority of Sino-Forest's plantations are located in the southern

and eastern regions of the PRC, primarily in inland regions suitable for large-scale replanting,

6.  Sino-Forest's business operations are mainly in the PRC with corporate offices in Hong

Kong and Ontario, Canada.

7. OnlJune 2, 2011, Muddy Waters, LLC ("Muddy Waters"), which held a short position on
SEC's shares, published a report (the "MW Report") alleging that Sino-Forest, among other
things, was a "near total fraud" and a "Ponzi scheme." SFC's board of directors (the "Board")

appointed an independent committee (the "IC") to investigate the Muddy Waters allegations,

8. While the IC has been able to address certain of the allegations made by Muddy Waters,
the MW Report has had a ripple effect in causing substantial damage to SFC, its business, and

future prospects for viability, As part of the fallout from the MW Report, (i) SFC now finds



itself embroiled in multiple class action proceedings across Canada and in the U.S,, (ii) SFC is
the subject of Ontario Securities Commission ("OSC"), Hong Kong Securities and Futures
Commission ("HIKSFC"), and Royal Canadian Mounted Police ("RCMP") investigations, and
(iii) SFC's Audit Committee recommended, and the Board agreed, that SFC should defer the
release of SFC's third quarter 2011 financial statements (the "Q3 Results") until certain issues

could be resolved to the satisfaction of the Board and SFC's external auditor

9. Significantly, SFC's inability to file its Q3 Results resulted in a default under its note
indentures, which could have resulted in the acceleration and enforcement of approximately $1.8

billion in notes issued by SFC and guaranteed by many of its subsidiaries,

10, Following extensive discussions with an ad hoc committee of noteholders (the "Ad Hoc
Noteholders"), holders of a majority in principal amount of SFC's senior notes agreed to waive
the default arising from SFC's failure to release the Q3 Results on a timely basis, on certain
terms and conditions that were set forth in waiver agreements between certain of the noteholders
and SFC, which were made publicly available on January 12, 2012 and are attached as Exhibit

I!AH'

11, While the waiver agreements prevented the indenture trustees under the relevant note
indentures from accelerating and enforcing the note indebtedness as a result of SFC's failure to
file its Q3 Results, those waiver agreements will expire on the earlier of April 30, 2012 and any
carlier termination of the waiver agreements in accordance with their terms, In addition, SFC's
pending failure to file its audited financial statements for its fiscal year ended December 31,

2011 (the "2011 Results") by March 30, 2012 will again put the indenture {rustees in a position



to accelerate and enforce the bond indebtedness, creating additional uncertainty around Sino-

Forest's business,

12, SFC has made considerable efforts to address issues identified by SFC's Audit Committee
and the IC and by its external auditor, Ernst & Young LLP, as requiring resolution in order for

SFC to be in a position to obtain an audit opinion in relation to its 2011 financial statements,

13, However, notwithstanding SFC's best efforts, many of these issues cannot be resolved to
the satisfaction of SFC's auditor or cannot be resolved within a timeframe that would protect and
preserve the value of the business, and that would allow SFC to comply with its obligations
under its note indentures, Therefore, absent a resolution with the not.eholders, the indenture

trustees would be in a position to enforce their legal rights as early as April 30, 2012,

14, Following extensive arm's length negotiations between SFC and the Ad Hoc Noteholders,
the parties agreed on the framework for a consensual resolution of SFC's defaults and the
restructuring of its business, and entered into a support agreement (the "Support Agreement") on
March 30, 2012, which was executed by holders of SFC's notes holding approximately 40% of
the notes. The Support Agreement contemplates, and in fact provides an incentive for, additional
nofeholders becoming party to the Support Agreement by way of joinder agreements,
Accordingly, I fully expect that noteholders holding more than 50% of each series of notes will

ultimately sign up to the Support Agreement.

15, The Support Agreement provides that SFC will pursue a plan of arrangement or
compromise (the "Plan") on the terms set out in the Support Agreement in order to implement
the agreed-upon restructuring transaction as part of this CCAA proceeding which would, among

other things, (i) see SFC's business operations conveyed to, and revitalized under, a new entity to



be owned primarily by the noteholders ("SF Newco"), (i) provide stakeholders of SFC with
claims ranking behind the noteholders (the "Junior Constituents") with certain participation
rights in SF Newco, and (iii) create (and provide funding for) a framework for the prosecution of
certain litigation claims for the benefit of certain of SFC's stakeholders. The agreement also
provides that each noteholder that is a signatory thereto (the "Consenting Noteholders") will vote

its notes in favour of the Plan at any meeting of creditors,

16, The Support Agreement further provides that SFC will undertake a sale process (the "Sale
Process") in accordance with the sale process procedures (the "Sale Process Procedures") which
have been developed in consultation with the proposed monitor, and have been accepted by the

parties to the Support Agreement,

17, The Sale Process is intended to provide a "market test" by which third parties may propose
to acquire Sino-Forest's business operations through a CCAA Plan (in a manner that would under
certain scenarios potentially allow Junior Constituents to share in the proceeds of a sale even
though the noteholders may not be paid in full) as an alternative to the SF Newco restructuring

transaction between SFC and its noteholders, described above,

18. A redacted copy of the Support Agreement (redacted to preserve confidentiality of the
parties only) is attached as Exhibit "B" and will be posted on SEDAR and the proposed

monitor’s website at http://cfcanada.fticonsulting.com/sfe,

19.  As described in greater detail below, SFC's business operations are primarily in the PRC
and are held by SFC through intermediate holding companies incorporated (for the most part) in
either the British Virgin Islands ("BVI") or Hong Kong. Most of these intermediate holding

companies are guarantors of SFC's note indebtedness,



20, As further described below, as a result of the uncertainty created by the MW Report, Sino-
Forest's business has been severely curtailed, and Sino-Forest's ability to grow its business has
been severely reduced. Therefore, SFC now needs to be restructured in order to continue the
development of the business and unlock the value of its asset base for the benefit of its
stakeholders,  Further, although the PRC government has been generally cooperative and
encouraging of Sino-Forest to date, it has expressed increasing concern as to the future of Sino-
Forest in the PRC. As discussed below, the ongoing support and relationship with the PRC

government (on all levels) is crucial to Sino-Forest’s operations,

21.  Among other things, the Sino-Forest Companies are (i) having a difficult time maintaining
existing and obtaining new credit in the PRC to help fund the PRC-based business operation and
in Hong Kong for the imported log trading business, (ii) making very few purchases of new
timber (and therefore not expanding their asset base), (iii) finding it difficult to collect their
accounts receivables, and (iv) receiving increasing demands on their accounts payable. I believe
that, if’ Sino-Forest's business is to be saved in a manner beneficial to SFC's stakeholders, it is
imperative that SFC take steps to demonstrate that Sino-Forest's business is being separated from

the uncertainty created by the MW Report,

22.  Accordingly, and for the reasons set out herein, the commencement of a restructuring and
the Sale Process is urgently required and should be pursued to preserve SFC's business as a

going concern and thus the inherent value of the enterprise.

23, This application has been authorized by the Board.



II, PERSONAL BACKGROUND

24, 1 began my career with PricewaterhouseCoopers in 1979, In 1982 1 joined Trizec
Corporation Ltd, ("Trizec"), a Toronto Stock Exchange ("TSX") listed commercial real estate
company then controlled by the Brascan Group, During my 13 years with the group of
companies confrolled by the Brascan Group, I held several senior positions, including Vice
President, Finance and Treasurer of Trizec, Executive Vice President and Chief Financial Officer
of Brookfield Development Corporation, and President and CEO of Trilon Securities

Corporation,

25.  After leaving the Brascan Group, I joined MDC Corporation, where my positions included
Senior Executive Vice President, Chief Financial Officer and Chief Operating Officer, and a

member of the company's board of directors,

26, In 1999, I was appointed Senior Executive Vice President and Chief Financial Officer of
Alliance Atlantis Communications Inc, ("Alliance Atlantis"), then Canada's lecading
entertainment and broadcasting company that was then listed on the TSX and on the NASDAQ,
I ceased to be an executive and employee of Alliance Atlantis in 2005 due to health reasons and

thereafter acted as a consultant to Alliance Atlantis until 2007,

27. I have been a director of SFC since 2006, [ joined the Board in 2006 as an independent,
external director. I was appointed Lead Director in 2007, a position I held until June 2010, when
I became an employee of SFC responsible for its acquisition of Greenheart Group Limited
(Bermuda) ("Greenheart") and its subsidiaries (collectively, the "Greenheart Group"). At that
time I became Executive Vice-Chairman of SFC and, following SFC's acquisition of a majority

interest in Greenheart in August 2010, I became the CEO and an Executive Director of



Greenheart and in 2011 was appointed Chairman of Greenheart, On August 26, 2011, I was
appointed as CEO of SFC. I have lived and worked out of Hong Kong since becoming an

employee of SFC in 2010,

III,  SINO-FOREST CORPORATION
A, Overview

28, SFC was formed under the Business Corporations Act (Ontario) upon the amalgamation of
Mt. Kearsage Minerals Inc, and 1028412 Ontario Inc, pursuant to articles of amalgamation dated
March 14, 1994, The articles of amalgamation were amended by articles of amendment filed on
July 20, 1995 and May 20, 1999 to effect certain changes in the provisions attaching to SFC's

class A subordinate-voting shares and SFC's class B multiple-voting shares,

29, OnJune 25, 2002, SFC filed articles of continuance to continue under the Canada Business
Corporations Act (the "CBCA"), On June 22, 2004, SFC filed articles of amendment whereby
its class A subordinate-voling shares were reclassified as common shares and its class B
multiple-voting shares were eliminated, A copy of the articles of continuance referred to above

is attached as Exhibit "C",

30, Subject to paragraph 31 below, copies of all SFC financial statements prepared during the
year preceding the application for the Initial Order are attached as Exhibit "D". In considering
these financial statements, the Court should be aware that SFC cautioned in a January 10, 2012
press release, a copy of which is attached as Exhibit "E", that its historic financial statements
(upon which portions of this affidavit are based) and related audit reports should not be relied

upon. The circumstances giving rise to the press release are discussed below,



31, Attached as Exhibit "I" is a copy of the management-prepared unaudited financial
statements for the third quarter of 2011, These statements have not been approved by SFC's
Audit Committee or the Board and are subject to the limitations deseribed in the January 10,
2012 press release. Moreover, they have not been subject to the same level of internal and
external review and analysis as SFC's prior annual audited and quarterly financial statements,

These financial unaudited statements have not previously been publicly disclosed,

32, Sino-Forest is a publicly listed major integrated forest plantation operator and forest
products company, with assets predominantly in the PRC, Its principal businesses include the
sale of standing timber and wood logs, the ownership and management of forest plantation trees,
and the complementary manufacturing of downstream engineered-wood products, As at
December 31, 2010, Sino-Forest reported approximately 788,700 hectares of forest plantations

under management, located primarily in the southern and eastern regions of the PRC,

33, In addition, SFC holds an indirect majority interest in Greenheart, a Hong Kong listed
investment holding company, which, together with its subsidiaries, as at March 31, 2011, owned
certain rights and managed approximately 312,000 hectares of hardwood forest concessions in
the Republic of Suriname ("Suriname") and 11,000 hectares of a radiata pine plantation on

13,000 hectares of freehold land in New Zealand,

34, While Greenheart is an indirect subsidiary of SFC, it has its own distinct operations and
financing arrangements and is not party to or a guarantor of the notes issued by SFC, Greenheart

Group and SFC operate out of separate office buildings in Hong Kong,

35, Greenheart Group was not implicated in the allegations made against Sino-Forest by

Muddy Waters on June 2, 2011, discussed below, As such, the Greenheart Group and matters
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relating thereto are not intended to be affected by or included in this proceeding, Greenheart
Group has nevertheless been impacted by the -allegations made against Sino-Forest. Among
other things, Greenheart Group has previously relied on funding from SFC and could be
negatively impacted if SFC's business ceases to operate as a going concern, This in turn could

negatively impact the value of SFC's investment in Greenheart,

36, Since 1995, SFC has been a publicly listed company on the TSX with its shares traded
under the symbol "TRE", SFC's registered office is in Mississauga, Ontario and its principal
executive office is in Hong Kong, Two of SFC's senior financial officers reside in Ontario, as do

three of its external directors,

37. SFC has issued four series of notes which have a combined principal amount outstanding
of approximately $1.8 billion, Two of the series of notes are supported by guarantees from 64 of
SEC's subsidiaries (none of which are incorporated in the PRC), and the other two series of notes
are supported by guarantees from 60 of those same subsidiaries and share pledges from 10 of

those same subsidiaries,

38, Certain other Sino-Forest Companies have their own distinet banking facilities which are
not intended to be affected by or included in this proceeding, In particular, none of the
subsidiaries incorporated in the PRC are party to or guarantors of SFC's notes and are not

intended to be affected by or included in this proceeding,

B, Corporate Structure

39. SFC is the sole shareholder of Sino-Pancl Holdings Limited (incorporated in the BVI),
Sino-Global Holdings Inc, (incorporated in the BVI), Sino-Panel Corporation (incorporated in

Canada), Sino-Wood Partners Limited (incorporated in Hong Kong), Sino-Capital Global Inc,
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(incorporated in the BV1), and Sino-Forest International (Barbados) Corporation (incorporated in
Barbados), SFC also holds all of the preference shares of Sino-Forest Resources Inc.
(incorporated in the BVI), Some of these subsidiaries have further direct and indirect
subsidiaries. A copy of the Sino-Forest corporate organization chart is attached as Exhibit "G"

(which includes certain major subsidiaries of Greenheart),

40, A total of 137 entities make up the Sino-Forest Companies: 67 PRC incorporated entities
(with 12 branch companies), 58 BVT incorporated entities, 7 Hong Kong incorporated entities, 2
Canadian entities and 3 entities incorporated in other jurisdictions, A list of all subsidiaries with
addresses is attached as Exhibit "H" (which does not include subsidiaries of Greenheart, but does

contain Sino-Forest branch companies),

C, Capital Structure

1.  Equity
41, The authorized share capital of SFC consists of an unlimited number of common shares
and an unlimited number of preference shares issuable in series, Each holder of common shares
is entitled to one vote at meetings of shareholders other than meetings of the holders of another

class of shares,

42, Each holder of common shares is also entitled o receive dividends if, as and when
declared by the Board, Holders of common shares are also entitled {o participate in any
distribution of net assets upon liquidation, dissolution or winding-up on an equal basis per share,
There are no pre-emptive, redemption, retraction, purchase or conversion rights attaching to the

common shares,



12

43,  As at June 30, 2011, a total of 246,095,926 common shares were issued and outstanding,

No preference shares have been issued,

2. Debt

44, SFC has issued four series of notes which remain outstanding, The four series of notes
mature at various times between 2013 and 2017, The note indenture for each series of notes
provides that it is governed by New York law. Each note indenture contains a "no suits by
holders" clause. Other than the debt outstanding under the notes, SFC does not have any

significant levels of normal course payables.

(a) 2017 Senior Notes

45,  On October 21, 2010, SFC issued guaranteed senior notes in the principal amount of $600
million. These notes mature on October 21, 2017, and interest is payable semi-annually, on
April 21 and October 21, at a rate of 6.25% per annum, These notes are listed on the Singapore
Stock Exchange and are supported by guarantees from 60 subsidiaries of SFC and share pledges

from 10 of those same subsidiaries, A copy of the relevant indenture is attached as Exhibit "I".

(b) 2016 Convertible Notes

46, On December 17, 2009, SFC issued convertible guaranteed notes in the principal amount
of $460 million, These notes mature on December 15, 2016, and interest is payable semi-
annually, on June 15 and December 15, at a rate of 4.25% per annum, These notes are supported
by guarantees from 64 subsidiaries of SFC. A copy of the relevant indenture is aftached as

Exhibit "J",
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(¢) 2014 Senior Notes

47. On July 27, 2009, SFC issued guaranteed senior notes in the principal amount of
$399,187,000, These notes mature on July 28, 2014, and interest is payable semi-annually, on
January 26 and July 26, at a rate of 10,25% per annum, These notes are listed on the Singapore
Stock Exchange and are supported by guarantees from 60 subsidiaries of SFC and share pledges

from 10 of those same subsidiaries, A copy of the relevant indenture is attached as Exhibit "K",
(d) 2013 Convertible Notes

48.  On July 23, 2008, SFC issued convertible guaranteed notes in the principal amount of $345
million, These notes mature on August 1, 2013, and interest is payable semi-annually, on
February 1 and August 1, at a rate of 5% per annum, These notes are supported by guarantees

from 64 subsidiaries of SFC. A copy of the relevant indenture is attached as Exhibit "L",

49, In addition to the four series of notes issued by SFC, many of SFC's subsidiaries (including
the Greenheart Group and many of those incorporated in the PRC) have their own distinct
banking facilities, including lending facilities, which are not intended to be affected by this

proceeding,

D, The Business Model
1, Plantation / Timber Rights in the PRC

50.  There are four types of rights associated with plantations in the PRC, namely (i) plantation
land ownership, (ii) plantation land use rights, (iii) timber ownership, and (iv) timber use rights,

All of these are separate rights and can be separately owned by different parties,
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51,  Qenerally, private enterprises cannot own plantation land in the PRC but may hold
plantation land use rights for a specified duration (up to 70 years but typically 30 to 50 years),
timber ownership and timber use rights, However, foreign enterprises cannot acquire land use

rights and can instead only acquire timber ownership or timber use rights,

52. The various rights associated with plantations in the PRC and the limitations on which
entities can hold which rights were the driving forces behind Sino-Forest's complex business

models discussed below,

53, For its timber business in the PRC, Sino-Forest utilizes two models, one involving BVI
entities ("BVIs"), and the other involving subsidiaries incorporated in the PRC as wholly foreign

owned enterprises ("WFOEs"),

2, The BYI Model

54.  Until 2004, due to restrictions on foreign companies carrying on business in the PRC, and
foreign ownership restrictions on land ownership and use rights, the BVI structure was the model
primarily used by Sino-Forest for its forestry business in the PRC, Sino-Forest has established
58 BVI companies, 55 of which are guarantors of at least certain of SFC's notes, Not all of these
BVIs are involved in the BVI model or standing timber business. Of the 58, there are 20
involved in the BVI standing timber business while the remaining BVIs are either holding

companies or used in Sino-Forest's log trading business.

55, The Sino-Forest BVI entities involved in the standing timber business acquire standing
timber from suppliers. The suppliers are usually aggregators who acquire the standing timber
and, typically, land use rights from other suppliers or from original timber owners, such as

villagers or collectives, or from smaller aggregators. As non-PRC companies, the BVIs could
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not and did not acquire land use rights in the PRC, and instead only acquired the rights to timber

in the PRC pursuant to the relevant standing timber purchase contracts.

56, Due to restrictions under PRC laws, foreign companies are not permitted to conduct
business in the PRC without business licenses granted by competent governmental authorities,
Therefore, the Sino-Forest BVI entities do not sell standing timber directly to customers, Instead,
for historical and commercial reasons, they conduct the sale of standing timber through
"authorized intermediaries" ("Als", which are also called "enfrusted sales agents”" in the BVI
model) pursuant to "entrusted sales agreements", The Als serve as Sino-Forest's customers under

the BVI model of its standing timber business,

57. Pursuant to the entrusted sales agreements entered into with the Als, the Als are obliged to
deduct and remit all of the applicable taxes on behalf of Sino-Forest. Sino-Forest is not,
however, in a position to know whether or not the Als have in fact remitted applicable taxes on

behalf of Sino-Forest,

58, Asat June 30, 2011, Sino-Forest therefore accumulated and recognized a provision, based
on a probability-weighted average of the amounts that the PRC tax authorities might seek to
recover under various scenarios, of $204,722,000 in its reported financial results to account for
this potential tax liability. The method used to calculate this provision is explained at note 18 of
SFC's 2011 second quarter financial statements, which were previously attached, A similar
provision was included in SFC's 2010 Audited Financial Statements and was audited by SFC's

external auditors,

59, BVIs are not allowed to have bank accounts in the PRC and money flowing in and out of

the PRC is strictly controlled through foreign exchange controls. As a result, the Sino-Forest



16

BVI entities do not directly pay the suppliers or receive payments from the Als, Instead, they are
instructed to make set-off payments under which, pursuant to the instructions of Sino-Forest, Als
directly or indirectly make payments directly or indirectly to Sino-Forest's suppliers for amounts
owed by Sino-Forest BVI entities to those suppliers, As a result, no cash actually flows directly
through the BVIs, SFC then receives confirmations from the suppliers confirming that payments

have been made,

60, The BVI structure is the central driver of asset value, revenue and income for Sino-Forest,
As at December 31, 2010, it accounted for $2,476 billion of book value (466,826 hectares of
timber assets, representing approximately 59.2% of Sino-Forest's timber holdings by area and
89.2% of its timber holdings by book wvalue), $1,326 billion in revenue (representing
approximately 70% of Sino-Forest's revenue), and approximately $622 million of gross profit

(representing approximately 92.6% of Sino-Forest's gross profits) for the year then ended,

61, The cashless nature of the BVI model means that Sino-Forest cannot obtain cash from its
operations or monetize its assets without engaging in the complicated on-shoring process which
is discussed further below, Furthermore, the set-off payment system necessitated by the BV

model impaired the IC's efforts to verify the flow of funds during its investigation,

3. The WFOE Model
62, Commencing in 2004, the PRC's Ministry of Commerce permitted foreign investors to
invest in PRC-incorporated trading companies and to participate in most areas of the commodity
distribution industry, including the purchase of standing timber and land use rights throughout
the PRC. Prior to this time, WFOEs were prohibited from engaging in the commodity

distribution industry,
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63, Since 2004, almost all of Sino-Forest's new capital invested in timber assets has been

employed through the WFOE model (as opposed to the BVI model),

64, Unlike BVIs, WFOEs can acquire land use rights or land leases as well as standing timber
rights, and can have bank accounts in the PRC. Because of the WFOEs' direct presence in the
PRC, they can also obtain financing from PRC banks to finance their operations, WFOEs can log
the timber and sell both logs and standing timber to end customers, which means they do not
need (and do not use) Als, The WFOEs directly pay the suppliers for the standing timber and
directly receive payment from end customers instead of utilizing the set-off arrangement used by

Sino-Forest's BVI entities in the BYI model,

65, As at December 31, 2010, Sino-Forest's WFOEs held approximately 244,000 hectares of
purchased plantations (representing approximately 30.9% of Sino-Forest's timber holdings by
area) and 77,700 hectares of planted plantations (representing approximately 9,9% of Sino-
Forest's timber holdings by area), Purchased plantations and planted plantations are discussed in
further detail below, The WFOE standing timber assets accounted for approximately 10,8% of
Sino-Forest's timber holdings by book value, and represented approximately $298.6 million of
book value, $74 million in revenue, and $10 million of income for the 2010 year before the

allocation of corporate overhead,

66. None of Sino-Forest's WFOEs are guarantors of SFC's notes, nor have their shares been

pledged by their BVI parents.

4, On-shoring Plan

67. Given the inherent problems with the BVT structure and the relative advantages of the

WFOE structure, Sino-Forest has explored various methods of migrating ot "on-shoring" its BVI
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timber assets into WFOE structures. The successful transition of assets from a BVI structure to a
WFOE structure has many merits including, significantly, providing a foreign parent an ability to

have direct access to the cash generated from the sale of BVI timber assets,

68. The on-shoring prooess is expected to be a multi-year process due to (i) the volume of
assets that need to be moved into the WFORE model, (ii) the large number of different locations in
which Sino-Forest has timber assets in the PRC, (iii) the likely multiple rounds of negotiations

required with the various stakeholders in each location, and (iv) SFC's limited resources,

| 08 Operations

69, Sino-Forest's operations are comprised of three core business segments, Wood fibre
operations and log trading are the primary revenue contributors, while manufacturing and other

operations enhance the value of the fibre operations by producing downstream products,

1 Wood Fibre Operations

70,  Sino-Forest's wood fibre operations consists of acquiring, cultivating and selling standing

timber or logs from purchased and planted plantations in nine provinces across the PRC,

71. Sino-Forest's upstream wood fibre operations generate the majority of its revenue,
accounting for 96.4% of total revenue in the year ended December 31, 2010, Most of the
standing timber and logs sold by Sino-Forest come from Sino-Forest's tree plantations, located

primarily in the southern and eastern regions of the PRC,

72. Sino-Forest operates plantations for the wood fibre operations using two principal business
models; purchased and planted, each of which is explained in greater detail below, The

purchased plantation model operates through two legal structures: the BVI/AI legal structure
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and, to a lesser but growing extent, the WFOE legal structure, The planted plantations model is
operated exclusively through the WFOE legal structure, although the WFOEs themselves are
typically held indirectly through a BVI holding structure, Many foreign investors, including well
known multi-national companies, hold their investments in the PRC in special purpose vehicles
established overseas in jurisdictions with a familiar and internationally accepted system of
corporate governance, For example, over 75% of blue chip companies listed on the Hong Kong
Stock Bxchange (Hang Seng Index constituent stocks excluding the Finance Sub-Index) utilize

BVTI holding structures, including for their investments in the PRC,

(@  Purchased Plantation Model

73, 'The purchased plantation model under the BVI/AI legal structure involves the purchase of
standing timber and sale of standing timber pursuant to standardized timber purchase agreements
and "entrusted sale agreements", The standing timber purchased is generally on land owned by
collectives or villages, not PRC state-owned land, When conducted through the BVI/AI legal
structure, of which 20 BVIs hold all of the BVI timber assets, the timber purchases are arranged

through suppliers.

74, The BVI structure does not involve the BVIs concurrently purchasing land use rights or
leases with the purchase of standing timber, as the BVIs cannot legally acquire land use rights.
However, the BYIs' supply contracts typically contain a right of first refusal for the BVIs to
acquire, or nominate an affiliate to acquire, the plantation land use rights after the timber has
been harvested. Despite such common contractual provisions, such right has rarely, if ever, been

exercised,
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75,  The BVIs do not sell standing timber directly to customers, They sell under coniract to the
Al (customer) who usually resells the standing timber to its own customers, The BVIs' timber
sales accounts receivables are settled by the Al making payments to suppliers (directly or
indirectly to other parties on their behalf) on behalf of Sino-Forest. The Al does not pay the
same supplier for the same trees it is selling to its customers, It pays a supplier for {rees newly
purchased by Sino-Forest from that supplier, These payments made by way of set-off enable the
BVIs to acquire further standing timber from suppliers, which is matured and later sold, All BVI
purchases are funded through the set-off mechanism using accounts receivable owed to Sino-

Forest, This is a recognized legal structure in the PRC,

76, WFOEs are also engaged in the purchase and sale of standing timber, When conducted
through a WFOE, purchases of standing timber are sometimes accompanied by concurrently
obtaining plantation land use rights or leases (which are purchased plantations). WFOE standing
timber transactions do not involve payments by way of set-off. They are conducted on a direct

fund transfer basis.

77. In both the BVI and WFOE structure, the purchase price of the trees takes into account a
variety of factors such as the frees' species, yield, age, size, quality and location, Other
considerations include soil and weather conditions for replanting, log prices, and regional market
location and demand. Sino-Forest does not typically need to conduct extensive plantation
management work with respect to the trees growing on the purchased plantations, but does take

measures to ensure that the trees are protected from pests, disease and theft,
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78, SFC's approach is to purchase plantations in remote parts of the PRC that the PRC
government has identified in its five year plans as being areas for future development, As a

result, physical access to the plantations is often very challenging,

79. As at December 31, 2010, the purchased plantations under Sino-Forest management in the
PRC consisted of approximately 711,000 hectares. These plantations consisted of a diverse mix
of tree species, predominantly pine, Chinese fir and eucalyptus, Purchasing trees allows Sino-
Forest to quickly expand its plantation portfolio geographically, as well as its inventory of

harvestable fibre and leasable land,

(b)  Planted Plantation Model

80. 'The planted plantation model is conducted by WFOZEs, and involves obtaining plantation
land use rights, sometimes with standing timber and sometimes as bare land suitable for planting,
Sales from these planted plantations do not utilize the AI model but rather generally involve
direct fund transfers to and from the WFOEs' suppliers and customers, As of December 31,
2010, SEC's planted plantations in the PRC operated through WFOEs comprised approximately

77,700 hectares.

81, Sino-Forest leases suitable land on a long-term basis, typically 30 to 50 years, and applies
scientifically advanced seedling technology and silviculture techniques to improve tree growth,
The mature trees are sold as standing timber or as harvested logs, and then Sino-Forest replants

the land with seedlings,

82, Sino-Forest's operating model allows for the sale of fibre either as standing timber or

harvested logs, depending on its customers' preferences and market demand.
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83, Sino-Forest's planted plantations consist primarily of eucalyptus trees, a fast-growing high
yielding species, According to the seventh five-year National Forest Inventory released by the
State Forestry Administration (2004 to 2008), it is estimated that the PRC has 195 million
hectares of forest resources, with approximately 120 million hectares of natural forest and 62
million hectares of plantation forest, The density of its total forest area was only 70 cubic metres

pef hectare in the PRC,

84, The PRC government encourages the development of the plantation industry in the PRC,
In June 2003, the PRC State Council promulgated "The Notice on the Decision to Speed Up the
Development of Plantation Industry", Subsequently, in August 2007, "The Key Elements of the
Policies in Forestry Industry" was jointly promulgated by seven ministries including the State
Forestry Administration, National Development and Reform Commission, Ministry of Finance,
Ministry of Commerce, State Administralion of Taxation, China Banking Regulatory
Commission and China Securities Regulatory Commission to develop the non-state owned
plantation industry, and to encourage the participation of foreign investors in the plantation

industry, either solely or jointly with others,

85, The planted plantation model is generally viewed more favourably by the PRC government
because it demonstrates a long-term commitment to the forestry business. That long-term
commitment is very important from the perspective of the PRC government in light of the fact

that demand for wood fibre in the PRC is approximately double that of available supply.

2, Log Trading Operations

86, Sino-Forest's operations in the trading of wood logs includes the sourcing of wood logs and

wood-based products from the PRC and globally, and selling them in the domestic PRC market,
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87. These wood-based products consist primarily of large diameter logs, sawn timber, veneers
and other wood-based products sourced from the PRC, Thailand, Suriname, Papua New Guinea,
Brazil, Vietnam, Russia and New Zealand, In these transactions, Sino-Forest purchases wood-
based products that correspond to the requirements of wood dealers, and sells directly to these

dealers, Sino-Forest's customers in these transactions are primarily wood dealers in the PRC,

3. Manufacturing and Other Operations

88, Sino-Forest currently has manufacturing operations in six provinces in the PRC that
produce various wood-based products. In addition, Sino-Forest has greenery and nursery
operations based in Jiangsu Province, which were established to source, supply and manage

landscaping products for property developers and other organizations,

89. Inorder to maximize and increase the value of Sino-Iorest's forestry products, Sino-Forest
has been investing in research and development ("R&D"), On January 12, 2010, Sino-Forest
announced its acquisition of HOMIX LIMITED ("HOMIX") in order to enhance its R&D
portfolio, HOMIX has an R&D laboratory and two engineered-wood production operations
based in Guangdong and Jiangsu provinces, covering eastern and southern PRC wood product
markets, HOMIX develops a number of new technologies suitable for domestic plantation logs
including poplar and eucalyptus species, HOMIX specializes in curing, drying and dyeing
methods for engineered-wood and has the know-how to produce recomposed wood products and
laminated veneer lumber, Recomposed wood technology is considered to be environmentally
friendly and versatile, as it uses fibre from forest plantations, recycled wood and/or wood

residue.
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90, The goal of Sino-Forest's R&D efforts has been to improve tree plantation yields and the
quality of the trees grown on Sino-Forest's plantations, While performing R&D activities, Sino-
Forest from time to time collaborates with, and receives assistance from, research and academic
institutions in the PRC, Sino-Forest's R&D efforts are viewed very positively in the PRC as they
also demonsirate a long-term commitment to the forestry business in the PRC and can help

address the significant shortage of wood fibre in the PRC,

R, Sales

91. Substantially all of Sino-Forest's sales are generated in the PRC, In the year ended
December 31, 2010, sales to customers in the PRC were $1,8723 billion and sales to customers
located in other countries were $51.3 million, In the year ended December 31, 2010, sales to
customers in the PRC of standing timber, logs and other wood-based products accounted for

substantially all of Sino-Forest's revenue,

G, Suppliers

92. Logs and wood-based products supplied through Sino-Forest's trading activities are
sourced primarily from suppliers outside the PRC. These products are also sourced for Sino-
Forest trading activities from overseas, primarily from Thailand, Suriname, Papua New Guinea,
Brazil, Vietnam, Russia and New Zealand, The credit terms granted by suppliers of these
products generally range from one to three months on open account and by letters of credit.

Standing timber is sourced primarily from local suppliers in the PRC,

93, Asdiscussed above, the PRC based suppliers are usually aggregators who acquire standing
timber and/or land use rights from other suppliers or from original timber owners such as

villagers or collectives who have certified title to the land.
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H, Employees

94, SFC currently has 3 employees, Collectively, the Sino-Forest Companies employ a total of
approximately 3553 employees, with approximately 3460 located in the PRC and approximately
90 located in Hong Kong. The Greenheart Group employs an additional approximately 273

employees.

1, Assets & Liabilities

95, The unconsolidated book values of SFC's assets and liabilities as at June 30, 2011 are listed
below.' However, given that, as described below, SFC is in default under the notes and the
indenture trustees would be in a position to accelerate and enforce on the notes but for the waiver
agreements (subject to sending the appropriate notices and the cure period expiring), I have
categorized the full amount of the notes (including the non-current portion and the derivative

financial instrument, as opposed to just the current portion) as a current liability below,

Current Assets Current [labilities
Cash and cash equivalents? $5,676,040 Notes (current portion) $87,670,000
Prepayments3 $1,173,553 Notes* (non-current) $1,541,744,429
Other Receivables® $188,575 Notes Derivative Financial Instrument $31,858,210
Due from Intercompany® $109,813,620 Trade Payable $2,202
Others Payable $231,723
Accrued Liabilities $39,687,268
Due to Intercompany $1,818,313
Total Current Assets $116,851,788 Total Current Liabilities $1,703,012,145

"'The chart only reflects the assets and liabilities of SFC, and therefore does not accord with the consolidated
quarterly financial results for the second quarter ended June 30, 2011,

#Mainly represents cash on hand, cash at bank and short-term deposits with a maturity of three months or less,

? Mainly represents prepaid legal and professional fees and insurance,

1 The Notes (current portion), Notes (non-current) and Notes Derivative Financial Instrument do not equate on this
balance sheet to approximately $1.8 billion (the face value of the notes) due to the accounting treatment of financing
costs and the carrying value of the convertible notes.

5 Mainly represents HST receivables, staff advances and deposits.

S Non-interest bearing with no fixed date of repayment,
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Non-Current Assets Non-Current Liabilities

Property, Plant & Equipment’ ~ $1,166

Investment in Subsidiaries® $1,589,153,984 Intercompany Loans $235,000,000
Intercompany Loans’ $1,582,781,672

Total Non-Current Assets $3,171,936,822 Total Non-Current Liabilities $235,000,000
Total Assets $3,288,518,610 Total Liabilities $1,938,012,145

96. With respect to the assets, while they reflect an accurate implementation of the relevant
accounting policies, I do not believe that the book values of the assets reflect the realizable value
of those assets for a number of reasons, including the complexities associated with the business,
the significant amount of intercompany loans owing to SFC, and the costs and potential PRC tax
liabilities that may be payable if the assets were realized on, SFC is not able to simply monetize
its assets in the short term in order to satisfy its obligations under the notes as a result of, among
other things, the hard to quantify potential PRC tax liability previously discussed at paragraph 58

above and the stringent currency exchange controls in the PRC.

97. As discussed above, Sino-Forest is not in a position to know whether or not the Als have in
fact remitted applicable taxes on behalf of Sino-Forest, Although Sino-Forest recognized a
provision as at June 30, 2011 of $204,722,000 in its reported financial results to account for this
potential tax liability, I am advised by SFC's counsel in the PRC, Ching Wo Ng at King & Wood
Mallesons, that the amount of the tax liabilities under PRC law arising from the operation of the
BVIs could be significantly higher if responsible tax authorities take different views than that of

management in respect of a number of tax issues, including, without limitation, whether by their

" Malnly represents office equipment.
¥ Historical cost for Interests in subsidiaries,
? Interest bearing with defined terms of repayment date,
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operation the BVIs have formed an establishment in the PRC, whether value added tax is
payable, the likelihood and severity of a tax penalty, the applicable default interests on late
payments, the numbers of years to "look back", whether certain tax preferential treatments apply
to foreign companies such as BVI entities, and other relevant matters, The views on these issues

may also differ from locality to locality,

98, In addition, as a result of the currency exchange controls in the PRC, all cash to be
repatriated from the PRC is subject to approval from the State Administration of Foreign
Exchange (the "SAFE"), I am advised by SFC's counsel in the PRC, Ching Wo Ng at King &
Wood Mallesons, that for normal and regular foreign exchange transactions in the PRC which
require the approval of SAFE, the applications for such approvals can normally be processed
within the time limits prescribed by law, However, the transactions undertaken by the BVIs in
respect of their forestry assets in the PRC are very dissimilar to those contemplated by the
relevant rules and regulations of the PRC, Therefore, there is no assurance that any application
to SAFE for repatriation of funds by the BVIs can be processed within the time limits preseribed

by law, or within a reasonable time thereafter,

99. As a result of Sino-Forest, among other things, operating in a critical natural resource
sector with insufficient supply in the PRC, investing in research and development initiatives in
the PRC, and employing a significant number of people in the PRC, it has generally enjoyed
positive working relationships with all levels of government in the PRC, However, I believe that
if Sino-Forest were to cease operating under a business strategy that is consistent with and
supportive of PRC government policy, including its policy on sustainable forestry, for example,
investing in research and development or employing a significant number of people in the PRC,

Sino-Forest would enjoy much less favourable treatment from PRC government officials, and
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would likely have greater difficulties resolving the issues discussed above relating to tax
liabilities and repatriation of cash, This is particularly true in respect of the BVI structure where,
among other things, the ability to access cash is further impaired and Sino-Forest is not in a

position to know whether or not the Als have remitted applicable taxes on behalf of Sino-Forest,

J. Importance of Relationships to Doing Business in the PRC

100, From my time with SFC I have come to understand the importance of relationships to
doing business in the PRC, This is particularly true in relation to those doing business in the

forestry sector,

101. The PRC has extensive resource needs, including in the forestry sector. Historically,
forestry resources in the PRC have been collectively owned at a local level, Forestry resources
have largely been managed without the resources necessary to increase yields and allow for

harvesting at a commercial level from a western forestry perspective,

102, Part of Sino-Forest's success has been attributable to its ability to acquire forestry resources
from local sources of supply, at a good price, and to resell them at a good profit, In relation to
Sino-Forest's planted plantation model, Sino-Forest also has benefited from the application of
advanced silviculture techniques to those resources, Based on my interactions with PRC
government officials, I understand that the PRC government recognizes that for the industry to
mature, become efficient, and improve yields to reduce the fiber deficit, forest asset management

has to be consolidated.

103. A good relationship ‘with the various levels of PRC government is important to doing
business successfully in the PRC.  Historically, Sino-Forest's relationships with these

governments have been important to Sino-Forest's success in the PRC, Loss of their support
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could, correspondingly, have significant negative consequences for Sino-Forest, for its ability to
continue to do business in the PRC, and its ability to continue to control its PRC-based assets for

the benefit of its stakeholders,

104, Sino-Forest's most important relationships have been and continue to be through Allen
Chan ("Chan"), From my observations and experience, Chan has established significant
relationships in the PRC, and my understanding is that this is a direct result of his long-standing
personal contribution to the development of the forestry sector both through Sino-Forest and in ¢

personal capacity as an informal advisor to various relevant industry bodies,

105, Following the MW Report, Chan was requested to meet with officials in the PRC State
Forestry Administration ("SFA") and other senior officials on multiple occasions in Beijing, I

have been introduced to some officials and attended some of these meetings,

106, My observation from my personal involvement in these discussions and meetings is that
Chan continues to be consulted and respected within the PRC government as an expert in the
forestry industry, I therefore believe his continued participation will be extremely helpful in

allowing SFC to unlock value in the PRC for the benefit of its stakeholders,

107, Notwithstanding the allegations in the MW Report (which have received widespread
coverage in the PRC and in Hong Kong), Chan has continued to be honoured within the PRC, In
November 2011, at the 2" China Forestry Expo, Chan was presented an "Qutstanding
Achievement” award from the China National Forestry Industry Federation (the "CNFIF"), In
recognition of his contribution to the forestry industry in the PRC, Chan was the first keynote

speaker following the Minister of the SFA at the China Forestry Expo.
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108, Chan was also appointed Vice President of the CNFIF in 2010, The CNFIF is an affiliate
of the SFA and is chaired by the Minister of the SFA or the Director of the SFA, The SFA is the

PRC government ministry responsible for its forests and forest management,

109, In 2007, Chan was appointed an Honourable Director of Renmin University (also known
as the People's University of China), one of the most prestigious universities in the PRC with a
distinct focus on humanities and social sciences, and highly regarded by top leaders in the PRC,
In addition, Chan is a member of the Jiangxi Commiitee of the Chinese People’s Political

Consultative Conference,

110, In February 2012, Chan was presented with the "2011 China Forestry Persons of the Year"

award by the CNFIF,

111, Many of the PRC's commercially attractive forestry resources are in areas of sensitivity
within the PRC, including areas that are sensitive from a military perspective, Private air travel

is prohibited or strictly controlled in many of the areas in which Sino-Forest does business,

112, The strategic significance attaching to Sino-Forest's forestry assets in the PRC increases
the importance to SFC of maintaining positive relationships with authorities in the PRC, If Sino-
Forest is to monetize its PRC based assets for the benefit of stakeholders, I strongly believe that

the outcome of this process must be acceptable to relevant authorities in the PRC,

113, In the course of its 18 years of operations, Sino-Forest has been viewed by the Minister of
the SFA positively and as a model for privately owned enterprises carrying on business in the
PRC and promoting PRC policies. For that reason, Sino-Forest has enjoyed a positive

relationship with the PRC. Even since June of last year, the Minister of the SFA has remained
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cooperative and encouraging of a solution for Sino-Forest, However, recently, the government
has expressed increasing concern and interest as to what the solution is for Sino-Forest, As a
result, not only do I believe that any solution needs to be acceptable to the authorities in the PRC,

such solution needs to be presented in the very near future,

IV, THE MUDDY WATERS ALLEGATIONS: CHRONOLOGY AND RESPONSES
114, On June 2, 2011, Muddy Waters, which admitted to holding a short position on SF(C's
shares, published the MW Report alleging, among other things, that Sino-Forest is a "near total

fraud" and a "Ponzi scheme,"

115, While the allegations contained in the MW Report are diverse and far-reaching, the IC set
out to address the issues raised in three core areas: (i) the verification of timber assets reported
by Sino-Forest, (ii) the value of the timber assets held by Sino-Forest, and (iii) revenue

recognition,

116. Among other things, the MW Report alleged that Sino-Forest does not hold the full amount
of timber assets that it reports, that the timber assets actually held by Sino-Forest have been
overstated, and that Sino-Forest overstated its revenue, In addition, the MW Report alleged that
Sino-Forest has engaged in unreported related-party transactions, A copy of the MW Report is
attached as Exhibit "M", Two subsequent reports by Muddy Waters relating to Sino-Forest are
attached as Exhibit "N". These reports are attached to provide context to the Court and definitely

not because I agree with their contents,

A. The IC, OSC, RCMP and HKSFC Investigations
117. On June 2, 2011, the same day that the MW Report was released, the Board appointed the

IC, a Board committee consisting exclusively of independent directors, which in turn retained
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independent legal and financial advisors in Canada, Hong Kong and the PRC, to investigate the

allegations set out in the MW Report.

118, On June 8, 2011, the OSC publicly announced that it was investigating matters related to

SFC, That investigation has been active and is ongoing,

119, Later in June 2011, the HKSFC commenced an investigation into Greenheart Group, As a
company listed on the Hong Kong Stock Exchange and headquartered in Hong Kong, the
HKSFC is Greenheart's primary securities regulator. I believe that the HKSFC's investigation
was largely reactive to the allegations against Sino-Forest, SFC's control position in relation to
Greenheart Group, and to the fact that the principal offices of Sino-Forest and Greenheart Group
are located in Hong Kong. As indicated above, SFC had acquired a majority interest in

Greenheart Group less than a year earlier, and had separate management and premises,

120, In addition to its investigation of Greenheart Group, the HKSFC has been assisting the
OSC with its investigation, I am advised by Gary Solway of Bennett Jones LLP, counsel to SFC,
that the HKSFC has a mutual-assistance treaty with the OSC, The OSC has conducted witness

interviews in Hong Kong with the assistance of and out of the premises of the HKSFC,

121, Sino-Forest believes that it has attempted to cooperate with the OSC, HKSFC and RCMP
investigations. Sino-Forest has made extensive production of documents, in particular to the
OSC, including documents sourced from jurisdictions outside of the OSC's power to compel

production,

122, Sino-Forest also has facilitated interviews by the OSC with Sino-Forest personnel, In

circumstances where OSC staff sought to examine Sino-Forest personnel resident in the PRC
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(where neither the OSC nor the HKSFC had the ability to compel their attendance at interviews),

Sino-Forest arranged to bring individuals to Hong Kong to be examined,

123, Sino-Forest has responded to extensive inquiries, the most far-reaching coming from the
OSC, and has provided periodic oral briefings to OSC staff, The IC reports were provided to

OSC staff on an unredacted basis, as discussed below,

124, The scope of the IC's review was significant, reflecting the wide range of allegations
contained in the MW Report, The IC and its advisors worked to compile and analyze the vast
amount of data required for their comprehensive review of Sino-Forest's operations and business,

the relationships between Sino-Forest and other entities, and Sino-Forest's ownership of assets,

125. At the beginning of the IC's investigation, the IC informed the Board that the review would
likely take at least two to three months to complete, On August 10, 2011, the IC delivered its
first interim report to the Board (the "First Interim Report"), A redacted copy of the First Interim

Report is attached as Exhibit "O",

126, SFC has publicly disclosed on SEDAR and on its website redacted versions of the First
Interim Report and the two subsequent reports of the IC. The three reports have been redacted to
protect information that the Board believes is commercially sensitive, the disclosure of which
could be harmful to Sino-Forest's business and operations, especially in the PRC, These
redactions have not been made to conceal information from regulatory scrutiny, Each of the
three reports has been produced without redactions to OSC staff pursuant to a compelled process
designed to allow OSC staff to receive information relevant to its investigation, while at the same

time protecting SFC's sensitive information,
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127. The First Interim Report was the result of the IC and its advisors assembling and
organizing significant data from Sino-Forest's records, and reviewing Sino-Forest's cash
holdings, revenue and relationships, In the First Interim Report, while the IC did not determine
that there was any validity to the allegations in the MW Report, its findings were limited as the

investigation was still ongoing,

128, Also in its First Interim Report, the IC's accounting advisors confirmed Sino-Forest's ¢cash
balances in specific accounts as at June 13, 2011, for accounts located inside and outside of the
PRC, A total of 293 accounts controlled by Sino-Forest in Hong Kong wete confirmed,
representing 100% of the expected cash position in Hong Kong, However, Sino-Forest had 267
accounts in the PRC, so the logistics and requirements of in-person/in-branch verification in the
PRC led the IC advisors to confirm 28 accounts, representing approximately 81% of the
expected cash position in the PRC, The IC was satisfied based on this verification that Sino-

Forest's expected cash position in the PRC existed as at the date of confirmation,

129, The First Interim Report was delivered to the Board shortly before the Board was asked to
authorize the release of SFC's 2011 quarterly financial results for the second quarter ended June

30,2011 (the "Q2 Results"), The Q2 Results were released on August 15, 2011,

130, Almost immediately after the Q2 Results were released, the IC's advisors identified and
brought to the attention of the IC just under 60 documents, some of which raised potential
conduct issues and others of which raised questions as to whether Sino-Forest's relationships

with some of its Als and suppliers were conducted at arm's length,
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131, The IC concluded that interviews concerning the documents should be conducted with
relevant Sino-Forest personnel, The interviews were conducted from August 24 to 26, 2011 in

Hong Kong,

132. As part of its efforts to cooperate with OSC staff, on August 24, 2011, before the
documents were shown to relevant Sino-Forest personnel and those personnel were provided
with an opportunity to comment, the IC's advisors provided copies of the documents to OSC
staff. The IC's advisors and SFC's external counsel also provided oral briefings about the

interviews to OSC staff from August 24 to 26, 2011, as the interviews were being conducted,

133, Seen in their proper context, and with the benefit of fuller explanations, I believe that the
documents identified by the IC's advisors and provided to OSC staff at that time fall well short of

the misconduct alleged in the MW Report,

134, However, as a result of the documents and interviews, Sino-Forest placed three employees
on administrative leave, and a fourth senior employee was requested to act solely on my

instructions, It was my decision in each case to take this action,

135, SFC's Board met on the morning of Friday August 26, 2011, Toronto time (which was
Friday evening Hong Kong time) to hear reports about the interviews and about communications
between SFC and OSC staff, The Board was told that Chan had agreed to resign as Chairman,
CEO and as a director of SFC pending the completion of the review by the IC of the allegations
in the MW Report, He was appointed Founding Chairman Emeritus and [ was appointed as

CEO.
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136, On August 26, 2011, the OSC issued a cease trade order with respect to the securities of
SFC and with respect to certain senior management personnel, A copy of the cease trade order
dated August 26, 2011 (as corrected by the OSC later that day) is attached as BExhibit "P", The
Board first learned of the cease trade order during the Board meeting that day, after Chan

tendered his resignation,

137. With the consent of SFC, the cease trade order was extended by subsequent orders of the
0OSC, copies of which are attached as Exhibit "Q", The cease trade order continues in force to

this date,

138, Based on my review of the IC's second interim report to the Board (the "Second Interim
Report", which is discussed below) and discussions I have had with William Ardell, Board Chair
and Chair of the IC, I understand that in late August 2011, counsel for the IC received an inquiry
from the RCMP requesting cooperation from the IC in connection with an investigation into the
allegations in the MW Report, Representatives of the IC met with and provided information to
the RCMP from time to time, The RCMP also has made information requests from time to time,

It has been SFC's intention to cooperate with the RCMP in connection with its investigation,

139, On November 13, 2011, the IC delivered its Second Interim Report to the Board, a

redacted copy of which is attached as Exhibit "R",

140, Subject to the limitations described therein, the Second Interim Report confirmed
registered title or contractual or other rights to Sino~Forest's stated timber assets, reconciled the
book value of the BVI timber assets and Sino-Forest WFOE standing timber assets as set out in

the 2010 financial statements to the purchase prices for such assets as set out in the BVI and
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WFOE standing timber purchase contracts reviewed by the IC advisors, reconciled reported total

revenue to sales contracts, and addressed certain allegations regarding related-party transactions,

141, Subject to the scope limitations described in the Second Interim Report, the IC confirmed
99.3% of Sino-Forest's timber area to its satisfaction and that Sino-Forest had registered title to
100% of its disclosed planted timber holdings by area, and contractual or other rights to
approximately 81.3% of its disclosed purchased timber holdings by area, The IC reported that it
or its advisors had reviewed originals or copies of purchase contracts for the acquisition by Sino-

Forest of virtually all of its disclosed timber holdings as at December 31, 2010,

142, The IC indicated in its Second Interim Report that it viewed its work to be substantially

complete and that it expected to deliver its final report prior to the end of 2011,

B. Failure to Release Q3 Results and Default Under the Notes

143, Subsequent to August 26, 2011, the IC's advisors identified additional documents that
raised issues meriting comment and explanation from SFC's management, Also, SFC's external
counsel, in responding to requests from the OSC, also identified documents of a similar nature.
Further documents meriting comment and explanation were identified by SFC's external auditors

and in interviews conducted by OSC staff.

144, As SEC reached the November 15, 2011 deadline to release its 2011 third quarter financial
statements (the "Q3 Results"), the Audit Committee recommended and the Board agreed that
SFC should defer the release of the Q3 Results until certain issues could be resolved to the
satisfaction of the Board and SFC's auditor, The issues included (i) determining the nature and
scope of the relationships between Sino-Forest and certain of its Als and suppliers, as discussed

in the Second Interim Report, and (ii) the satisfactory explanation and resolution of issues raised
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by certain documents identified by the IC's advisors, SFC's counsel, SFC's external auditors,

and/or by OSC staff,

145, On November 15, 2011, the date upon which SFC's Q3 Results were due, SFC issued a
press release announcing that the IC had delivered its Second Interim Report to the Board, A
copy of the November 15, 2011 press release is attached as Exhibit "S", The executive summaty

to the Second Interim Report is attached as a schedule to the press release.

146, The November 15, 2011 press release also stated that the Board had concluded that, as a
result of ongoing work arising from the allegations raised in the MW Report, it was not in a
position to authorize the release of the Q3 Resulfs at that time, The release stated that SFC

would try to release the Q3 Results within 30 days,

147, SEC's failure to file the Q3 Results and provide a copy of the Q3 Results to the trustee and
to its noteholders under its senior and convertible note indentures on or before November 15,
2011 constituted a default under those note indentures, Pursuant to the indentures, an event of
default would have occurred if SFC failed to cure that breach within 30 days in the case of the
senior notes, and 60 days in the case of the convertible notes, after having received written notice
of such default from the relevant indenture trustee or the holders of 25% or more in aggregate

principal amount of a given series of notes,

148, While SFC worked diligently to try to resolve the outstanding issues, it became clear that
SFC was not going to be able to release the Q3 Results within that timeframe, On December 12,
2011, SFC issued a press release announcing that it would not be able to release the Q3 Results

within the 30-day period originally indicated.
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149, Moreover, in the press release, SFC announced that, in the circumstances, there was no
assurance that it would be able to release the Q3 Results, or, if able, as to when such release
would occur, In the December 12, 2011 press release, SFC also announced that the Board had
determined not to make the $9,775 million interest payment on SFC's 2016 convertible notes that
wag due on December 15, 2011, A copy of the December 12, 2011 press release is attached as

Exhibit "T".

150, As disclosed in the December 12, 2011 press release, the circumstances that caused SFC to
be unable to release the Q3 Results also could impact SFC's historic financial statements and

SFC's ability to obtain an audit for its 2011 fiscal year,

151, SFC's failure to make the $9,775 million interest payment on the 2016 convertible notes
when due on December 15, 2011 constituted a default under that indenture. Under the terms of
that indenture, SFC had 30 days to cure its default and make the required interest payment in
order fo prevent an event of default from occurring, which could have resulted in the acceleration
and enforcement of the approximately $1.8 billion in notes which have been issued by SFC and

guaranteed by many of its subsidiaries outside of the PRC,

152, On December 18, 2011, SFC announced that it had received written notices of default
dated December 16, 2011, in respect of its senior notes due 2014 and its senior notes due 2017,
The notices, which were sent by the trustees under the senior note indentures, referenced SFC's
previously-disclosed failure to release the Q3 Results on a timely basis, SFC reiterated in the
December 18, 2011 press release that it did not expect to be able to file the Q3 Results and cure
the default within the 30 day cure period, A copy of the December 18, 2011 press release is

attached as Exhibit "U",
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153, In response to the receipt of the notices of default, among other considerations, on
December 16, 2011, the Board established a Special Restructuring Committee of the Board (the
"Restructuring Committee") comprised exclusively of directors independent of management of
SFC, for the purpose of supervising, analyzing and managing strategic options available to SFC,
The members of the Restructuring Committee are William Ardell, Chair of the Board, who is
also Chair of the Restructuring Committee and Garry West, James Hyde, Chair of the Audit
Committee and an independent director, while not a member of the Restructuring Committee,

has attended meetings of the Restructuring Committee and participated fully in its deliberations,

154, Following discussions with its external auditors, on January 10, 2012, SFC issued a press
release cautioning that its historic financial statements and related audit reports should not be

relied upon, The January 10, 2012 press release is previously attached.

C. The Waiver Agreements

155, On Janvary 12, 2012, SFC announced that following extensive discussions with the Ad
Hoc Noteholders, holders of a majority in principal amount of SFC's senior notes due 2014 and
its senior notes due 2017 agreed to waive the default arising from SFC's failure to release the Q3
Results on a timely basis, A copy of the January 12, 2012 press release, together with the waiver

agreements, is attached as Exhibit "V",

156, Pursuant to the waiver agreements, SFC agreed to, among other things, make the $9.775
million interest payment on its 2016 convertible notes that was due on December 15, 2011,

curing that default, That payment was made in accordance with the waiver agreements,

157, While the waiver agreements prevented the indenture trustees under the relevant note

indentures from accelerating and enforcing the note indebtedness as a result of SFC's failure to
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file its Q3 Results, those waiver agreements expire on the earlier of April 30, 2012 and any
earlier termination of the waiver agreements in accordance with their terms, In addition, should
SFC fail to file its 2011 Results by March 30, 2012 (and upon the necessary notices being sent
and cure periods expiring), the indenture trustees would again be in a position to accelerate and

enforce.

D. The IC's Final Report and Verification of SFC's Assets

158. On Januvary 31, 2012, SFC publicly released a redacted version of the final report of the IC

(the "Final Report™). A copy of the redacted Final Report is attached as Exhibit "W",

159, Tollowing the delivery of the Final Report, and in accordance with the waiver agreements,
the Board adopted a resolution instructing the IC to cease its investigative, review and oversight
activities, Any issues within the authority of the IC that remained outstanding were referred to

SFC's Audit Committee or Restructuring Committee,

160. In its January 31, 2012 press release, attached as Exhibit "X", announcing the release of the
Final Report, SFC also disclosed the results of a "proof of concept" exercise undertaken to
determine if the standing timber referenced in particular purchase contracts could be located and
quantified by an independent forestry expert engaged to undertake the exercise, The exercise
was undertaken to address the issue raised in the Second Interim Report regarding the absence of
maps in the possession of SFC's BV subsidiaries to show the precise location of the timber

subject to plantation purchase contracts,

161, As disclosed in the January 31, 2012 press release, the proof of concept exercise was
confined to two compartments, The selection criteria limited the sample to purchased timber

assets located in Yunnan province. The candidate assets were acquired prior to the allegations in
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the MW Report, They were listed as being held by BVIs and not by WFOEs, At the IC's request,
the consultants selected a shortlist of ten possible compartments covering multiple forestry
bureaus and meeting the criteria above, avoiding any prospect that the sampling involved
personnel from Sino-Forest, Multiple county forestry bureaus were represented in the shortlist,
and the IC made the final selection of compartments to ensure more than one county forestry

bureau was represented,

162. As described in the Final Report and the accompanying press release, maps for the two
compartments were obtained from the relevant forestry bureaus in the PRC by the contracted
survey companies and made available to the consultants, Using the iechniques described in the
Final Report, compartment boundaries were superimposed on recent high resolution satellite
imagery which allowed for the measurement of each compartment's forest cover. The
consultanis compared the net stocked area of forest cover that they assessed for each
compartment with that stated in the Sino-Forest purchase contracts and forest survey reports,
The consultants found that the net stocked area of forest cover in each compartment was up to
six percent greater than that stated in the relevant purchase contracts and forest survey reports,

with the current assessed area for each compartment exceeding the purchase contract area.

163, While the consultant report and press release cautioned against extrapolation of these
findings over Sino-Forest's broader forestry assets, I took considerable comfort from these
findings. In relation to two randomly-selected contracts held through the BVI structure, the
property descriptions and expected forest cover in the contracts matched the boundaries and

forest cover on the ground,
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164, Subsequent to January 31, 2012, Sino-Forest has taken steps to see the proof of concept
process applied over a statistically relevant sampling of Sino-Forest's forest assets, That work is

ongoing,

-

L. Gating Issues to an Audit
165, SFC has worked diligently to address issues identified by SFC's Audit Committee, the IC

and by its external auditor, Ernst & Young LLP, as requiring resolution in order for SFC to be in
a position to obtain an audit opinion in relation to the 2011 Results, Many of the same issues

also impact SFC's ability to release the Q3 Results,

166, As SFC has publicly disclosed in its press releases, the gating issues to the release of the
Q3 Results and to obtaining an audit of the 2011 Results include (i) determining the nature and
scope of the relationships between Sino-Forest and certain of its Als and suppliers, and (ii) the
satisfactory explanation and resolution of issues raised by certain documents identified by the

IC's advisors, SFC's counsel, SI'C's auditors, and/or by OSC stafT,

167, The "relationship issues" described above are discussed extensively in the Second Interim
Report and in the Final Report of the IC. Relationship issues were prominent in the
approximately 60 documents provided to OSC staff on August 24, 2011, and relationships

continue to be an issue that SFC has been unable to resolve,

168. As part of the IC's investigative process a significant amount of electronic data was
extracted and reviewed by the IC and its advisors, The same data also has been reviewed by

counsel for SFC and SFC's advisors. Over one million electronic records have been reviewed,
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169, The search of electronic records and other inquiries have not produced evidence to support
the allegations made in the MW Report that Sino-Forest is a near total fraud or Ponzi scheme,
The searches and inquiries have produced some evidence of possible lesser improper conduct

that SFC has been making efforts to investigate, address and quantify,

170. There is no single theme among the documents and issues that SFC has been taking steps
to address. In some cases, the documents speak to efforts to deal with foreign currency exchange
restrictions applicable to the PRC, The documents suggest that in some cases SFC personnel
may have received personal benefits at Sino-Forest's expense and may have appropriated some
of Sino-Forest's assets. They also show that, in a few cases, whistleblower complaints. in some
subsidiaries alleging misconduct by certain personnel in those subsidiaries appear not to have

been adequately investigated and addressed.

171, The record-keeping of SFC's subsidiaries in the PRC appeared to be adequate prior to the
recent heightened scrutiny being focused on companies with significant operations in the PRC,
The nature of SFC's books and records, combined with the inability to compel disclosure and
participation by third party PRC companies, primarily SFC's customers (Als) and suppliers, and
the unwillingness of these companies to become involved in an investigation, makes it difficult

to definitively assess some of the explanations offered by Sino-Forest personnel,

172. In light of this heightened scrutiny, SFC's subsidiaries in the PRC do not have the scope of
books and records that might be used to definitively address some issues raised by potentially
problematic email communications, The nature of SFC's BVI structure, and the absence of

contractual rights to examine the books and records of customers and suppliers, deprives SFC of
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access to information that may be necessary to allow SFC to determine whether some of the

documents and issues identified are material from a financial reporting perspective.

173, Notwithstanding SFC's best efforts, many of these issues may not be capable of resolution,
and certainly not within a timeframe that would allow SFC to comply with its obligations under
its note indentures and securities laws, Consequently, absent a resolution with the noteholders,
the indenture trustees would be in a position to enforce their legal rights as eatly as April 30,

2012,

174, However extensive and challenging the work done to respond to the MW Report has been,
the simple fact is that the uncertainty it has created has caused Sino-Forest's business to
deteriorate, Repairing the damage to the business simply cannot wait any longer, Without
decisive action in the immediate term, I fear that the ability to save the business for the benefit of

SFC and its stakeholders will be irreparably lost,

175, As described in greater detail herein, even though the allegations set out in the MW Report
and the OSC cease trade orders are unproven, the allegations have had a catastrophic negative
impact on Sino-Forest's business activities and have created substantial uncertainty regarding the
future of Sino-Forest's business in the minds of the Sino-Forest Companies' stakeholders in the
PRC, including its lenders, customers, suppliers, employees, and governmental officials, The
allegations made against SFC have resulted in a substantial erpsion of Sino-Forest's business.
The business in the PRC continues fo deteriorate with every passing day and it has become clear
to SFC that the Sino-Forest business needs to be separated from the cloud that continues to hang
over SFC if there is any future for that business (and thus value for SFC's stakeholders) to be

preserved,
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Y. IMPACT OF MUDDY WATERS ALLEGATIONS ON SINO-FOREST
A, Class Action Lawsuits

176, SFC and certain of its officers, directors and employees, along with SFC's current and
former auditors, technical consultants and various underwriters involved in prior equity and debt

offerings, have been named as defendants in eight class action lawsuits,

177, Five of these class action lawsuits, commenced by three separate groups of counsel, were
filed in the Ontario Superior Court of Justice on June 8, 2011, June 20, 2011, July 20, 2011,
September 26, 2011 and November 14, 2011, A carriage motion in relation to these actions was
heard on December 20 and 21, 2011, and by Order dated January 6, 2012, Justice Perell
appointed Koskie Minsky LLP and Siskinds LLP as class counsel, As a result, Koskie Minsky
LLP and Siskinds LLP discontinued thelr earliest action, and their other two actions have been
consolidated and will move forward as one proceeding, The other two Ontario actions,
commenced by other counsel, have been stayed, Pursuant to Justice Perell's January 6, 2012
Order, Koskie Minsky LLP and Siskinds LLP have filed a fresh as amended Statement of Claim

in the consolidated proceeding, A copy of this Statement of Claim is attached as Exhibit "Y",

178. The action purports to be brought on behalf of noteholders, The plaintiffs and plaintiff law
firms have not complied with the prerequisites to bringing suit in the relevant note indentures,

which each contain a "no suits by holders" clause,

179, Parallel class actions have been filed in Quebec and Saskatchewan, Copies of the

originating documents in those actions are attached as Exhibit "Z",

180, Additionally, on January 27, 2012, a class action was commenced against SFC and other

defendants in the Supreme Court of the State of New York, U.S.A. The complaint alleges that
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the action is brought on behalf of persons who purchased SFC shares on the over-the-counter
market and on behalf of non-Canadian purchasers of SFC debt securities. The quanfum of
damages sought is not specified in the complaint, A copy of the complaint in this action is

attached as Exhibit "AA",

181. Additional law firms in both the United States and Canada have announced that they are
investigating SFC and certain directors and officers thereof with respect to potential additional

class action lawsuits,

B. Effects of MW Report and Related Fvents
182. The allegations set forth in the MW Report, despite being denied by SFC, have had

catastrophic negative effects on the reputation and business of Sino-Forest, As a result, Sino~
Forest's ability to conduct its operations in the normal course of business has been materially
affected, For example: creditors are increasing legal demands with respect to accounts payable;
at the same time, collections of accounts receivables is increasingly difficult due to a widespread
belief that Sino-Forest will not survive; sales in the WFOE model have also slowed substantially
in response to views on accounts recelvable payments; cash flow issues have resulted in a
cessation of any expansion or modernization; the inability to fund purchases of raw materials has
caused a slowdown in production or, in many cases, a shutdown; certain timber assets have been
frozen as Sino-Forest has been unable to keep current with payments; deposits put dewn on
standing timber purchases by WFOEs, of approximately $27 million, may be unrealizable due to
an inability to generate cash to pay off outstanding payables under those contracts; offshore
banking facilities have been repaid and frozen or cancelled, leading to substantial damage in
Sino-Forest's trading business; relationships with local governments and plantation land owners

have become sirained; Sino-Forest is unable to complete various projects, contracts and
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acquisitions; and the PRC government is expressing increased concern over SFC and is
becoming less inclined to be supportive of Sino-Forest, making the ability to obtain legal

documents for Sino-Forest's operations increasingly difficult,

1. Diversion of Operational Resources & Effects on Operations

183, The investigations being conducted by the OSC, the HKSFC and the RCMP, the
examination by the IC (and now the Audit Commitiee and Restructuring Committee), and the
class action lawsuits have required, and will continue to require, significant resources to be
expended by the directors, officers and employees of Sino-Forest, As a result, the diversion of
such resources has affected Sino-Forest's ability to conduct its operations in the normal course of
business, Sino-Forest's timber and {rading businesses have effectively been frozen and have

ground to a halt,

184, Since the MW Report was released, in order to conserve cash, Sino-Forest has only
completed cash purchases which were previously committed to and has not made any new
commitments (i.e. in the WFOE structure), despite having been presented with some attractive
buying opportunities, Sino-Forest has therefore not grown its asset base as it would have but for

the MW Report,

185. Also, the Sino-Forest Companics have had an extremely difficult time collecting
outstanding receivables as a result of the perceived uncertainty surrounding them in the PRC,
The total amount of outstanding receivables in the WFOE structure was approximately $130.5
million as at February 29, 2012, with more than 83.5% of those receivables being over 90 days.
Sino-Forest's counsel in the PRC, KaiTong Law Firm, has sent legal demand letters to 12 BVI

trading companies for accounts receivable totaling approximately $126 million and five WFOE
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companies totaling approximately RMB 224,5 million, Additional legal demand letters for

smaller accounts are also in process, and other accounts receivable are being negotiated.

186, At the same time that the Sino-Forest Companies are having a difficult time collecting
outstanding receivables, they are receiving increased demands on their payables, Certain of Sino-
Forest's creditors in the PRC have taken aggressive collection tactics in the PRC, in¢luding filing
court claims in an effort to be paid amounts owed to them by Sino-Forest. If the uncertainty
related to SFC is allowed to continue to affect Sino-Forest's business operations, Sino-Forest

expects increasing legal actions from other creditors,

187. Sino-Forest has not been able o secure or renew certain existing onshore banking facilities
and has been unable to obtain offshore letters of credit to facilitate Sino-Forest's trading business,
All offshore banking facilities have been repaid and frozen, or cancelled, Since June 2, 2011, all
Hong Kong banks have asked for voluntary repayment of outstanding loans, Banking facilities
with a total credit amount of $67,9 million were terminated by four banks between June 10, 2011
and August 29, 2011, Facilities of $152.3 million were frozen upon full repayment, In the PRC,
facilities totaling RMB 159,6 million were asking for voluntary repayments, For the PRC banks
providing facilities, Sino-Forest was requested to increase its cash deposits so as to demonstrate
financial strength. This has lead to substantial damage in Sino-Forest's operations, and affects
Sino-Forest's ability to complete obligations under existing coniracts, resulting in losses

potentially in excess of $100 million,

188, Various projects and contracts, such as nursery projects in certain provinces with a contract

value of approximately RMB 1 billion, have been stopped or are unable to be fulfilled.
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189, Due to the allegations in the MW Report, the PRC government is expressing increased
concern over SFC and is becoming less inclined to be supportive of Sino-Forest, making the
ability to obtain legal documents more difficult, For example, the PRC government has withheld
cutting licenses resulting in lower harvesting volumes, Relationships with local government and
local plantation suppliers have also become strained, resulting in many difficulties and obstacles
in Sino-Forest's operations including an inability to complete certain acquisitions of plantations,
For example, in the Anqing, Anhui area in the PRC, the local government no longer showed
support to Sino-Forest and the plantation land owner refused to honour the plantation purchase

contracts,

2. Fees and Expenses

190. SFC has and will continue to incur a substantial amount of fees and expenses in connection
with the examination by the IC (and now the Audit Committee and Restructuring Committee),
the investigations by the OSC and the RCMP, and the class action lawsuits, Further, pursuant to
indemnification agreements between SFC and its directors and certain officers as well as with
auditors, underwriters and other parties, SFC may be obligated to indemnify such individuals for
additional legal and other expenses pursuant to such proceedings, The aggregate of such fees and
expenses is substantial and has had an extremely negative effect on Sino-Forest's operating

results,

3. Value of Common Shares and Credit Rating

191, Prior to the release of the MW Report on June 2, 2011, SFC's common shares had a 20-day
volume weighted average price of CDN $19.58 for a total market capitalization of approximately
CDN $4.8 billion, In the weeks that followed the release of the MW Report, the value of SFC's

common ghares plunged to a low of CDN $1.29 for a total market capitalization of
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approximately CDN $300 million, As at August 25, 2011, the day prior to the OSC cease
trading SFC's common shares, its shares were trading at CDN $4.81 for a total market

capitalization of approximately CDN $1,2 billion,

192, The allegations set forth in the MW Report have resulted in a material decline in the
market value of SFC's common shares and notes, On June 30, 2011, Standard & Poor's Ratings
Services lowered its long-term corporate credit rating on SFC to 'B+' from 'BB', lowered the
issue ratings on SFC's outstanding senior notes and convertible notes to 'B+', and lowered the
Greater China scale credit ratings on SFC and its notes to 'enBB' from 'enBBB-', On August 29,
2011, Standard & Poor downgraded to 'CCC-', then withdrew its ratings, Fitch Ratings withdrew
its Foreign Currency Issuer Default Rating and senior debt rating of 'BB-' on July 14, 2011, after
placing SFC on Negative Watch on June 20, 2011, On July 19, 2011, Moody's Investors Service
downgraded the corporate family and senior unsecured debt ratings of SFC to 'B1' from 'Ba2', On
August 29, 2011, Moody's downgraded to 'Caal’ from 'B1', and on December 14, 2011, Moody's

downgraded to 'Cal' and withdrew its rating,

193, Sino-Forest's primary sources of funding have been short-term and long-term borrowings,
equity offerings and cash generated by operating activities. However, as a result of the
reputational damage that the MW Report inflicted on SFC, I believe that SFC has no ability to

access the capital markets at the present time, including to refinance its notes,

VI. CLAIM AGAINST MUDDY WATERS

194, On March 29, 2012, SFC commenced a claim in the Ontario Superior Court of Justice
against Muddy Waters, its principal, and persons who traded with prior knowledge of the MW

Report, A copy of SFC's claim against Muddy Waters ef a/ is attached as Exhibit "BB",
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195, In this action, SFC seeks total damages in the sum of CDN $4 billion in relation to harm
caused to SFC as a result of the allegations made by Muddy Waters, If SFC is successfully
restructured as contemplated, it is anticipated that the action will be funded by the litigation trust
provided for in the Support Agreement described below, and the benefits of the action will be

shared as contemplated by the Support Agreement,

VII, PROPOSED RESTRUCTURING TRANSACTIONS

196, Following extensive arm's length negotiations between SFC and the Ad Hoc Noteholders,
the parties entered into the Support Agreement, The Support Agreement contains, among other
things, the summary terms and conditions of a going concern restructuring of SFC (the

"Restructuring Transaction"). A copy of the Support Agreement is previously attached,

197. The Support Agreement provides that SFC will file the Plan in order to implement the
Restructuring Transaction as part of this CCAA proceeding, and that the Consenting Noteholders
will vote their notes in favour of the Plan at any meeting of creditors, each subject to certain

conditions,

198, From a commercial perspective, the Restructuring Transaction contemplated by the

Support Agreement is intended to accomplish the following objectives:

(a) the separation of Sino-Forest's business operations from the problems facing SFC
outside of the PRC by transferring the intermediate holding companies which own
"the business" and SFC's intercompany claims against its subsidiaries (which include
the entire substantive operations of the Sino-Forest Companies) to the noteholders in
compromise of their claims against SFC (if the Sale Process does not generate a

superior transaction, as described below);
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(b) the Sale Process being undertaken to determine if any person or group of persons will
purchase Sino-Forest's business operations pursuant to the Plan for an amount of
consideration acceptable to SFC and the noteholders, with the potential for excess
above such amount being directed to Junior Constituents, The Sale Process is
intended to ensure that SFC is pursuing all avenues to maximize value for its

stakeholders;

(c) astructure (including funding) that will enable litigation claims to be pursued for the
benefit of SFC's stakeholders in accordance with the Support Agreement against a
number of potential defendants (including Muddy Waters, its principal, and any
persons who benefited from the allegations made by Muddy Waters in a coordinated

way); and

(d) if the Sale Process does not result in a sale, the Junior Constituents recovering some
"upside"” in the form of a profit participation if Sino-Forest's business operations
acquired by the noteholders are monetized within seven years from the date of the
implementation of the Plan at a profit, as further described in the Support

Agreement.

199. The decision to enter into the Support Agreement was given careful consideration by SFC
and the Board and was not taken lightly. However, the inability to obtain an audit creates a
default under the note indentures which simply cannot be cured within a reasonable timeframe, if

at all,

200, More significantly, it has become clear that the problems facing SFC outside of the PRC

are causing Sino-IForest's business operations in the PRC to deteriorate and that, unless decisive
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steps are taken to restructure Sino-Forest, the PRC business operations will continue to
deteriorate to the point that they will cease to be capable of being turned around, which will
further diminish the value that can be realized for SFC and its stakeholders, While there remains
substantial work ahead in the PRC to turn the business around and convince stakeholders in the
PRC (including customers, suppliers, employees and PRC governmental officials of all levels)
that the Sino-Forest business built up over the past 18 years is here to stay, I firmly believe that
the transactions which SFC proposes to initiate pursuant to the CCAA will show a path out of the

uncertainty which it has faced since last June,

201, The Support Agreement provides that SFC will make an application under the CCAA in
order to implement the Plan, The Consenting Noteholders executed the Support Agreement on

the basis that a restructuring of SFC as proposed would be undertaken pursuant to the CCAA,

202, But for the negotiation and execution of the Support Agreement, SFC would be unable to
prevent the acceleration and enforcement of the rights of the noteholders as soon as April 30,
2012, in which case SFC would be unable to continue as a going concern, and is thus insolvent,
Accordingly, and for the reasons set out herein, a restructuring is urgently required and should be

pursued to preserve its enterprise value,

203, SFC has reached an agreement on a consensual restructuring transaction with the Ad Hoc
Noteholders, SFC is seeking a stay of proceedings under the CCAA in order to allow it time to
proceed to develop the Plan which, if approved by the creditors and this Honourable Court,

would, among other things, allow for a going concern emergence of Sino-Forest's business.
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VIII, THE SALE PROCESS
204, Under the Sale Process, SFC, through its financial advisor, Houlihan Lokey ("Houlihan"),

and with the oversight of the monitor, will seek qualified purchasers (including existing
shareholders and noteholders) of SFC's assets on a global basis and attempt to engage them in
the Sale Process, The Sale Process Procedures, which were agreed to by the parties to the
Support Agreement in consultation with the proposed monitor, provide that SFC will have up to
90 days to solicit letters of intent, and if qualified letters of intent are received, a further 90 days
to solicit qualified bids, A copy of the Sale Process Procedures is aftached as Schedule D fo the

Support Agreement,

205, T believe it is critically important that the Sale Process Order be granted at this time for a
variety of reasons, Iirst and most importantly, it is very important that SFC conclude a
restructuring by the end of the third fiscal quarter, The business of the Sino-Forest Companies is
seasonal, and the vast majority of tfransactions (both purchases and sales) typically occur in the
third and fourth quarters. All stakeholders will therefore be prejudiced if SFC cannot complete a
restructuring by the end of the third quarter, or soon thereafter, as the business will continue to

be frozen through the critical fourth quarter,

206. With that target end date in mind, the process must begin immediately. I understand that in
other insolvency filings in Canada, sale processes have been done on much shorter timetables
than what SFC is proposing; however, I believe the proposed timetable is necessary and
appropriate in light of the specific circumstances, In fact, given the critical timing of this process,
[ am aware that Houlihan has already been in contact with parties who may be interested parties

in this Sale Process.
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207, The assets being sold, especially given the allegations in the MW Report, are extremely
complex and are being offered for sale without current audited financial statements, Potential

buyers therefore need to be afforded sufficient time to do due diligence,

208, In addition, there are limited potential buyers for these assets. I believe that potential
buyers will need to have, in addition to the significant capital to complete a transaction of this
size, an in-depth and intimate knowledge of the PRC market, I do not expect that the ultimate
buyer for these assets, if any, will be a typical buyer of distressed assets in an insolvency

proceeding,

209. Accordingly, given that a transaction must be implemented as soon as possible, and given
the complexity of the assets and the fact that there is a limited universe of potential buyers, I
believe it is necessary that the Sale Process Order be granted at this time, and that the Sale

Process provides the best potential for recovery for SFC's stakeholders,

210, T have no reason to believe that any creditors have a bona fide reason to object to the Sale

Process.,

IX. SFCMEETS CCAA STATUTORY REQUIREMENTS
211. I am advised by Gary Solway of Bennett Jones LLP, counsel to SFC, that the CCAA

applies in respect of a "debtor company" if the claims against the debtor company or affiliated
debtor companies total more than CDN §5 million, I am further advised by Gary Solway that a
"debtor company"” is a company incorporated under an Act of Parliament or the legislature of a

province which has, among other things, become bankrupt or insolvent,
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A, SFC is a ""Company" Under the CCAA

212, SFC is a "company" to which the CCAA applies as it is a company continued under the

CBCA. A copy of SFC's articles of continuance was previously attached,

B. SFC has Claims Against it in Excess of $5 Million

213, Asdiscussed above, SFC has debts against it far in excess of the CDN $5 million statutory

requirement,

C. SI'C is Insolvent

214, I am advised by Gary Solway of Bennett Jones LL.P, counsel to SFC, that under section 2
of the Bankruptcy and Insolvency Act (and a similar definition exists under sections 192(2) and
208 of the CBCA), an insolvent person is one whose liabilities to creditors exceeds CDN $1,000
and (i) is for any reason unable to meet his obligations as they generally become due, (ii) has
ceased paying his current obligations in the ordinary course of business as they generally become
due, or (iii) the aggregate of whose property is not, at a fair valuation, sufficient, or, if disposed
of at a fairly conducted sale under legal process, would not be sufficient to enable payment of all

his obligations, due and accruing due,

215. As discussed herein, the holders of SFC's senior notes entered into waiver agreements
wherein they agreed not to have the indenture trustees demand immediate payment of the
principal amount of the senior notes. Such waiver agreements expire on the earlier of April 30,
2012 and any earlier termination of the waiver agreements in accordance with their terms.
Moreover, in addition to the default dealt with pursuant to the waiver agreements in respect of

the Q3 Results, SFC will be in further default on April 30, 2012 as a result of the fact that it will
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fail to file its audited 2011 Results. As discussed in greater detail herein, SFC will be unable to

cure such default in the immediate to near term (if ever),

216, But for the execution of the Support Agreement and the standstill provided for therein, the
indenture trustees under the notes could be entitled to accelerate and enforce the rights of the
noteholders as soon as April 30, 2012, Without the liquidity provided by the waiver agreements,
SFC would be unable to meet its obligations as they come due or continue as a going concern

and is thus insolvent,

X. RELIEF SOUGHT
A, Stay of Proceedings

217, SFC needs a stay of proceedings to pursue and implement the Restructuring Transaction in
an attempt to complete a going concern restructuring of its businesses, In the interim, the class
actions lawsuits, as well as any other potfential actions, need to be stayed so that the

Restructuring Committee can focus on formulating the Plan,

B. Appointment of Monitor
218, FTI Consulting Canada Inc. ("FTI") has consented to act as the monitor of SFC (the

"Monitor") in the CCAA proceedings, and I believe that F'TT is qualified and competent to so act,

219. FTI will be filing a pre-filing report with the Court as prospective monitor in conjunction

with SFC's request for relief under the CCAA.

C. Payments During CCAA Proceeding

220. During the course of this CCAA proceeding, SFC intends to make payments for goods and
services supplied post-filing as set out in the cash flow projections described below and as

permitted by the draft Initial Order.



39

D, Administration Charge

221. It is contemplated that the Monitor, counsel to the Monitor, counsel to SFC, counsel to the
Board, Houlihan, FTI Consulting (Hong Kong) Limited, counsel to the Ad Hoc Noteholders and
the financial advisor to the Ad Hoc Noteholders would be granted a first priority Court-ordered
charge on the assets, property and undertakings of SFC, other than SFC's assets which are
subject to Personal Property Security Act registrations (the "SFC Property") in priority to all
other charges (the "Administration Charge") up to the maximum amount of CDN $15 million in
respect of their respective fees and disbursements, incurred at standard rates and charges. SFC

believes the Administration Charge is fair and reasonable in the circumstances,

222, The nature of the Sino-Forest Companies' business requires the expertise, knowledge and
continuing participation of the proposed beneficiaries of the Administration Charge in order to
complete a successful restructuring, [ believe this Administration Charge is necessary to ensure

their continued participation,

223. T do not believe that there is any unwarranted duplication of roles between the proposed

beneficiaries of the Administration Charge.

| DS Directors' Charge

224, A successful restructuring of SFC will only be possible with the continued participation of
the Board, These personnel are essential fo the viability of the continuing business of Sino-
Forest, SFC's Board members have specialized expertise and relationships with Sino-Forest's
suppliers, employees and other stakeholders, as well as knowledge gained throughout the IC

process that cannot be replicated or replaced,
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225, The directors of SFC have indicated that due to the potential for significant personal
liability, they cannot continue their service in this restructuring unless the Initial Order grants a
charge on the SFC Property in priority to all other charges except the Administration Charge, as
security for SFC's indemnification obligations for the potential obligations and liabilities they
may incur after the commencement of these proceedings, It is proposed that the directors of SFC
be granted a directors' charge in the amount of CDN $3.2 million (the "Directors' Charge") over

the SFC Property. SFC believes the Directors' Charge is fair and reasonable in the circumstances,

226. SFC, for itself and its subsidiaries, currently has primary insurance coverage of $10 million
and five separate excess insurance policies collectively providing CDN $45 million (the "2012
Insurance Policies"), for a total of CDN $55 million of coverage in place to attempt to protect
SIC and its directors and officers, The 2012 Insurance Policies were put in place and became
effective after prior policies of insurance were not renewed following their expiry on December
31, 2011, by the insurers who had issued the policies (the "2011 Insurance Policies"), Although
coverage is being provided to SFC and certain of its directors and officers under the 2011
Insurance Policies for claims that were advanced or threatened prior to the expiry of the 2011
Insurance Policies on December 31, 2011, those policies provide no coverage or protection to
SFC or its officers and directors for new claims that are made after December 31, 2011 which are
based on new events or allegations unrelated to the subject matter of the claims that have already

been advanced or threatened.

227, As was the case with the 2011 Insurance Policies, the 2012 Insurance Policies provide for
three types of coverage: (i) director and officer liability, (ii) corporate liability for indemnifigble
loss, and (ili) corporate liability arising from securities ¢laims. The 2012 Insurance Policies

expire on December 31, 2012 and exclude coverage for directors' liabilities for wages. There are



61

also other exclusions and limitations of coverage which may leave SFC's directors and officers
without coverage under the 2012 Insurance Policies, Depending on the circumstances of any
particular claim, the insurers which have issued the 2012 Insurance Policies may deny coverage
on the basis that the 2012 Insurance Policies exclude such other claims, that coverage limits have
been exhausted by claims made against the 2012 Insurance Policies, or that the matters reported
fall within the coverage provided by the 2011 Insurance Policies (which are already responding
to a number of significant claims that have the potential to exhaust or exceed the applicable
limits), Finally, there is no guarantee that SFC will be able to renew the 2012 Insurance Policies

when they expire at the end of the year,

228, Contractual indemnities have been provided by SFC to its directors, SFC does not have
sufficient funds to satisfy those indemnities should the directors of SFC incur obligations and

liabilities in that regard after the commencement of these proceedings.

229, The Directors' Charge is necessary so that SFC may benefit from its directors' experience,
knowledge and ability to guide SFC's restructuring efforts, It is critical to the restructuring
efforts that SFC's directors remain with SFC in order to assist SFC in achieving the Restructuring

Transaction to benefit SFC's stakeholders,

230. As such, it is proposed that the priorities of the Administration Charge and the Directors'

Charge be as follows;
(a) First — Administration Charge; and

(b) Second - Directors' Charge,
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231, Based on the books and records of SFC, and to the best of my knowledge, there are no
secured creditors who are likely to be affected by the Administration Charge or the Directors'

Charge,

E. Postponement of Annual Sharcholders' Mecting

232. As previously mentioned, SFC is a public company under the CBCA, 1 am advised by
Gary Solway of Bennett Jones LLP, counsel fo SFC, that, as such, SFC is required, pursuant to
paragraph 133(1)(b) of the CBCA, to call an annual meeting of its sharecholders by no later than
June 30, 2012, being six months after the end of its preceding financial year which ended on
December 31, 2011, Accordingly, SFC is required to call its annual general meeting no later than

June 30, 2012, SFC's annual general meeting has typically been held in the month of May.,

233, However, the management of SFC and other Sino-Forest Companies are presently
devoting their efforts to stabilizing the business with a view to implementing the Restructuring

Transaction in accordance with the terms of the Support Agreement,

234, Preparing the proxy materials required for an annual meeting of shareholders (which must
be prepared well in advance of any meeting so that they can be mailed to shareholders in
advance of the meeting) and holding the annual meeting of shareholders would divert the
attention of senior management of the Sino-Forest Companies away from implementing the
Restructuring Transaction, would require significant financial resources, and could impede SFC's

ability to achieve a restructuring under the CCAA.,

235, In addition, pursuant to section 155 of the CBCA, SFC is required to place before the

annual meeting financial statements of SFC for a period ended not more than six months prior to
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the date of the annual meeting, SFC has been unable to complete its financial statements for the

reasons already discussed.

236, I am advised by Gary Solway of Bennett Jones LLP, counsel to SFC, that, under
subsection 106(6) of the CBCA, if directors are not elected at an annual meeting, the incumbent

directors will continue to hold office until their successors are elected,

237, Certain financial and other information is and will continue to be available to the public
through SFC's court filing which will be easily accessible on the proposed Monitor's website
(http://cfcanada.fticonsulting,com/sfc), Consequently, the failure to hold an annual general
meeting within the time prescribed by the CBCA will not deprive shareholders of access to the

financial information of SFC that is publicly available from SFC,

238, Under the circumstances, I believe it is impractical for SFC to call and hold an annual

meeting of shareholders during this CCAA proceeding,

G. Foreign Proceedings

239, SFC is seeking in the Initial Order to have the Monitor authorized, as the foreign
representative of SFC, to apply for recognition of these proceedings, as necessary, in any
jurisdiction outside of Canada, including as "Foreign Main Proceedings" in the United States
pursuant to Chapter 15 of the U.S. Bankruptcy Code (the "Chapter 15 Proceedings"). The initial
effect of the Chapter 15 Proceedings would be to give effect to the Initial Order in the United

States,
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H, Financial Advisor Agreement

240, It became clear to SFC at the beginning of September 2011, that it would greatly benefit
from the expertise of a financial advisor, Accordingly, SFC invited four reputable global
financial advisory firms to make presentations for the role on or about September 14, 2011,
Houlihan was selected as SFC's first choice as a result of, among others, its significant
experience in debt restructurings, its strong presence and reputation in both the North American
and Asian markets, and its strong standing with the global noteholders community, especially

those event driven funds which customarily play a leadership role in these situations,

241, On or about September 26, 2011, Bennett Jones LLP, as counsel to SFC, entered into an
agreement with Houlihan relating to Houlihan's provision of financial advisory and investment
banking services to SFC, That agreement was amended and replaced by an agreement dated as
of December 22, 2011 (the "Financial Advisor Agreement"). A copy of the Financial Advisor

Agreement is attached as Exhibit "CC",

242, The Financial Advisor Agreement provides, among other things, that if SFC commences
any proceedings under the CCAA or similar legislation or statute, SFC will promptly seek to
have the Court approve (i) the Financial Advisor Agreement, and (ii) Houlihan's retention by
SFC under the terms of the Financial Advisor Agreement, including the payment to be made to

Houlihan thereunder, As such, the draft Initial Order provides for such approvals,

243. Tt is my belief that Houlihan's significant restructuring experience and expertise in the area
of debt restructuring has greatly benefited SFC, The proposed Restructuring Transaction would
not have been achievable without the advice and assistance of Houlihan, Houlihan was also

instrumental in assisting SFC in obtaining the waiver agreements described herein,



65

244, Houlihan has spent approximately seven months working closely with senior management
of SFC and its other advisors, Houlihan has greatly assisted SFC in its restructuring efforts to
date and has gained a thorough and intimate understanding of the Sino-Forest business, If SFC
was deprived of the benefit of Houlihan's continued advice and assistance and was required to
retain a new financial advisor, it would likely take a significant period of time for such a
financial advisor to acquire a similar working knowledge of the business and would make it
extremely difficult, if not impossible, to implement the Restructuring Transaction in the currently
contemplated time frame, Thus, I believe that the continued involvement of Houlihan is

essential to the completion of the Restructuring Transaction,

245, Tt is also my belief that the quantum and nature of the remuneration provided for in the
Financial Advisor Agreement is fair and reasonable, Specifically, the restructuring fees payable
to Houlihan are only payable if a restructuring transaction is completed and the quantum of those

fees is dependent on various factors intended to measure the success of the restructuring,

XL 13 WEEK CASH FLOW FORECAST

246, As set out in the cash flow forecast attached as Exhibit "DD", SFC's principal uses of cash
during the next 13 weeks will consist of the payment of ongoing day-to-day operational
expenses, the costs associated with the ongoing investigation into the MW Report, the costs
associated with responding to demands from the OSC, HKSFC and RCMP for information, and

professional fees and disbursements in connection with these CCAA proceedings,

247, As at March 29, 2012, SFC had approximately $67.8 million available cash on hand,
SEC's cash flow forecast projects that, subject to obtaining the relief outlined herein, it will have

sufficient cash to fund its projected operating costs for the next 13 weeks,
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X1, CONCLUSION
248, 1 am confident that granting the Initial Order and Sale Process Order sought by SFC is in

the best Interests of SFC and its stekeholders, SFC requives the stay of proceedings to putsue
and implement the Restructuring Transaction in an attempt to complete a going concern
restructuring of its buginesses, The Ad Hoo Noteholders support this application and SFC's

pursuit of'the Plan in this CCAA proceeding,

249, Without the stay of proceedings and the opportunity to effect the Resiructuring Transaction
(including the Sale Process), Sino-Forest faves a possible cessation of going concern operations,
the liquidation of its assets, and the loss of employment for a signiﬂcant number of employees
worldwide. The granting of the requested stay of proceedings will asslst an orderly restructuring

of SFC,

SWORN BEFORE ME at the Clty of Hong )
Kong, Special Adminisirative Reglon, )
People's Republic of China, this 30th day of )
March, 2012 g

W, Judson Martin

~
/‘%G_A& p?i.ﬂ-
LET Hows ku KiparsA

Soliclter, Hong Kong SAR
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Schedule PAN

Sino-Panel Holdings Limited (BVI)
Sino-Global Holdings Ine, (BVI)
Sino+Wood Partners, Limited (HK)
Grandeur Winway Limited (BVI)
Sinowin Investments Limited (BVI)
Sinowood Limited (Cayman Islands)
Sino-Forest Bio-Sclence Limited (BVI)
Sino-Forest Resources Ine, (BVI)

. Sino-Plantatlon Limited (HK)

10, Swil~Wood Inc, (BVI)

11. Sino-Forest Investments Limited (BVI)
12, Sino~Wood (Guangxi) Limited (FIK)

13, 8ino~Wood (Tlangxi) Limited (HK)

14, Sino~Wood (Guangdong) Limited (HK)
15, 8ino-Wood (Fujlan) Limited (FHIK)

16, Sino-Panel (Asta) Inc, (BVI)

17, Sino-Panel (Guangxi) Limited (BVI)

18, Sino~Panel (Yunnan) Limited (BVI)

19, Sino-Panel (North East China) Limited (BVT)
20, Sino-Panel [Xlangxi] Limited (BVT)

21, Sino~Pane! [Hunan] Limited (BVT)

22, SER. (China) Ino, (BYI)

23, Sino-Panel [Suzhou] Limited (BVI)

24, 8ino-Panel (Gaoyao) Lid, (BVI)

23, Sino-Panel (CGtuangzhou) Limited (BYT)
26, Sino-Panel (North Sea) Limited (BYT)
27, Sino~Panel (Guizhou) Limited (BVI)
28, Sino-Pane! (Huaithva) Limited (BVI)
29, Sino-Panel (Qinzhou) Limlted (BYT)
30, Sino-Panel (Yongzhou) Timited (BVI)
31, Sino-Panel (Fujlan) Limited (BVI)

32, Sino-Panel (Shaoyang) Limited (BVI)
33, Amplemax Worldwide Limited (BVT)
34, Ace Supreme International Limited (BVI)
35, Bxpress Point Holdings Limited (BVT)
36, (lory Billion International Limited (BVI)
37, Smart Sure Bnterpriges Limited (BVD
38, Expert Bonus Investment Limited (BVI)
39, Dynamie Profit Holdings Limited (BVT)
40, Alllance Max Limited (BVT)

41, Brainh Foroe Limited (BVT)

42, General Bxool Limited (BVI)

43, Poly Market Limited (BVI)

44, Prime Kinetic Limited (BVT)

45, Trilllon BEdge Limited (BVI)

46, Sino~Panel (China) Nursery Limited (BVI)

VN AW~
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47, Sino~Wood Trading Limited (BVT)

48, Homix Limited (BYT)

49. Sino-Panel Trading Limited (BVI)

50, Sino-Panel (Russia) Limited (BVT)

51, Sino-Global Management Consulting Ine, (BVT)
52, Value quest Intetnational Limited (BVT)

53, Well Keen Worldwide Limited (BVD)

54, Harvest Wonder Worldwide Limited (BVI)

55, Cheer Gold Worldwide Limited (BYY)

56, Regal Win Capital Limited (BVI)

57, Rich Choice Worldwide Limited (BVI)

58. Sino-Forest International (Barbados) Corporation
59, Mandra Forestry Holdlngs Limited (BVT)

60, Mandra Forestry Finance Limited (BVT)

61, Mandra Forestry Anhul Limited (BYT)

62, Mandra Forestry Hubel Limited (BYI)

63, Sino-Capital Global Inc, (BVT)

64, Blite Legacy Limitod (BVI)
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L DEFINED TERMS

In this Statement of Claim, in addition to the terms that are defined elsewhere herein, the

following terms have the following meanings:
(a) “Al” means Authorized Intermediary;

(b) “AlF” means Annual Information Form;
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“Ardell” means the defendant William E. Ardell;

“Banc of America” means the defendant Merrill Lynch, Pierce, Fenner & Smith

Incorporated;

“BDO” means the defendant BDO Limited;

“Bowland” means the defendant James P. Bowland;

“BVYI” means British Virgin Islands;

“Canaccord” means the defendant Canaccord Financial Ltd.;

“CBCA” means the Canada Business Corporations Act, RSC 1985, c. C-44, as

amended;

“Chan” means the defendant Allen T.Y. Chan also known as “Tak Yuen Chan”;
“CIBC” means the defendant CIBC World Markets Inc.;

“CJA” means the Ontario Courts of Justice Act, RSO 1990, ¢ C-43, as amended,;

“Class” and “Class Members” all persons and entities, wherever they may reside
who acquired Sino’s Securities during the Class Period by distribution in
Canada or on the Toronto Stock Exchange or other secondary market in Canada,
which includes securities acquired over-the-counter, and all persons and entities
who acquired Sino’s Securities during the Class Period who are resident of
Canada or were resident of Canada at the time of acquisition and who acquired

Sino’s Securities outside of Canada, except the Excluded Persons;

“Class Period” means the period from and including March 19, 2007 to and
including June 2, 2011;

“Code” means Sino’s Code of Business Conduct;

“CPA” means the Ontario Class Proceedings Act, 1992, SO 1992, ¢ 6, as

amended;
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(aa)
(bb)
(cc)

(dd)

“Credit Suisse” means the defendant Credit Suisse Securities (Canada), Inc.;
“Credit Suisse USA” means the defendant Credit Suisse Securities (USA) LLC;

“Defendants” means Sino, the Individual Defendants, Péyry, BDO, E&Y and

the Underwriters;

“December 2009 Offering Memorandum” means Sino’s Final Offering
Memorandum, dated December 10, 2009, relating to the distribution of Sino’s
4.25% Convertible Senior Notes due 2016 which Sino filed on SEDAR on
December 11, 2009;

“December 2009 Prospectus” means Sino’s Final Short Form Prospectus, dated

December 10, 2009, which Sino filed on SEDAR on December 11, 2009;
“Dundee” means the defendant Dundee Securities Corporation;
“E&Y” means the defendant, Ernst and Young LLP;

“Excluded Persons” means the Defendants, their past and present subsidiaries,
affiliates, officers, directors, senior employees, partners, legal representatives,
heirs, predecessors, successors and assigns, and any individual who is a member

of the immediate family of an Individual Defendant;

“Final Report” means the report of the IC, as that term is defined in paragraph 10

hereof;

“GAAP” means Canadian generally accepted accounting principles;
“GAAS” means Canadian generally accepted auditing standards;
“Horsley” means the defendant David J. Horsley;

“Hyde” means the defendant James M.E. Hyde;

“Impugned Documents” mean the 2005 Annual Consolidated Financial
Statements (filed on SEDAR on March 31, 2006), Q1 2006 Financial Statements



(filed on SEDAR on May 11, 2006), the 2006 Annual Consolidated Financial
Statements (filed on SEDAR on March 19, 2007), 2006 AIF (filed on SEDAR on
March 30, 2007), 2006 Annual MD&A (filed on SEDAR on March 19, 2007),
Management Information Circular dated April 27, 2007 (filed on SEDAR on May
4, 2007), Q1 2007 MD&A (filed on SEDAR on May 14, 2007), Q1 2007
Financial Statements (filed on SEDAR on May 14, 2007), June 2007
Prospectus, Q2 2007 MD&A (filed on SEDAR on August [3, 2007), Q2 2007
Financial Statements (filed on SEDAR on August 13, 2007), Q3 2007 MD&A
(filed on SEDAR on November 12, 2007), Q3 2007 Financial Statements (filed
on SEDAR on November 12, 2007), 2007 Annual Consolidated Financial
Statements (filed on SEDAR on March 18, 2008), 2007 AIF (filed on SEDAR on
March 28, 2008), 2007 Annual MD&A (filed on SEDAR on March 18, 2008),
Amended 2007 Annual MD&A (filed on SEDAR on March 28, 2008),
Management Information Circular dated April 28, 2008 (filed on SEDAR on May
6, 2008), Q1 2008 MD&A (filed on SEDAR on May 13, 2008), Q1 2008
Financial Statements (filed on SEDAR on May 13, 2008), July 2008 Offering
Memorandum, Q2 2008 MD&A (filed on SEDAR on August 12, 2008), Q2
2008 Financial Statements (filed on SEDAR on August 12, 2008), Q3 2008
MD&A (filed on SEDAR on November 13, 2008), Q3 2008 Financial Statements
(filed on SEDAR on November 13, 2008), 2008 Annual Consolidated Financial
Statements (filed on SEDAR on March 16, 2009), 2008 Annual MD&A (filed on
SEDAR on March 16, 2009), Amended 2008 Annual MD&A (filed on SEDAR
on March 17, 2009), 2008 AIF (filed on SEDAR on March 31, 2009),
Management Information Circular dated April 28, 2009 (filed on SEDAR on May
4, 2009), Q1 2009 MD&A (filed on SEDAR on May 11, 2009), Q1 2009
Financial Statements (filed on SEDAR on May 11, 2009), June 2009
Prospectus, June 2009 Offering Memorandum, Q2 2009 MD&A (filed on
SEDAR on August 10, 2009), Q2 2009 Financial Statements (filed on SEDAR on
August 10, 2009), Q3 2009 MD&A (filed on SEDAR on November 12, 2009),
Q3 2009 Financial Statements (filed on SEDAR on November 12, 2009),
December 2009 Prospectus, December 2009 Offering Memorandum, 2009
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(ff)
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(hh)
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Annual MD&A (filed on SEDAR on March 16, 2010), 2009 Audited Annual
Financial Statements (filed on SEDAR on March 16, 2010), 2009 AIF (filed on
SEDAR on March 31, 2010), Management Information Circular dated May 4,
2010 (filed on SEDAR on May 11, 2010), Q1 2010 MD&A (filed on SEDAR on
May 12, 2010), Q1 2010 Financial Statements (filed on SEDAR on May 12,
2010), Q2 2010 MD&A (filed on SEDAR on August 10, 2010), Q2 2010
Financial Statements (filed on SEDAR on August 10, 2010), October 2010
Offering Memorandum, Q3 2010 MD&A (filed on SEDAR on November 10,
2010), Q3 2010 Financial Statements (filed on SEDAR on November 10, 2010),
2010 Annual MD&A (March 15, 2011), 2010 Audited Annual Financial
Statements (filed on SEDAR on March 15, 2011), 2010 AIF (filed on SEDAR on
March 31, 2011), and Management Information Circular dated May 2, 2011 (filed
on SEDAR on May 10, 2011);

“Individual Defendants” means Chan, Martin, Poon, Horsley, Ardell,

Bowland, Hyde, Mak, Murray, Wang, and West, collectively;

“July 2008 Offering Memorandum” means the Final Offering Memorandum
dated July 17, 2008, relating to the distribution of Sino’s 5% Convertible Senior
Notes due 2013 which Sino filed on SEDAR as a schedule to a material change
report on July 25, 2008;

“June 2007 Prospectus” means Sino’s Short Form Prospectus, dated June 5,
2007, which Sino filed on SEDAR on June 5, 2007;

“June 2009 Offering Memorandum” means Sino’s Exchange Offer
Memorandum dated June 24, 2009, relating to an offer to exchange Sino’s
Guaranteed Senior Notes due 2011 for new 10.25% Guaranteed Senior Notes due
2014 which Sino filed on SEDAR as a schedule to a material change report on
June 25, 2009;

“June 2009 Prospectus” means Sino’s Final Short Form Prospectus, dated June
1, 2009, which Sino filed on SEDAR on June 1, 2009;



()  “Maison” means the defendant Maison Placements Canada Inc.;
(kk)  “Martin” means the defendant W. Judson Martin;

Q) “Mak” means the defendant Edmund Mak;

(mm) “MD&A” means Management’s Discussion and Analysis;

(nn)  “Merrill” means the defendant Merrill Lynch Canada Inc.;

(0o0) “Muddy Waters” means Muddy Waters LLC;

(pp) “Murray” means the defendant Simon Murray;

(qq) “October 2010 Offering Memorandum” means the Final Offering
Memorandum dated October 14, 2010, relating to the distribution of Sino’s 6.25%
Guaranteed Senior Notes due 2017;

(rr)  “Offering” or “Offerings” means the primary distributions in Canada of Sino’s
Securities that occurred during the Class Period including the public offerings of
Sino’s common shares pursuant to the June 2007, June 2009 and December
2009 Prospectuses, as well as the offerings of Sino’s notes pursuant to the July
2008, June 2009, December 2009, and October 2010 Offering Memoranda,

collectively;
(ss)  “OSA” means the Securities Act, RSO 1990 ¢ S.5, as amended,;
(tt) “OSC” means the Ontario Securities Commission;

(uu)  “Plaintiffs” means the plaintiffs, the Trustees of the Labourers’ Pension Fund of
Central and Eastern Canada (“Labourers”), the Trustees of the International
Union of Operating Engineers Local 793 Pension Plan for Operating Engineers in
Ontario (“Operating Engineers”), Sjunde AP-Fonden (“AP7”), David C. Grant
(“Grant”), and Robert Wong (“Wong”), collectively;

(vv) “Poon” means the defendant Kai Kit Poon;



(ww)

(xx)

(yy)

(zz)
(aaa)

(bbb)

(cee)

(ddd)

(ece)

(fff)

(gge)

“Poyry” means the defendant, Poyry (Beijing) Consulting Company Limited;
“PRC” means the People’s Republic of China;

“Representation” means the statement that Sino’s financial statements complied

with GAAP;
“RBC” means the defendant RBC Dominion Securities Inc.;
“Scotia” means the defendant Scotia Capital Inc.;

“Second Report” means the Second Interim Report of the IC, as that term is

defined in paragraph 10 hereof;

“Securities” means Sino’s common shares, notes or other securities, as defined in

the O84;

“Securities Legislation” means, collectively, the 0S4, the Securities Act, RSA
2000, ¢ S-4, as amended; the Securities Act, RSBC 1996, ¢ 418, as amended; the
Securities Act, CCSM ¢ S50, as amended; the Securities Act, SNB 2004, ¢ S-5.5,
as amended; the Securities Act, RSNL 1990, ¢ S-13, as amended; the Securities
Act, SNWT 2008, ¢ 10, as amended; the Securities Act, RSNS 1989, ¢ 418, as
amended; the Securities Act, S Nu 2008, ¢ 12, as amended; the Securities Act,
RSPEI 1988, ¢ S-3.1, as amended; the Securities Act, RSQ ¢ V-1.1, as amended;
the Securities Act, 1988, SS 1988-89, ¢ S-42.2, as amended; and the Securities
Act, SY 2007, ¢ 16, as amended;

“SEDAR” means the system for electronic document analysis and retrieval of the

Canadian Securities Administrators;

“Sino” means, as the context requires, either the defendant Sino-Forest
Corporation, or Sino-Forest Corporation and its affiliates and subsidiaries,

collectively;

“TD” means the defendant TD Securities Inc.;
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“T'SX” means the Toronto Stock Exchange;

“Underwriters” means Banc of America, Canaccord, CIBC, Credit Suisse,
Credit Suisse USA, Dundee, Maison, Merrill, RBC, Scotia, and TD,

collectively;
“Wang” means the defendant Peter Wang;
“West” means the defendant Garry J, West; and

“WFOE” means wholly foreign owned enterprise or an enterprise established in
China in accordance with the relevant PRC laws, with capital provided solely by

foreign investors.



IL. CLAIM

The Plaintiffs claim:

(a)

(b)

(c)

(d)

(©)

(®

(g

(h)

An order certifying this action as a class proceeding and appointing the Plaintiffs
as representative plaintiffs for the Class, or such other class as may be certified by

the Court;

A declaration that the Impugned Documents contained, either explicitly or
implicitly, the Representation, and that, when made, the Representation was a
misrepresentation, both at law and within the meaning of the Securities

Legislation;

A declaration that the Impugned Documents contained one or more of the other
misrepresentations alleged herein, and that, when made, those other
misrepresentations constituted misrepresentations, both at law and within the

meaning of the Securities Legislation;

A declaration that Sino is vicariously liable for the acts and/or omissions of the

Individual Defendants and of its other officers, directors and employees;

A declaration that the Underwriters, E&Y, BDO and Poyry are each vicariously
liable for the acts and/or omissions of their respective officers, directors, partners

and employees;

On behalf of all of the Class Members who purchased Sino’s Securities in the
secondary market during the Class Period, and as against all of the Defendants

other than the Underwriters, general damages in the sum of $6.5 billion;

On behalf of all of the Class Members who purchased Sino common shares in the
distribution to which the June 2007 Prospectus related, and as against Sino, Chan,
Poon, Horsley, Martin, Mak, Murray, Hyde, Péyry, BDO, Dundee, CIBC, Merrill
and Credit Suisse general damages in the sum of $175,835,000;

On behalf of all of the Class Members who purchased Sino common shares in the

distribution to which the June 2009 Prospectus related, and as against Sino, Chan,
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Poon, Horsley, Wang, Martin, Mak, Murray, Hyde, P6yry, E&Y, Dundee,
Merrill, Credit Suisse, Scotia and TD, general damages in the sum of
$330,000,000;

On behalf of all of the Class Members who purchased Sino common shares in the
distribution to which the December 2009 Prospectus related, and as against Sino,
Chan, Poon, Horsley, Wang, Martin, Mak, Murray, Hyde, P&yry, BDO, E&Y,
Dundee, Merrill, Credit Suisse, Scotia, CIBC, RBC, Maison, Canaccord and TD,
general damages in the sum of $319,200,000;

On behalf of all the Class Members who purchased Sino’s 5% Convertible Senior
Notes due 2013 pursuant to the July 2008 Offering Memorandum, and as against
Sino, Chan, Poon, Horsley, Wang, Martin, Mak, Murray, Hyde, P&yry, BDO,
E&Y and Credit Suisse USA, general damages in the sum of US$345 million;

On behalf of all the Class Members who purchased Sino’s 10.25% Guaranteed
Senior Notes due 2014 pursuant to the June 2009 Offering Memorandum, and as
against Sino, Chan, Poon, Horsley, Wang, Martin, Mak, Murray, Hyde, Poyry,
BDO, E&Y and Credit Suisse USA, general damages in the sum of US$400

million;

On behalf of all the Class Members who purchased Sino’s 4.25% Convertible
Senior Notes due 2016 pursuant to the December 2009 Offering Memorandum,
and as against Sino, Chan, Poon, Horsley, Wang, Martin, Mak, Murray, Hyde,
PSyry, BDO, E&Y, Credit Suisse USA and TD, general damages in the sum of
US460 million;

On behalf of all the Class Members who purchased Sino’s 6.25% Guaranteed
Senior Notes due 2017 pursuant to the October 2010 Offering Memorandum, and
as against Sino, Chan, Poon, Horsley, Wang, Mak, Murray, Hyde, Ardell, P&yry,
E&Y, Credit Suisse USA and Banc of America, general damages in the sum of
US$600 million;
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On behalf of all of the Class Members, and as against Sino, Chan, Poon and
Horsley, punitive damages, in respect of the conspiracy pled below, in the sum of

$50 million;

A declaration that Sino, Chan, Poon, Horsley, Martin, Mak, Murray and the

Underwriters were unjustly enriched;

A constructive trust, accounting or such other equitable remedy as may be
available as against Sino, Chan, Poon, Horsley, Martin, Mak, Murray and the

Underwriters;

A declaration that the acts and omissions of Sino have effected a result, the
business or affairs of Sino have been carried on or conducted in a manner, or the
powers of the directors of Sino have been exercised in a manner, that is
oppressive or unfairly prejudicial to or that unfairly disregards the interests of the
Plaintiffs and the Class Members, pursuant to s, 241 of the CBC4;

An order directing a reference or giving such other directions as may be necessary

to determine the issues, if any, not determined at the trial of the common issues;
Prejudgment and post judgment interest;

Costs of this action on a substantial indemnity basis or in an amount that provides
full indemnity plus, pursuant to s 26(9) of the CPA, the costs of notice and of
administering the plan of distribution of the recovery in this action plus applicable

taxes; and
Such further and other relief as to this Honourable Court may seem just.

III. OVERVIEW

3, From the time of its establishment in 1994, Sino has claimed to be a legitimate business

operating in the commercial forestry industry in the PRC and elsewhere. Throughout that period,

Sino has also claimed to have experienced breathtaking growth.
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4, Beguiled by Sino’s reported results, and by Sino’s constant refrain that China constituted
an extraordinary growth opportunity, investors drove Sino’s stock price dramatically higher, as

appears from the following chart:
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5. The Defendants profited handsomely from the market’s appetite for Sino’s securities.

Certain of the Individual Defendants sold Sino shares at lofty prices, and thereby reaped millions
of dollars of gains. Sino’s senior management also used Sino’s illusory success to justify their
lavish salaries, bonuses and other perks. For certain of the Individual Defendants, these outsized
gains were not enough. Sino stock options granted to Chan, Horsley and other insiders were
backdated or otherwise mispriced, prior to and during the Class Period, in violation of the TSX

Rules, GAAP and the Securities Legislation.



6. Sino itself raised in excess of $2.7 billion' in the capital markets during this period.
Meanwhile, the Underwriters were paid lucrative underwriting commissions, and BDO, E&Y
and PSyry garnered millions of dollars in fees to bless Sino’s reported results and assets. To their

great detriment, the Class Members relied upon these supposed gatekeepers.

7. As a reporting issuer in Ontario and elsewhere, Sino was required at all material times to
comply with GAAP. Indeed, Sino, BDO and E&Y, Sino’s auditors during the Class Period and
previously, repeatedly misrepresented that Sino’s financial statements complied with GAAP.

This was false.

8. On June 2, 2011, Muddy Waters, a short seller and research firm with extensive PRC
experience, issued its first research report in relation to Sino, and unveiled the scale of the
deception that had been worked upon the Class Members, Muddy Waters® initial report
effectively revealed, among other things, that Sino had materially misstated its financial results,
had falsely claimed to have acquired trees that it did not own, had reported sales that had not
been made, or that had been made in a manner that did not permit Sino to book those sales as
revenue under GAAP, and had concealed numerous related party transactions. These revelations

had a catastrophic effect on Sino’s stock price.

9. On June 1, 2011, prior to the publication of Muddy Waters® report, Sino’s common
shares closed at $18.21. After the Muddy Waters report became public, Sino shares fell to
$14.46 on the TSX (a decline of 20.6%), at which point trading was halted, When trading

resumed the next day, Sino’s shares fell to a close of $5.23 (a decline of 71.3% from June 1).

10. On June 3, 2011, Sino announced that, in response to the allegations of Muddy Waters,

its board had formed a committee, which Sino then falsely characterized as “independent” (the

1 Dollar figures are in Canadian dollars (unless otherwise indicated) and are rounded for convenience.
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“Independent Committee” or “IC”), to examine and review the allegations contained in the
Muddy Waters’ report of June 2, 2011. The initial members of the IC were the Defendants
Ardell, Bowland and Hyde. The IC subsequently retained legal, accounting and other advisers to

assist it in the fulfillment of its mandate.

11.  On August 26, 2011, the OSC issued a cease-trade order in respect of Sino’s securities,
alleging that Sino appeared to have engaged in significant non-arm’s length transactions which
may have been contrary to Ontario securities laws and the public interest, that Sino and certain of
its officers and directors appeared to have misrepresented some of Sino’s revenue and/or
exaggerated some of its timber holdings, and that Sino and certain of its officers and directors,
including Chan, appeared to be engaging or participating in acts, practices or a course of conduct
related to Sino’s securities which they (or any of them) knew or ought reasonably know would

perpetuate a fraud,

12. On November 13, 2011, the IC released the Second Report. Therein, the IC revealed,
inter alia, that: (1) Sino’s management had failed to cooperate in numerous important respects
with the IC’s investigation; (2) “there is a risk” that certain of Sino’s operations “taken as a
whole” were in violation of PRC law; (3) Sino adopted processes that “avoid[] Chinese foreign
exchange controls which must be complied with in a normal cross-border sale and purchase
transaction, and [which] could present an obstacle to future repatriation of sales proceeds, and
could have tax implications as well”; (4) the IC “has not been able to verify that any relevant
income taxes and VAT have been paid by or on behalf of the BVIs in China”; (§) Sino lacked
proof of title to the vast majority of its purported holdings of standing timber; (6) Sino’s
“transaction volumes with a number of Al and Suppliers do not match the revenue reported by

such Suppliers in their SAIC filing”; (7) “[n]one of the BVI timber purchase contracts have as
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attachments either (i) Plantation Rights Certificates from either the Counterparty or original
owner or (ii) villager resolutions, both of which are contemplated as attachments by the standard
form of BVI timber purchase contract employed by the Company; and (8) “[t]here are
indications in emails and in interviews with Suppliers that gifis or cash payments are made to

forestry bureaus and forestry bureau officials.”

13. On January 31, 2012, the IC released its Final Report. Therein, the 1C effectively
revealed that, despite having conducted an investigation over nearly eight months, and despite
the expenditure of US$50 million on that investigation, it had failed to refute, or even to provide

plausible answers to, key allegations made by Muddy Waters:

This Final Report of the IC sets out the activities undertaken by the IC since mid-
November, the findings from such activities and the IC’s conclusions regarding its
examination and review. The IC’s activities during this period have been limited
as a result of Canadian and Chinese holidays (Christmas, New Year and Chinese
New Year) and the extensive involvement of IC members in the Company’s
Restructuring and Audit Committees, both of which are advised by different
advisors than those retained by the IC. The IC believes that, notwithstanding
there remain issues which have not been fully answered, the work of the IC is
now at the point of diminishing returns because much of the information which it
is seeking lies with non-compellable third parties, may not exist or is apparently
not retrievable from the records of the Company.

L]

Given the circumstances described above, the IC understands that, with the
delivery of this Final Report, its review and examination activities are terminated.
The IC does not expect to undertake further work other than assisting with
responses to regulators and the RCMP as required and engaging in such further
specific activities as the I[C may deem advisable or the Board may instruct. The
IC has asked the IC Advisors to remain available to assist and advise the [C upon
its instructions

14, Sino failed to meet the standards required of a public company in Canada. Aided by its
auditors and the Underwriters, Sino raised billions of dollars from investors on the false premise

that they were investing in a well managed, ethical and GAAP-compliant corporation. They
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were not. Accordingly, this action is brought to recover the Class Members’ losses from those

who caused them: the Defendants,

IV. THE PARTIES
A.  The Plaintiffs

15. Labourers are the trustees of the Labourers’ Pension Fund of Central and Eastern Canada,
a multi-employer pension plan providing benefits for employees working in the construction
industry. The fund is a union-negotiated, collectively-bargained defined benefit pension plan
established on February 23, 1972 and currently has approximately $2 billion in assets, over
39,000 members and over 13,000 pensioners and beneficiaries and approximately 2,000
participating employers. A board of trustees representing members of the plan governs the fund.
The plan is registered under the Pension Benefits Act, RSO 1990, ¢ P.8 and the Income Tax Act,
RSC 1985, 5th Supp, c,1. Labourers purchased Sino’s common shares over the TSX during the
Class Period and continued to hold shares at the end of the Class Period. In addition, Labourers
purchased Sino common shares offered by the December 2009 Prospectus and in the distribution

to which that Prospectus related.

16.  Operating Engineers are the trustees of the International Union of Operating Engineers
Local 793 Pension Plan for Operating Engineers in Ontario, a multi-employer pension plan
providing pension benefits for operating engineers in Ontario. The pension plan is a union-
negotiated, collectively-bargained defined benefit pension plan established on November 1, 1973
and currently has approximately $1.5 billion in assets, over 9,000 members and pensioners and
beneficiaries. The fund is governed by a board of trustees representing members of the plan. The
plan is registered under the Pension Benefits Act, RSO 1990, ¢ P.8 and the Income Tax Act, RSC
1985, 5th Supp, c.1. Operating Engineers purchased Sino’s common shares over the TSX during

the Class Period, and continued to hold shares at the end of the Class Period.



19

17.  AP7 is the Swedish National Pension Fund. As of June 30, 2011, AP7 had approximately
$15.3 billion in assets under management. Funds managed by AP7 purchased Sino’s common
shares over the TSX during the Class Period and continued to hold those common shares at the

end of the Class Period.

18.  Grant is an individual residing in Calgary, Alberta. He purchased 100 of the Sino 6.25%
Guaranteed Senior Notes due 2017 that were offered by the October 2010 Offering
Memorandum and in the distribution to which that Offering Memorandum related. Grant

continued to hold those Notes at the end of the Class Period.

19. Wong is an individual residing in Kincardine, Ontario. During the Class Period, Wong
purchased Sino’s common shares over the TSX and continued to hold some or all of such shares
at the end of the Class Period. In addition, Wong purchased Sino common shares offered by the
December 2009 Prospectus and in the distribution to which that Prospectus related, and

continued to own those shares at the end of the Class Period.

B. The Defendants

20, Sino purports to be a commercial forest plantation operator in the PRC and elsewhere.

Sino is a corporation formed under the CBCA.

21. At the material times, Sino was a reporting issuer in all provinces of Canada, and had its
registered office located in Mississauga, Ontario. At the material times, Sino’s shares were listed
for trading on the TSX under the ticker symbol “TRE,” on the Berlin exchange as “SFJ GR,” on
the over-the-counter market in the United States as “SNOFF” and on the Tradegate market as
“SFJ TH.” Sino securities are also listed on alternative trading venues in Canada and elsewhere

including, without limitation, AlphaToronto and PureTrading. Sino’s shares also traded over-
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the-counter in the United States., Sino has various debt instruments, derivatives and other

securities that are traded in Canada and elsewhere,

22.  As a reporting issuer in Ontario, Sino was required throughout the Class Period to issue
and file with SEDAR:
(a)  within 45 days of the end of each quarter, quarterly interim financial statements

prepared in accordance with GAAP that must include a comparative statement to

the end of each of the corresponding periods in the previous financial year;

(b)  within 90 days of the end of the fiscal year, annual financial statements prepared
in accordance with GAAP, including comparative financial statements relating to

the period covered by the preceding financial year;

(c) contemporaneously with each of the above, a MD&A of each of the above

financial statements; and

(d)  within 90 days of the end of the fiscal year, an AIF, including material
information about the company and its business at a point in time in the context of

its historical and possible future development.

23, MD&As are a narrative explanation of how the company performed during the period
covered by the financial statements, and of the company’s financial condition and future
prospects. The MD&A must discuss important trends and risks that have affected the financial

statements, and trends and risks that are reasonably likely to affect them in future,

24.  AlFs are an annual disclosure document intended to provide material information about
the company and its business at a point in time in the context of its historical and future
development. The AIF describes the company, its operations and prospects, risks and other

external factors that impact the company specifically.
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25. Sino controlled the contents of its MD&As, financial statements, AIFs and the other

documents particularized herein and the misrepresentations made therein were made by Sino.

26. Chan is a co-founder of Sino, and was the Chairman, Chief Executive Officer and a
director of the company from 1994 until his resignation from those positions on or about August
25, 2011, As Sino’s CEO, Chan signed and certified the company’s disclosure documents
during the Class Period. Chan, along with Hyde, signed each of the 2006-2010 Audited Annual

Financial Statements on behalf of Sino’s board. Chan resides in Hong Kong, China.

27.  Chan certified each of Sino’s Class Period annual and quarterly MD&As and financial
statements, each of which is an Impugned Document. In so doing, he adopted as his own the
false statements such documents contained, as particularized below. Chan signed each of Sino’s
Class Period annual financial statements, each of which is an Impugned Document. In so doing,
he adopted as his own the false statements such documents contained, as particularized below.

As a director and officer, he caused Sino to make the misrepresentations particularized below.

28.  Since Sino was established, Chan has received lavish compensation from Sino. For
example, for 2006 to 2010, Chan’s total compensation (other than share-based compensation)
was, respectively, US$3.0 million, US$3.8 million, US$5.0 million, US$7.6 million and US$9.3

million,

29.  As at May 1, 1995, shortly after Sino became a reporting issuer, Chan held 18.3% of
Sino’s outstanding common shares and 37.5% of its preference shares. As of April 29, 2011 he
held 2.7% of Sino’s common shares (the company no longer has preference shares outstanding).

Chan has made in excess of $10 million through the sale of Sino shares,
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30.  Horsley is Sino’s Chief Financial Officer, and has held this position since October 2005.
In his position as Sino’s CFO, Horsley has signed and certified the company’s disclosure
documents during the Class Period. Horsley resides in Ontario. Horsley has made in excess of

$11 million through the sale of Sino shares.

31.  Horsley certified each of Sino’s Class Period annual and quarterly MD&As and financial
statements, each of which is an Impugned Document. In so doing, he adopted as his own the
false statements such documents contained, as particularized below. Horsley signed each of
Sino’s Class Period annual financial statements, each of which is an Impugned Document. In so
doing, he adopted as his own the false statements such documents contained, as particularized

below. As an officer, he caused Sino to make the misrepresentations particularized below.

32. Since becoming Sino’s CFO, Horsley has also received lavish compensation from Sino.
For 2006 to 2010, Horsley’s total compensation (other than share-based compensation) was,
respectively, US$1.1 million, US$1.4 million, US$1.7 million, US$2.5 million, and US$3.1

million.

33.  Poon is a co-founder of Sino, and has been the President of the company since 1994. He
was a director of Sino from 1994 to May 2009, and he continues to serve as Sino’s President.
Poon resides in Hong Kong, China. While he was a board member, he adopted as his own the
false statements made in each of Sino’s annual financial statements, particularized below, when
such statements were signed on his behalf. While he was a board member, he caused Sino to

make the misrepresentations particularized below.

34.  As at May 1, 1995, shortly after Sino became a reporting issuer, Poon held 18.3% of

Sino’s outstanding common shares and 37.5% of its preference shares. As of April 29, 2011 he
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held 0.42% of Sino’s common shares. Poon has made in excess of $34.4 million through the sale

of Sino shares.

35.  Poon rarely attended board meetings while he was on Sino’s board. From the beginning
of 2006 until his resignation from the Board in 2009, he attended 5 of the 39 board meetings, or

less than 13% of all board meetings held during that period.

36.  Wang is a director of Sino, and has held this position since August 2007. Wang resides
in Hong Kong, China. As a board member, he adopted as his own the false statements made in
each of Sino’s annual financial statements, particularized below, when such statements were
signed on his behalf. As a board member, he caused Sino to make the misrepresentations

particularized below.

37.  Martin has been a director of Sino since 2006, and was appointed vice-chairman in 2010,
On or about August 25, 2011, Martin replaced Chan as Chief Executive Officer of Sino. Martin
was a member of Sino’s audit committee prior to early 2011. Martin has made in excess of
$474,000 through the sale of Sino shares. He resides in Hong Kong, China. As a board member,
he adopted as his own the false statements made in each of Sino’s annual financial statements,
particularized below, when such statements were signed on his behalf. As a board member, he

caused Sino to make the misrepresentations particularized herein,

38.  Mak is a director of Sino, and has held this position since 1994, Mak was a member of
Sino’s audit committee prior to early 2011, Mak and persons connected with Mak have made in
excess of $6.4 million through sales of Sino shares. Mak resides in British Columbia. As a

board member, he adopted as his own the false statements made in each of Sino’s annual
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financial statements, particularized below, when such statements were signed on his behalf. Asa

board member, he caused Sino to make the misrepresentations particularized below.

39.  Murray is a director of Sino, and has held this position since 1999. Murray has made in
excess of $9.9 million through sales of Sino shares. Murray resides in Hong Kong, China. As a
board member, he adopted as his own the false statements made in each of Sino’s annual
financial statements, particularized below, when such statements were signed on his behalf, Asa

board member, he caused Sino to make the misrepresentations particularized below.

40.  Since becoming a director, Murray has rarely attended board and board committee
meetings. From the beginning of 2006 to the close of 2010, Murray attended 14 of 64 board
meetings, or less than 22% of board meetings held during that period. During that same period,
Murray attended 2 out of 13, or 15%, of the meetings held by the Board’s Compensation and
Nominating Committee, and attended none of the 11 meetings of that Committee held from the

beginning of 2007 to the close of 2010.

41.  Hyde is a director of Sino, and has held this position since 2004. Hyde was previously a
partner of E&Y. Hyde is the chairman of Sino’s Audit Committee. Hyde, along with Chan,
signed each of the 2007-2010 Annual Consolidated Financial Statements on behalf of Sino’s
board. Hyde is also member of the Compensation and Nominating Committee. Hyde has made
in excess of $2.4 million through the sale of Sino shares. Hyde resides in Ontario. As a board
member, he adopted as his own the false statements made in each of Sino’s annual financial
statements, particularized below, when he signed such statements or when they were signed on
his behalf. As a board member, he caused Sino to make the misrepresentations particularized

below.



25

42.  Ardell is a director of Sino, and has held this position since January 2010. Ardell is a
member of Sino’s audit committee. Ardell resides in Ontario. As a board member, he adopted
as his own the false statements made in each of Sino’s annual financial statements released while
he was a board member, particu‘larized below, when such statements were signed on his behalf.

As a board member, he caused Sino to make the misrepresentations particularized below.

43, Bowland was a director of Sino from February 2011 until his resignation from the Board
of Sino in November 2011, While on Sino’s Board, Bowland was a member of Sino’s Audit
Committee. He was formerly an employee of a predecessor to E&Y. Bowland resides in
Ontario. As a board member, he adopted as his own the false statements made in each of Sino’s
annual financial statements released while he was a board member, particularized below, when
such statements were signed on his behalf. As a board member, he caused Sino to make the

misrepresentations particularized below.

44,  West is a director of Sino, and has held this position since February 2011, West was
previously a partner at E&Y. West is a member of Sino’s Audit Committee. West resides in
Ontario. As a board member, he adopted as his own the false statements made in each of Sino’s
annual financial statements released while he was a board member, particularized below, when
such statements were signed on his behalf. As a board member, he caused Sino to make the

misrepresentations particularized below.

45, As officer and/or directors of Sino, the Individual Defendants were fiduciaries of Sino,
and they made the misrepresentations alleged herein, adopted such misrepresentations, and/or
caused Sino to make such misrepresentations while they were acting in their capacity as

fiduciaries, and in violation of their fiduciary duties. In addition, Chan, Poon, Horsley, Martin,
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Mak and Murray were unjustly enriched in the manner and to the extent particularized below

while they were acting in their capacity as fiduciaries, and in violation of their fiduciary duties.

46. At all material times, Sino maintained the Code, which governed Sino’s employees,
officers and directors, including the Individual Defendants. The Code stated that the members of
senior management “are expected to lead according to high standards of ethical conduct, in both

K

words and actions...” The Code further required that Sino representatives act in the best
interests of shareholders, corporate opportunities not be used for personal gain, no one trade in
Sino securities based on undisclosed knowledge stemming from their position or employment
with Sino, the company’s books and records be honest and accurate, conflicts of interest be
avoided, and any violations or suspected violations of the Code, and any concerns regarding

accounting, financial statement disclosure, internal accounting or disclosure controls or auditing

matters, be reported.

47.  E&Y has been engaged as Sino’s auditor since August 13, 2007, E&Y was also engaged
as Sino’s auditor from Sino’s creation through February 19, 1999, when E&Y abruptly resigned
during audit season and was replaced by the now-defunct Arthur Andersen LLP, E&Y was also
Sino’s auditor from 2000 to 2004, when it was replaced by BDO. E&Y is an expert of Sino

within the meaning of the Securities Legislation.

48.  E&Y, in providing what it purported to be “audit” services to Sino, made statements that
it knowingly intended to be, and which were, disseminated to Sino’s current and prospective
security holders, At all material times, E&Y was aware of that class of persons, intended to and
did communicate with them, and intended that that class of persons would rely on E&Y’s

statements relating to Sino, which they did to their detriment.
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49.  E&Y consented to the inclusion in the June 2009 and December 2009 Prospectuses, as
well as the July 2008, June 2009, December 2009 and October 2010 Offering Memoranda, of its
audit reports on Sino’s Annual Financial Statements for various years, as alleged more

particularly below.

50. BDO is the successor of BDO McCabe Lo Limited, the Hong Kong, China based
auditing firm that was engaged as Sino’s auditor during the period of March 21, 2005 through
August 12, 2007, when they resigned at Sino’s request, and were replaced by E&Y. BDO is an

expert of Sino within the meaning of the Securities Legislation,

51.  During the term of its service as Sino’s auditor, BDO provided what it purported to be
“audit” services to Sino, and in the course thereof made statements that it knowingly intended to
be, and which were, disseminated to Sino’s current and prospective security holders. At all
material times, BDO was aware of that class of persons, intended to and did communicate with
them, and intended that that class of persons rely on BDO’s statements relating to Sino, which

they did to their detriment.

52. BDO consented to the inclusion in each of the June 2007 and December 2009
Prospectuses and the July 2008, June 2009 and December 2009 Offering Memoranda, of its audit

reports on Sino’s Annual Financial Statements for 2005 and 2006,

53. E&Y and BDO’s annual Auditors’ Report was made “to the shareholders of Sino-Forest
corporation,” which included the Class Members. Indeed, s. 1000.11 of the Handbook of the
Canadian Institute of Chartered Accountants states that “the objective of financial statements for
profit-oriented enterprises focuses primarily on the information needs of investors and creditors”

[emphasis added].
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54.  Sino’s shareholders, including numerous Class Members, appointed E&Y as auditors of
Sino-Forest by shareholder resolutions passed on various dates, including on June 21, 2004, May

26, 2008, May 25, 2009, May 31, 2010 and May 30, 2011.

55.  Sino’s shareholders, including numerous Class Members, appointed BDO as auditors of

Sino-Forest by resolutions passed on May 16, 2005, June 5, 2006 and May 28, 2007,

56.  During the Class Period, with the knowledge and consent of BDO or E&Y (as the case
may be), Sino’s audited annual financial statements for the years ended December 31, 2006,
2007, 2008, 2009 and 2010, together with the report of BDO or E&Y thereon (as the case may
be), were presented to the shareholders of Sino (including numerous Class Members) at annual
meetings of such shareholders held in Toronto, Canada on, respectively, May 28, 2007, May 26,

2008, May 25, 2009, May 31, 2010 and May 30, 2011. As alleged elsewhere herein, all such

financial statements constituted Impugned Documents.

57.  Po&yry is an international forestry consulting firm which purported to provide certain
forestry consultation services to Sino. POyry is an expert of Sino within the meaning of the

Securities Legislation.

58.  Pdyry, in providing what it purported to be “forestry consulting” services to Sino, made
statements that it knowingly intended to be, and which were, disseminated to Sino’s current and
prospective security holders. At all material times, POyry was aware of that class of persons,
intended to and did communicate with them, and intended that that class of persons would rely

on P&yry’s statements relating to Sino, which they did to their detriment,
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59.  Pdyry consented to the inclusion in the June 2007, June 2009 and December 2009
Prospectuses, as well as the July 2008, June 2009, December 2009 and October 2010 Offering

Memoranda, of its various reports, as detailed below in paragraph @.

60, The Underwriters are various financial institutions who served as underwriters in one or

more of the Offerings.

61.  In connection with the distributions conducted pursuant to the June 2007, June 2009 and
December 2009 Prospectuses, the Underwriters who underwrote those distributions were paid,
respectively, an aggregate of approximately $7.5 million, $14.0 million and $14.4 million in
underwriting commissions. In connection with the offerings of Sino’s notes in July 2008,
December 2009, and October 2010, the Underwriters who underwrote those offerings were paid,
respectively, an aggregate of approximately US$2.2 million, US$8.5 million and $US6 million,
Those commissions were paid in substantial part as consideration for the Underwriters’

purported due diligence examination of Sino’s business and affairs.

62.  None of the Underwriters conducted a reasonable investigation into Sino in connection
with any of the Offerings. None of the Underwriters had reasonable grounds to believe that there
was no misrepresentation in any of the Impugned Documents. In the circumstances of this case,
including the facts that Sino operated in an emerging economy, Sino had entered Canada’s
capital markets by means of a reverse merger, and Sino had reported extraordinary results over
an extended period of time that far surpassed those reported by Sino’s peers, the Underwriters all
ought to have exercised heightened vigilance and caution in the course of discharging their duties
to investors, which they did not do. Had they done so, they would have uncovered Sino’s true
nature, and the Class Members to whom they owed their duties would not have sustained the

losses that they sustained on their Sino investments.
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V. THE OFFERINGS

63.  Through the Offerings, Sino raised in aggregate in excess of $2.7 billion from investors

during the Class Period. In particular:

(a)

(b)

(c)

On June 5, 2007, Sino issued and filed with SEDAR the June 2007 Prospectus
pursuant to which Sino distributed to the public 15,900,000 common shares at a
price of $12.65 per share for gross proceeds of $201,135,000. The June 2007
Prospectus incorporated by reference Sino’s: (1) 2006 AlF; (2) 2006 Audited
Annual Financial Statements; (3) 2006 Annual MD&A; (4) Management
Information Circular dated April 27, 2007; (5) Q1 2007 Financial Statements; and
(6) Q1 2007 MD&A;

On July 17, 2008, Sino issued the July 2008 Offering Memorandum pursuant to
which Sino sold through private placement US$345 million in aggregate principal
amount of convertible senior notes due 2013, The July 2008 Offering
Memorandum included: (1) Sino’s Consolidated Annual Financial Statements for
2005, 2006 and 2007; (2) Sino’s unaudited interim financial statements for the
three-month periods ended March 31, 2007 and 2008; (3) the section of the 2007
ATF entitled “Audit Committee” and the charter of the Audit Committee attached
as an appendix to the 2007 AIF; and (4) the POyry report entitled “Sino-Forest
Corporation Valuation of China Forest Assets Report as at 31 December 2007
dated March 14, 2008;

On June 1, 2009, Sino issued and filed with SEDAR the June 2009 Prospectus
pursuant to which Sino distributed to the public 34,500,000 common shares at a
price of $11.00 per share for gross proceeds of $379,500,000. The June 2009
Prospectus incorporated by reference Sino’s: (1) 2008 AIF; (2) 2007 and 2008
Annual Consolidated Financial Statements; (3) Amended 2008 Annual MD&A,;
(4) Q1 2009 MD&A; (5) Q1 2008 and 2009 Financial Statements; (6) Q1 2009
MD&A; (7) Management [nformation Circular dated April 28, 2009; and (8) the
P8yry report titled “Valuation of China Forest Corp Assets As at 31 December
2008” dated April 1, 2009;
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On June 24, 2009, Sino issued the June 2009 Offering Memorandum for exchange
of certain of its then outstanding senior notes due 2011 with new notes, pursuant
to which Sino issued US$212,330,000 in aggregate principal amount of 10.25%
Guaranteed Senior Notes due 2014, The June 2009 Offering Memorandum
incorporated by reference: (1) Sino’s 2005, 2006 and 2007 Consolidated Annual
Financial Statements; (2) the auditors’ report of BDO dated March 19, 2007 with
respect to Sino’s Consolidated Annual Financial Statements for 2005 and 2006;
(3) the auditors’ report of E&Y dated March 12, 2008 with respect to Sino’s
Consolidated Annual Financial Statements for 2007 except as to notes 2, 18 and
23; (4) Sino’s Consolidated Annual Financial Statements for 2007 and 2008 and
the auditors’ report of E&Y dated March 13, 2009; (5) the section entitled “Audit
Committee” in the 2008 AIF, and the charter of the Audit Committee attached as
an appendix to the 2008 AIF; and (6) the unaudited interim financial statements
for the three-month periods ended March 31, 2008 and 2009;

On December 10, 2009, Sino issued the December 2009 Offering Memorandum
pursuant to which Sino sold through private placement US$460,000,000 in
aggregate principal amount of 4.25% convertible senior notes due 2016. This
Offering Memorandum incorporated by reference: (1) Sino’s Consolidated
Annual Financial Statements for 2005, 2006, 2007; (2) the auditors’ report of
BDO dated March 19, 2007 with respect to Sino’s Annual Financial Statements
for 2005 and 2006; (3) the auditors’ report of E&Y dated March 12, 2008 with
respect to Sino’s Consolidated Annual Financial Statements for 2007, except as to
notes 2, 18 and 23; (4) Sino’s Consolidated Annual Financial Statements for 2007
and 2008 and the auditors’ report of E&Y dated March 13, 2009; (5) the
unaudited interim consolidated financial statements for the nine-month periods
ended September 30, 2008 and 2009; (6) the section entitled “Audit Committee”
in the 2008 AIF, and the charter of the Audit Committee attached to the 2008
AIF; (7) the Poyry report entitled “Sino-Forest Corporation Valuation of China
Forest Assets as at 31 December 2007”; and (8) the Pdyry report entitled “Sino-
Forest Corporation Valuation of China Forest Corp Assets as at 31 December
2008” dated April 1, 2009;
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On December 10, 2009, Sino issued and filed with SEDAR the December 2009
Prospectus (together with the June 2007 Prospectus and the June 2009 Prospectus,
the ‘“Prospectuses”) pursuant to which Sino distributed to the public 21,850,000
common shares at a price of $16.80 per share for gross proceeds of $367,080,000.
The December 2009 Prospectus incorporated by reference Sino’s: (1) 2008 AIF;
(2) 2007 and 2008 Annual Consolidated Financial Statements; (3) Amended 2008
Annual MD&A; (4) Q3 2008 and 2009 Financial Statements; (5) Q3 2009
MD&A; (6) Management Information Circular dated April 28, 2009; and (7) the
PGyry report titled “Valuation of China Forest Corp Assets As at 31 December
2008” dated April 1, 2009;

On February 8, 2010, Sino closed the acquisition of substantially all of the
outstanding common shares of Mandra Forestry Holdings Limited. Concurrent
with this acquisition, Sino completed an exchange with holders of 99.7% of the
USD$195 million notes issued by Mandra Forestry Finance Limited and 96.7% of
the warrants issued by Mandra Forestry Holdings Limited, for new 10.25%
guaranteed senior notes issued by Sino in the aggregate principal amount of
USD$187,177,375 with a maturity date of July 28, 2014, On February 11, 2010,
Sino exchanged the new 2014 Senior Notes for an additional issue of
USD$187,187,000 in aggregate principal amount of Sino’s existing 2014 Senior

Notes, issued pursuant to the June 2009 Offering Memorandum; and

On October 14, 2010, Sino issued the October 2010 Offering Memorandum
pursuant to which Sino sold through private placement US$600,000,000 in
aggregate principal amount of 6.25% guaranteed senior notes due 2017. The
October 2010 Offering Memorandum incorporated by reference: (1) Sino’s
Consolidated Annual Financial Statements for 2007, 2008 and 2009; (2) the
auditors’ report of E&Y dated March 15, 2010 with respect to Sino’s Annual
Financial Statements for 2008 and 2009; and (3) Sino’s unaudited interim

financial statements for the six-month periods ended June 30, 2009 and 2010.
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64.  The offering documents referenced in the preceding paragraph included, or incorporated
other documents by reference that included, the Representation and the other misrepresentations
in such documents that are particularized elsewhere herein. Had the truth in regard to Sino’s
management, business and affairs been timely disclosed, securities regulators likely would not

have receipted the Prospectuses, nor would any of the Offerings have occurred.

65.  Each of Chan, Horsley, Martin and Hyde signed the June 2007 Prospectus, and therein
falsely certified that that prospectus, together with the documents incorporated therein by
reference, constituted full, true and plain disclosure of all material facts relating to the securities
offered thereby. Each of Dundee, CIBC, Merrill and Credit Suisse also signed the June 2007
Prospectus, and therein falsely certified that, to the best of its knowledge, information and belief,
that prospectus, together with the documents incorporated therein by reference, constituted full,
true and plain disclosure of all material facts relating to the securities offered thereby.

66.  Each of Chan, Horsley, Martin and Hyde signed the June 2009 Prospectus, and therein
falsely certified that that prospectus, together with the documents incorporated therein by
reference, constituted full, true and plain disclosure of all material facts relating to the securities
offered thereby. Each of Dundee, Merrill, Credit Suisse, Scotia and TD also signed the June
2009 Prospectus, and therein falsely certified that, to the best of its knowledge, information and
belief, that prospectus, together with the documents incorporated therein by reference,
constituted full, true and plain disclosure of all material facts relating to the securities offered
thereby.

67.  Each of Chan, Horsley, Martin and Hyde signed the December 2009 Prospectus, and
therein falsely certified that that prospectus, together with the documents incorporated therein by

reference, constituted full, true and plain disclosure of all material facts relating to the securities
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offered thereby. Each of Dundee, Merrill, Credit Suisse, Scotia, CIBC, RBC, Maison,
Canaccord and TD also signed the December 2009 Prospectus, and therein falsely certified that,
to the best of its knowledge, information and belief, that prospectus, together with the documents
incorporated therein by reference, constituted full, true and plain disclosure of all material facts
relating to the securities offered thereby.

68.  E&Y consented to the inclusion in: (1) the June 2009 Prospectus, of its audit reports on
Sino’s Audited Annual Financial Statements for 2007 and 2008; (2) the December 2009
Prospectus, of its audit reports on Sino’s Audited Annual Financial Statements for 2007 and
2008; (3) the July 2008 Offering Memorandum, of its audit reports on Sino’s Audited Annual
Financial Statements for 2007, and its adjustments to Sino’s Audited Annual Financial
Statements for 2005 and 2006; (4) the December 2009 Offering Memorandum, of its audit
reports on Sino’s Audited Annual Financial Statements for 2007 and 2008; and (5) the October
2010 Offering Memoranda, of its audit reports on Sino’s Audited Annual Financial Statements

for 2008 and 2009,

69. BDO consented to the inclusion in each of the June 2007 and December 2009
Prospectuses and the July 2008, June 2009 and December 2009 Offering Memoranda of its audit

reports on Sino’s Audited Annual Financial Statements for 2006 and 2005.

VI. THE MISREPRESENTATIONS

70.  During the Class Period, Sino made the misrepresentations particularized below. These

misrepresentations related to:
A. Sino’s history and fraudulent origins;
B. Sino’s forestry assets;

C. Sino’s related party transactions;



71.

35

. Sino’s relationships with forestry bureaus and its purported title to forestry assets in the

PRC;

. Sino’s relationships with its “Authorized Intermediaries;”
. Sino’s cash flows;
. Certain risks to which Sino was exposed; and

. Sino’s compliance with GAAP and the Auditors’ compliance with GAAS.

Misrepresentations relating to Sino’s History and Fraudulent Origins
/4 g y g

(i)  Sino Overstates the Value of, and the Revenues Generated by, the Leizhou Joint
Venture

At the time of its founding by way of reverse merger in 1994, Sino’s business was

conducted primarily through an equity joint venture between Sino’s Hong Kong subsidiary,

Sino-Wood Partners, Limited (“Sino-Wood”), and the Leizhou Forestry Bureau, which was

situated in Guangdong Province in the south of the PRC. The name of the venture was

Zhanjiang Leizhou Eucalyptus Resources Development Co. Ltd. (“Leizhou™). The stated

purpose of Leizhou, established in 1994, was:

72.

Managing forests, wood processing, the production of wood products and wood
chemical products, and establishing a production facility with an annual
production capacity of 50,000 m’ of Micro Density Fiber Board (MDF),
managing a base of 120,000 mu (8,000 ha) of which the forest annual utilization
would be 8,000 m®,

There are two types of joint ventures in the PRC relevant to Sino: equity joint ventures

(‘EJV”) and cooperating joint ventures (“CJV?). In an EJV, profits and assets are distributed in

proportion to the parties’ equity holdings upon winding up. In a CJV, the parties may contract to

divide profits and assets disproportionately to their equity interests.
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73.  According to a Sino prospectus issued in January 1997, Leizhou, an EJV, was responsible
for 20,000 hectares of the 30,000 hectares that Sino claimed to have “phased-in.” Leizhou was

the key driver of Sino’s purported early growth,

74.  Sino claimed to hold 53% of the equity in Leizhou, which was to total US$10 million,
and Sino further claimed that the Leizhou Forestry Bureau was to contribute 20,000 ha of
forestry land. In reality, however, the terms of the EJV required the Leizhou Forestry Bureau to

contribute a mere 3,533 ha.

75.  What was also unknown to investors was that Leizhou did not generate the sales claimed
by Sino. More particularly, in 1994, 1995 and 1996, respectively, Sino claimed to have
generated US$11.3 million, US$23.9 million and US$23.1 million in sales from Leizhou. In

reality, however, these sales did not occur, or were materially overstated.

76.  Indeed, in an undisclosed letter from Leizhou Forestry Bureau to Zhanjiang City Foreign
and Economic Relations and Trade Commission, dated February 27, 1998, the Bureau

complained:

To: Zhanjiang Municipal Foreign Economic Relations & Trade Commission

Through mutual consultation between Leizhou Forestry Administration
(hereinafter referred to as our side) and Sino-Wood Partners Limited (hereinafter
referred to as the foreign party), and, with the approval document ZJMPZ
No.021 [1994] issued by your commission on 28" January 1994 for approving
the contracts and articles of association entered into by both parties, and, with the
approval certificate WIMZHZZZ No.065 [1994] issued by your commission,
both parties jointly established Zhanjiang Eucalyptus Resources Development
Co. Ltd. (hereinafter referred to as the Joint Venture) whose incorporate number
is 162622-0012 and duly registered the same with Zhanjiang Administration for
Industry and Commerce and obtained the business license GSQHYZ No.00604
on 29" January in the same year. It has been 4 years since the registration and
we set out the situation as follows:

I. Information of the investment of both sides
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The investment of our side: according to the contract and articles of
association signed by both sides and approved by your commission, our
side has paid in RMB95,481,503.29 (equivalent to USD11,640,000.00) to
the Joint Venture on 20™ June 1995 through an in-kind contribution, The
payment was made in accordance with the prescribed procedures and
confirmed by signatures of the legal representatives of both parties.
According to the Capital Verification Report from Yuexi (Z7H)
Accounting Firm, this payment accounts for 99.1% of the agreed capital
contribution from our side, which is USD11,750,000, and accounts for
46.56% of the total investment,

The investment of the foreign party: the foreign party has paid in
USD1,000,000 on 16™ March 1994, which was in the starting period of the
Joint Venture. According to the Capital Verification Report from Yuexi
B ) Accounting Firm, this payment only accounts for 7.55% of the
agreed capital contribution from the foreign party totaling
USD13,250,000, and accounts for 4% of the total investment. Then, in the
prescribed investment period, the foreign party did not further pay capital
into the Joint Venture. In view of this, your commission sent a “Notice on
Time for Capital Contribution” to the foreign party on 30™ January 1996.
In accordance with the notice, the foreign party then on 10™ April sent a
letter to your commission, requesting for postponing the deadline for
capital contribution to 20" December the same year. On 14" May 1996,
your commission replied to Allen Chan (f&{E}J5), the Chairman of the
Joint Venture, stating that “postponement of the deadline for capital
contribution is subject to the consent of our side and requires amendment
of the term on the capital contribution time in the original contract, and
both parties shall sign a bilateral supplementary contract; after the
application has been approved, the postponed deadline will become
effective.”. Based on the spirit of the letter dated 14" May from your
commission and for the purpose of achieving mutuval communication and
dealing with the issues of the Joint Venture actively and appropriately, on
1™ June 1996, Chan Shixing (FIR2%) and two other Directors from our
side sent a joint letter to Allen Chan (f&{#J5), the Chairman of the Joint
Venture, to propose a meeting of the board to be convened before 30™
June 1996 in Zhanjiang, in order to discuss how to deal with the issues of
the Joint Venture in accordance with the relevant State provisions.
Unfortunately, the foreign party neither had discussion with our side
pursuant to your commission’s letter, nor replied to the proposal of our
side, and furthermore failed to make payment to the Joint Venture. Now, it
has been two years beyond the deadline for capital contribution (29"
January 1996), and more than one year beyond the date prescribed by the
Notice on Time for Capital Contribution issued by your commission (30"
April 1996). However, the foreign party has been evading the discussion
of the capital contribution issue, and moreover has taken no further action.
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II. The Joint Venture is not capable of attaining substantial
operation

According to the contract and articles of association, the main purposes of
setting up the Joint Venture are, on the one hand, to invest and construct a
project producing 50,000 cubic meter Medium Density Fiberboard (MDF)
a year; and on the other hand, to create a forest base of 120,000 mu, with
which to produce 80,000 cubic meter of timber as raw material for the
production of medium density fiberboard. The contract and articles of
association also prescribed that the whole funding required for the MDF
board project should be paid by the foreign party in cash; our side should
pay in-kind the proportion of the fund prescribed by the contract. After
contributing capital of USDI1,000,000 in the early stage, the foreign
party not only failed to make subsequent capital contributions, but also
in their own name successively withdrew a total amount of
RMB4,141,045.02, from the funds they -contributed, of which
USD270,000 was paid to Huadu Baixing Wood Products Factory
(TERRTTE KBRS ), which has no business relationship with the
Joint Venture. This amount of money equals 47.6% of [the foreign
party’s] paid in capital. Although our side has almost paid off the agreed
capital contribution (only short 0.9% of the total committed), due to the
limited contribution from the foreign party and the fact that they
withdrew a huge amount of money from those funds originally
contributed by them, it is impossible for the Joint Venture to construct or
set up production projects and to commence production operation while
the funds have been insufficient and the foreign party did not pay in the
majority of the subscribed capital. In fact, the Joint Venture therefore is
merely a shell, existing in name only.

Additionally, after the establishment of the Joint Venture, its internal
operations have been extremely abnormal, for example, annual board
meetings have not been held as scheduled; annual reports on the status and
the results of the annual financial audit are missing; the withdrawal of the
huge amount of funds by the foreign party was not discussed in the board
meetings, etc. It is hard to list all here.

In light of the present state of contributions by both sides and the status of
the Joint Venture from its establishment till now, our side now applies to
your commission for:

1. The cancellation of the approval certificate for “Zhanjiang
Eucalyptus Resources Development Co. Ltd.”, i.e. WIMZHZZZ
No. 065[1994], based on the relevant provisions of Certain
Regulations on the Subscription of Capital by the Parties to Sino-
Foreign Joint Equity Enterprises,
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2. Direct the Joint Venture to complete the deregistration procedures
for “Zhanjiang Eucalyptus Resources Development Co. Ltd.” at
the local Administration for Industry and Commerce, and for the
return of its business license.

3. Coordination with both parties to resolve the relevant remaining
issues.

Please let us have your reply on whether the above is in order.
The Seal of the Leizhou Forestry Bureau
1998, February 27
[Translation; emphasis added.]

77. In its 1996 Annual Financial Statements, Sino stated:

The $14,992,000 due from the LFB represents cash collected from the sale of
wood chips on behalf of the Leizhou EJV. As originally agreed to by Sino-Wood,
the cash was being retained by the LFB to fund the ongoing plantation costs of the
Leizhou EJV incurred by the LFB. Sino-Wood and LFB have agreed that the
amount due to the Leizhou EJV, after reduction for plantation costs incurred, will
be settled in 1997 concurrent with the settlement of capital contributions due to
the Leizhou EJV by Sino-Wood.

78.  These statements were false, inasmuch as Leizhou never generated such sales, Leizhou

was wound-up in 1998,

79. At all material times, Sino’s founders, Chan and Poon, were fully aware of the reality
relating to Leizhou, and knowingly misrepresented the true status of Leizhou, as well as its true
revenues and profits.
(i) Sino’s Fictitious Investment in SJXT

80, In Sino’s audited financial statements for the year ended December 31, 1997, filed on
SEDAR on May 20, 1998 (the “1997 Financial Statements”), Sino stated that, in order to
establish strategic partnerships with key local wood product suppliers and to build a strong
distribution for the wood-based product and contract supply businesses, it had acquired a 20%

equity interest in “Shanghai Jin Xiang Timber Ltd.” (“SJXT”). Sino then described SIXT as an
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EJV that had been formed in 1997 by the Ministry of Forestry in China, and declared that its
function was to organize and manage the first and only official market for timber and log trading
in Eastern China. It further stated that the investment in SIXT was expected to provide the
Company with good accessibility to a large base of potential customers and companies in the

timber and log businesses in Eastern China.

81.  There is, in fact, no entity known as “Shanghai Jin Xiang Timber Ltd.” While an entity
called “Shanghai Jin Xiang Timber Wholesale Market” does exist, Sino did not have, as claimed

in its disclosure documents, an equity stake in that venture.

82. According to the 1997 Audited Annual Financial Statements, the total investment of
SIXT was estimated to be US$9.7 million, of which Sino would be required to contribute
approximately US$1.9 million for a 20% equity interest. The 1997 Audited Annual Financial
Statements stated that, as at December 31, 1997, Sino had made capital contributions to SIXT in
the amount of US$1.0 million. In Sino’s balance sheet as at December 31, 1997, the SXJT

investment was shown as an asset of $1.0 million.

83. In October 1998, Sino announced an Agency Agreement with SIXT. At that time, Sino
stated that it would provide 130,000 m® of various wood products to SIXT over an 18 month
period, and that, based on then-current market prices, it expected this contract to generate
“significant revenue” for Sino-Forest amounting to approximately $40 million. The revenues
that were purportedly anticipated from the SIXT contract were highly material to Sino. Indeed,

Sino’s total reported revenues in 1998 were $92.7 million.

84. In Sino’s Audited Annual Financial Statements for the year ended December 31, 1998,
which statements were filed on SEDAR on May 18, 1999 (the “1998 Financial Statements”),

Sino again stated that, in 1997, it had acquired a 20% equity interest in SJIXT, that the total
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investment in SIXT was estimated to be US$9.7 million, of which Sino would be required to
contribute approximately $1.9 million, representing 20% of the registered capital, and that, as at
December 31, 1997 and 1998, Sino had made contributions in the amount of US$1.0 million to
SJIXT. In Sino’s balance sheet as at December 31, 1998, the SXJT investment was again shown

as an asset of US$1.0 million,

85. Sino also stated in the 1998 Audited Annual Financial Statements that, during 1998, the
sale of logs and lumber to SJXT amounted to approximately US$537,000. These sales were

identified in the notes to the 1998 Financial Statements as related party transactions.

86. In Sino’s Annual Report for 1998, Chan stated that lumber and wood products trading

constituted a “promising new opportunity.” Chan explained that:

SJXT represents a very significant development for our lumber and wood
products trading business. The market is prospering and continues to look very
promising. Phase I, consisting of 100 shops, is completed. Phases II and III are
expected to be completed by the year 2000. This expansion would triple the size
of the Shanghai Timber Market.

The Shanghai Timber Market is important to Sino-Forest as a generator of
significant new revenue. In addition to supplying various forest products to the
market from our own operations, our direct participation in SJXT increases our
activities in sourcing a wide range of other wood products both from inside
China and internationally.

The Shanghai Timber Market is also very beneficial to the development of the
Sforest products industry in China because it is the first forest products national
sub-market in the eastern region of the country.

L]

The market also greatly facilitates Sino-Forest’s networking activities, enabling
us to build new industry relationships and add to our market intelligence, all of
which increasingly leverage our ability to act as principal in our dealings.

[Emphasis added.]
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87.  Chan also stated in the 1998 Annual Report that the “Agency Agreement with SIXT [is]

expected to generate approximately $40 million over 18 months.”
88.  In Sino’s Annual Report for 1999, Sino stated:

There are also promising growth opportunities as Sino-Forest’s investment in
Shanghai Jin Xiang Timber Ltd, (SJXT or the Shanghai Timber Market),
develops. The Company also continues to explore opportunities to establish and
reinforce ties with other international forestry companies and to bring our e-
commerce technology into operation.

Sino-Forest’s investment in the Shanghai Timber Market — the first national
forest products submarket in eastern China — has provided a strong foundation
for the Company’s lumber and wood products trading business.

[Emphasis added.]

89. In Sino’s MD&A for the year ended December 31, 1999, Sino also stated that:

Sales from lumber and wood products trading increased 264% to $34.2 million
compared to $9.4 million in 1998. The increase in lumber and wood products
trading is attributable largely to the increase in new business generated from
our investment in Shanghai Jin Xiang Timber Ltd, (SJIXT) and a larger sales
SJorce in 1999. Lumber and wood products trading on an agency basis has
increased 35% from $2.3 million in 1998 to $3.1 million in 1999. The increase in
commission income on lumber and wood products trading is attributable to
approximately $1.8 million of fees earned from a new customer,

[Emphasis added.]

90. That same MD&A, however, also states that “The investment in SJXT has contributed to
the significant growth of the lumber and wood products trading business, which has recorded an
increase in sales of 219% from $11.7 million in 1998 to $37.2 million in 1999” (emphasis

added).

91, In Sino’s Audited Annual Financial Statements for the year ended December 31, 1999,
which statements were filed on SEDAR on May 18, 2000 (the “1999 Financial Statements”),

Sino stated:
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During the year, Shanghai Jin Xiang Timber Ltd. [“SJXT”] applied to increase
the original total capital contributions of $868,000 [Chinese renminbi 7.2
million] to $1,509,000 [Chinese renminbi 12.5 million]. Sino-Wood is required to
make an additional contribution of $278,000 as a result of the increase in total
capital contributions. The additional capital contribution of $278,000 was made
in 1999 increasing its equity interest in SJXT from 27.8% to 34.4%. The
principal activity of SJXT is to organize trading of timber and logs in the PRC
market.

[Emphasis added.]

92,  The statements made in the 1999 Financial Statements contradicted Sino’s prior
representations in relation to SJIXT. Among other things, Sino previously claimed to have made

a capital contribution of $1,037,000 for a 20% equity interest in SIXT.

93, In addition, note 2(b) to the 1999 Financial Statements stated that, “[a]s at December 31,
1999, $796,000...advances to SJXT remained outstanding. The advances to SJXT were
unsecured, non-interest bearing and without a fixed repayment date.” Thus, assuming that Sino’s
contributions to SJXT were actually made, then Sino’s prior statements in relation to SIXT were
materially misleading, and violated GAAP, inasmuch as those statements failed to disclose that

Sino had made to SJXT, a related party, a non-interest bearing loan of $796,000.

94. In Sino’s Audited Annual Financial Statements for the year ended December 31, 2000,
which statements were filed on SEDAR on May 18, 2000 (the “2000 Financial Statements™),

Sino stated:

In 1999, Shanghai Jin Xiang Timber Ltd. (“SJXT”) applied to increase the
original total capital contributions of $868,000 [Chinese renminbi 7.2 million] to
$1,509,000 [Chinese renminbi 12.5 million]. Sino-Wood is required to make an
additional contribution of $278,000 as a result of the increase in total capital
contributions. The additional capital contribution of $278,000 was made in 1999
increasing its equity interest in SJXT from 27.8% to 34.4%. The principal activity
of SIXT is to organize the trading of timber and logs in the PRC market. During
the year, advances to SJXT of $796,000 were repaid.
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95. In Sino’s balance sheet as at December 31, 2000, the SJIXT investment was shown as an
asset of $519,000, being the sum of Sino’s purported SIXT investment of $1,315,000 as at
December 31, 1999, and the $796,000 of “advances”™ purportedly repaid to Sino by SIXT during

the year ended December 31, 2000.

96. In Sino’s Annual Reports (including the audited annual financial statements contained
therein) for the years 2001 and beyond, there is no discussion whatsoever of SIXT. Indeed,
Sino’s “promising” and “very significant” investment in SJXT simply evaporated, without
explanation, from Sino’s disclosure documents. In fact, and unbeknownst to the public, Sino
never invested in a company called “Shanghai Jin Xiang Timber Ltd.” Chan and Poon knew, or

were reckless in not knowing of; that fact.

97. At all material times, Sino’s founders, Chan and Poon, were fully aware of the reality
relating to SJIXT, and knowingly misrepresented the true status of SJXT and Sino’s interested

therein.

(iii) ~ Sino’s Materially Deficient and Misleading Class Period Disclosures regarding
Sino’s History

98.  During the Class Period, the Sino disclosure documents identified below purported to
provide investors with an overview of Sino’s history. However, those disclosure documents, and
indeed all of the Impugned Documents, failed to disclose the material fact that, from its very
founding, Sino was a fraud, inasmuch as its purportedly key investments in Leizhou and SJXT

were either grossly inflated or fictitious.

99.  Accordingly, the statements particularized in paragraphs 100 to 104 below were
misrepresentations. The misleading nature of such statements was exacerbated by the fact that,

throughout the Class Period, Sino’s senior management and Board purported to be governed by



45

the Code, which touted the “high standards of ethical conduct, in both words and actions”, of

Sino’s senior management and Board.

100, In the Prospectuses, Sino described its history, but did not disclose that the SJXT
investment was fictitious, or that the revenues generated by Leizhou were non-existent or grossly

overstated.
101.  In particular, the June 2007 Prospectus stated merely that:

The Corporation was formed under the Business Corporations Act (Ontario) upon
the amalgamation of Mt. Kearsarge Minerals Inc. and 1028412 Ontario Inc,
pursuant to articles of amalgamation dated March 14, 1994, The articles of
amalgamation were amended by articles of amendment filed on July 20, 1995 and
May 20, 1999 to effect certain changes in the provisions attaching to the
Corporation’s class A subordinate-voting shares and class B multiple-voting
shares. On June 25, 2002, the Corporation filed articles of continuance to continue
under the Canada Business Corporations Act. On June 22, 2004, the Corporation
filed articles of amendment whereby its class A subordinate-voting shares were
reclassified as Common Shares and its class B multiple-voting shares were
eliminated.

102.  Similarly, the June 2009 Prospectus stated only that:

The Corporation was formed under the Business Corporations Act (Ontario) upon
the amalgamation of Mt. Kearsarge Minerals Inc. and 1028412 Ontario Inc.
pursuant to articles of amalgamation dated March 14, 1994, The articles of
amalgamation were amended by articles of amendment filed on July 20, 1995 and
May 20, 1999 to effect certain changes in the provisions attaching to the
Corporation’s class A subordinate-voting shares and class B multiple-voting
shares. On June 25, 2002, the Corporation filed articles of continuance to continue
under the Canada Business Corporations Act. On June 22, 2004, the Corporation
filed articles of amendment whereby its class A subordinate-voting shares were
reclassified as Common Shares and its class B multiple-voting shares were
eliminated.

103.  Finally, the December 2009 Prospectus stated only that:

The Corporation was formed under the Business Corporations Act (Ontario) upon
the amalgamation of Mt. Kearsarge Minerals Inc. and 1028412 Ontario Inc.
pursuant to articles of amalgamation dated March 14, 1994. The articles of
amalgamation were amended by articles of amendment filed on July 20, 1995 and
May 20, 1999 to effect certain changes in the provisions attaching to the
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Corporation’s class A subordinate-voting shares and class B multiple-voting
shares. On June 25, 2002, the Corporation filed articles of continuance to continue
under the Canada Business Corporations Act (the “CBCA”). On June 22, 2004,
the Corporation filed articles of amendment whereby its class A subordinate-
voting shares were reclassified as Common Shares and its class B multiple-voting
shares were eliminated.

104,  The failure to disclose the true nature of, and/or Sino’s revenues and profits from, SJIXT
and Leizhou in the historical narrative in the Prospectuses rendered those Prospectuses materially
false and misleading, Those historical facts would have alerted persons who purchased Sino
shares under the Prospectuses, and/or in the secondary markets, to the highly elevated risk of
investing in a company that continued to be controlled by Chan and Poon, both of whom were
founders of Sino, and both of whom had knowingly misrepresented the true nature of Leizhou
and SJIXT from the time of Sino’s creation. Thus, Sino was required to disclose those historical
facts to the Class Members during the Class Period, but failed to do so, either in the Prospectuses

or in any other Impugned Document.

B. Misrepresentations relating to Sino’s Forestry Assets
(i)  Sino Overstates its Yunnan Forestry Assets
105. 1In a press release issued by Sino and filed on SEDAR on March 23, 2007, Sino

announced that it had entered into an agreement to sell 26 million shares to several institutional
investors for gross proceeds of US$200 million, and that the proceeds would be used for the
acquisition of standing timber, including pursuant to a new agreement to purchase standing
timber in Yunnan Province. It further stated in that press release that Sino-Panel (Asia) Inc.
(“Sino-Panel”), a wholly-owned subsidiary of Sino, had entered on that same day into an
agreement with Gengma Dai and Wa Tribes Autonomous Region Forestry Company Ltd.,
(“Gengma Forestry”) established in Lincang City, Yunnan Province in the PRC, and that, under

that Agreement, Sino-Panel would acquire approximately 200,000 hectares of non-state owned
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commercial standing timber in Lincang City and surrounding cities in Yunnan for US$700

million to US$1.4 billion over a 10-year period.

106. These same terms of Sino’s Agreement with Gengma Forestry were disclosed in Sino’s
Q1 2007 MD&A. Moreover, throughout the Class Period, Sino discussed its purported Yunnan
acquisitions in the Impugned Documents, and PSyry repeatedly made statements regarding said

holdings, as particularized below.

107.  The reported acquisitions did not take place. Sino overstated to a material degree the size
and value of its forestry holdings in Yunnan Province. It simply does not own all of the trees it

claims to own in Yunnan, Sino’s overstatement of the Yunnan forestry assets violated GAAP,

108.  The misrepresentations about Sino’s acquisition and holdings of the Yunnan forestry
assets were made in all of the Impugned Documents that were MD&As, financial statements,
AlFs, Prospectuses and Offering Memoranda, except for the 2005 Audited Annual Financial
Statements, the Q1 2006 interim financial statements, the 2006 Audited Annual Financial

Statements, the 2006 Annual MD&A.

(ii)  Sino Overstates its Suriname Forestry Assets; Alternatively, Sino fails to Disclose
the Material Fact that its Suriname Forestry Assets are contrary to the Laws of
Suriname

109.  In mid-2010, Sino became a majority shareholder of Greenheart Group Ltd., a Bermuda
corporation having its headquarters in Hong Kong, China and a listing on the Hong Kong Stock

Exchange (“Greenheart”).

110.  In August 2010, Greenheart issued an aggregate principal amount of US$25,000,000
convertible notes for gross proceeds of US$24,750,000. The sole subscriber of these convertible

notes was Greater Sino Holdings Limited, an entity in which Murray has an indirect interest. In
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addition, Chan and Murray then became members of Greenheart’s Board, Chan became the

Board’s Chairman, and Martin became the CEO of Greenheart and a member of its Board.

111, On August 24, 2010 and December 28, 2010, Greenheart granted to Chan, Martin and
Murray options to purchase, respectively, approximately 6.8 million, 6.8 million and 1.1 million

Greenheart shares. The options are exercisable for a five-year term,

112, Asat March 31, 2011, General Enterprise Management Services International Limited, a
company in which Murray has an indirect interest, held 7,000,000 shares of Greenheart, being

0.9% of the total issued and outstanding shares of Greenheart.

113.  As a result of the aforesaid transactions and interests, Sino, Chan, Martin and Murray

stood to profit handsomely from any inflation in the market price of Greenheart’s shares.

114, At all material times, Greenheart purported to have forestry assets in New Zealand and

Suriname. On March 1, 2011, Greenheart issued a press release in which it announced that:

Greenheart acquires certain rights to additional 128,000 hectare concession in
Suriname

kkkh®

312,000 hectares now under Greenheart management

Hong Kong, March 1, 2011 — Greenheart Group Limited (“Greenheart” or “the
Company”) (HKSE: 00094), an investment holding company with forestry assets in
Suriname and New Zealand (subject to certain closing conditions) today announced that
the Company has acquired 60% of Vista Marine Services N.V. (“Vista”), a private
company based in Suriname, South America that controls certain harvesting rights to a
128,000 hectares hardwood concession. Vista will be rebranded as part of the
Greenheart Group. This transaction will increase Greenheart’s concessions under
management in Suriname to approximately 312,000 hectares. The cost of this
acquisition is not material to the Company as a whole but the Company is optimistic
about the prospects of Vista and the positive impact that it will bring. The concession is
located in the Sipalawini district of Suriname, South America, bordering Lake
Brokopondo and has an estimated annual allowable cut of approximately 100,000
cubic meters.
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Mr, Judson Martin, Chief Executive Officer of Greenheart and Vice-Chairman of Sino-
Forest Corporation, the Company’s controlling shareholder said, “This acquisition is in
line with our growth strategy to expand our footprint in Suriname. In addition to
increased harvestable area, this acquisition will bring synergies in sales, marketing,
administration, financial reporting and control, logistics and overall management. I am
pleased to welcome Mr. Ty Wilkinson to Greenheart as our minority partner. Mr.
Wilkinson shares our respect for the people of Suriname and the land and will be
appointed Chief Executive Officer of this joint venture and be responsible for operating
in a sustainable and responsible manner. This acquisition further advances Greenheart’s
strategy of becoming a global agri-forestry company. We will continue to actively seek
well-priced and sustainable concessions in Suriname and neighboring regions in the
coming months.”

[Emphasis added.]

In its 2010 AIF, filed on SEDAR on March 31, 2011, Sino stated:

We hold a majority interest in Greenheart Group which, together with its subsidiaries,
owns certain rights and manages approximately 312,000 hectares of hardwood forest
concessions in the Republic of Suriname, South America (“Suriname”) and 11,000
hectares of a radiata pine plantation on 13,000 hectares of freehold land in New Zealand
as at March 31, 2011. We believe that our ownership in Greenheart Group will
strengthen our global sourcing network in supplying wood fibre for China In a
sustainable and responsible manner.

[Emphasis added.]

The statements reproduced in the preceding paragraph were false and/or materially

misleading when made, Under the Suriname Forest Management Act, it is prohibited for one

company or a group of companies in which one person or company has a majority interest to

control more than 150,000 hectares of land under concession. Therefore, either Greenheart’s

concessions under management in Suriname did not exceed 150,000 hectares, or Greenheart’s

concessions under management in Suriname violated the laws of Suriname, which was a material

fact not disclosed in any of the Impugned Documents.

117,

In each of the October 2010 Offering Memorandum, the 2010 Annual MD&A, the 2010

AIF, Sino represented that Greenheart had well in excess of 150,000 hectares of concession
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under management in Suriname without however disclosing that Suriname law imposed a limit

of 150,000 hectares on Greenheart and its subsidiaries,

118.  Finally, Vista’s forestry concessions are located in a region of Suriname populated by the
Saramaka, an indigenous people. Pursuant to the American Convention on Human Rights and a
decision of the Inter-American Court of Human Rights, the Saramaka people must have effective
control over their land, including the management of their reserves, and must be effectively
consulted by the State of Suriname. Sino has not disclosed in any of the Impugned Documents
where it has discussed Greenheart and/or Suriname assets that Vista’s purported concessions in
Suriname, if they exist at all, are impaired due to the unfulfilled rights of the indigenous people
of Suriname, in violation of GAAP. The Impugned Documents that omitted that disclosure were

the 2010 Annual MD&A, the 2010 Audited Annual Financial Statements, and the 2010 AIF.

(iii)  Sino overstates its Jiangxi Forestry Assets

119. OnJune 11,2009, Sino issued a press release in which it stated:

Sino-Forest Corporation (TSX: TRE), a leading commercial forest plantation operator in
China, announced today that its wholly-owned subsidiary, Sino-Panel (China)
Investments Limited (“Sino-Panel”), has entered into a Master Agreement for the
Purchase of Pine and Chinese Fir Plantation Forests (the “Jiangxi Master Agreement”)
with Jiangxi Zhonggan Industrial Development Company Limited (“Jiangxi Zhonggan”),
which will act as the authorized agent for the original plantation rights holders,

Under the Jiangxi Master Agreement, Sino-Panel will, through PRC subsidiaries of Sino-
Forest, acquire between 15 million and 18 million cubic metres (ms) of wood fibre
located in plantations in Jiangxi Province over a three-year period with a price not to
exceed RMB300 per ms, to the extent permitted under the relevant PRC laws and
regulations. The plantations in which such amount of wood fibre to acquire is between
150,000 and 300,000 hectares to achieve an estimated average wood fibre yield of
approximately 100 ms per hectare, and include tree species such as pine, Chinese fir and
others. Jiangxi Zhonggan will ensure plantation forests sold to Sino-Panel and its PRC
subsidiaries are non-state-owned, non-natural, commercial plantation forest trees.

In addition to securing the maximum tree acquisition price, Sino-Panel has pre-emptive
rights to lease the underlying plantation land at a price, permitted under the relevant PRC
laws and regulations, not to exceed RMB450 per hectare per annum for 30 years from the
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time of harvest. The land lease can also be extended to 50 years as permitted under PRC
laws and regulations. The specific terms and conditions of purchasing or leasing are to be
determined upon the execution of definitive agreements between the PRC subsidiaries of
Sino-Panel and Jiangxi Zhonggan upon the authorisation of original plantation rights
holders, and subject to the requisite governmental approval and in compliance with the
relevant PRC laws and regulations.

Sino-Forest Chairman and CEQ Allen Chan said, “We are fortunate to have been able
to capture and support investment opportunities in China’s developing forestry sector
by locking up a large amount of fibre at competitive prices. The Jiangxi Master
Agreement is Sino-Forest’s fifth, long-term, fibre purchase agreement during the past
two years. These five agreements cover a total plantation area of over one million
hectares in five of China’s most densely forested provinces.”

[Emphasis added.]

120.  According to Sino’s 2010 Annual MD&A, as of December 31, 2010, Sino had acquired
59,700 ha of plantation trees from Jiangxi Zhonggan Industrial Development Company Limited
(“Zhonggan”) for US$269.1 million under the terms of the master agreement. (In its interim
report for the second quarter of 2011, which was issued after the Class Period, Sino claims that,
as at June 30, 2011, this number had increased to 69,100 ha, for a purchase price of US$309.6

million).

121.  However, as was known to Sino, Chan, Poon and Horsley, and as ought to have been
known to the remaining Individual Defendants, BDO, E&Y and P&yry, Sino’s plantation

acquisitions through Zhonggan are materially smaller than Sino has claimed.

(iv)  Poyry makes Misrepresentations in relation to Sino’s Forestry Assets

122.  As particularized above, Sino overstated its forestry assets in Yunnan and Jiangxi
Provinces in the PRC and in Suriname. Accordingly, Sino’s total assets are overstated to a
material degree in all of the Impugned Documents, in violation of GAAP, and each such

statement of Sino’s total assets constitutes a misrepresentation.
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123, Inaddition, during the Class Period, P6yry and entities affiliated with it made statements

that are misrepresentations in regard to Sino’s Yunnan Province “assets,” namely:

(a)

(b)

(c)

In a report dated March 14, 2008, filed on SEDAR on March 31, 2008 (the “2008
Valuations™), PSyry: (a) stated that it had determined the valuation of the Sino
forest assets to be US$3.2 billion as at 31 December 2007; (b) provided tables and
figures regarding Yunnan; (c) stated that “Stands in Yunnan range from 20 ha to
1000 ha,” that “In 2007 Sino-Forest purchased an area of mixed broadleaf forest
in Yunnan Province,” that “Broadleaf forests already acquired in Yunnan are all
mature,” and that “Sino-Forest is embarking on a series of forest
acquisitions/expansion efforts in Hunan, Yunnan and Guangxi;” and (d) provided
a detailed discussion of Sino’s Yunnan “holdings” at Appendixes 3 and 5.
P&yry’s 2008 Valuations were incorporated in Sino’s 2007 Annual MD&A,
amended 2007 Annual MD&A, 2007 AIF, each of the Q1, Q2, and Q3 2008
MD&As, Annual 2008 MD&A, amended Annual 2008 MD&A, each of the Q1,
Q2 and Q3 2009, annual 2009 MD&A, and July 2008 and December 2009
Offering Memoranda;

In a report dated April 1, 2009 and filed on SEDAR on April 2, 2009 (the “2009
Valuvations”), POyry stated that “[t]he area of forest owned in Yunnan has
quadrupled from around 10 000 ha to almost 40 000 ha over the past year,”
provided figures and tables regarding Yunnan, and stated that “Sino-Forest has
increased its holding of broadleaf crops in Yunnan during 2008, with this
province containing nearly 99% of its broadleaf resource.” Poyry’s 2009
Valuations were incorporated in Sino’s 2008 AIF, each of the QI, Q2, Q3 2009
MD&As, Annual 2009 MD&A, June 2009 Offering Memorandum, and June
2009 and December 2009 Prospectuses;

In a “Final Report” dated April 23, 2010, filed on SEDAR on April 30, 2010 (the
“2010 Valuations™), P6yry stated that “Guangxi, Hunan and Yunnan are the three
largest provinces in terms of Sino-Forest’s holdings. The largest change in area

by province, both in absolute and relative terms [sic] has been Yunnan, where the
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arca of forest owned has almost tripled, from around 39 000 ha to almost 106 000
ha over the past year,” provided figures and tables regarding Yunnan, stated that
“Yunnan contains 106 000 ha, including 85 000 ha or 99% of the total broadleaf
forest,” stated that “the three provinces of Guangxi, Hunan and Yunnan together
contain 391 000 ha or about 80% of the total forest area of 491 000 ha” and that
“[a]lmost 97% of the broadleaf forest is in Yunnan,” and provided a detailed
discussion of Sino’s Yunnan “holdings” at Appendixes 3 and 4. Pdyry’s 2010
Valuations were incorporated in Sino’s 2009 AIF, the annual 2009 MD&A, each
of the QI, Q2 and Q3 2010 MD&As, and the October 2010 Offering

Memorandum;

In a “Summary Valuation Report” regarding “Valuation of Purchased Forest
Crops as at 31 December 2010” and dated May 27, 2011, P6yry provided tables
and figures regarding Yunnan, stated that “[t]he major changes in area by species
from December 2009 to 2010 has been in Yunnan pine, with acquisitions in
Yunnan and Sichuan provinces” and that “[a]nalysis of [Sino’s] inventory data for
broadleaf forest in Yunnan, and comparisons with an inventory that Pdyry
undertook there in 2008 supported the upwards revision of prices applied to the
Yunnan broadleaf large size log,” and stated that “[t]he yield table for Yunnan
pine in Yunnan and Sichuan provinces was derived from data collected in this

species in these provinces by Pdyry during other work;” and

In a press release titled “Summary of Sino-Forest’s China Forest Asset 2010
Valuation Reports” and which was “jointly prepared by Sino-Forest and Poyry to
highlight key findings and outcomes from the 2010 valuation reports,” Poyry
reported on Sino’s “holdings” and estimated the market value of Sino’s forest
assets on the 754,816 ha to be approximately US$3.1 billion as at December 31,
2010.
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C. Misrepresentations relating to Sino’s Related Party Transactions
(i)  Related Party Transactions Generally
124, Under GAAP and GAAS, a “related party” exists “when one party has the ability to

exercise directly or indirectly, control, joint control or significant influence over the other.”
(CICA Handbook 3840.03) Examples include a parent-subsidiary relationship or an entity that

is economically dependent upon another,

125.  Related parties raise the concern that transactions may not be conducted at arm’s length,
and pricing or other terms may not be determined at fair market values. For example, when a
subsidiary “sells” an asset to its parent at a given price, it may not be appropriate that that asset
be reported on the balance sheet or charged against the earnings of the parent at that price.
Where transactions are conducted between arm’s length parties, this concern is generally not

present.

126. The existence of related party transactions is important to investors irrespective of the
reported dollar values of the transactions because the transactions may be controlled,
manipulated and/or concealed by management (for example, for corporate purposes or because
fraudulent activity is involved), and because such transactions may be used to benefit
management or persons close to management at the expense of the company, and therefore its

shareholders.

(ii) ~ Sino fails to disclose that Zhonggan was a Related Party

127.  lrrespective of the true extent of Zhonggan’s transactions in Jiangxi forestry plantations,
Sino failed to disclose, in violation of GAAP, that Zhonggan was a related party of Sino. More
particularly, according to AIC records, the legal representative of Zhonggan is Lam Hong Chiu,

who is an executive vice president of Sino. Lam Hong Chiu is also a director and a 50%
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sharcholder of China Square Industrial Limited, a BVI corporation which, according to AIC

records, owns 80% of the equity of Zhonggan.

128,  The Impugned Documents that omitted that disclosure were the Q2 2009 MD&A, the Q2
2009 interim financial statements, the Q3 2009 MD&A, the Q3 2009 interim financial
statements, the December 2009 Prospectus, the 2009 Annual MD&A, the 2009 Audited Annual
Financial Statements, the 2009 AIF, the QI 2010 MD&A, the Q1 2010 interim financial
statements, the Q2 2010 MD&A, the Q2 2010 interim financial statements, the Q3 2010 MD&A,
the Q3 2010 interim financial statements, the 2010 Annual MD&A, the 2010 Audited Annual

Financial Statements, and the 2010 AIF,

(iii)  Sino fails to disclose that Homix was a Related Party

129.  On January 12, 2010, Sino issued a press release in which it announced the acquisition by
one of its wholly-owned subsidiaries of Homix Limited (“Homix”), which it described as a
company engaged in research and development and manufacturing of engineered-wood products

in China, for an aggregate amount of US$7.1 million. That press release stated:

HOMIX has an R&D laboratory and two engineered-wood production operations based
in Guangzhou and Jiangsu Provinces, covering eastern and southern China wood product
markets. The company has developed a number of new technologies with patent rights,
specifically suitable for domestic plantation logs including poplar and eucalyptus species.
HOMIX specializes in curing, drying and dyeing methods for engineered wood and has
the know-how to produce recomposed wood products and laminated veneer lumber.
Recomposed wood technology is considered to be environment-friendly and versatile as
it uses fibre from forest plantations, recycled wood and/or wood residue. This reduces the
traditional use of large-diameter trees from natural forests, There is growing demand for
recomposed wood technology as it reduces cost for raw material while increases the
utilization and sustainable use of plantation fibre for the production of furniture and
interior/exterior building materials.

[...]

Mr. Allen Chan, Sino-Forest’s Chairman & CEOQ, said, “As we continue to ramp up our
replanting programme with improved eucalyptus species, it is important for Sino-Forest
to continue investing in the research and development that maximizes all aspects of the
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forest product supply chain. Modernization and improved productivity of the wood
processing industry in China is also necessary given the country’s chronic wood fibre
deficit. Increased use of technology improves operation efficiency, and maximizes and
broadens the use of domestic plantation wood, which reduces the need for logging
domestic natural forests and for importing logs from strained tropical forests, HOMIX
has significant technological capabilities in engineered-wood processing.”

Mr. Chan added, “By acquiring HOMIX, we intend to use six-year eucalyptus fibre
instead of 30-year tree fibre from other species to produce quality lumber using
recomposed technology. We believe that this will help preserve natural forests as well as
improve the demand for and pricing of our planted eucalyptus trees.”
130.  Sino’s 2009 Audited Annual Financial Statements, Q1/2010 Unaudited Interim Financial
Statements, 2010 Audited Annual Financial Statements, the MD&As related to each of the

aforementioned financial statements, and Sino’s AIFs for 2009 and 2010, each discussed the

acquisition of Homix, but nowhere disclosed that Homix was in fact a related party of Sino.

131.  More particularly, Hua Chen, a Senior Vice President, Administration & Finance, of Sino
in the PRC, and who joined Sino in 2002, is a 30% sharcholder of an operating subsidiary of

Homix, Jiangsu Dayang Wood Co., Ltd, (“Jiangsu’)

132.  In order to persuade current and prospective Sino sharcholders that there was a
commercial justification for the Homix acquisition, Sino misrepresented Homix’s patent designs
registered with the PRC State Intellectual Property Office. In particular, in its 2009 Annual

Report, Sino stated:
HOMIX acquisition

[n accordance with our strategy to focus on research and development and to improve the
end-use of our wood fibre, we acquired HOMIX Ltd. in January 2010 for $7.1 million.
This corporate acquisition is small but strategically important adding valuable
intellectual property rights and two engineered-wood processing facilities located in
Guangdong and Jiangsu Provinces to our operations. Homix has developed
environment-friendly technology, an efficient process using recomposed technology to
convert small-diameter plantation logs into building materials and furniture. Since we
plan to grow high volumes of eucalypt and other FGHY species, this acquisition will help
us achieve our long-term objectives of maximizing the use of our fibre, supplying a
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variety of downstream customers and enhancing economic rural development. [Emphasis
added]

133.  However, Homix itself then had no patent designs registered with the PRC State
Intellectual Property Office. At that time, Homix had two subsidiaries, Jiangsu and Guangzhou
Pany Dacheng Wood Co. The latter then had no patent designs registered with the PRC State
Intellectual Property Office, while Jiangsu had two patent designs. However, each such design
was for wood dyeing, and not for the conversion of small-diameter plantation logs into building

materials and furniture,

(iv)  Sino fails to disclose that Yunan Shunxuan was a Related Party

134, In addition, during the Class Period, Sino purportedly purchased approximately 1,600
hectares of timber in Yunnan province from Yunnan Shunxuan Forestry Co. Ltd. Yunnan
Shunxuan was part of Sino, acting under a separate label. Accordingly, it was considered a
related party for the purposes of the GAAP disclosure requirements, a fact that Sino failed to

disclose.

135, The Impugned Documents that omitted that disclosure were the 2009 Annual MD&A, the
2009 Audited Annual Financial Statements, the 2009 AIF, the Q1 2010 MD&A, the Q1 2010
interim financial statements, the Q2 2010 MD&A, the Q2 2010 interim financial statements, the
Q3 2010 MD&A, the Q3 2010 interim financial statements, the 2010 Annual MD&A, the 2010

Audited Annual Financial Statements, and the 2010 AIF,

136.  Sino’s failure to disclose that Yunnan Shunxuan was a related party was a violation of

GAAP, and a misrepresentation.

(v)  Sino fails to disclose that Yuda Wood was a Related Party
137.  Huaihua City Yuda Wood Co. Ltd., based in Huaihua City, Hunan Province (“Yuda

Wood”), was a major supplier of Sino at material times. Yuda Wood was founded in April 2006
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and, from 2007 until 2010, its business with Sino totalled approximately 152,164 Ha and RMB

4.94 billion.

138.  During that period, Yuda Wood was a related party of Sino. Indeed, in the Second
Repott, the IC acknowledged that “there is evidence suggesting close cooperation [between
Sino and Yuda Wood] (including administrative assistance, possible payment of capital at the
time of establishment, joint control of certain of Yuda Wood’s RMB bank accounts and the
numerous emails indicating coordination of funding and other business activities)” [emphasis

added.]

139.  The fact that Yuda Wood was a related party of Sino during the Class Period was a
material fact and was required to be disclosed under GAAP, but, during the Class Period, that

fact was not disclosed by Sino in any of the Impugned Documents, or otherwise.

(vi)  Sino fails to Disclose that Major Suppliers were Related Parties

140. At material times, Sino had at least thirteen suppliers where former Sino employees,
consultants or secondees are or were directors, officers and/or shareholders of one or more such
suppliers. Due to these and other connections between these suppliers and Sino, some or all of

such suppliers were in fact undisclosed related parties of Sino.

141. Including Yuda Wood, the thirteen suppliers referenced above accounted for 43% of

Sino’s purported plantation purchases between 2006 and the first quarter of 2011,

142.  In none of the Impugned Documents did Sino disclose that any of these suppliers were
related parties, nor did it disclose sufficient particulars of its relations with such suppliers as

would have enabled the investing public to ascertain that those suppliers were related parties.
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D. Misrepresentations relating to Sino’s Relations with Forestry Bureaus and its
Purported Title to Forestry Assets in the PRC

143. In at least two instances during the Class Period, PRC forestry bureau officials were
either concurrently or subsequently employees of, or consultants to, Sino. One forestry bureau
assigned employees to Sino and other companies to assist in the development of the forestry

industry in its jurisdiction.

144, In addition, a vice-chief of the forestry bureau was assigned to work closely with Sino,
and while that vice chief still drew a basic salary from the forestry bureau, he also acted as a
consultant to Sino in the conduct of Sino’s business. This arrangement was in place for several
years. That vice-chief appeared on Sino’s payroll from January 2007 with a monthly payment of

RMB 15,000, which was significant compared with his forestry bureau salary.

145, In addition, at material times, Sino and/or its subsidiaries and/or its suppliers made cash
payments and gave “gifts” to forestry bureau officals, which potentially constituted a serious
criminal offence under the laws of the PRC. At least some of these payments and gifts were
made or given in order to induce the recipients to issue “confirmation letters” in relation to
Sino’s purported holdings in the PRC of standing timber. These practices utterly compromised

the integrity of the process whereby those “confirmation letters” were obtained.

146.  Further, a chief of a forestry bureau who had authorized the issuance of confirmations to
Sino was arrested due to corruption charges. That forestry bureau had issued confirmations only
to Sino and to no other companies. Subsequent to the termination of that forestry bureau chief,

that forestry bureau did not issue confirmations to any company.

147.  The foregoing facts were material because: (1) they undermined the reliability (if any) of

the documentation upon which Sino relied and continues to rely to establish its ownership of
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standing timber; and (2) the corruption in which Sino was engaged exposed Sino to potential
criminal penalties, including substantial fines, as well as a risk of severe reputational damage in

Sino’s most important market, the PRC,

148.  However, none of these facts was disclosed in any of the Impugned Documents. On the
contrary, Sino only made the following disclosure regarding former government officials in its
2007 Annual Report (and in no other Impugned Document), which was materially incomplete,

and a misrepresentation:

To ensure successful growth, we have trained and promoted staff from within our
organization, and hired knowledgeable people with relevant working experience
and industry expertise — some joined us from forestry bureaus in various regions
and provinces and/or state-owned tree farms. [..] 4. Based in Heyuan,
Guangdong, Deputy GM responsible for Heyuan plantations, previously with
forestry bureau; studied at Yangdongxian Dangxiao [Mr. Liang] 5. Based in
Hunan, Plantation controller, graduated from Hunan Agricultural University,
previously Assistant Manager of state-owned farm trees in Hunan [Mr, Xie].

149.  In respect of Sino’s purported title to standing timber in the PRC, Sino possessed
Plantation Rights Certificates, or registered title, only in respect of 18% of its purported holdings
of standing timber as at December 31, 2010, a fact nowhere disclosed by Sino during the Class
Period. This fact was highly material to Sino, inasmuch as standing timber comprised a large
proportion of Sino’s assets throughout the Class Period, and in the absence of Plantation Rights

Certificates, Sino could not establish its title to that standing timber.,

150.  Rather than disclose this highly material fact, Sino made the following misrepresentations

in the following Impugned Documents:

(a) In the 2008 AIF: “We have obtained the plantation vights certificates or
requisite approvals for acquiring the relevant plantation rights for most of the
purchased tree plantations and planted tree plantations currently under our

management, and we are in the process of applying for the plantation rights
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certificates for those plantations for which we have not obtained such certificates”

[emphasis added];

(b) In the 2009 AIF: “We have obtained the plantation rights certificates or
requisite approvals for acquiring the relevant plantation rights for most of the
purchased plantations and planted plantations currently under our
management, and we are in the process of applying for the plantation rights
certificates for those plantations for which we have not obtained such certificates”

[emphasis added]; and

(c) In the 2010 AIF: “We have obtained the plantation rights certificates or
requisite approvals for acquiring the relevant plantation rights for most of the
purchased plantations and planted plantations currently under our
management, and we are in the process of applying for the plantation rights
certificates for those plantations for which we have not obtained such certificates”

[emphasis added].

151. In the absence of Plantation Rights Certificates, Sino relies principally on the purchase
contracts entered into by its BVI subsidiaries (“BVIs”) in order to demonstrate its ownership of

standing timber,

152.  However, under PRC law, those contracts are void and unenforceable.

153. In the alternative, if those contracts are valid and enforceable, they are enforceable only
as against the counterparties through which Sino purported to acquire the standing timber, and
not against the party who has registered title (if any) to the standing timber. Because some or all
of those counterparties were or became insolvent, corporate shells or thinly capitalized, then any
claims that Sino would have against those counterparties under PRC law, whether for unjust
enrichment or otherwise, were of little to no value, and certainly constituted no substitute for

registered title to the standing timber which Sino purported to own.
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[54. Sino never disclosed these material facts during the Class Period, whether in the

Impugned Documents or otherwise, On the contrary, Sino made the following

misrepresentations in relation to its purported title to standing timber:

(a)

(b)

(©)

(d)

(©)

(H

In the July 2008 Offering Memorandum, Sino stated “Based on the relevant
purchase contracts and the approvals issued by the relevant forestry bureaus, we

legally own our purchased plantations”;

In the June 2009 Offering Memorandum, Sino stated “Based on the relevant
purchase contracts and the approvals issued by the relevant forestry bureaus, we

legally own our purchased plantations”;

In the October 2010 Offering Memorandum, Sino stated “Based on the relevant
purchase contracts and the approvals issued by the relevant forestry bureaus, we

legally own our purchased plantations”;

In the 2006 AIF, Sino stated “Based on the supplemental purchase contracts and
the plantation rights certificates issued by the relevant forestry departments, we

have the legal right to own our purchased tree plantations”;

In the 2007 AIF, Sino stated “Based on the relevant purchase contracts and the
approvals issued by the relevant forestry departments, we have the legal right to

own our purchased tree plantations™;

In the 2008 AIF, Sino stated “Based on the relevant purchase contracts and the
approvals issued by the relevant forestry bureaus, we legally own our purchased

tree plantations”;
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() In the 2009 AIF, Sino stated “Based on the relevant purchase contracts and the
approvals issued by the local forestry bureaus, we legally own our purchased

plantations™;

(h) In the December 2009 Offering Memorandum, Sino stated “Based on the relevant
purchase contracts and the approvals issued by the local forestry bureaus, we

legally own our purchased plantations™; and

(i) In the 2010 AlF, Sino stated “Based on the relevant purchase contracts and the
approvals issued by the relevant forestry bureaus, we legally own our purchased

plantations.”

155.  In addition, during the Class Period, Sino never disclosed the material fact, belatedly
revealed in the Second Report, that “in practice it is not able to obtain Plantation Rights
Certificates for standing timber purchases when no land transfer rights are transferred”

[emphasis added].

156.  On the contrary, during the Class Period, Sino made the following misrepresentation in

each of the 2006 and 2007 AlFs:

Since 2000, the PRC has been improving its system of registering plantation land
ownership, plantation land use rights and plantation ownership rights and its
system of issuing certificates to the persons having plantation land use rights, to
owners owning the plantation trees and to owners of the plantation land. In April
2000, the PRC State Forestry Bureau announced the “Notice on the
Implementation of Nationwide Uniform Plantation Right Certificates” (Lin Zi Fa
[2000] No. 159) on April 19, 2000 (the “Notice”). Under the Notice, a new
uniform form of plantation rights certificate is to be used commencing from the
date of the Notice. The same type of new form plantation rights certificate will
be issued to the persons having the right to use the plantation land, to persons
who own the plantation land and plantation trees, and to persons having the
right to use plantation trees.

[Emphasis added]
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157.  Under PRC law, county and provincial forestry bureaus have no authority to issue

confirmation letters. Such letters cannot be relied upon in a court of law to resolve a dispute and

are not a guarantee of title. Notwithstanding this, during the Class Period, Sino made the

following misrepresentations:

(a)

(b)

In the 2006 AIF: “In addition, for the purchased tree plantations, we have
obtained confirmations from the relevant forestry bureaus that we have the
legal right to own the purchased tree plantations for which we have not received

certificates” [emphasis added]; and

In the 2007 AIF: “For our Purchased Tree Plantations, we have applied for the
relevant Plantation Rights Certificates with the competent local forestry
departments. As the relevant locations where we purchased our Purchased Tree
Plantations have not fully implemented the new form Plantation Rights
Certificate, we are not able to obtain all the corresponding Plantation Rights
Certificates for our Purchased Tree Plantations, In this connection, we obtained
confirmation on our ownership of our Purchased Tree Plantations from the

relevant forestry departments.” [emphasis added]
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E, Misrepresentations relating to Sino’s Relationships with its Als

158, In addition to the misrepresentations alleged above in relation to Sino’s Als, including
those alleged in Section VI.C hereof (Misrepresentations relating to Sino’s Related Party
Transactions), Sino made the following misrepresentations during the Class Period in relation to
its relationships with it Als,

(i)  Sino Misrepresents the Degree of its Reliance on its Als
159.  On March 30, 2007, Sino issued and filed on SEDAR its 2006 AIF. In that AIF, Sino

stated:

...PRC laws and regulations require foreign companies to obtain licenses to engage in
any business activities in the PRC. As a result of these requirements, we currently engage
in our trading activities through PRC authorized intermediaries that have the requisite
business licenses. There is no assurance that the PRC government will not take action to
restrict our ability to engage in trading activities through our authorized intermediaries.
In order to reduce our reliance on the authorized intermediaries, we intend to use a
WFOE in the PRC to enter into contracts directly with suppliers of raw timber, and
then process the raw timber, or engage others to process raw timber on its behalf, and
sell logs, wood chips and wood-based products to customers, although it would not be
able to engage in pure trading activities.

[Emphasis added.]

160. In its 2007 AIF, which Sino filed on March 28, 2008, Sino again declared its intention to

reduce its reliance upon Als,

161.  These statements were false and/or materially misleading when made, inasmuch as Sino
had no intention to reduce materially its reliance on Als, because its Als were critical to Sino’s
ability to inflate its revenue and net income. Rather, these statements had the effect of mitigating

any investor concern arising from Sino’s extensive reliance upon Als.

162,  Throughout the Class Period, Sino continued to depend heavily upon Als for its
purported sales of standing timber. In fact, contrary to Sino’s purported intention to reduce its

reliance on its Als, Sino’s reliance on its Als in fact increased during the Class Period.
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(i) Sino Misrepresents the Tax-related Risks Arising from its use of Als

163.  Throughout the Class Period, Sino materially understated the tax-related risks arising

from its use of Als,

164. Tax evasion penalties in the PRC are severe. Depending on whether the PRC authorities
seek recovery of unpaid taxes by means of a civil or criminal proceeding, its claims for unpaid
tax are subject to either a five- or ten-year limitation period. The unintentional failure to pay
taxes is subject to a 0.05% per day interest penalty, while an intentional failure to pay taxes is
punishable with fines of up to five times the unpaid taxes, and confiscation of part or all of the

criminal’s personal properties maybe also imposed.,

165.  Therefore, because Sino professed to be unable to determine whether its Als have paid
required taxes, the tax-related risks arising from Sino’s use of Als were potentially devastating.
Sino failed, however, to disclose these aspects of the PRC tax regime in its Class Period

disclosure documents, as alleged more particularly below,

166. Based upon Sino’s reported results, Sino’s tax accruals in all of its Impugned Documents
that were interim and annual financial statements were materially deficient. For example,
depending on whether the PRC tax authorities would assess interest at the rate of 18.75% per
annum, or would assess no interest, on the unpaid income taxes of Sino’s BVI subsidiaries, and
depending also on whether one assumes that Sino’s Als have paid no income taxes or have paid
50% of the income taxes due to the PRC, then Sino’s tax accruals in its 2007, 2008, 2009 and
2010 Audited Annual Financial Statements were understated by, respectively, US$10 million to
US$150 million, US$50 million to US$260 million, US$81 million to US$371 million, and
US$83 million to US$493 million. Importantly, were one to consider the impact of unpaid taxes

other than unpaid income taxes (for example, unpaid value-added taxes), then the amounts by
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which Sino’s tax accruals were understated in these financial statements would be substantially

larger.

167. The aforementioned estimates of the amounts by which Sino’s tax accruals were
understated also assume that the PRC tax authorities only impose interest charges on Sino’s BV1
Subsidiaries and impose no other penalties for unpaid taxes, and assume further that the PRC
authorities seek back taxes only for the preceding five years. As indicated above, each of these
assumptions is likely to be unduly optimistic. In any case, Sino’s inadequate tax accruals

violated GAAP, and constituted misrepresentations,

168,  Sino also violated GAAP in its 2009 Audited Annual Financial Statements by failing to
apply to its 2009 financial results the PRC tax guidance that was issued in February 2010.
Although that guidance was issued after year-end 2009, GAAP required that Sino apply that
guidance to its 2009 financial results, because that guidance was issued in the subsequent events

period.

169. Based upon Sino’s reported profit margins on its dealings with Als, which margins are
extraordinary both in relation to the profit margins of Sino’s peers, and in relation to the limited
risks that Sino purports to assume in its transactions with its Als, Sino’s Als are not satisfying
their tax obligations, a fact that was either known to the Defendants or ought to have been
known. If Sino’s extraordinary profit margins are real, then Sino and its Als must be dividing

the gains from non-payment of taxes to the PRC.,

170.  During the Class Period, Sino never disclosed the true nature of the tax-related risks to
which it was exposed. This omission, in violation of GAAP, rendered each of the following

statements a misrepresentation:
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In the 2006 Annual Financial Statements, note 11 [b] “Provision for tax related

liabilities” and associated text;

In the 2006 Annual MD&A, the subsection “Provision for Tax Related

Liabilities” in the section “Critical Accounting Estimates,” and associated text;

In the AIF dated March 30, 2007, the section “Estimation of the Company’s

provision for income and related taxes,” and associated text;

In the Q1 and Q2 2007 Financial Statements, note 5 “Provision for Tax Related

Liabilities,” and associated text;

In the Q3 2007 Financial Statements, note 6 ‘“Provision for Tax Related

Liabilities,” and associated text;

In the 2007 Annual Financial Statements, note 13 [b] “Provision for tax related

liabilities,” and associated text;

In the 2007 Annual MD&A and Amended 2007 Annual MD&A, the subsection
“Provision for Tax Related Liabilities” in the section “Critical Accounting

Estimates,” and associated text;

In the AIF dated March 28, 2008, the section “Estimation of the Corporation’s

provision for income and related taxes,” and associated text;

In the QI, Q2 and Q3 2008 Financial Statements, note 12 “Provision for Tax

Related Liabilities,” and associated text;

In the Q1, Q2 and Q3 2008 MD&As, the subsection “Provision for Tax Related

Liabilities” in the section “Critical Accounting Estimates,” and associated text;

In the July 2008 Offering Memorandum, the subsection “Taxation” in the section
“Management’s Discussion and Analysis of Financial Condition and Results of

Operations,” and associated text;
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In the 2008 Annual Financial Statements, note 13 [d] “Provision for tax related

liabilities,” and associated text;

In the 2008 Annual MD&A and Amended 2008 Annual MD&A, the subsection
“Provision for Tax Related Liabilities” in the section “Critical Accounting

Estimates,” and associated text;

In the AIF dated March 31, 2009, the section “We may be liable for income and
related taxes to our business and operations, particularly our BVI Subsidiaries, in
amounts greater than the amounts we have estimated and for which we have

provisioned,” and associated text;

In the Q1, Q2 and Q3 2009 Financial Statements, note 13 “Provision for Tax

Related Liabilities,” and associated text;

In the Q1, Q2 and Q3 2009 MD&As, the subsection “Provision for Tax Related

Liabilities” in the section “Critical Accounting Estimates,” and associated text;

In the 2009 Annual Financial Statements, note 15 [d] “Provision for tax related

liabilities,” and associated text;

In the 2009 Annual MD&A, the subsection “Provision for Tax Related

Liabilities” in the section “Critical Accounting Estimates,” and associated text;

In the AIF dated March 31, 2010, the section “We may be liable for income and
related taxes to our business and operations, particularly our BVI Subsidiaries, in
amounts greater than the amounts we have estimated and for which we have

provisioned,” and associated text;

In the Q1 and Q2 2010 Financial Statements, note 14 “Provision for Tax Related

Liabilities,” and associated text;

In the Q1 and Q2 2010 MD&As, the subsection “Provision for Tax Related

Liabilities” in the section “Critical Accounting Estimates,” and associated text;
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(v) In the Q3 2010 Financial Statements, note 14 ‘“Provision and Contingencies for

Tax Related Liabilities,” and associated text; and

(w) In the Q3 2010 MD&As, the subsection “Provision and Contingencies for Tax
Related Liabilities” in the section “Critical Accounting Estimates,” and associated

text;

x) In the October 2010 Offering Memorandum, the subsection “Taxation” in the

section “Selected Financial Information,” and associated text;

(y) In the 2010 Annual Financial Statements, note 18 *“Provision and Contingencies

for Tax Related Liabilities,” and associated text;

(z) In the 2010 Annual MD&A, the subsection “Provision and Contingencies for Tax
Related Liabilities” in the section “Critical Accounting Estimates,” and associated

text; and

(aa)  In the AIF dated March 31, 2011, the section “We may be liable for income and
related taxes to our business and operations, particularly our BVI Subsidiaries, in
amounts greater than the amounts we have estimated and for which we have

provisioned,” and associated text.

171.  In every Impugned Document that is a financial statement, the line item “Accounts
payable and accrued liabilities” and associated figures on the Consolidated Balance Sheets fails

to properly account for Sino’s tax accruals and is a misrepresentation, and a violation of GAAP.

172.  During the Class Period, Sino also failed to disclose in any of the Impugned Documents
that were AlFs, MD&As, financial statements, Prospectuses or Offering Memoranda, the risks
relating to the repatriation of its earnings from the PRC. In 2010, Sino added two new sections
to its AIF regarding the risk that it would not be able to repatriate earnings from its BVI
subsidiaries (which deal with the Als). The amount of retained earnings that may not be able to

be repatriated is stated therein to be US$1.4 billion. Notwithstanding this disclosure, Sino did not
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disclose in these Impugned Documents that it would be unable to repatriate any earnings absent

proof of payment of PRC taxes, which it has admitted that it lacks.

(iii) ~ Sino Misrepresents its Accounting Treatment of its Als

173. In addition, there are material discrepancies in Sino’s descriptions of its accounting

treatment of its Als. Beginning in the 2003 AIF, Sino described its Als as follows:

Because of the provisions in the Operational Procedures that specify when we and
the authorized intermediary assume the risks and obligations relating to the raw
timber or wood chips, as the case may be, we treat these transactions for
accounting purposes as providing that we take title to the raw timber when it is
delivered to the authorized intermediary. Title then passes to the authorized
intermediary once the timber is processed into wood chips. Accordingly, we treat
the authorized intermediaries for accounting purposes as being both our
suppliers and customers in these transactions.

[Emphasis added.]

174, Sino’s disclosures were consistent in that regard up to and including Sino’s first AIF

issued in the Class Period (the 2006 AIF), which states:

Because of the provisions in the Operational Procedures that specify when we and
the Al assume the risks and obligations relating to the raw timber or wood chips,
as the case may be, we treat these transactions for accounting purposes as
providing that we take title to the raw timber when it is delivered to the Al. Title
then passes to the Al once the timber is processed into wood chips. Accordingly,
we treat the Al for accounting purposes as being both our supplier and
customer in these transactions.

[Emphasis added.]

175.  In subsequent AIFs, Sino ceased without explanation to disclose whether it treated Als

for accounting purposes as being both the supplier and the customer.,

176.  Following the issuance of Muddy Waters’ report on the last day of the Class Period,
however, Sino declared publicly that Muddy Waters was “wrong” in its assertion that, for
accounting purposes, Sino treated its Als as being both supplier and customer in transactions.

This claim by Sino implies either that Sino misrepresented its accounting treatment of Als in its
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2006 AIF (and in its AIFs for prior years), or that Sino changed its accounting treatment of its
Als after the issuance of its 2006 AIF. If the latter is true, then Sino was obliged by GAAP to

disclose its change in its accounting treatment of its Als. It failed to do so.

F. Misrepresentations relating to Sino’s Cash Flow Statements

177.  Given the nature of Sino’s operations, that of a frequent trader of standing timber, Sino
improperly accounted for its purchases of timber assets as “Investments” in its Consolidated
Statements Of Cash Flow. In fact, such purchases are “Inventory” within the meaning of GAAP,

given the nature of Sino’s business.

178.  Additionally, Sino violated the GAAP ‘matching’ principle in treating timber asset
purchases as “Investments” and the sale of timber assets as “Inventory”: cash flow that came into
the company was treated as cash flow from operations, but cash flow that was spent by Sino was
treated as cash flow for investments. As a result, “Additions to timber holding” was improperly
treated as a “Cash Flows Used In Investing Activities” instead of “Cash Flows From Operating
Activities” and the item “Depletion of timber holdings included in cost of sales” should not be

included in “Cash Flows From Operating Activities,” because it is not a cash item.

179.  The effect of these misstatements is that Sino’s Cash Flows From Operating Activities
were materially overstated throughout the Class Period, which created the impression that Sino
was a far more successful cash generator than it was. Such mismatching and misclassification is

a violation of GAAP,

180.  Cash Flows From Operating Activities are one of the crucial metrics used by the financial
analysts who followed Sino’s performance. These misstatements were designed to, and did,

have the effect of causing such analysts to materially overstate the value of Sino. This material
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overstatement was incorporated into various research reports made available to the Class

Members, the market and the public at large.

[81. Matching is a foundational requirement of GAAP reporting. E&Y and BDO were aware,
at all material times, that Sino was required to adhere to the matching principle. If E&Y and
BDO had conducted GAAS-complaint audits, they would have been aware that Sino’s reporting
was not GAAP compliant with regard to the matching principle. Accordingly, if they had
conducted GAAS-compliant audits, the statements by E&Y and BDO that Sino’s reporting was

GAAP-compliant were not only false, but were made, at a minimum, recklessly.

182. Further, at all material times, E&Y and BDO were aware that misstatements in Cash

Flows From Operating Activities would materially impact the market’s valuation of Sino.

183.  Accordingly, in every Impugned Document that is a financial statement, the Consolidated
Statements Of Cash Flow are a misrepresentation and, particularly, the Cash Flows From
Operating Activities item and associated figures is materially overstated, the “additions to timber
holdings” item and figures is required to be listed as Cash Flows From Operating Activities, and
the “depletion of timber holdings included in cost of sales” item and figures should not have

been included.
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G. Misrepresentations relating to Certain Risks to which Sino was exposed
(i)  Sino is conducting “business activities” in China

184. At material times, PRC law required foreign entities engaging in “business activities” in
the PRC to register to obtain and maintain a license. Violation of this requirement could have
resulted in both administrative sanctions and criminal punishment, including banning the
unlicensed business activities, confiscating illegal income and properties used exclusively
therefor, and/or an administrative fines of no more than RMB 500,000. Possible criminal

punishment included a criminal fine from | to 5 times the amount of the profits gained.

[185. Consequently, were Sino’s BVI subsidiaries to have been engaged in unlicensed in
“business activities” in the PRC during the Class Period, they would have been exposed to risks

that were highly material to Sino.

186. Under PRC law, the term “business activities” generally encompasses any for-profit
activities, and Sino’s BVI subsidiaries were in fact engaged in unlicensed “business activities” in
the PRC during the Class Period. ~However, Sino did not disclose this fact in any of the
Impugned Documents, including in its AlFs for 2008-2010, which purported to make full
disclosure of the material risks to which Sino was then exposed.

(ii)  Sino fails to disclose that no proceeds were paid to it by its Als
187. Inthe Second Report, Sino belatedly revealed that:

In practice, proceeds from the Entrusted Sale Agreements are not paid to SF but
are held by the Als as instructed by SF and subsequently used to pay for further
purchases of standing timber by the same or other BVIs. The Als will continue to
hold these proceeds until the Company instructs the Als to use these proceeds to
pay for new BVI standing timber purchases. No proceeds are directly paid to the
Company, either onshore or offshore.

[Emphasis added]
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188. This material fact was never disclosed in any of the Impugned Documents during the

Class Period. On the contrary, Sino made the following statements during the Class Period in

relation to the proceeds paid to it by its Als, each of which was materially misleading and

therefore a misrepresentation:

(a)

(b)

(c)

(d)

(e)

0

In the 2005 financial statements, Sino stated: “As a result, the majority of the
accounts receivable arising from sales of wood chips and standing timber are
realized through instructing the debtors to settle the amounts payable on standing

timber and other PRC liabilities” [emphasis added];

In the 2006 Annual MD&A, the subsection “Provision for Tax Related

Liabilities” in the section “Critical Accounting Estimates,” and associated text;

In the 2006 financial statements, Sino stated: “As a result, the majority of the
accounts receivable arising from sales of wood chips and standing timber are
realized through instructing the debtors to settle the amounts payable on standing

timber and other liabilities denominated in Renminbi” [emphasis added];

In the 2007 financial statements, Sino stated: “As a result, the majority of the
accounts receivable arising from sales of standing timber are realized through
instructing the debtors to settle the amounts payable on standing timber and other

liabilities denominated in Renminbi;”

In the 2008 financial statements, Sino stated: “As a result, the majority of the
accounts receivable arising from sales of standing timber are realized through
instructing the debtors to settle the amounts payable on standing timber and other

liabilities denominated in Renminbi” [emphasis added];

In the 2009 financial statements, Sino stated: “As a result, the majority of the
accounts receivable arising from sales of standing timber are realized through
instructing the debtors to settle the amounts payable on standing timber and other

liabilities denominated in Renminbi” [emphasis added]; and
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In the 2010 financial statements, Sino stated: “As a result, the majority of the
accounts receivable arising from sales of standing timber are realized through
instructing the debtors to settle the amounts payable on standing timber and other

liabilities denominated in Renminbi” [emphasis added].

H. Misrepresentations relating to Sino’s GAAP Compliance and the Auditors’ GAAS
Compliance

(i)  Sino, Chan and Horsley misrepresent that Sino complied with GAAP

189. In each of its Class Period financial statements, Sino represented that its financial

reporting was GAAP-compliant, which was a misrepresentation for the reasons set out elsewhere

herein,

190. In particular, Sino misrepresented in those financial statements that it was GAAP-

compliant as follows:

(a)

(b)

(c)

In the annual statements filed on March 19, 2007, at Note |: “These consolidated
financial statements Sino-Forest Corporation (the “Company”) have been
prepared in United States dollars in accordance with Canadian generally accepted

accounting principles”;

In the annual financial statements filed on March 18, 2008, at Note 1: “The
consolidated financial statements of Sino-Forest Corporation (the “Company”)
have been prepared in United States dollars and in accordance with Canadian

generally accepted accounting principles”;

In the annual financial statements filed on March 16, 2009, at note |: “The
consolidated financial statements of Sino-Forest Corporation (the “Company”)
have been prepared in United States dollars and in accordance with Canadian

generally accepted accounting principles”;
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(d) In the annual financial statements filed on March 16, 2010, at note 1: “The
consolidated financial statements of Sino-Forest Corporation (the “Company”)
have been prepared in United States dollars and in accordance with Canadian

generally accepted accounting principles”; and

(e) In the annual financial statements filed on March 15, 2011, at note 1: “The
consolidated financial statements of Sino-Forest Corporation (the “Company”)
have been prepared in United States dollars and in accordance with Canadian

generally accepted accounting principles”,

191, In each of its Class Period MD&As, Sino represented that its reporting was GAAP-

compliant, which was a misrepresentation for the reasons set out elsewhere herein,

192. In particular, Sino misrepresented in those MD&As that it was GAAP-compliant as

follows:

(a) In the annual MD&A filed on March 19, 2007: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (GAAP)”;

(b) In the quarterly MD&A filed on May 14, 2007: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (“GAAP”)”;

(©) In the quarterly MD&A filed on August 13, 2007: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (“GAAP”)”;

(d) In the quarterly MD&A filed on November 12, 2007: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (“GAAP”)”;
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In the annual MD&A filed on March 18, 2008: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (GAAP)”;

In the amended annual MD&A filed on March 28, 2008: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (GAAP)”;

In the quarterly MD&A filed on May 13, 2008: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (“GAAP”)”;

In the quarterly MD&A filed on August 12, 2008: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (“GAAP”)”;

In the quarterly MD&A filed on November 13, 2008: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (“GAAP”)”;

In the annual MD&A filed on March 16, 2009: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (GAAP)”;

In the amended annual MD&A filed on March 17, 2009: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (GAAP)”;

In the quarterly MD&A filed on May 11, 2009: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (GAAP)”;

In the quarterly MD&A filed on August 10, 2009: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (GAAP)”;
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In the quarterly MD&A filed on November 12, 2009: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian Generally Accepted Accounting Principles (“GAAP”)”;

In the annual MD&A files on March 16, 2010: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian Generally Accepted Accounting Principles (“GAAP”)”;

In the quarterly MD&A filed on May 12, 2010: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian Generally Accepted Accounting Principles (“GAAP”)”;

In the quarterly MD&A filed on August 10, 2010: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian Generally Accepted Accounting Principles (“GAAP”)”;

In the quarterly MD&A filed on November 10, 2010: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian Generally Accepted Accounting Principles (“GAAP”)”; and

In the annual MD&A filed on March 15, 2011: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian Generally Accepted Accounting Principles (“GAAP”).”

193. In the Offerings, Sino represented that its reporting was GAAP-compliant, which was a

misrepresentation for the reasons set out elsewhere herein,

194, In particular, Sino misrepresented in the Offerings that it was GAAP-compliant as

follows:

(a)

In the July 2008 Offering Memorandum: “We prepare our financial statements on
a consolidated basis in accordance with accounting principles generally accepted

in Canada (“Canadian GAAP”)[...],” “Our auditors conduct their audit of our
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financial statements in accordance with auditing standards generally accepted in
Canada” and “Each of the foregoing reports or financial statements will be
prepared in accordance with Canadian generally accepted accounting principles
other than for reports prepared for financial periods commencing on or after
January 1, 2011 [...]";

In the June 2009 Offering Memorandum: “We prepare our financial statements on
a consolidated basis in accordance with accounting principles generally accepted
in Canada (“Canadian GAAP”)[...],” “Our auditors conduct their audit of our
financial statements in accordance with auditing standards generally accepted in
Canada,” “The audited and unaudited consolidated financial statements were
prepared in accordance with Canadian GAAP,” “Our audited and consolidated
financial statements for the years ended December 31, 2006, 2007 and 2008 and
our unaudited interim consolidated financial statements for the three-month
periods ended March 31, 2008 and 2009 have been prepared in accordance with
Canadian GAAP”;

In the June 2009 Offering Memorandum: “We prepare our financial statements on
a consolidated basis in accordance with accounting principles generally accepted
in Canada (“Canadian GAAP”)[...],” “Our auditors conduct their audit of our
financial statements in accordance with auditing standards generally accepted in
Canada” and “The audited and unaudited consolidated financial statements were

prepared in accordance with Canadian GAAP”; and

In the October 2010 Offering Memorandum: “We prepare our financial
statements on a consolidated basis in accordance with accounting principles
generally accepted in Canada (“Canadian GAAP”)[...],” “Our auditors conduct
their audit of our financial statements in accordance with auditing standards
generally accepted in Canada,” “The audited and unaudited consolidated financial
statements were prepared in accordance with Canadian GAAP,” “Our audited and
consolidated financial statements for the years ended December 31, 2007, 2008

and 2009 and our unaudited interim consolidated financial statements for the six-
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month periods ended June 30, 2009 and 2010 have been prepared in accordance

with Canadian GAAP.”

195,  In the Class Period Management’s Reports, Chan and Horsley represented that Sino’s

reporting was GAAP-compliant, which was a misrepresentation for the reasons set out elsewhere

herein.

196. In particular, Chan and Horsley misrepresented in those Management’s Reports that

Sino’s financial statements were GAAP-compliant as follows:

(a)

(b)

(©)

(d)

(e)

In the annual statements filed on March 19, 2007 Chan and Horlsey stated: “The
consolidated financial statements contained in this Annual Report have been
prepared by management in accordance with Canadian generally accepted

accounting principles”;

In the annual financial statements filed on March 18, 2008 Chan and Horlsey
stated: “The consolidated financial statements contained in this Annual Report
have been prepared by management in accordance with Canadian generally

accepted accounting principles”;

In the annual financial statements filed on March 16, 2009 Chan and Horlsey
stated: “The consolidated financial statements contained in this Annual Report
have been prepared by management in accordance with Canadian generally

accepted accounting principles”;

In the annual financial statements filed on March 16, 2010 Chan and Horlsey
stated: “The consolidated financial statements contained in this Annual Report
have been prepared by management in accordance with Canadian generally

accepted accounting principles”; and

In the annual financial statements filed on March 15, 2011 Chan and Horlsey

stated: “The consolidated financial statements contained in this Annual Report
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have been prepared by management in accordance with Canadian generally

accepted accounting principles.”

(i)  E&Y and BDO misrepresent that Sino complied with GAAP and that they complied

with GAAS

197. In each of Sino’s Class Period annual financial statements, E&Y or BDO, as the case

may be, represented that Sino’s reporting was GAAP-compliant, which was a misrepresentation

for the reasons set out elsewhere herein, In addition, in each such annual financial statement,

E&Y and BDO, as the case may be, represented that they had conducted their audit in

compliance with GAAS, which was a misrepresentation because they did not in fact conduct

their audits in accordance with GAAS.

198. In particular, E&Y and BDO misrepresented that Sino’s financial statements were

GAAP-compliant and that they had conducted their audits in compliance with GAAS as follows:

(a)

(b)

(c)

In Sino’s annual financial statements filed on March 19, 2007, BDO stated: “We
conducted our audit in accordance with Canadian generally accepted auditing
standards” and “In our opinion, these consolidated financial statements present
fairly, in all material respects, the financial position of the Company as at
December 31, 2006 and 2005 and the results of its operations and its cash flows
for the years then ended in accordance with Canadian generally accepted

accounting principles”;

In the June 2007 Prospectus, BDO stated: “We have complied with Canadian
generally accepted standards for an auditor’s involvement with offering

documents”;

In Sino’s annual financial statements filed on March 18, 2008, E&Y stated: “We
conducted our audit in accordance with Canadian generally accepted auditing
standards” and “In our opinion, these consolidated financial statements present

fairly, in all material respects, the financial position of the Company as at
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December 31, 2007 and the results of its operations and its cash flows for the year
then ended in accordance with Canadian generally accepted accounting principles.
The financial statements as at December 31, 2006 and for the year then ended
were audited by other auditors who expressed an opinion without reservation on

those statements in their report dated March 19, 2007”;

In the July 2008 Offering Memorandum, BDO stated: “We conducted our audit in
accordance with Canadian generally accepted auditing standards” and “In our
opinion, these consolidated financial statements present fairly, in all material
respects, the financial position of the Company as at December 31, 2006 and 2005
and the results of its operations and its cash flows for the years then ended in
accordance with Canadian generally accepted accounting principles” and E&Y
stated “We conducted our audit in accordance with Canadian generally accepted
auditing standards” and “In our opinion, these consolidated financial statements
present fairly, in all material respects, the financial position of the Company as at
December 31, 2007 and the results of its operations and its cash flows for the year
then ended in accordance with Canadian generally accepted accounting

principles”;

In Sino’s annual financial statements filed on March 16, 2009, E&Y stated: “We
conducted our audits in accordance with Canadian generally accepted auditing
standards” and “In our opinion, these consolidated financial statements present
fairly, in all material respects, the financial position of the Company as at
December 31, 2008 and 2007 and the results of its operations and its cash flows
for the years then ended in accordance with Canadian generally accepted

accounting principles”;

In Sino’s annual financial statements filed on March 16, 2010, E&Y stated: “We
conducted our audits in accordance with Canadian generally accepted auditing
standards” and “In our opinion, these consolidated financial statements present
fairly, in all material respects, the financial position of the Company as at

December 31, 2009 and 2008 and the results of its operations and its cash flows
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for the years then ended in accordance with Canadian generally accepted

accounting principles”; and

(8) In Sino’s annual financial statements filed on March 15, 2011, E&Y stated: “We
conducted our audits in accordance with Canadian generally accepted auditing
standards.” and “In our opinion, the consolidated financial statements present
fairly, in all material respects, the financial position of Sino-Forest corporation as
at December 31, 2010 and 2009 and the results of its operations and cash flows
for the years then ended in accordance with Canadian generally accepted

accounting principles.”

(iii)  The Market Relied on Sino’s Purported GAAP-compliance and E&Y’s and BDO's
purported GAAS-compliance in Sino’s Financial Reporting

199.  As a public company, Sino communicated the results it claimed to have achieved to the
Class Members via quarterly and annual financial results, among other disclosure documents,
Sino’s auditors, E&Y and BDO, as the case may be, were instrumental in the communication of
Sino’s financial information to the Class Members. The auditors certified that the financial
statements were compliant with GAAP and that they had performed their audits in compliance

with GAAS. Neither was true.

200. The Class Members invested in Sino’s securities on the critical premise that Sino’s
financial statements were in fact GAAP-compliant, and that Sino’s auditors had in fact
conducted their audits in compliance with GAAS. Sino’s reported financial results were also
followed by analysts at numerous financial institutions. These analysts promptly reported to the
market at large when Sino made earnings announcements, and incorporated into their Sino-
related analyses and reports Sino’s purportedly GAAP-compliant financial results. These

analyses and reports, in turn, significantly affected the market price for Sino’s securities.
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201, The market, including the Class Members, would not have relied on Sino’s financial
reporting had the auditors disclosed that Sino’s financial statements were not reliable or that they
had not followed the processes that would have amply revealed that those statements were

reliable,

VII. CHAN’S AND HORSLEY’S FALSE CERTIFICATIONS
202,  Pursuant to National Instrument 52-109, the defendants Chan, as CEQO, and Horsley, as

CFO, were required at the material times to certify Sino’s annual and quarterly MD&As and
Financial Statements as well as the AIFs (and all documents incorporated into the AIFs). Such
certifications included statements that the filings “do not contain any untrue statement of a
material fact or omit to state a material fact required to be stated or that is necessary to make a
statement not misleading in light of the circumstances under which it was made” and that the
reports “fairly present in all material respects the financial condition, results of operations and

cash flows of the issuer.”

203.  As particularized elsewhere herein, however, the Impugned Documents contained the
Representation, which was false, as well as the other misrepresentations alleged above.
Accordingly, the certifications given by Chan and Horsley were false and were themselves
misrepresentations. Chan and Horsley made such false certifications knowingly or, at a

minimum, recklessly.

VIII. THE TRUTH IS REVEALED
204.  On June 2, 2011, Muddy Waters issued its initial report on Sino, and stated in part

therein:
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Sino-Forest Corp (TSE: TRE) is the granddaddy of China RTO frauds. It has
always been a fraud — reporting excellent results from one of its early joint
ventures — even though, because of TRE’s default on its investment obligations,
the JV never went into operation. TRE just lied.

The foundation of TRE’s fraud is a convoluted structure whereby it claims to run
most of its revenues through “authorized intermediaries” (“Al”). Als are
supposedly timber trader customers who purportedly pay much of TRE’s value
added and income taxes. At the same time, these Als allow TRE a gross margin of
55% on standing timber merely for TRE having speculated on trees.

The sole purpose of this structure is to fabricate sales transactions while having an
excuse for not having the VAT invoices that are the mainstay of China audit
work. If TRE really were processing over one billion dollars in sales through Als,
TRE and the Als would be in serious legal trouble. No legitimate public company
would take such risks — particularly because this structure has zero upside.

[..]

On the other side of the books, TRE massively exaggerates its assets. TRE
significantly falsifies its investments in plantation fiber (trees). It purports to have
purchased $2.891 billion in standing timber under master agreements since 2006

[..]
[...]
Valuation

Because TRE has $2.1 billion in debt outstanding, which we believe exceeds the
potential recovery, we value its equity at less than $1.00 per share.

205. Muddy Waters’ report also disclosed that (a) Sino’s business is a fraudulent scheme; (b)
Sino systemically overstated the value of its assets; (c) Sino failed to disclose various related
party transactions; (d) Sino misstated that it had enforced high standards of governance; (e) Sino
misstated that its reliance on the Als had decreased; (f) Sino misrepresented the tax risk
associated with the use of Als; and (g) Sino failed to disclose the risks relating to repatriation of

earnings from PRC,

206. After Muddy Waters’ initial report became public, Sino shares fell to $14.46, at which

point trading was halted (a decline of 20.6% from the pre-disclosure close of $18.21). When
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trading was allowed to resume the next day, Sino’s shares fell to a close of $5.23 (a decline of

71.3% from June 1),

207. On November 13, 2011 Sino released the Second Report in redacted form. Therein, the

Committee summarized its findings:

B. Overview of Principal Findings

The following sets out a very high level overview of the IC’s principal findings
and should be read in conjunction with the balance of this report.

Timber Ownership

[]

The Company does not obtain registered title to BVI purchased plantations. In
the case of the BVIs’ plantations, the IC has visited forestry bureaus, Suppliers
and Als to seek independent evidence to establish a chain of title or payment
transactions to verify such acquisitions. The purchase contracts, set-off
arrangement documentation and forestry bureau confirmations constitute the
documentary evidence as to the Company’s contractual or other rights. The IC
has been advised that the Company’s rights to such plantations could be open to
challenge. However, Management has advised that, to date, it is unaware of any
such challenges that have not been resolved with the Suppliers in a manner
satisfactory to the Company.

Forestry Bureau Confirmations and Plantation Rights Certificates

Registered title, through Plantation Rights Certificates is not available in the
jurisdictions (i.e. cities and counties) examined by the IC Advisors for standing
timber that is held without land use/lease rights. Therefore the Company was not
able to obtain Plantation Rights Certificates for its BVIs standing timber assets
in those areas. In these circumstances, the Company sought confirmations from
the relevant local forestry bureau acknowledging its rights to the standing timber.

The IC Advisors reviewed forestry bureau confirmations for virtually all BVIs
assets and non-Mandra WFOE purchased plantations held as at December 31,
2010. The IC Advisors, in meetings organized by Management, met with a
sample of forestry bureaus with a view to obtaining verification of the Company’s
rights to standing timber in those jurisdictions, The result of such meetings to date
have concluded with the forestry burcaus or related entities having issued new
confirmations as to the Company’s contractual rights to the Company in respect
of 111,177 Ha. as of December 31, 2010 and 133,040 Ha. as of March 31, 2011,
and have acknowledged the issuance of existing confirmations issued to the
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Company as to certain rights, among other things, in respect of 113,058 Ha. as of
December 31, 2010.

Forestry bureau confirmations are not officially recognized documents and are
not issued pursuant to a legislative mandate or, to the knowledge of the IC, a
published policy. It appears they were issued at the request of the Company or
its Suppliers. The confirmations are not title documents, in the Western sense of
that term, although the IC believes they should be viewed as comfort indicating
the relevant forestry bureau does not dispute SF’s claims to the standing timber to
which they relate and might provide comfort in case of disputes. The purchase
contracts are the primary evidence of the Company’s interest in timber assets.

In the meetings with forestry bureaus, the IC Advisors did not obtain significant
insight into the internal authorization or diligence processes undertaken by the
Sforestry bureaus in issuing confirmations and, as reflected elsewhere in this
report, the IC did not have visibility into or complete comfort regarding the
methods by which those confirmations were obtained, 1t should be noted that
several Suppliers observed that SF was more demanding than other buyers in
requiring forestry bureau confirmations.

Book Value of Timber

Based on its review to date, the IC is satisfied that the book value of the BVIs
timber assets of $2.476 billion reflected on its 2010 Financial Statements and of
SP WFOE standing timber assets of $298.6 million reflected in its 2010 Financial
Statements reflects the purchase prices for such assets as set out in the BVIs and
WEFOE standing timber purchase contracts reviewed by the IC Advisors. Further,
the purchase prices for such BVIs timber assets have been reconciled to the
Company’s financial statements based on set-off documentation relating to such
contracts that were reviewed by the IC. However, these comments are also
subject to the conclusions set out above under “Timber Ownership” on title and
other rights to plantation assets.

The 1C Advisors reviewed documentation acknowledging the execution of the
set-off arrangements between Suppliers, the Company and Als for the 2006-2010
period. However, the IC Advisors were unable to review any documentation of
Als or Suppliers which independently verified movements of cash in connection
with such set-off arrangements between Suppliers, the Company and the Als
used to settle purchase prices paid to Suppliers by Als on behalf of SF. We note
also that the independent valuation referred to in Part VIII below has not yet been
completed.

Revenue Reconciliation

As reported in its First Interim Report, the IC has reconciled reported 2010 total
revenue to the sales prices in BVIs timber sales contracts, together with macro
customer level data from other businesses. However, the IC was unable to review
any documentation of Als or Suppliers which independently verified movements



89

of cash in connection with set-off arrangements used to settle purchase prices
paid, or sale proceeds received by, or on behalf of SF.

Relationships

* Yuda Wood: The IC is satisfied that Mr. Huang Ran is not currently an
employee of the Company and that Yuda Wood is not a subsidiary of the
Company. However, there is evidence suggesting close cooperation (including
administrative assistance, possible payment of capital at the time of
establishment, joint control of certain of Yuda Wood’s RMB bank accounts and
the numerous emails indicating coordination of funding and other business
activities). Management has explained these arrangements were mechanisms that
allowed the Company to monitor its interest in the timber transactions. Further,
Huang Ran (a Yuda Wood employee) has an ownership and/or directorship in
a number of Suppliers (See Section VI.B). The IC Advisors have been introduced
to persons identified as influential backers of Yuda Wood but were unable to
determine the relationships, if any, of such persons with Yuda Wood, the
Company or other Suppliers or Als. Management explanations of a number of
Yuda Wood-related emails and answers to E&Y’s questions are being reviewed
by the IC and may not be capable of independent verification.

* Other: The IC’s review has identified other situations which require further
review. These situations suggest that the Company may have close relationships
with certain Suppliers, and certain Suppliers and Als may have cross-
ownership and other relationships with each other. The IC notes that in the
interviews conducted by the IC with selected Als and Suppliers, all such parties
represented that they were independent of SF. Management has very recently
provided information and analysis intended to explain these situations. The IC is
reviewing this material from Management and intends to report its findings in this
regard in its final report to the Board. Some of such information and explanations
may not be capable of independent verification.

* Accounting Considerations: To the extent that any of SF’s purchase and sale
transactions are with related parties for accounting purposes, the value of these
transactions as recorded on the books and records of the Company may be
impacted.

[...]
BVI Structure

The BVI structure used by SF to purchase and sell standing timber assets could be
challenged by the relevant Chinese authorities as the undertaking of “business
activities” within China by foreign companies, which may only be undertaken by
entities established within China with the requisite approvals. However, there is
no clear definition of what constitutes “business activities” under Chinese law and
there are different views among the IC’s Chinese counsel and the Company’s
Chinese counsel as to whether the purchase and sale of timber in China as
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undertaken by the BVIs could be considered to constitute “business activities”
within China. In the event that the relevant Chinese authorities consider the BVIs
to be undertaking “business activities” within China, they may be required to
cease such activities and could be subject to other regulatory action. As
regularization of foreign businesses in China is an ongoing process, the
government has in the past tended to allow foreign companies time to restructure
their operations in accordance with regulatory requirements (the cost of which is
uncertain), rather than enforcing the laws strictly and imposing penalties without
notice. See Section 11.B.2

C. Challenges

Throughout its process, the IC has encountered numerous challenges in its
attempts to implement a robust independent process which would yield reliable
results. Among those challenges are the following:

(a) Chinese Legal Regime for Forestry:
* national laws and policies appear not yet to be implemented at all local levels;

* in practice, none of the local jurisdictions tested in which BVIs hold standing
timber appears to have instituted a government registry and documentation system
for the ownership of standing timber as distinct from a government registry
system for the ownership of plantation land use rights;

* the registration of plantation land use rights, the issue of Plantation Rights
Certificates and the establishment of registries, is incomplete in some jurisdictions
based on the information available to the 1C;

* as a result, title to standing timber, when not held in conjunction with a land
use right, cannot be definitively proven by reference to a government
maintained register; and

* Sino-Forest has requested confirmations from forestry bureaus of its acquisition
of timber holdings (excluding land leases) as additional evidence of ownership,
Certain forestry bureaus and Suppliers have indicated the confirmation was
beyond the typical diligence practice in China for acquisition of timber holdings.

(b) Obtaining Information from Third Parties: For a variety of reasons, all of them
outside the control of the 1C, it is very difficult to obtain information from third
parties in China. These reasons include the following:

* many of the third parties from whom the IC wanted information (e.g., Als,
Suppliers and forestry bureaus) are not compellable by the Company or
Canadian legal processes,

« third parties appeared to have concerns relating to disclosure of information
regarding their operations that could become public or fall into the hands of
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Chinese government authorities: many third parties explained their reluctance to
provide requested documentation and information as being “for tax reasons”
but declined to elaborate; and

+ awareness of MW allegations, investigations and information gathering by the
OSC and other parties, and court proceedings; while not often explicitly
articulated, third parties had an awareness of the controversy surrounding SF and
a reluctance to be associated with any of these allegations or drawn into any of
these processes.

[...]

(e) Corporate Governance/Operational Weaknesses: Management has asserted
that business in China is based upon relationships. The IC and the IC Advisors
have observed this through their efforts to obtain meetings with forestry bureaus,
Suppliers and Als and their other experience in China. The importance of
relationships appears to have resulted in dependence on a relatively small group
of Management who are integral to maintaining customer relationships,
negotiating and finalizing the purchase and sale of plantation fibre contracts and
the settlement of accounts receivable and accounts payable associated with
plantation fibre contracts. This concentration of authority or lack of segregation of
duties has been previously disclosed by the Company as a control weakness. As a
result and as disclosed in the 2010 MD&A, senior Management in their ongoing
evaluation of disclosure controls and procedures and internal controls over
financial reporting, recognizing the disclosed weakness, determined that the
design and controls were ineffective. The Chairman and Chief Financial Officer
provided annual and quarterly certifications of their regulatory filings. Related to
this weakness the following challenges presented themselves in the examination
by the IC and the IC Advisors:

* operational and administration systems that are generally not sophisticated
having regard to the size and complexity of the Company’s business and in
relation to North American practices; including:

* incomplete or inadequate record creation and retention practices;
» contracts not maintained in a central location;

+ significant volumes of data maintained across multiple locations on
decentralized servers;

* data on some servers in China appearing to have been deleted on an
irregular basis, and there is no back-up system;

* no integrated accounting system: accounting data is not maintained on a
single, consolidated application, which can require extensive manual
procedures to produce reports; and



92

» a treasury function that was centralized for certain major financial
accounts, but was not actively involved in the control or management of
numerous local operations bank accounts;

* no internal audit function although there is evidence the Company has
undertaken and continues to assess its disclosure controls and procedures and
internal controls over financial reporting using senior Management and
independent control consultants;

* SF employees conduct Company affairs from time to time using personal
devices and non-corporate email addresses which have been observed to be
shared across groups of staff and changed on a periodic and organized basis; this
complicated and delayed the examination of email data by the IC Advisors; and

* lack of full cooperation/openness in the ICs examination from certain members
of Management.

(f) Complexity, Lack of Visibility into, and Limitations of BVIs Model: The use
of Als and Suppliers as an essential feature of the BVIs standing timber
business model contributes to the lack of visibility into title documentation, cash
movements and tax liability since cash settlement in respect of the BVIs
standing timber transactions takes place outside of the Company’s books.

(g) Cooperation and openness of the Company’s executives throughout the
process: From the outset, the IC Advisors sought the full cooperation and support
of Allen Chan and the executive management team. Initially, the executive
management team appeared ill-prepared to address the IC’s concerns in an
organized fashion and there was perhaps a degree of culture shock as
Management adjusted to the IC Advisors’ examination. In any event, significant
amounts of material information, particularly with respect to the relationship
with Yuda Wood, interrelationships between Als and/or Suppliers, were not
provided to the IC Advisors as requested. In late August 2011 on the instructions
of the IC, interviews of Management were conducted by the IC Advisors in which
documents evidencing these connections were put to the Management for
explanation. As a result of these interviews (which were also attended by BJ) the
Company placed certain members of Management on administrative leave upon
the advice of Company counsel. At the same time the OSC made allegations in
the CTO of Management misconduct.

[.]

(h) Independence of the IC Process: The cooperation and collaboration of the IC
with Management (operating under the direction of the new Chief Executive
Officer) and with Company counsel in completing certain aspects of the IC’s
mandate has been noted by the OSC and by E&Y. Both have questioned the
degree of independence of the IC from Management as a result of this
interaction. The 1C has explained the practical impediments to its work in the
context of the distinct business culture (and associated issues of privacy) in the
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forestry sector in China in which the Company operates. Cooperation of third
parties in Hong Kong and China, including employees, depends heavily on
relationships and trust. As noted above, the Company’s placing certain members
of Management on administrative leave, as well as the OSC’s allegations in the
CTO, further hampered the IC’s ability to conduct its process. As a result, the
work of the IC was frequently done with the assistance of, or in reliance on, the
new Chief Executive Officer and his Management team and Company counsel.
Given that Mr. Martin was, in effect, selected by the IC and BJ was appointed in
late June 2011, the IC concluded that, while not ideal, this was a practical and
appropriate way to proceed in the circumstances. As evidenced by the increased
number of scheduled meetings with forestry bureaus, Suppliers and Als, and, very
recently, the delivery to the IC of information regarding Als and Suppliers and
relationships among the Company and such parties, it is acknowledged that Mr.
Martin’s involvement in the process has been beneficial. It is also acknowledged
that in executing his role and assisting the 1C he has had to rely on certain of the
members of Management who had been placed on administrative leave.

[Emphasis added]

On January 31, 2012, Sino released the Final Report. In material part, it read:

This Final Report of the IC sets out the activities undertaken by the 1C since mid-
November, the findings from such activities and the IC’s conclusions regarding its
examination and review. The IC’s activities during this period have been limited
as a result of Canadian and Chinese holidays (Christmas, New Year and Chinese
New Year) and the extensive involvement of IC members in the Company’s
Restructuring and Audit Committees, both of which are advised by different
advisors than those retained by the IC. The IC believes that, notwithstanding
there remain issues which have not been fully answered, the work of the IC is
now at the point of diminishing returns because much of the information which
it is seeking lies with non-compellable third parties, may not exist or is
apparently not retrievable from the records of the Company.

In December 2011, the Company defaulted under the indentures relating to its
outstanding bonds with the result that its resources are now more focused on
dealing with its bondholders. This process is being overseen by the Restructuring
Committee appointed by the Board. Pursuant to the Waiver Agreement dated
January 18, 2012 between the Company and the holders of a majority of the
principal amount of its 2014 Notes, the Company agreed, among other things, that
the final report of the IC to the Board would be made public by January 31, 2012.

Given the circumstances described above, the IC understands that, with the
delivery of this Final Report, its review and examination activities are terminated.
the 1C does not expect to undertake further work other than assisting with
responses to regulators and the RCMP as required and engaging in such further
specific activities as the IC may deem advisable or the Board may instruct. The
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IC has asked the IC Advisors to remain available to assist and advise the IC upon
its instructions.

[..]
II. RELATIONSHIPS

The objectives of the IC’s examination of the Company’s relationships with its
Als and Suppliers were to determine, in light of the MW allegations, if such
relationships are arm’s length and to obtain, if possible, independent verification
of the cash flows underlying the set-off transactions described in Section II.A of
the Second Interim Report. That the Company’s relationships with its Als and
Suppliers be arm’s length is relevant to SF’s ability under GAAP to:

* book its timber assets at cost in its 2011 and prior years’ financial statements,
both audited and unaudited

* recognize revenue from standing timber sales as currently reflected in its 2011
and prior years’ financial statements, both audited and unaudited.

A. Yuda Wood

Yuda Wood was founded in April 2006 and was until 2010 a Supplier of SF. Its
business with SF from 2007 to 2010 totalled approximately 152,164 Ha and RMB
4,94 billion. Section VI.A and Schedule VI.A.2(a) of the Second Interim Report
described the MW allegations relating to Yuda Wood, the review conducted by
the IC and its findings to date. The IC concluded that Huang Ran is not currently
an employee, and that Yuda Wood is not a subsidiary, of the Company. However,
there is evidence suggesting a close cooperation between SF and Yuda Wood
which the IC had asked Management to explain. At the time the Second Interim
Report was issued, the IC was continuing to review Management’s explanations
of a number of Yuda Wood-related emails and certain questions arising there-
from.

Subsequent to the issuance of its Second Interim Report in mid-November, the IC,
with the assistance of the IC Advisors, has reviewed the Management responses
provided to date relating to Yuda Wood and has sought further explanations and
documentary support for such explanations. This was supplementary to the
activities of the Audit Committee of SF and its advisors who have had during this
period primary carriage of examining Management’s responses on the interactions
of SF and Yuda Wood. While many answers and explanations have been
obtained, the IC believes that they are not yet sufficient to allow it to fully
understand the nature and scope of the relationship between SF and Yuda
Wood. Accordingly, based on the information it has obtained, the IC is still
unable to independently verify that the relationship of Yuda Wood is at arm’s
length to SF. 1t is to be noted that Management is of the view that Yuda Wood is
unrelated to SF for accounting purposes. The IC remains satisfied that Yuda is
not a subsidiary of SF. Management continues to undertake work related to Yuda
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Wood, including seeking documentation from third parties and responding to e-
mails where the responses are not yet complete or prepared. Management has
provided certain banking records to the Audit Committee that the Audit
Committee advises support Management’s position that SF did not capitalize
Yuda Wood (but that review is not yet completed). The IC anticipates that
Management will continue to work with the Audit Committee, Company counsel
and E&Y on these issues.

B. Other Relationships

Section VI.B.1 of the Second Interim Report described certain other relationships
which had been identified in the course of the IC’s preparation for certain
interviews with Als and Suppliers. These relationships include (i) thirteen
Suppliers where former SF employees, consultants or secondees are or have
been directors, officers and/or shareholders (including Yuda Wood); (ii) an Al
with a former SF employee in a senior position; (iii) potential relationships
between Als and Suppliers; (iv) set-off payments for BVI standing timber
purchases being made by companies that are not Als and other setoff
arrangements involving non-Al entities; (v) payments by Als to potentially
connected Suppliers; and (vi) sale of standing timber to an Al potentially
connected to a Supplier of that timber. Unless expressly addressed herein, the
IC has no further update of a material nature on the items raised above.

On the instructions of the IC, the IC Advisors gave the details of these possible
relationships to Management for further follow up and explanation. Just prior to
the Second Interim Report, Management provided information regarding Als and
Suppliers relationships among the Company and such parties.

This information was in the form of a report dated November 10, 2011,
subsequently updated on November 21, 2011 and January 20, 2012 (the latest
version being the “Kaitong Report™) prepared by Kaitong Law Firm (“Kaitong”),
a Chinese law firm which advises the Company, The Kaitong Report has been
separately delivered to the Board., Kaitong has advised that much of the
information in the Kaitong Report was provided by Management and has not
been independently verified by such law firm or the IC.

[...]

The Kaitong Report generally describes certain relationships amongst Als and
Suppliers and certain relationships between their personnel and Sino-Forest,
either identified by Management or through SAIC and other searches. The
Kaitong Report also specifically addresses certain relationships identified in the
Second Interim Report. The four main areas of information in the Kaitong Report
are as follows and are discussed in more detail below:

(i) Backers to Suppliers and Als: The Kaitong Report explains the concept of
“backers” to both Suppliers and Als. The Kaitong Report suggests that backers
are individuals with considerable influence in political, social or business circles,
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or all three. The Kaitong Report also states that such backers or their identified
main business entities do not generally appear in SAIC filings by the Suppliers or
Als as shareholders thereof and, in most instances, in any other capacity.

(ii) Suppliers and Als with Former SF Personnel: The appendices to the
Kaitong Report list certain Suppliers that have former SF personnel as
current shareholders.

(iif) Common Shareholders Between Suppliers and Als: The Kaitong Report
states that there are S Suppliers and 3 Als with current common shareholders
but there is no cross majority ownership positions between Suppliers and Als.

(iv) Transactions Involving Suppliers and Als that have Shareholders in common:
The Kaitong Report states that, where SF has had transactions with Suppliers and
Als that have certain current shareholders in common as noted above, the subject
timber in those transactions is not the same; that is, the timber which SF buys
from such Suppliers and the timber which SF sells to such Als are located in
different counties or provinces.

The IC Advisors have reviewed the Kaitong Report on behalf of the IC. The IC
Advisors liaised with Kaitong and met with Kaitong and current and former
Management. A description of the Kaitong Report and the IC’s findings and
comments are summarized below. By way of summary, the Kaitong Report
provides considerable information regarding relationships among Suppliers and
Als, and between them and SF, but much of this information related to the
relationship of each backer with the associated Suppliers and Als is not supported
by any documentary or other independent evidence. As such, some of the
information provided is unverified and, particularly as it relates to the nature of
the relationships with the backers, is viewed by the IC to be likely unverifiable
by it

1. Backers to Suppliers and Als
[...]

Given the general lack of information on the backers or the nature and scope of
the relationships between the Suppliers or Als and their respective backers and the
absence of any documentary support or independent evidence of such
relationships, the IC has been unable to reach any conclusion as to the existence,
nature or importance of such relationships. As a result, the IC is unable to assess
the implications, if any, of these backers with respect to SF’s relationships with
its Suppliers or Als. Based on its experience to date, including interviews with
Suppliers and Als involving persons who have now been identified as backers
in the Kaitong Report, the IC believes that it would be very difficult for the IC
Advisors to arrange interviews with either the Als or Suppliers or their
respective backers and, if arranged, that such interviews would yield very little,
if any, verifiable information to such advisors. The IC understands Management
is continuing to seek meetings with its Als and Suppliers with the objective of
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obtaining information, to the extent such is available, that will provide further
background to the relationships to the Audit Committee.

[..]
2. Suppliers and Als with Former SF Personnel

The Appendices to the Kaitong Report list the Suppliers with former SF personnel
as current shareholders. According to the information previously obtained by the
IC Advisors, the identification of former SF personnel indicated in the Kaitong
Report to be current shareholders of past or current Suppliers is correct,

(a) Suppliers with former SF personnel

The Kaitong Report, which is limited to examining Suppliers where ex-SF
employees are current shareholders as shown in SAIC filings, does not provide
material new information concerning Suppliers where former SF employees were
identified by the IC in the Second Interim Report as having various past or present
connections to current or former Suppliers except that the Kaitong Report
provides an explanation of two transactions identified in the Second Interim
Report. These involved purchases of standing timber by SF from Suppliers
controlled by persons who were employees of SF at the time of these transactions.
Neither of the Suppliers have been related to an identified backer in the Kaitong
Report. The explanations are similar indicating that neither of the SF employees
was an officer in charge of plantation purchases or one of SF’s senior
management at the time of the transactions. The employees in question were
Shareholder #14 in relation to a RMB 49 million purchase from Supplier #18 in
December 2007 (shown in SAIC filings to be 100% owned by him) and
Shareholder #20 in relation to a RMB 3.3 million purchase from Supplier #23
(shown in SAIC filings to be 70% owned by him) in October 2007, The Kaitong
Report indicates Shareholder #20 is a current employee of SF who then had
responsibilities in SF’s wood board production business.

The IC is not aware that the employees’ ownership positions were brought to the
attention of the Board at the time of the transactions or, subsequently, until the
publication of the Second Interim Report and understands the Audit Committee
will consider such information.

(b) Als with former SF personnel

The Kaitong Report indicates that no SF employees are listed in SAIC filing
reports as current shareholders of Als. Except as noted herein, the IC agrees with
this statement. The Kaitong Report does not address the apparent role of an ex-
employee Officer #3 who was introduced to the IC as the person in charge of Al
#2 by Backer #5 of Al Conglomerate #1, Backer #5 is identified in the Kaitong
Report as a backer of two Als, including Al#2. (The Kaitong Report properly
does not include Al #14. as an Al for this purpose, whose 100% shareholder is
former SF employee Officer #3. However, the IC is satisfied that the activities of
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this entity primarily relate to certain onshoring transactions that facilitated the
transfer of SF BVI timber assets to SF WFOE subsidiaries.)

There was one other instance where a past sharcholding relationship has been
identified between an Al #10 and persons who were previously or are still shown
on the SF human resources records, Sharcholder #26 and Shareholder #27.
Management has explained that such entity sold wood board processing and other
assets to SF and that the persons associated with that company consulted with SF
after such sale in relation to the purchased wood board processing assets. Such
entity subsequently also undertook material timber purchases as an Al of SF in
2007-2008 over a time period in which such persons are shown as shareholders
of such Al in the SAIC filing reviewed (as to 47.5% for Shareholder #26 and as
to 52.5% for Shareholder #27). That time period also intersects the time that
Shareholder #26 is shown in such human resources records and partially
intersects the time that Shareholder #27 is shown on such records.
Management has also explained that Shareholder #26 subsequent to the time of
such AI sales became an employee of a SF wood board processing subsidiary.
Management has provided certain documentary evidence of its explanations.
The IC understands that the Audit Committee will consider this matter.

3. Common Shareholders between Supplier and Als

The Kaitong Report states that there are 5 Suppliers and 3 Als that respectively
have certain common current shareholders but also states that there is no cross
control by those current shareholders of such Suppliers or Als based on SAIC
filings. The Kaitong Report correctly addresses current cross shareholdings in
Suppliers and Als based on SAIC filings but does not address certain other
shareholdings. With the exception of one situation of cross control in the past, the
IC has not identified a circumstance in the SAIC filings reviewed where the same
person controlled a Supplier at the time it controlled a different Al. The one
exception is that from April 2002 to February 2006, AI #13 is shown in SAIC
filings as the 90% shareholder of Supplier/Al #14. AI #13 did business with SF
BVIs from 2005 through 2007 and Supplier/AI #14 supplied SF BVIs from
2004 through 2006, However, the IC to date has only identified one contract
involving timber bought from Supplier/Al #14 that was subsequently sold to AT
#13. It involved a parcel of 2,379 Ha. timber sold to Al #13 in December 2005
that originated from a larger timber purchase contract with Supplier/AI #14
earlier that year. Management has provided an explanation for this
transaction. The IC understands that the Audit Committee will consider this
matter.

4. Transactions involving Suppliers and Als with Current Shareholders in
Common

The Kaitong Report states that where SF has had transactions with 5 Suppliers
and 3 Als that have current shareholders in common (but no one controlling
shareholder) as shown in SAIC filings, the subject timber in the transactions they
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each undertook with SF is not the same; that is, the timber which SF buys from
the Suppliers and the timber which SF sells to the Als where the Supplier and Al
have a current common shareholder were located in different areas and do not
involve the same plots of timber. The Kaitong Report further states that where
SF has had transactions with 5 Suppliers and 3 Als with current shareholders in
common as shown in SAIC filings, SF had transactions with those Als prior to
having transactions with those Suppliers, thus SF was not overstating its
transactions by buying and selling to the same counterparties.

[.]

The Kaitong Report does not specifically address historical situations involving
common shareholders and potential other interconnections between Als and
Suppliers that may appear as a result of the identification of backers. There is
generally no ownership connection shown in SAIC filings between backers and
the Suppliers and Als associated with such backers in the Kaitong Report.

[...]

VI. OUTSTANDING MATTERS

As noted in Section I above, the IC understands that with the delivery of this
report, its examination and review activities are terminated. The IC would expect
its next steps may include only:

(a) assisting in responses to regulators and RCMP as required; and

(b) such other specific activities as it may deem advisable or the Board may
instruct.

[Emphasis added]

IX. SINO REWARDS ITS EXPERTS
209. Bowland, Hyde and West are former E&Y partners and employees. They served on

Sino’s Audit Committee but purported to exercise oversight of their former E&Y colleagues, In
addition, Sino’s Vice-President, Finance (Corporate), Thomas M. Maradin, is a former E&Y

employee.
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210, The charter of Sino’s Audit Committee required that Ardell, Bowland, Hyde and West
“review and take action to eliminate all factors that might impair, or be perceived to impair, the
independence of the Auditor.” Sino’s practice of appointing E&Y personnel to its board ~ and
paying them handsomely (for example, Hyde was paid $163,623 by Sino in 2010, $115,962 in
2009, $57,000 in 2008 and $55,875 in 2007, plus options and other compensation) — undermined

the Audit Committee’s oversight of E&Y.

211.  E&Y'’s independence was impaired by the significant non-audit fees it was paid during

2008-2010, which total $712,000 in 2008, $1,225,000 in 2009 and $992,000 in 2010.

212.  Further, Andrew Fyfe, the former Asia-Pacific President for PSyry Forestry Industry Ltd,
was appointed Chief Operating Officer of Greenheart, and is the director of several Sino
subsidiaries. Fyfe signed the P6yry valuation report dated June 30, 2004, March 22, 2005, March

23, 2006, March 14, 2008 and April 1, 2009,

213.  George Ho, Sino’s Vice President, Finance (China), is a former Senior Manager of the

BDO.

X. THE DEFENDANTS’ RELATIONSHIP TO THE CLASS

214. By virtue of their purported accounting, financial and/or managerial acumen and
qualifications, and by virtue of their having assumed, voluntarily and for profit, the role of
gatekeepers, the Defendants had a duty at common law, informed by the Securities Legislation
and/or the CBCA, to exercise care and diligence to ensure that the Impugned Documents fairly

and accurately disclosed Sino’s financial condition and performance in accordance with GAAP.

215. Sino is a reporting issuer and had an obligation to make timely, full, true and accurate

disclosure of material facts and changes with respect to its business and affairs.
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216. The Individual Defendants, by virtue of their positions as senior officers and/or directors
of Sino, owed a duty to the Class Members to ensure that public statements on behalf of Sino
were not untrue, inaccurate or misleading. The continuous disclosure requirements in Canadian
securities law mandated that Sino provide the Impugned Documents, including quarterly and
annual financial statements. These documents were meant to be read by Class Members who
acquired Sino’s Securities in the secondary market and to be relied on by them in making
investment decisions. This public disclosure was prepared to attract investment, and Sino and the
Individual Defendants intended that Class Members would rely on public disclosure for that
purpose. With respect to Prospectuses and Offering Memoranda, these documents were prepared
for primary market purchasers. They include detailed content as mandated under Canadian
securities legislation, national instruments and OSC rules. They were meant to be read by the
Class Members who acquired Sino’s Securities in the primary market, and to be relied on by
them in making decisions about whether to purchase the shares or notes under the Offerings to

which these Prospectuses and Offering Memoranda related,

217. Chan and Horsley had statutory obligations under Canadian securities law to ensure the
accuracy of disclosure documents and provided certifications in respect of the annual reports,
financial statements and Prospectuses during the Class Period. The other Individual Defendants
were directors of Sino during the Class Period and each had a statutory obligation as a director
under the CBCA to manage or supervise the management of the business and affairs of Sino.
These Individual Defendants also owed a statutory duty of care to shareholders under section 122
of the CBCA. In addition, Poon, along with Chan, co-founded Sino and has been its president

since 1994. He is intimately aware of Sino’s operations and as a long-standing senior officer, he
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had an obligation to ensure proper disclosure, Poon authorized, permitted or acquiesced in the

release of the Impugned Documents.

218, BDO and E&Y acted as Sino’s auditors and provided audit reports in Sino’s annual
financial statements that were directed to shareholders. These audit reports specified that BDO
and E&Y had conducted an audit in accordance with GAAS, which was untrue, and included
their opinions that the financial statements presented fairly, in all material respects, the financial
position of Sino, the results of operations and Sino’s cash flows, in accordance with GAAP.
BDO and E&Y knew and intended that Class Members would rely on the audit reports and

assurances about the material accuracy of the financial statements.

219. Dundee, Merrill, Credit Suisse, Scotia, CIBC, RBC, Maison, Canaccord and TD each
signed one or more of the Prospectuses and certified that, to the best of its knowledge,
information and belief, the particular prospectus, together with the documents incorporated
therein by reference, constituted full, true and plain disclosure of all material facts relating to the
securities offered thereby. These defendants knew that the Class Members who acquired Sino’s
Securities in the primary market would rely on these assurances and the trustworthiness that
would be credited to the Prospectuses because of their involvement., Further, those Class
Members that purchased shares under these Prospectuses purchased their shares from these

defendants as principals.

220, Credit Suisse USA, TD and Banc of America acted as initial purchasers or dealer
managers for one or more of the note Offerings. These defendants knew that persons purchasing
these notes would rely on the trustworthiness that would be credited to the Offering Memoranda

because of their involvement.
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XI. THE PLAINTIFFS’ CAUSES OF ACTION
A. Negligent Misrepresentation
221,  As against all Defendants except Poyry and the Underwriters, and on behalf of all Class

Members who acquired Sino’s Securities in the secondary market, the Plaintiffs plead negligent

misrepresentation for all of the Impugned Documents except the Offering Memoranda.

222. Labourers and Wong, on behalf of Class Members who purchased Sino Securities in one
of the distributions to which a Prospectus related, plead negligent misrepresentation as against
Sino, Chan, Horsley, Poon, Wang, Martin, Mak, Murray, Hyde, BDO, E&Y, Dundee, Merrill,

Credit Suisse, Scotia, CIBC, RBC, Maison, Canaccord and TD for the Prospectuses.

223. Grant, on behalf of Class Members who purchased Sino Securities in one of the
distributions to which an Offering Memorandum related, pleads negligent misrepresentation as

against Sino, BDO and E&Y for the Offering Memoranda.

224. In support of these claims, the sole misrepresentation that the Plaintiffs plead is the
Representation.  The Representation is contained in the language relating to GAAP

particularized above, and was untrue for the reasons particularized elsewhere herein.

225.  The Impugned Documents were prepared for the purpose of attracting investment and
inducing members of the investing public to purchase Sino securities, The Defendants knew and
intended at all material times that those documents had been prepared for that purpose, and that
the Class Members would rely reasonably and to their detriment upon such documents in making

the decision to purchase Sino securities.

226. The Defendants further knew and intended that the information contained in the

Impugned Documents would be incorporated into the price of Sino’s publicly traded securities
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such that the trading price of those securities would at all times reflect the information contained

in the Impugned Documents.

227.  As set out elsewhere herein, the Defendants, other than P6yry, Credit Suisse USA and
Banc of America, had a duty at common law to exercise care and diligence to ensure that the
Impugned Documents fairly and accurately disclosed Sino’s financial condition and performance

in accordance with GAAP,

228. These Defendants breached that duty by making the Representation as particularized

above.

229. The Plaintiffs and the other Class Members directly or indirectly relied upon the
Representation in making a decision to purchase the securities of Sino, and suffered damages

when the falsity of the Representation was revealed on June 2, 2011.

230. Alternatively, the Plaintiffs and the other Class Members relied upon the Representation
by the act of purchasing Sino securities in an efficient market that promptly incorporated into the
price of those securities all publicly available material information regarding the securities of
Sino. As a result, the repeated publication of the Representation in these Impugned Documents
caused the price of Sino’s shares to trade at inflated prices during the Class Period, thus directly

resulting in damage to the Plaintiffs and Class Members.

B. Statutory Claims, Negligence, Oppression, Unjust Enrichment and Conspiracy
(i) Statutory Liability— Secondary Market under the Securities Legislation
231.  The Plaintiffs plead the claim found in Part XXIII.1 of the OSA, and, if required, the

equivalent sections of the Securities Legislation other than the OSA4, against all Defendants

except the Underwriters,
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232. Each of the Impugned Documents except for the December 2009 and October 2010

Offering Memoranda is a “Core Document” within the meaning of the Securities Legislation.

233. Each of these Impugned Documents contained one or more misrepresentations as
particularized above. Such misrepresentations and the Representation are misrepresentations for

the purposes of the Securitics Legislation.

234, Each of the Individual Defendants was an officer and/or director of Sino at material
times. Each of the Individual Defendants authorized, permitted or acquiesced in the release of

some or all of these Impugned Documents.
235. Sino is a reporting issuer within the meaning of the Securities Legislation,

236, E&Y is an expert within the meaning of the Securities Legislation, E&Y consented to

the use of its statements particularized above in these Impugned Documents.

237. BDO is an expert within the meaning of the Securities Legislation. BDO consented to

the use of its statements particularize above in these Impugned Documents.

238. Poyry is an expert within the meaning of the Securities Legislation. Pdyry consented to

the use of its statements particularized above in these Impugned Documents.

239. At all material times, each of Sino, Chan, Poon and Horsley, BDO and E&Y knew or, in
the alternative, was wilfully blind to the fact, that the Impugned Documents contained the
Representation and that the Representation was false, and that the Impugned Documents

contained other of the misrepresentations that are alleged above to have been contained therein,

(ii)  Statutory Liability — Primary Market for Sino’s Shares under the Securities
Legislation

240. Asagainst Sino, Chan, Horsley, Wang, Martin, Mak, Murray, Hyde, Péyry, BDO, E&Y,

Dundee, Merrill, Credit Suisse, Scotia, CIBC, RBC, Maison, Canaccord and TD, and on behalf
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of those Class Members who purchased Sino shares in one of the distributions to which the June
2009 or December 2009 Prospectuses related, Labourers and Wong assert the cause of action set
forth in s. 130 of the OS4 and, if necessary, the equivalent provisions of the Securities

Legislation other than the OSA.

241, Sino issued the June 2009 and December 2009 Prospectuses, which contained the
Representation and the other misrepresentations that are alleged above to have been contained in

those Prospectuses or in the Sino disclosure documents incorporated therein by reference.

(iii) ~ Statutory Liability — Primary Market for Sino’s Notes under the Securities
Legislation

242,  As against Sino, and on behalf of those Class Members who purchased or otherwise
acquired Sino’s notes in one of the offerings to which the July 2008, June 2009, December 2009,
and October 2010 Offering Memoranda related, Grant asserts the cause of action set forth in s.
130.1 of the OSA and, if necessary, the equivalent provisions of the Securities Legislation other

than the OS4.

243.  Sino issued the July 2008, June 2009, December 2009 and October 2010 Offering
Memoranda, which contained the Representation and the other misrepresentations that are
alleged above to have been contained in those Offering Memoranda or in the Sino disclosure

documents incorporated therein by reference.

(iv)  Negligence Simpliciter — Primary Market for Sino’s Securities
244. Sino, Chan, Poon, Horsley, Wang, Martin, Mak, Murray, Hyde, BDO, E&Y, P&yry and

the Underwriters (collectively, the “Primary Market Defendants”) acted negligently in

connection with one or more of the Offerings.

245.  As against Sino, Chan, Horsley, Poon, Wang, Martin, Mak, Murray, Hyde, BDO, E&Y,

P6yry, Dundee, Merrill, Credit Suisse, Scotia, CIBC, RBC, Maison, Canaccord and TD, and on
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behalf of those Class Members who purchased Sino’s Securities in one of the distributions to

which those Prospectuses related, Labourers and Wong assert negligence simpliciter.

246. As against Sino, BDO, E&Y, P6yry, Credit Suisse USA, Banc of America and TD, and
on behalf of those Class Members who purchased Sino’s Securities in one of the distributions to

which the Offering Memoranda related, Grant asserts negligence simpliciter.

247.  The Primary Market Defendants owed a duty of care to ensure that the Prospectuses
and/or the Offering Memoranda they issued, or authorized to be issued, or in respect of which
they acted as an underwriter, initial purchaser or dealer manager, made full, true and plain
disclosure of all material facts relating to the Securities offered thereby, or to ensure that their
opinions or reports contained in such Prospectuses and Offering Memoranda did not contain a

misrepresentation,

248. At all times material to the matters complained of herein, the Primary Market Defendants
ought to have known that such Prospectuses or Offering Memoranda and the documents
incorporated therein by reference were materially misleading in that they contained the

Representation and the other misrepresentations particularized above.

249.  Chan, Poon, Horsley, Wang, Martin, Mak, Murray and Hyde were senior officers and/or
directors at the time the Offerings to which the Prospectuses related. These Prospectuses were
created for the purposes of obtaining financing for Sino’s operations. Chan, Horsley, Martin and
Hyde signed each of the Prospectuses and certified that they made full, true and plain disclosure
of all material facts relating to the shares offered. Wang, Mak and Murray were directors during
one or more of these Offerings and each had a statutory obligation to manage or supervise the
management of the business and affairs of Sino. Poon was a director for the June 2007 share

Offering and was president of Sino at the time of the June 2009 and December 2009 Offering.
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Poon, along with Chan, co-founded Sino and has been the president since 1994, He is intimately

aware of Sino’s business and affairs.,

250, The Underwriters acted as underwriters, initial purchasers or dealer managers for the
Offerings to which the Prospectuses and Offering Memoranda related. They had an obligation to
conduct due diligence in respect of those Offerings and ensure that those Securities were offering
at a price that reflected their true value or that such distributions did not proceed if inappropriate.
In addition, Dundee, Merrill, Credit Suisse, Scotia, CIBC, RBC, Maison, Canaccord and TD
signed one or more of the Prospectuses and certified that to the best of their knowledge,
information and belief, the Prospectuses constituted full, true and plain disclosure of all material

facts relating to the shares offered.

251. E&Y and BDO acted as Sino’s auditors and had a duty to maintain or to ensure that Sino
maintained appropriate internal controls to ensure that Sino’s disclosure documents adequately

and fairly presented the business and affairs of Sino on a timely basis.

252, P&yry had a duty to ensure that its opinions and reports reflected the true nature and value
of Sino’s assets. Poyry, at the time it produced each of the 2008 Valuations, 2009 Valuations,
and 2010 Valuations, specifically consented to the inclusion of those valuations or a summary at
any time that Sino or its subsidiaries filed any documents on SEDAR or issued any documents

pursuant to which any securities of Sino or any subsidiary were offered for sale.

253.  The Primary Market Defendants have violated their duties to those Class Members who
purchased Sino’s Securities in the distributions to which a Prospectus or an Offering

Memorandum related.
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254, The reasonable standard of care expected in the circumstances required the Primary
Market Defendants to prevent the distributions to which the Prospectuses or the Offering
Memoranda related from occurring prior to the correction of the Representation and the other
misrepresentations alleged above to have been contained in the Prospectuses or the Offering
Memoranda, or in the documents incorporated therein by reference. Those Defendants failed to
meet the standard of care required by causing the Offerings to occur before the correction of such

misrepresentations.

255.  In addition, by failing to attend and participate in Sino board and board committee
meetings to a reasonable degree, Murray and Poon effectively abdicated their duties to the Class

Members and as directors of Sino.

256. Sino, E&Y, BDO and the Individual Defendants further breached their duty of care as
they failed to maintain or to ensure that Sino maintained appropriate internal controls to ensure
that Sino’s disclosure documents adequately and fairly presented the business and affairs of Sino

on a timely basis.

257. Had the Primary Market Defendants exercised reasonable care and diligence in
connection with the distributions to which the Prospectuses related, then securities regulators
likely would not have issued a receipt for any of the Prospectuses, and those distributions would

not have occurred, or would have occurred at prices that reflected the true value of Sino’s shares.

258. Had the Primary Market Defendants exercised reasonable care and diligence in
connection with the distributions to which the Offering Memoranda related, then those
distributions would not have occurred, or would have occurred at prices that reflected the true

value of Sino’s notes.
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259. The Primary Market Defendants’ negligence in relation to the Prospectuses and the
Offering Memoranda resulted in damage to Labourers, Grant and Wong, and to the other Class
Members who purchased Sino’s Securities in the related distributions, Had those Defendants
satisfied their duty of care to such Class Members, then those Class Members would not have
purchased the Securities that they acquired under the Prospectuses or the Offering Memoranda,

or they would have purchased them at a much lower.price that reflected their true value.

(v)  Unjust Enrichment of Chan, Martin, Poon, Horsley, Mak and Murray

260. As a result of the Representation and the other misrepresentations particularized above,
Sino’s shares traded, and were sold by Chan, Martin, Poon, Horsley, Mak and Murray, at

artificially inflated prices during the Class Period.

261.  Chan, Martin, Poon, Horsley, Mak and Murray were enriched by their wrongful acts and
omissions during the Class Period, and the Class Members who purchased Sino shares from such

Defendants suffered a corresponding deprivation,

262. There was no juristic reason for the resulting enrichment of Chan, Martin, Poon, Horsley,

Mak and Murray.

263. The Class Members who purchased Sino shares from Chan, Martin, Poon, Horsley, Mak
and Murray during the Class Period are entitled to the difference between the price they paid to
such Defendants for such shares, and the price that they would have paid had the Defendants not
made the Representation and the other misrepresentations particularized above, and had not

committed the wrongful acts and omissions particularized above.
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(vi)  Unjust Enrichment of Sino
264. Throughout the Class Period, Sino made the Offerings. Such Offerings were made via

various documents, particularized above, that contained the Representation and the

misrepresentations particularized above.

265. The Securities sold by Sino via the Offerings were sold at artificially inflated prices as a

result of the Representation and the others misrepresentations particularized above.

266. Sino was enriched by, and those Class Members who purchased the Securities via the
Offerings were deprived of, an amount equivalent to the difference between the amount for
which the Securities offered were actually sold, and the amount for which such securities would
have been sold had the Offerings not included the Representation and the misrepresentations

particularized above.

267. The Offerings violated Sino’s disclosure obligations under the Securities Legislation and
the various instruments promulgated by the securities regulators of the Provinces in which such

Offerings were made. There was no juristic reason for the enrichment of Sino.

(vi)  Unjust Enrichment of the Underwriters
268.  Throughout the Class Period, Sino made the Offerings. Such Offerings were made via
the Prospectuses and the Offering Memoranda, which contained the Representation and the other

misrepresentations particularized above. Each of the Underwriters underwrote one or more of

the Offerings.

269. The Securities sold by Sino via the Offerings were sold at artificially inflated prices as a
result of the Representation and the other misrepresentations particularized above. The

Underwriters earned fees from the Class, whether directly or indirectly, for work that they never
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performed, or that they performed with gross negligence, in connection with the Offerings, or

some of them.

270.  The Underwriters were enriched by, and those Class Members who purchased securities
via the Offerings were deprived of, an amount equivalent to the fees the Underwriters earned in

connection with the Offerings.

271.  The Offerings violated Sino’s disclosure obligations under the Securities Legislation and
the various instruments promulgated by the securities regulators of the Provinces in which such

Offerings were made. There was no juristic reason for the enrichment of the Underwriters.

272. In addition, some or all of the Underwriters also acted as brokers in secondary market
transactions relating to Sino securities, and earned trading commissions from the Class Members
in those secondary market transactions in Sino’s Securities. Those Underwriters were enriched
by, and those Class Members who purchased Sino securities through those Underwriters in tﬁeir
capacity as brokers were deprived of, an amount equivalent to the commissions the Underwriters

earned on such secondary market trades.

273. Had those Underwriters who also acted as brokers in secondary market transactions
exercised reasonable diligence in connection with the Offerings in which they acted as
Underwriters, then Sino’s securities likely would not have traded at all in the secondary market,
and the Underwriters would not have been paid the aforesaid trading commissions by the Class
Members. There was no juristic reason for that enrichment of those Underwriters through their
receipt of trading commissions from the Class Members.
(vii)  Oppression
274,  The Plaintiffs and the other Class Members had a reasonable and legitimate expectation

that Sino and the Individual Defendants would use their powers to direct the company for Sino’s
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best interests and, in turn, in the interests of its security holders. More specifically, the Plaintiffs

and the other Class Members had a reasonable expectation that:

275.

(a)

(b)

(c)

(d)

(e)

(H

Sino and the Individual Defendants would comply with GAAP, and/or cause Sino
to comply with GAAP;

Sino and the Individual Defendants would take reasonable steps to ensure that the
Class Members were made aware on a timely basis of material developments in

Sino’s business and affairs;

Sino and the Individual Defendants would implement adequate corporate
governance procedures and internal controls to ensure that Sino disclosed material
facts and material changes in the company’s business and affairs on a timely

basis;

Sino and the Individual Defendants would not make the misrepresentations

particularized above;
Sino stock options would not be backdated or otherwise mispriced; and

the Individual Defendants would adhere to the Code.

Such reasonable expectations were not met as:

(a)

(b)

()
(d)
(e)

(®

Sino did not comply with GAAP;

the Class Members were not made aware on a timely basis of material

developments in Sino’s business and affairs;

Sino’s corporate governance procedures and internal controls were inadequate;
the misrepresentations particularized above were made;

stock options were backdated and/or otherwise mispriced; and

the Individual Defendants did not adhere to the Code.
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276. Sino’s and the Individual Defendants’ conduct was oppressive and unfairly prejudicial to
the Plaintiffs and the other Class Members and unfairly disregarded their interests. These
defendants were charged with the operation of Sino for the benefit of all of its shareholders.

The value of the shareholders’ investments was based on, among other things:
(a) the profitability of Sino;

(b) the integrity of Sino’s management and its ability to run the company in the

interests of all shareholders;
(c) Sino’s compliance with its disclosure obligations;

(d) Sino’s ongoing representation that its corporate governance procedures met with
reasonable standards, and that the business of the company was subjected to

reasonable scrutiny; and

(e) Sino’s ongoing representation that its affairs and financial reporting were being

conducted in accordance with GAAP,

277. This oppressive conduct impaired the ability of the Plaintiffs and other Class Members to
make informed investment decisions about Sino’s securities. But for that conduct, the Plaintiffs
and the other Class Members would not have suffered the damages alleged herein.
(viii)  Conspiracy

278.  Sino, Chan, Poon and Horsley conspired with each other and with persons unknown
(collectively, the “Conspirators”) to inflate the price of Sino’s securities. During the Class
Period, the Conspirators unlawfully, maliciously and lacking bona fides, agreed together to,
among other things, make the Representation and other misrepresentations particularized above,
and to profit from such misrepresentations by, among other things, issuing stock options in

respect of which the strike price was impermissibly low.
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279.  The Conspirators’ predominant purposes in so conspiring were to:

(a)

(b)

(©)

inflate the price of Sino’s securities, or alternatively, maintain an artificially high

trading price for Sino’s securities;
artificially increase the value of the securities they held; and

inflate the portion of their compensation that was dependent in whole or in part

upon the performance of Sino and its securities.

280. In furtherance of the conspiracy, the following are some, but not all, of the acts carried

out or caused to be carried out by the Conspirators:

(a)

(b)

(c)

(d)

()

they agreed to, and did, make the Representation, which they knew was false;

they agreed to, and did, make the other misrepresentations particularized above,

which they knew were false;

they caused Sino to issue the Impugned Documents which they knew to be

materially misleading;

as alleged more particularly below, they caused to be issued stock options in

respect of which the strike price was impermissibly low; and

they authorized the sale of securities pursuant to Prospectuses and Offering

Memoranda that they knew to be materially false and misleading.

281. Stock options are a form of compensation used by companies to incentivize the

performance of directors, officers and employees. Options are granted on a certain date (the

‘grant date’) at a certain price (the ‘exercise’ or ‘strike’ price). At some point in the future,

typically following a vesting period, an options-holder may, by paying the strike price, exercise

the option and convert the option into a share in the company. The option-holder will make

money as long as the option’s strike price is lower than the market price of the security at the
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moment that the option is exercised. This enhances the incentive of the option recipient to work

to raise the stock price of the company.
282, There are three types of option grants:

(a) ‘in-the-money’ grants are options granted where the strike price is lower than the
market price of the security on the date of the grant; such options are not
permissible under the TSX Rules and have been prohibited by the TSX Rules at

all material times;

(b) ‘at-the-money’ grants are options granted where the strike price is equal to the
market price of the security on the date of the grant or the closing price the day

prior to the grant; and

(c) ‘out-of-the-money’ grants are options granted where the strike price is higher than

the market price of the security on the date of the grant.
283. Both at-the-money and out-of-the-money options are permissible under the TSX Rules

and have been at all material times.

284. The purpose of both at-the-money and out-of-the-money options is to create incentives
for option recipients to work to raise the share price of the company. Such options have limited
value at the time of the grant, because they entitle the recipient to acquire the company’s shares
at or above the price at which the recipient could acquire the company’s shares in the open
market. Options that are in-the-money, however, have substantial value at the time of the grant

irrespective of whether the company’s stock price rises subsequent to the grant date.
285. At all material times, the Sino Option Plan (the “Plan”) prohibited in-the-money options.

286. The Conspirators backdated and/or otherwise mispriced Sino stock options, or caused the
backdating and/or mispricing of Sino stock options, in violation of, inter alia: (a) the OSA4 and the

rules and regulations promulgated thereunder; (b) the Plan; (c¢) GAAP; (d) the Code; (e) the TSX
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Rules; and (f) the Conspirators’ statutory, common law and contractual fiduciary duties and

duties of care to Sino and its shareholders, including the Class Members.

287.  The Sino stock options that were backdated or otherwise mispriced included those issued
on June 26, 1996 to Chan, January 21, 2005 to Horsley, September 14, 2005 to Horsley, June 4,
2007 to Horsley and Chan, August 21, 2007 to Sino insiders other than the Conspirators,
November 23, 2007 to George Ho and other Sino insiders, and March 31, 2009 to Sino insiders

other than the Conspirators.

288.  The graph below shows the average stock price returns for fifteen trading days prior and
subsequent to the dates as of which Sino priced its stock options to its insiders. As appears
therefrom, on average the dates as of which Sino’s stock options were priced were preceded by a
substantial decline in Sino’s stock price, and were followed by a dramatic increase in Sino’s

stock price. This pattern could not plausibly be the result of chance.
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289. The conspiracy was unlawful because the Conspirators knowingly and intentionally
committed the foregoing acts when they knew such conduct was in violation of, inter alia, the
OSA, the Securities Legislation other than the OSA4, the Code, the rules and requirements of the
TSX (the “TSX Rules”) and the CBCA. The Conspirators intended to, and did, harm the Class

by causing artificial inflation in the price of Sino’s securities.

290. The Conspirators directed the conspiracy toward the Plaintiffs and the other Class
Members, The Conspirators knew in the circumstances that the conspiracy would, and did,
cause loss to the Plaintiffs and the other Class Members. The Plaintiffs and the Class Members
suffered damages when the falsity of the Representation and other misrepresentations were

revealed on June 2, 2011.

XII. THE RELATIONSHIP BETWEEN SINO’S DISCLOSURES
AND THE PRICE OF SINO’S SECURITIES

291. The price of Sino’s securities was directly affected during the Class Period by the
issuance of the Impugned Documents. The Defendants were aware at all material times of the

effect of Sino’s disclosure documents upon the price of its Sino’s securities.

292.  The Impugned Documents were filed, among other places, with SEDAR and the TSX,
and thereby became immediately available to, and were reproduced for inspection by, the Class

Members, other members of the investing public, financial analysts and the financial press.

293, Sino routinely transmitted the documents referred to above to the financial press,
financial analysts and certain prospective and actual holders of Sino securities. Sino provided

either copies of the above referenced documents or links thereto on its website.
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294, Sino regularly communicated with the public investors and financial analysts via
established market communication mechanisms, including through regular disseminations of
their disclosure documents, including press releases on newswire services in Canada, the United
States and elsewhere. Each time Sino communicated that new material information about Sino

financial results to the public the price of Sino securities was directly affected.

295.  Sino was the subject of analysts’ reports that incorporated certain of the material
information contained in the Impugned Documents, with the effect that any recommendations to
purchase Sino securities in such reports during the Class Period were based, in whole or in part,

upon that information,

296. Sino’s securities were and are traded, among other places, on the TSX, which is an
efficient and automated market. The price at which Sino’s securities traded promptly
incorporated material information from Sino’s disclosure documents about Sino’s business and
affairs, including the Representation, which was disseminated to the public through the

documents referred to above and distributed by Sino, as well as by other means.

XIII. VICARIOUS LIABILITY
A, Sino and the Individual Defendants

297. Sino is vicariously liable for the acts and omissions of the Individual Defendants

particularized in this Claim.

298. The acts or omissions particularized and alleged in this Claim to have been done by Sino
were authorized, ordered and done by the Individual Defendants and other agents, employees
and representatives of Sino, while engaged in the management, direction, control and transaction
of the business and affairs of Sino. Such acts and omissions are, therefore, not only the acts and

omissions of the Individual Defendants, but are also the acts and omissions of Sino.
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299, At all material times, the Individual Defendants were officers and/or directors of Sino.
As their acts and omissions are independently tortious, they are personally liable for same to the

Plaintiffs and the other Class Members,

B. E&Y

300, E&Y is vicariously liable for the acts and omissions of each of its officers, directors,

partners, agents and employees as set out above.

301. The acts or omissions particularized and alleged in this Claim to have been done by E&Y
were authorized, ordered and done by its officers, directors, partners, agents and employees,
while engaged in the management, direction, control and transaction of the business and affairs
of E&Y. Such acts and omissions are, therefore, not only the acts and omissions of those

persons, but are also the acts and omissions of E&Y.

C. BDO

302.  BDO is vicariously liable for the acts and omissions of each of its officers, directors,

partners, agents and employees as set out above,

303. The acts or omissions particularized and alleged in this Claim to have been done by BDO
were authorized, ordered and done by its officers, directors, partners, agents and employees,
while engaged in the management, direction, control and transaction of the business and affairs
of BDO. Such acts and omissions are, therefore, not only the acts and omissions of those
persons, but are also the acts and omissions of BDO.

D. Piyry

304. Poyry is vicariously liable for the acts and omissions of each of its officers, directors,

partners, agents and employees as set out above.
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305. The acts or omissions particularized and alleged in this Claim to have been done by
PSyry were authorized, ordered and done by its officers, directors, partners, agents and
employees, while engaged in the management, direction, control and transaction of the business
and affairs of Poyry. Such acts and omissions are, therefore, not only the acts and omissions of

those persons, but are also the acts and omissions of Poyry.

E. The Underwriters

306, The Underwriters are vicariously liable for the acts and omissions of each of their

respective officers, directors, partners, agents and employees as set out above,

307. The acts or omissions particularized and alleged in this Claim to have been done by the
Underwriters were authorized, ordered and done by each of their respective officers, directors,
partners, agents and employees, while engaged in the management, direction, control and
transaction of the business and affairs such Underwriters. Such acts and omissions are,
therefore, not only the acts and omissions of those persons, but are also the acts and omissions of

the respective Underwriters.

XIV. REAL AND SUBSTANTIAL CONNECTION WITH ONTARIO

308. The Plaintiffs plead that this action has a real and substantial connection with Ontario

because, among other thing:
(a) Sino is a reporting issuer in Ontario;
(b) Sino’s shares trade on the TSX which is located in Toronto, Ontario;
(c) Sino’s registered office and principal business office is in Mississauga, Ontario;

(d) the Sino disclosure documents referred to herein were disseminated in and from

Ontario;

(e) a substantial proportion of the Class Members reside in Ontario;
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4 Sino carries on business in Ontario; and

(g a substantial portion of the damages sustained by the Class were sustained by

persons and entities domiciled in Ontario.

XV. SERVICE OUTSIDE OF ONTARIO
309. The Plaintiffs may serve the Notice of Action and Statement of Claim outside of Ontario

without leave in accordance with rule 17.02 of the Rules of Civil Procedure, because this claim
is:
(a) a claim in respect of personal property in Ontario (para 17.02(a));

(b) a claim in respect of damage sustained in Ontario (para 17.02(h));

(¢)  aclaim authorized by statute to be made against a person outside of Ontario by a

proceeding in Ontario (para 17.02(n)); and

(d)  aclaim against a person outside of Ontario who is a necessary or proper party to a
proceeding properly brought against another person served in Ontario (para
17.02(0)); and

(e) a claim against a person ordinarily resident or carrying on business in Ontario

(para 17.02(p)).

XVI. RELEVANT LEGISLATION, PLACE OF TRIAL, JURY TRIAL AND
HEADINGS

310. The Plaintiffs plead and rely on the CJA, the CPA, the Securities Legislation and CBCA,

all as amended.

311.  The Plaintiffs propose that this action be tried in the City of Toronto, in the Province of

Ontario, as a proceeding under the CPA.
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312.  The Plaintiffs will serve a jury notice.

313. The headings contained in this Statement of Claim are for convenience only. This
Statement of Claim is intended to be read as an integrated whole, and not as a series of unrelated

components.
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Tel: 519.660.7753
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THIS IS EXHIBIT “D” TO
THE AFFIDAVIT OF W. JUDSON MARTIN
SWORN NOVEMBER __, 2012

A Commissioner, etc.



CANADA

PROVINCE OF QUEBEC
DISTRICT OF QUEBEC
NO: 200-06-000132-111

(Class Action)
SUPERIOR COURT

GUINING LIU, residing at 6580
Monkland Ave, Unit 103, Montreal,
Quebec, H4B 2N4;

Petitioner;
V.

SINO-FOREST CORPORATION, legal
person established pursuant to the Canada
Business Corporations Act, having its head
office at 1208-90 Burnhamthorpe Rd W,
Mississaliga, Ontario, L5B 3C3 ;

and

ERNST & YOUNG LLP, legal person
having its head office at 222 Bay Street,
Toronto, Ontario, M5K 117 ;

and

ALLEN T.Y. CHAN, Sino-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontario, L5B 3C3 ;

and

W, JUDSON MARTIN, Sino-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontario, L5B 3C3 ;

and

KAI KIT POON, Sino-Forest Corporation,
1208-90 Burnhamthorpe Rd W,
Mississauga, Ontario, L5B 3C3 ;

and

DAVID J. HORSLEY, Sino-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontario, L5B 3C3 ;

and



WILLIAM E. ARDELL, Sino-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontario, L5B 3C3 ;

and

JAMES P. BOWLAND, Sino-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontario, L5B 3C3 ;

and

JAMES M.E. HYDE, SIno-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontario, L5B 3C3 ;

and

EDMUND MAK, Sino-Forest Corporation,
1208-90 Burnhamthorpe Rd W,
Mississauga, Ontario, L5B 3C3 ;

and

SIMON MURRAY, Sino-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontario, L5B 3C3 ;

and

PETER WANG, Sino-Forest Corporation,
1208-90 Burnhamthorpe Rd W,
Mississauga, Ontario, L5B 3C3 ;

and

GARRY J. WEST, Sino-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontario, L5B 3C3 ;

and

POYRY (BEIJING) CONSULTING
COMPANY LIMITED, legal person
having its head office at 2208-2210 Cloud
9 Plaza, No. 1118 West Yan'an Road,
Shanghal 200052, PR China ;

Defendants;
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MOTION TO AUTHORIZE THE BRINGING OF A CLASS ACTION AND TO OBTAIN THE
STATUS OF REPRESENTATIVE
(Article 1002 C.C.P. and following)

TO ONE OF THE HONOURABLE JUSTICES OF THE QUEBEC SUPERIOR COURT,
SITTING IN AND FOR THE DISTRICT OF QUEBEC, YOUR PETITIONER STATES AS
FOLLOWS :

General presentation

1, The Petitioner wishes to institute a class action on behalf of the following group,

of which he is a member (the “Group”):

“All persons or entities domiciled in Quebec (other than the Defendants,
their past and present subsidiaries, affiliates, officers, directors, senior
employees, partners, legal representatives, heirs, pPedecessors,
successors and assigns, and any individual who is an immediate member
of the families of the individual named defendants) who purchased or
otherwise acquired, whether in the secondary market, or under a
prospectus or other offering document in the primary market, equity,
debt or other securities of or relating to Sino-Forest Corporation, from
and including August 12, 2008 to and Including June 2, 2011 (the “Class

Period™).”
or such other group definition as may be approved by the Court.

2. Sino-Forest Corporation (along with its subsidiaries, “Sino”) is a public company

and its shares were listed for trading at all material times on the Toronto Stock
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Exchange (the “TSX") under the ticker symbol “TRE,” on the Berlin exchange as
“SF] GR,” on the OTC market in the United States as “SNOFF” and on the

Tradegate market as “SFJ TH.”

3. At all material times, Sino purported to be a legitimate enterprise operating as a
commercial forest plantation operator in the People’s Republic of China (“"PRC").
At all material times, Sino overstated the nature of its forestry operations and
misrepresented the fact that Its financlal reporting had complied with Canadian

GAAP, when in fact it had not done so.
4. The relief that the Petitioner seeks includes the following:

a) damages in an amount equal to the losses that it and the other
Mernbers of the Group suffered as a result of purchasing or acquiring

the securities of Sino at inflated prices during the Class Period;

b) a declaration that every prospectus, management's discussion and
analysis, annual information form, information circular, annual
financial statement, interim financial report, Form 52-109F2 and Form
52-109F1 issued by Sino-Forest Corporation after August 12, 2008
(the  “Impugned Documents”) contained one or more

misrepresentations;

c) a declaration that Sino-Forest Corporation is vicariously liable for the
acts and/or omissions of Allen T.Y. Chan, W. Judson Martin, Kai Kit
Poon, David J. Horsley, Willlam E. Ardell, James P. Bowland, James

M.E. Hyde, Edmund Mak, Simon Murray, Peter Wang, Garry J. West
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(the “Individual Defendants”), and of its other officers, directors and

employees;

d) a declaration that Ernst and Young LLP Is vicariously liable for the acts
and/or omissions of each of its officers, directors, partners and

employees; and

e) a declaration that Pdyry (Beijing) Consulting Company Limited is
vicariously liable for the acts and/or omissions of each of its officers,

directors and employees.

The Petitioner

5. The Petitioner is one of thousands of investors who purchased shares of Sino
during the Class Period and continued to hold shares of Sino when the price of
Sino's securities declined due to the correction of the misrepresentations alleged

herein.

6. During the Class Perlod, the Petitioner made net purchases of 1,000 Sino shares
over the TSX, [Particulars of the Pétitioner’s Class Period transactions

are attached hereto as P-1].
The Defendants

7. The defendant Sino purports to be a commercial forest plantation operator in the PRC,
Sino is a corporation formed under the Canada Business Corporations Act, RSC 1985, ¢

C-44 (the “CBCA",
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10.

11,

At the material times, Sino was a reporting issuer in all provinces of Canada, and had its
registered office located in Mississauga, Ontario. At the material times, Sino’s shares
were listed for trading on the TSX under the ticker symbol “TRE,” on the Berlin
exchange as “SFJ GR,” on the OTC market in the United States as "SNOFF"” and on the
Tradegate market as “SFJ TH.” Slno securities are also listed on altérnative trading
systems In Canada and elsewhere including, without limitation, AlphaToronto and
PureTrading. Sino also has various debt instruments, derivatives and other securities

which are publicly traded in Canada and elsewhere,

The defendants Allen T.Y. Chan, W. Judson Martin, Kai Kit Poon, David J. Horsley,
William E. Ardell, James P. Bowland, James M.E. Hyde, Edmund Mak, Simon Murray,
Peter Wang and Garry J. West (the “"D&0s") are officers and/or directors of Sino. Each
of them are directors and/or officers of Sino within the meaning of the Securities Act,

RSQ c V-1.1 (the “Securities Act" ).

The defendant Ernst & Young LLP ("E&Y") is Sino’s auditor. E&Y is an expert of Sino

within the meaning of the Securities Act.

The defendant Poyry (Beijing) Consulting Company Limited ("Péyry”) is an international
forestry consulting firm. Pdyry is an expert of Sino within the meaning of the Securities

Act.

Sino’s Continuous Disclosure Obligations

12.  As a reporting Issuer in Quebec, Sino was required throughout the Class Period

to Issue and file with SEDAR:
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e within 60 days of the end of each quarter, quarterly interim financlal
statements prepared in accordance with GAAP including a comparative
statement to the end of each of the corresponding periods in the previous

financial year;

e within 140 days of the end of the fiscal year, annual financial statements
prepared in accordance with GAAP, including comparative financial
statements relating to the period covered by the preceding financial year;

and

e contemporaneously with each of the above, management’s discussion
and analysis of each of the above financial statements.
13.  The Defendants issued the disclosure documents referenced herein pursuant to
their statutory obligation to do so, and also for the specific purpose of attracting
investment in Sino’s securlties, and Inducing members of the public to purchase

those securities.
The Defendants’ Misrepresentations

14,  Throughout the Class Period, Sino falsely purported to be a legitimate enterprise
operating as a commercial forest plantation operator in the PRC. As part of its
obligations as a reporting issuer in Quebec (and elsewhere), Sino issued the
Impugned Documents. In those documents, Sino made statements concerning
the nature of its business, its revenues, profitability, future prospects and
compliance with the laws of the PRC and of Canada, Implicitly and explicitly and

through documents incorporated by reference.
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15.  In fact, such statements were materially false and/or misleading. During the
Class Period, Sino overstated its forestry assets, misrepresented Its revenue
recognition practices, falsely maintained that Its financial statements complied
with Canadian GAAP and issued materially misleading statements regarding

Chinese law and Sino’s compliance therewith, among other misrepresentations.

16,  OnJune 2, 2011, however, the truth was at least partially revealed. As a result,
the market value of Sino’s securities fell dramatically, and the market value for
Sino's shares in particular fell by in excess of 70% on extraordinarily heavy
trading volume, Trading of Sino common shares was halted on the TSX after a
decline in excess of 24% on June 2. When trading resumed on the TSX on June
3, Sino shares fell in excess of a further 63%, for a two-day drop in excess of

nearly 73%.

The Defendants’ Fault

The Defendants Owed Duties to the Members of the Group

17. The Defendants owed a duty to the Petitioner and to persons and entlties
similarly situated, at law and under provisions of the Securities Act (chapter V-
1.1), to disseminate promptly, or to ensure that prompt dissemination of truthful,
complete and accurate statements regarding Sino’s business and affairs, and
promptly to correct previously-issued, materially inaccurate information, so that
the price of Sino’s publicly-traded securities was based on complete, accurate

and truthful Information.

18. At all times material to the matters complained of herein, each of the Defendants

knew or ought reasonably to have known that the trading price of Sino’s publicly
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19,

20.

21.

22,

traded securities was directly influenced by the statements disseminated by the

Defendants concerning the business and affairs of Sino.

As such, the Defendants knew or ought reasonably to have known that a failure
to ensure that Sino’s disclosures referenced herein were materially accurate and
materially complete would cause Sino’s securitles to become inflated, and thus
would cause damage to persons who invested in Sino’s securitles while their

price remained inflated by such false statements.

The Defendants Violated their Duties

Certain statements made by Sino and the D&Os in the Impugned Documents
were materially false and/or misleading. The Petltioner and the Members of the
Group relied on such statements directly or indirectly or via the instrumentality of
the markets on which Sino securities traded, When the truth was revealed and
true value of Sino’s securities became clear, the Petitioner and the Members of
the Group were Injured thereby. The Petitioner and the Group plead negligent

misrepresentation as against Sino and the D&Os.

Sino’s internal controls, which were designed and/or maintained by the D&Os,
were inadequate or Ignored. The D&O0s owed a duty of care to the Petitioner
and the Members of the Group to properly design and/or maintain such internal
controls. The Petitioner and the Group plead negligence as against the D&Os In

connection thereto.

E&Y made statements in certain of the Impugned Documents that were
continuous disclosure documents that the audited financial statements contained

or incorporated by reference therein “present fairly, and In all material respects,
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the financial position of [Sino] [...] and the results of its operations and cash
flows [...] in accordance with Canadian generally accepted accounting principles”
(or similar language). Such statements were materially false and/or misleading,
and E&Y lacked a reasonable basis to make such statements when E&Y made
them. E&Y knowingly prepared its reports for use by Sino’s security holders and
prospective security holders., The Petitioner and the Group relied on such
statements directly or indirectly or via the instrumentality of the markets ‘on
which Sino securities traded. When the truth was revealed and the true value of
Sino’s securitles became clear, the Petitioner and the Group were injured
thereby. 1In respect of Sino’s continuous disclosure documents, the Petitioner

and the Group plead negligence and negligent misrepresentation as against E&Y.

23. E&Y made statements in those of the Impugned Documents that are
prospectuses that the Sino financial statements contained or incorporated by
reference therein “complied with Canadian generally accepted standards for an
auditor’s involvement with offering documents” (or similar language). Such
statements were materially false and/or misleading, and E&Y lacked a reasonable
basis to make stich statements when E&Y made them. E&Y knowingly prepared
its reports for use by Sino’s security holders and prospective security holders.
The Petitioner and the Group relied on stich statements directly or indirectly or
via the instrumentality of the markets on which Sino securities traded. When the
truth was revealed and true value of Sino’s securities became clear, the
Petitioner and the Group were injured thereby. The Petitioner and the Group
plead negligence and negligent misrepresentation as against E&Y in respect of

Sino’s Class Perlod prospectuses,
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24,

25.

26,

27.

28.

PGyry made statements regarding the nature of Sino’s operations in reports
dated on or about May 31, 2011, May 27, 2011, April 23, 2010 and April 2, 2009,
Such statements were materially false and/or misleading, and Pdyry lacked a
reasonable basis to make such statements when P&yry made such statements.
Poyry knowingly prepared its reports for use by Sino’s security holders and
prospective security holders. The Petitioner and the Members of the Group
relied on such statements directly or indirectly or via the instrumentality of the
markets on which Sino securities traded. When the truth was revealed and true
value of Sino’s securities became clear, the Petitioner and the Members of the
Group were injured thereby. The Petitioner and the Members of the Group plead

negligence and negligent misrepresentation as against Poyry.

At all times material to the matters complained of herein, each of the Defendants
ought to have known that Sino’s disclosure documents described herein were
materially misleading as detailed above. Accordingly, the Defendants have

violated their duties to the Petitioner and to persons or entities similarly situated.

The reasonable standard of care expected in the circumstances required the
Defendants to act fairly, reasonably, honestly, candidly and in the best interests

of the Petitioner and the other Members of the Group.

The Defendants failed to meet the standard of care required by issuing Sino’s
disclosure documents during the relevant period, which were materially false

and/or misleading as described above.

The negligence of the Defendants resulted in the damage to the Petitioner and

Members of the Group as pleaded.
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The Relationship Between Sino’s Disclosures and the Price of Sino’s Securities

29,

30.

31

32.

33.

The price of Sino’s securities was directly affected during the Class Period by the
issuance of the disclosure documents described herein, The Defendants were
aware at all material times of the effect of Sino’s disclosures upon the price of its

Sino’s securities.

The disclosure documents referenced above were filed, among other places, with
SEDAR and the TSX and thereby became immediately available to, and were
reproduced for inspection by, the Members of the Group, other members of the

investing public, financial analysts and the financial press.

Sino routinely transmitted the documents referred to above to the financlal
press, financlal analysts and certain prospective and actual holders of Sino's
securities. Sino provided either copies of the above referenced documents or

links thereto on its website.

Sino regularly communicated with the public investors and financial analysts via
established market communication mechanisms, Including through regular
disseminations of press releases on newswire services in Canada, the United
States and elsewhere. The price of Sino’s securities was directly affected each
time SINO communicated new material information about Sino’s financlal results

to the public.

Sino was the subject of analysts’ reports that Incorporated material information
contained In the disclosure documents referred to above, with the effect that any
recommendations in such reports during the Class Period were based, in whole

or in part, upon that information.
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34.

Sino’s securities were and are traded on efficient and automated markets, The
price at which Sino’s securitles traded promptly incorporated material information
about Sino’s business and affairs, including the omissions and/or
misrepresentations described herein, which were disseminated to the public
through the documents referred to above and distributed by Sino, as well as by

other means.

Statutory Liability for Misrepresentations — Secondary Market

35,

36.

37.

38.

39,

40,

41.

Each of the Impugned Documents is a “Core Document” within the meaning of

the Securities Act.
Each of the Impugned Documents contained one or more misrepresentations.

Each of the D&Os was an officer and/or director of Sino at all material times.
Each of the D&Os authorized, permitted or acquiesced in the release of some or

all of the Impugned Documents.

Sino is a reporting Issuer within the meaning of the Securities Act.
Pdyry Is an expert within the meaning of the Securities Act.

E&Y is an expert within the meaning of the Securities Act.

The Petitioner and the Group assert the causes of action set forth in Title VIII,
Chapter II, Division II of the Securities Act as against Sino, Pdyry, the D&Os and

E&Y and will seek leave, If and as required, in connection therewith.
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Statutory Liability for Misrepresentations — Primary Market

42.  Sino issued prospectuses on December 11, 2009 and June 1, 2009 (the

“Prospectuses,” both of which are Impugned Documents).
43.  The defendants E&Y, Chan, Horsley, Martin and Hyde signed the Prospectuses.

44,  The Prospectuses contained one or more misrepresentations within the meaning

of the Securities Act.

45,  The Petitioner and the Group plead the cause of action found in Title VIII,

Chapter II, Division I of the Securitfes Act as against all Defendants.
Vicarious Liability of Sino

46,  Sino is vicariously liable for the acts and omissions of the Individual Defendants

particularized in this Claim.

47.  The acts or omissions particularized and alleged herein to have been done by
Sino were authorized, ordered and done by the Defendants and other agents,
employees and representatives of Sino, while engaged in the management,
direction, control transaction of the business and affairs of Sino, Such acts and
omissions are, therefore, not only the acts and omissions of the Individual

Defendants, but are also the acts and omissions of Siro.

Damages

48.  As a result of the acts and omissions described above, the Petitioner and the

other Members of the Group were Induced to over-pay substantially for Sino’s
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securities. Such persons and entities have suffered damages equivalent to the

loss in market value that occurred when Sino corrected the Misrepresentations.

!

49,  The Petitioner and other Members of the Group are also entitled to recover, as
damages or costs, the costs of administering the plan to distribute the recovery

in this action,
Conditions required to institute a class action

50.  The composition of the Group makes the application of article 59 or 67 C.C.P.

impracticable for the following reasons:

e The number of persons included in the group is estimated to be several

thousand;

e The names and addresses of persons included in the group are not

known to the Petitioner (but are likely to be known to Defendants);

o All the facts alleged in the preceding paragraphs make the application of

articles 59 or 67 C.C.P. impossible.

51.  The claims of the Members of the Group raise identical, similar or related

questions of fact or law, namely:

e Did the Defendants authorize or Issue false and/or misleading public

information?

e Did the Defendants’ Misrepresentations cause the share price of Sino's

stock to be artificially inflated during the Class Period?
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¢ Did the Defendants therefore commit a fault towards the Petitioner and

the Members of the Group, thereby engaging their liability?

» What prejudice was sustained by the Petitioner and the Members of the

Group as a result of the Defendants’ faults?

* Are the Defendants jointly responsible for the damages sustained by each

of the members?

52. The interests of justice weigh in favour of this motion being granted in

-accordance with its conclusions.
Nature of the action and conclusions sought

53.  The action that the Petitioner wishes to institute for the benefit of the Members

of the Group Is an action in damages;

54.  The conclusions that the Petitioner wishes to introduce by way of a motion to

institute proceedings are;
GRANT the Petitioner’s action against the Defendants;

CONDEMN Defendants to pay to the Members of the Group compensatory

damages for all monetary losses;

GRANT the class action of the Petitioner on behalf of all the Members of the

Group;

ORDER the treatment of individual claims of each Member of the Group In

accordance with articles 1037 to 1040 C.C.P.;

Page 16

SISKINDS, DESMEULES | Al



THE WHOLE with interest and additional indemnity provided for in the Civi/
Code of Quebec and with full costs and expenses including expert fees and

notice expenses;

55.  The Petitioner suggests that this class action be exercised before the Superior

Court in the district of Quebec for the following reasons:

e A great number of the Members of the Group resides in the judicial

district of Montreal and in the appeal district of Quebec;
¢ The Petitioner and his lawyers are domiciled in the district of Quebec.

56.  The Petitioner, who is requesting to obtain the status of representative, will fairly
and adequately protect and represent the interest of the Members of the Group

for the following reasons:
¢ He understands the nature of the action;

* He is available to dedicate the time necessary for an action to collaborate

with Members of the Group; and

¢ His interests are not antagonistic to those of other Members of the

Group.
57.  The present motion is well-founded in fact and In law,
FOR THESE REASONS, MAY IT PLEASE THE COURT:

GRANT the present motion;
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AUTHORIZE the bringing of a class action in the form of a motion to institute

proceedings In damages;

ASCRIBE the Petitioner the status of representative of the persons included in

the group herein described as:

“All persons or entities domiciled in Quebec (other than the Defendants,
their past and present subsidiaries, affiliates, officers, directors, senior
employees, partners, legal representatives, heirs, predecessors,
successors and assigns, and any individual who is an immediate member
of the families of the Individual named defendants) who purchased or
otherwise acquired, whether in the secondary market, or under a
prospectus or other offering document in the primary market, equity,
debt or other securities of or relating to Sino-Forest Corporation, from
and including August 12, 2008 to and including June 2, 2011 (the “Class

Period™).”
or such other class definition as may be approved by the Court,

IDENTIFY the principle quesfions of fact and law to be treated collectively as the

following:
¢ Did the Defendants authorize or issue false and/or misleading public information?

e Did the Defendants’ Misrepresentations cause the share price of Sino’s stock to

be artificially inflated during the Class Period?

o Did the Defendants therefore commit a fault towards the Petitioner and the

Members of the Group, thereby engaging their liability?
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e What prejudice was sustained by the Petitioner and the Members of the Group as

a result of the Defendants’ faults?

e Are the Defendants jointly responsible for the damages sustained by each of the

Members of the Group?

IDENTIFY the conclusions sought by the class action to be instituted as being the

following:
GRANT the Petitioner’s action against the Defendants;

DECLARE that the Defendants made the Misrepresentations during the Class

Period;
DECLARE that the Defendants made the Misrepresentations negligently;

DECLARE that Sino Is vicariously liable for the acts and/or omissions of the

Individual Defendants;

CONDEMN Defendants to pay to the Members of the Group compensatory
damages in the amount of 4 billion$, or such other sum as this Court finds

appropriate for all monetary losses;

GRANT the class action of the Petitioner on behalf of all the Members of the

Group;

ORDER the treatment of individual claims of each Member of the Group in

accordance with articles 1037 to 1040 C.C.P.;
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THE WHOLE with interest and additional indemnity provided for in the Cvi/
Code of Quebec and with full costs and expenses including expert fees and

notice fees;

DECLARE that all Members of the Group that have not requested their exclusion
from the Group in the prescribed delay to be bound by any judgement to be

rendered on the class action to be instituted;

FIX the delay of exclusion at 30 days from the date of the publication of the

notice to the Members of the Group;

ORDER the publication of a notice to the Members of the Group in accordance

with article 1006 C.C.P.;

THE WHOLE with costs to follow,

Quebec, June 9, 2011

(s) SISKINDS, DESMEULES

SISKINDS, DESMEULES, AVOCATS
(Me Simon Hébert)
Lawyer for the Petitioner
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SCHEDULE 1

NOTICE TO DEFENDANT

Take notice that the plaintiff has filed this action or application in the office of
the Superlor Court of the judicial district of Québec.

To file an answer to this action or application, you must first file an appearance,
personally or by advocate, at the courthouse of Québec located at 300, boul.
Jean-Lesage, Québec, G1K 8K6 within 10 days of service of this motion.

If you fail to file an appearance within the time limit indicated, a judgment by
default may be rendered against you without further notice upon the expiry of
the 10 day period.

If you file an appearance, the action or application will be presented before the
court on September 23, 2011, at 9h00 a.m., in room 3.14 of the courthouse. On
that date, the court may exercise such powers as are necessary to ensure the
orderly progress of the proceeding or the court may hear the case, unless you
have made a written agreement with the plaintiff or the plaintiff's advocate on a
timetable for the orderly progress of the proceeding., The timetable must be filed
in the office of the court.

These exhibits are available on request,

Quebec City June 9, 2011

(s) SISKINDS, DESMEULES

SISKINDS, DESMEULES, AVOCATS
(Me Simon Hébert)
Lawyers for the Petitioner
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Q.B. No. @&@‘ of 2011

CANADA )
PROVINCE OF SASKATCHEWAN )

IN THE QUEEN’S BENCH
JUDICIAL CENTRE OF REGINA

Between:
ALLAN HAJGH
Plaintiff,
and

SINO-FOREST CORPORATION,
ALLEN T.Y. CHAN, and DAVID J. HORSLEY,
Defendants

Brought under The Class Actions Act

STATEMENT OF CL

NOTICE TO DEFENDANT

1. The plaintiff may enter judgment In acoordance with this Statement of Claim or such judgment as
may be granted pursuant to the Rules of Court unless

» within 20 days if you were served In Saskatchewat

« within 30 days if you were served elsewhere in Canada or in the United States of Amorioa;

+ within 40 days if you were served ontside Canada and the United States of Amerloa

ooy (o0 10d Ing the-duy-ofservies) you-serve-a-Statement-of Refence-onthe-plaintiff and file-a-copy-thereofr— mwrm—m

In the offioe of the local registrar of the Court for the judiclal centre abovenamed,

2. Inmany oases a defendant may have the frial of the actlon held at a judiclal centre other than the one
at which the Statement of Claim is isswed, Every defendant should consult his lawyer as to his rights,

3. This Statement of Claim is to be served within six months from the date on which It is igsued,

4. This Statement of Clalm s issued at the above-named judlolal centre the 1" day of Dgcember, 2011,

7. LANGFORD
BY. LOCAL REGISTRAR

Local Registrar
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DEFINED TERMS

1. In this Statement of Claim, in addition to the terms that are defined elsewhere herein,
the following terms have the following meanings:

() “AX" means Authorized Interrediary,

(b) “AIE” means Annual Information Form;

(0) “CAA” means The Class Actions Act, 8.8, 2001, e, C-12,01, as amended;

(d) “CBCA” means the Canada Business Corporations det, RSC 1985, o, C-44, as
amended;

(#) “Chan” means the defendant Allen T,Y, Chan;

(D “Class” and “Class Members” means all persons and entities wherever they may reside
who acquired securities of Sino during the Class Period either by primary distribution in
Canada or an acquisition on the TSX or other secondary market in Canads, other than the
Defendants, thelr past and present subsidiaries, affiliates, officers, directors, senior employees,
partners, legal representatives, heirs, predecessors, sucoessors and assigns, and any individual
who is an immediate member of the family of an Individual Defendant;

(@) “Clags Period” means the period from and including March 19, 2007 to and including
June 2,2011; .

(h) “Code” means Sino’s Code of Business Conduot;

(1) “Defendants” means Sino and the Individual Defendants;

or e EDecember 2009 Lxrospectus’ means.Sino’s Binal Short Borm Brospectus, dated Decomber. . ...

10, 2009, which Sino filed on SEDAR on December 11, 2009;

(k) “E&Y"” means Ernst and Young LLP;

() “GAAP” means Canadian generally accepted accounting principles;

(m) “Globe” means The Globe and Mail,

(n) “Horsley” means the defendant David I, Horsley,

(o) “Ympugned Documents” means the 2006 Annual Consolidated Financial Statements (filed
on SEDAR on March 19, 2007), 2006 ATF (filed on SEDAR on March 30, 2007), 2006
Annval MD&A (filed on SEDAR on March 19, 2007), Management Information Clrcular
dated April 27, 2007 (filed on SEDAR on May 4, 2007), Q1 2007 MD&A. (filed on SEDAR



"2~

on May 14, 2007), Q1 2007 Financial Statements (filed on SEDAR on May 14, 2007), June
2007 Prospectus, Q22007 MD&A (filed on SEDAR on August 13,2007), Q22007 Financial
Statements (filed on SEDAR on August 13, 2007), Q3 2007 MD&A. (filed on SEDAR on.
November 12, 2007), Q3 2007 Financial Statements (filed on SEDAR on November 12,
2007),2007 Annual Consolidated Financial Statements (filed on SEDAR on March 18, 20083,
2007 AIF (filed on SEDAR on March 28, 2008), 2007 Annual MD&A (filed on SEDAR on
March 18, 2008), Amended 2007 Annval MD&A (filed on SEDAR on March 28, 2008),
Management Information Circular dated Aprll 28, 2008 (filed on SEDAR on May 6, 2008),
Q1 2008 MD&A (filed on SEDAR on May 13, 2008), Q1 2008 Financial Statements (filed
on SEDAR on May 13, 2008), Q2 2008 MD&A. (filed on SEDAR on August 12, 2008), Q2
2008 Financial Statements (filed on SEDAR on August 12, 2008), Q3 2008 MD&A (filed on
SEDAR on November 13, 2008), Q3 2008 Finanoial Statements (filed on SEDAR on
November 13,2008), 2008 Annual Consolidated Financial Statements (filed on SEDAR on
March31,2009), 2008 Anmual MID& A (filed on SEDAR onMarch 16, 2009), Amended 2008
Annual MD&A (filed on SEDAR on March 17, 2009), 2008 ATF (filed on SEDAR on March
31, 2009), Management Information Circular dated April 28, 2009 (filed on SEDAR on May
4,2009), Q1 2009 MD&A. (filed on SEDAR onMay 11,2009), Q1 2009 Financial Statements
(filed on SEDAR on May 11, 2009), June 2009 Prospectus, Q2 2009 MD&A (filed on

oS EDAR-00-Auigust-10,2009),.Q2.2009-Einancial. Statements.(filed on. SEDAR.on August. 10, .... ..

2009), Q3 2009 MD&A. (filed on SEDAR on November 12, 2009), Q3 2009 Financial
Statements (filed on SEDAR on November 12, 2009), December 2009 Prospectus, 2009
Annval MD&A (flled on SEDAR on March 16, 2010), 2009 Audited Annual Financial
Statements (filed on SEDAR on Mareh 16, 2010), 2009 AXF (filed on SEDAR on March 31,
2010), Management Information Circular dated May 4, 2010 (filed on SEDAR on May 11,
2010), Q1 2010 MD&A. (filed on SEDAR on May 12, 2010), Q1 2010 Financial Statements
(filed on SEDAR on May 12,2010), Q2 2010 MD&A (filed on SEDAR on August 10, 2010),
Q22010 Financlal Statements (filed on SEDAR on August 10, 2010), Q3 2010 MD&A (filed
on SEDAR on November 20, 2010), Q3 2010 Financial Statements (filed on SEDAR on
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November20,2010),2010 Annual MD&A (March 15, 2011), 2010 Anauval Andited Financial

Statements (filed on SEDAR on March 15, 2011), 2010 AIF (filed on SEDAR on March 31,

2011) and Management Information Circular dated May 2, 2011 (filed on SEDAR onMay 10,

2011);

() “Individual Defendants” means Chan and Horsley;

(@) “June 2007 Prospectus” means Sino’s Short Form Prospectus, dated June 5, 2007, which

Sino filed on SEDAR on June 5, 2007;

(¥) “June 2009 Prospectus” means Sino’s Final Short Form Prospectus, dated June 1, 2009,
" which Sino filed on SEDAR. on June 1, 2009;

(8) “MD&A" means Management’s Discussion and Analysis;

(t) “Muddy Waters” means Muddy Waters LLC;

(u) “OSC"” means the Ontarlo Securltles Commission;

(v) “Plaintiff” means the plaintiff Allan Haigh;

(w) “PRC” means the People’s Republic of China;

(%) “Representation” means the statement that Sino’s financial statements complied with

GAAP;

() “SEDAR” means the system for electronic document analysis and retrieval ofthe Canadian

Securities Administrators;

v (@) 28I 022 means.the.defendant, Sino=Forest Corporation,... - e

(am) “SSAY means The Securities Act, 8.8, 1988-89, ¢, 5-42.2, as amended;

(bb) “T'SX” means the Toronto Stock Exchange;

(co) “WIROE” means wholly foreign owned enterprise or an enterprise established in China
in accordance with the relevant PRC laws, with capital provided solely by foreign Investors,

CLAIM
(1) the parties
() plaintiff

2, The Plaintiff, Allan Halgh, resides in Saskatoon, Saskatchewan, Mr. Haigh purchased
200 shares of Sino on November 3%, 2010, at a cost of $20.14 per share.




-4
b).defendants ‘
3. The Defendant Sino-Forest Corporation (“Sino~Forest™), is incorporated pursuant to
the laws of Canada, with its head office at 1208-90 Burnhamthorpe Rd W, Mississauga,
Ontarlo, L5B 3C3,

4, The Defendant Chan resides in Ontarlo, At all material times, Chan was 8ino’s
Chairman, Chief Exeoutive Officer, and a director of the company.

5. The Defendant Horsley resides in Ontario, At all material times, Horsley was Sino’s
Chief Financlal Officer,

(2) the closs
6. The Plaintiff brings this action on behalf of all persons or entities who held common

shares of Sino between March 19", 2007 and June 2, 2011 (the “Class Perlod”) elther by
primary distribution in Canada or an acquisition on the Toronto Stock Exchange or other
secondary market in Canada.

(3) particulars
7, At all material times, Sino was a reporting issuer in all provinees of Canada, and had

o i8S LEgAStOYEd Of fice located.in Mississauga, Ontarios. ..

8, From the time of its establishment in 1994, Sino has claimed to be a legitimate
business operating in the commerolal forestry industry in the PRC and elsewhere.

9. In 1994, Sino entered Canada’s capital markets by way of a “reverse takeover,” This
allowed Sino to avoid the serutiny of an Initial Publio Offering,

10, At all material times, Sino’s shares wete listed for trading on:
(a) the Toronto Stock Bxchange (the “TSX") under the ticker symbol “TRE";
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(b) on the Berlin exchange as “SFJ GR”;

(¢) on the OTC market in the United States as “SNOFEF";

(d) on the Tradegate market as “SFJ TH";

(e) on alternative trading systems in Canada and elsewhete including, without
limitation, AlphaToronto and PuteTrading,

11, At all material times, Sino had vatious debt instruments, derivatives and other
seourities that were publicly traded in Canada and elsewhere,

12,  The price of Sino’s securities was direotly affected during the Class Period by the
issnance ofthe Impugned Doouments, The Defendants were aware at all materlal times ofthe
effect of Sino’s disclosure documents upon the price of its Sino’s securities,

13,  Thelmpugned Documents were filed, among other places, with SEDAR and the TSX,
and thereby became immediately available to, and were reproduced for inspection by, the
Plaintiff, Class Members, other members of the investing publio, financial analysts and the
financial press,

14,  Sino routinely transmitted the documents referred to above to the financial press,

financial analysts and certaln prospective and actual holders of Sino securities, Sino provided
either copies of the Impugned Documents or links thereto on its website.

15,  Sino regularly communicated with the public investors and financial analysts via
established market communication mechanisms, including through regular disseminations of
their disclosure documents, including press releases on newswire services in Canada, the
United States and elsewhere. Each time Sino communicated that new material information
about Sino financial results to the public the price of Sino seourities was directly affected.
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16,  Sino waa the subject of analysts’ reports that Incorporated certain of the material
information contained in the Impugned Doocuments, with the effect that any recommendations
to purchase Sino securities in such reports during the Class Perlod were based, in whole or in
part, upon that information.

17, Theprice at which Sino’s seowrities traded promptly incorporated material information
from Sino’s disclosure documents about Sino’s business and affairs, including the
Representation, which was disseminated to the public through the doeuments referred to above
and distributed by Sino, as well as by other means,

18, In Sino’s Initial Proxy Circular of February 11", 1994, Sino purported to operate
through six joint ventures formed in the PRC, By the early 2000's, Sino’s business structured
changed to include wholly-owned subsidiaries and so called authorized intermedinries (“Als™).
By early 2011, Sino purported to conduct business through more than 60 subsidiaries, at least
16 of which were formed in the British Virgin Islands, and at least 40 of which were formed
in the PRC,

19,  Sino conducted seven offerings during the Class Perlod (the “Offerings™), raising an
aggregate of mote than $2.7 billion from investors:

(@) by short form prospectus dated June 5, 2007 (filed with SEDAR), Sino conducted
an offering of 15,900,000 common shares at a price of $12.65 per share, resulting in
gross proceeds of $201,135,000;

(b) by way of an “Offering Memorandum®, Sino sold through private placement
US$345 million in aggregate principal amount of convertible senior notes due 2013;
(c) by short form prospectus dated June 1, 2009 (filed with SEDAR), Sino conducted
an offering of 34,500,000 common shares for $11.00 per share, resulting'in gross
proceeds of $379,500,000;
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(d) by way of an Exchange Offer Memorandum, Sino exchanged cerfain of its then
outstanding senior notes with new notes, pursuant to which Sino lssued
US8$212,330,000 in aggregate principal amount of guaranteed senior notes due 2014;
(e) by way of a final Offering Memorandum, Sino sold through private placement
US$460,000,000 in apgregate principal amount of convertible senlor notes due 2016;
(f) by short form prospectus dated December 11"%, 2009 (filed with SEDAR on
December 11, 2009), Sino conducted an offering of 21,850,000 common shares for
$16.80 per shares, resulting in proceeds of $367,080,000;

(g) On February 8", 2010, Sino closed the acquisition of substantially all of the
outstanding common shares of Mandra Forestry Holdings Limited, Concurrent with
this acquisition, Sino completed an exchange with holders of 99,7% of the USD$195
million notes issued by Mandra Forestry Financial Limited and 96,7% of the warrants
1ssued by Mandra Forestry Holdings Limited, for new guaranteed senior notes issued
by Sine in the aggregate principal amount of USD$187,177,375 with a matwity date
of July 28, 2014,

(g) On October 14,2010, Sino issved a final Offering Memorandum pursuant to which
Sino sold through private placement US$600,000,000 in aggregate principal amount
of guaranteed senior notes due 2017,

20.

The offering documents referenced in the preceding paragraph included and

incotporated other documents by reference that included the Representation and other

mistepresentations that are partioularized below, Had the truth in regard to Sino’s

management, business and affairs been timely disolosed, securities regulators likely would not

have receipted the Prospectuses and the offerings would not have occurred,

1

(4) Sino’s class period misrepresentations

21,

During the class period, Sino misrepresented:
(a) Its 2006 Results and ATF;
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(b) Tts May 2007 Mar'lagement Information Circular;
(¢) Its tax-related risks atising from its use of Als;
(d) Its Yunnan Rorestry Assets;

(e) Its Suriname Forestry Assets;

(f) Its Jiangxi Forestry Assets;

(2) Its related parties;

(h) Its sales of standing timber;

(@) Its purchases of Forestry Assets; and

(§) Tts margins and taxoes.

Sino’s 2006 Resulls and AIF

22, Prior to the opening of markets on March 19", 2007, Sino issued and filed on SEDAR
its 2006 Annual Consolidated Financial Staternents and 2006 Annual MD&A, Bach document
contained the Representation, which was false,

23.  Inpartioular, 8ino materially overstated its results for 2006, and its assets as at year-
end 2008, Sino reported in each such document, on a GAAP basis, that its revenues and net
income for the year ended December 317, 2006 were, respectively, US$634.0 million and
US$111.6 million, and further reported, on a GAAP basis, that its assets as at December 317,

2006 were US$1.2 billion,

24,  Overthetentrading days following the 1ssuance of Sino’s inflated 2006 results, Sino’s
share price rose substantially on unusually heayy trading volume. At the close of trading on
Mareh 16", 2007 (the trading day prior to March 19", 2007), Sino’s shares traded at $10,10
per share. At the close of rading on March 29", 2007, Sino’s shares traded at $13.42 pet share,
which constituted an increase of approximately 33% from the Maroh 19" closing price.
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Sho’s May 2007 Management Information Circular
25,  On March 30,2007, Sino issued and filed on SEDAR its 2006 AIF, In that AJF, Sino
stated:

.»PRC laws and regulations require foreign companies to obtain licenses to
engage in any business activities in the PRC. As a result of these requirements,
we currently engage in our trading activities through PRC authorized
intermediaries that have the requisite business licenses. There is no assurance
that the PRC government will not take action to restrict our ability to engage
in trading activities through our authorized intermediaries. In oxder to reduce
our reliance oxn the authorized intermediaries, we tntend to use a WFOR
in the PRC to enter into contracts directly with suppliers of raw timber,
and then process the raw timber, or engage others to process raw timber
on its behalf, and sell logs, wood chips and wood-based produets to
customers, although it would not be able to engage in pure trading
actlvities, [Emphasis added.]

26, Inits 2007 AIF, which Sino filed on March 28, 2008, Sino again declared its intention
to reduce its reliance upon Als,

27, These statements wore false and materially misleading when made, as Sino had no
Intention of reducing materially its reliance on Als, because Als were critical to Sino’s ability
to Inflate its revenue and net income, Rather, these statoments had the effect of mitigating any

investor conoern arising from Sino’s extensive rellanoce upon Als,

28,  Throughout the Class Period, Sino continued to depend heavily upon Als for its
purported sales of standing timber and Sino’s reliance on Als in fact increased during the
Class Period,

Sino's tax-related visks avising from its use of Als
29.  Throughout the Class Period, Sino materially understated the tax~related risks atising
from its use of Als.

.........
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30,  Tax evasion penalties in the PRC are severe and depending on the severity of the
offense can be punishable with unlimited fines,

31, Duringthe Class Period, Sino professed to be unable to determine whether its Als had
paid required taxes and so the tax-rolated risks arising from Sino’s use of Als were potentially
devastating, Sino failed to disclose these risks in its Clags Period disclosure documents,
including and particularly in its diseussions of its tax provisioning set forth in its Class Period
financial statements and AIFs,

32,  Based upon Sino’s reported results, Sino’s tax accruals in its 2007, 2008, 2009 and
2010 Audited Annual Financial Statements were materially deficlent and Sino’s inadequate
tex accruals violated GAAP.

33, Sino also violated GAAP in its 2009 Audited Annual Financlal Statements by failing
to apply to its 2009 financial results the PRC tax guidance that was issued in February 2010.
Although that guidance was issued after year-end 2009, GAAP required that Sino apply that
guidance to its 2009 financlal results, becanse that guldance was issued in the subsequent
events period.

34,  Based upon Sino's reported profit margins onits dealings with Als, which margins are
extraordinary both in relation to the profit marging of Sino’s peers, and in relation to the
limited risks that Sino pueports to assume in its transactions with its Als, Sino’s Alg were not
satisfying their tax obligations, a fact that was either known to the Defendants or ought to have
been known, If Sino’s extraordinary profit margins are real, then Sino and its Als must be
dividing the gains from non-payment of taxes to the PRC,

s e



w11 -

35, During the Class Period, Sino also failed to disclose the risks relating to the
repatriation of its earnings from the PRC, In 2010, Sino added two new sections to its AIF
regarding the risk that it would not be able to repatriate earnings from its BVI subsidiaries
(which deal with the Als). The amount of retained earnings that may not be able to be
repatriated is stated thereinto be US$1.4 billion, Notwithstanding this disclosure, Sino did not
disclose that it would be unable to repatriate any earnings absent proof of payment of PRC
taxes, which it has admiited that it lacks,

36.  In addition, there are materlal discrepancies in Sino’s descriptions of its accounting
treatment of its Als, Beginning in the 2003 AIF, Sino described its Als as follows:

Because of the provisions in the Operational Procedures that speoify when we
and the authorized intermediary assume the risks and obligations relating to the
raw timber or wood chips, as the case may be, we treat these trangactions for
accounting purposes as providing that we take title to the raw timber when it
1s deliverad to the authorized intermediary. Title then passes to the authorized
intermediary once the timber is processed into wood chips. Accordingly, we
treat the authorized Intermediaries for accounting purposes as being hoth
our suppliers and customers in these transactions, [Emphasis added.]

37, Sino’s disclosures were consistent in that regard up to and including Sino’s first AIF
issued in the Class Period, which states:
Beocause.ofthe.provisions.inthe Opetational Rrocedures.that.specify. when we

and the Al assume the risks and obligations relating to the raw timber or wood
chips, as the case may be, we treat these transactions for accounting purposes
as providing that we take title to the raw timber when it is delivered to the AL
Title then passes to the Al once the timber s processed into wood chips,
Accordingly, we treat the AI for accounting purposes as belng both our
supplier and customer in these transactions, [Emphasis added.]

38,  Insubsequent AIFs, Sino ceased without explanationto disclose whether it treated Als
for accounting purposes as being both the supplier and the customer.
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39.  Followlng the issuance of Muddy Waters’ report on the last day of the Class Period,
however, Sino declared publicly that Muddy Waters was “wrong” in its assertion that, for
acrounting purposes, Sino treated its Als as being both supplier and customer in transactions,
This claim by Sino implies either that Sino misrepresented its accounting treatment of ATs in
Its 2006 AIR (and in its AIFs for prior years), or that Sino changed its accounting treatment
of its Als after the issuance of its 2006 AIR, Tf the latter is true, then Sino was obliged by
GAAP to disolose its change in its accounting treatment of its Als. It failed to do so.

Siro Overstates s Yunnan Forestry Assets

40.  In a press release issued by Sino and filed on SEDAR on March 23, 2007, Sino
announced that it had entered Into an apreement to sell 26 million shates to several
institutional investors for gross proceeds of UB$200 million, and that the proceeds would be
used for the acquisition of standing timber, including pursuant to a new agreement to purchase
standing timber in Yunnan Provinee, It further statod in that press release that Sino-Panel
(Asia) Ine, (“Sino-Panel™), s wholly-owned subsidiary of Sino, had entered on that same day
into an agreement with Gengma Dai and Wa Tribes Autonomous Region Forestry Company
Ltd,, (“Gengma Forestry”) established in Lincang City, Yunnan Provinee inthe PRC, and that,
under that Agtesment, Sino-Panel would acquire approximately 200,000 hectares of non~state
owned commercial standing timber in Lincang City and surrounding cities in Yunnan for

US$700 million to US$1.4 billion over a 10-year period,

41,  Thesesame terms of Sino’s Agreement with Gengma Forestry were disclosed in Sino’s
Q1 2007 MD&A. Moreover, throughout the Class Period, Sino discussed its purported
Yunnan aoquisitions in the Impugned Documents,

42,  However, the reported acquisitions did not take place, As the Globe later revealed,
Sino “substantially overstated the size and value of its forestry holdings in China’s Yunnan
Province, according to figures provided by senior forestry officials and a key business partner
there.” Sino simply does not own the trees it claims to own in Yunnan,
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Siro Overstates its Suriname Forestry Assets

43,  In mid-2010, Sino became a majority shareholder of Greenheart Group Ltd., a
Bermuda corporation having its headquarters in Hong Kong and a listing on the I~Ion§ Kong
Stock Exchange (“Greenheart”),

44,  In August 2010, Greenheart issued an aggregate principal amount of US$25,000,000
convertible notes for gross proceeds of US$24,750,000, The sole subscriber of these
convertible notes was Greater Sino Holdings Limited, Chan became a member of Greenheart’s
Board and the Board's Chairman, Other officers and directors of Sino became officers and
dizectors of Greenheart.

45.  On August 24, 2010 and December 28, 2010, Greenheart granted to Chan options to
purchase approximately 6.8 million, The options ate exercisable for a five-year term,

46,  AsatMarch31,2011, General Enterprise Management Services International Limited,
a company in which some of Sino’s officers and directors have an indirect interest, held
7,000,000 shares of Greenheart, being 0.9% of the total issued and outstanding shares of
Greenheart,

47.  As aresult of the aforesaid transactions and interests, Sino, Chan, and other officers
and directors of Sino, stood to profit handsomely from any inflation in the market price of
Greenheart’s shares,

48,  Atallmaterial times, Greenhoart purported to have forestry assets in New Zealand and
Suriname., On March 1, 2011, Greenheatt issued a press release in which it announced that:

Greenheart acquires certain rights to additional 128,000 hectare
congession in Suriname

fehekhk

312,000 hectares now under Greenheart management Hong Kong, March
1, 2011 ~ Greenheart Group Limited (“Greenheart” or “the Company™)
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(HXSE: 00094), an Investment holding company with forestry assets in
Suriname and New Zealand (subject to certain olosing conditions) today
announced that the Company has acquired 60% of Vista Marine Services
NV. (“Vista”), a private company based in Suriname, South America that
condrols certain harvesting rights to o 128,000 hectares hardwood
corecession, Vista will be rebranded as part of the Greenheart Group, This
transaction will Increase Greenheart’s concessions under management In
Suringme to approximately 312,000 hectares. The cost of this acquisition ls
not material to the Company as a whole but the Company is optimistic about
the prospects of Vista and the positive impact that it will bring. The
concession Is located In the Sipalawini district of Suriname, South America,
bordering Lake Brokopondo and has an estimated annual aliowable cut of
approximately 100,000 cubie meters. Mr, Judson Martln, Chief Executive
Officer of Greenheart and Vice-Chairman of Sino- Forest Corporation, the
Company’s controlling shareholder said, “This acquisition s in line with our
growth strategy to expand our footprint in Suriname, In addition to increased
harvestable ares, this acquisition will bring synergies in sales, marketing,
administration, financial reporting and control, logistics and overall
management. I am pleased to welcome My, Ty Wilkinson to Greenheart as
our minority partner, Mr. Wilkinson shares our respect for the people of
Suriname and the land and will be appointed Chief Executive Officer of this
Joint venture and be responsible for operating in a sustainable and
responsible manner, This acquisition further advances Greenheart’s strategy
of becoming a global agri-forestry comparny. We will continue to actively seek
well-priced and sustainable concessions in Suriname and nelghboring reglons
in the coming months,”

About Ty Wilkinson

VIr, Wilkinson Has 6 voir twenty yoars of experionce in theagriculiwral and
forestry business, He was awarded the prestigious “Farmer and Ranchor
of the year” award in the USA, in recognition of his work on water
congervation, perfecting the commercial use of drip irrigation and
maximizing erop yield through the use of technical soil research and
analysis, Mr, Wilkinson also has extensive knowledge In sustainable
forestry management, forestry planning, infrastructare development,
harvest schedules, lumber drying, lnmber processing, extensive local
knowledge as well as regional business networks. He has been living in
Suriname since 2001, [Emphasis added.]
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49,  Inits 2010 AIF, filed on SEDAR on Match 31, 2011, Sino stated:

We hold a majority interest in Greenheart Group which, togetber with its
subsidiaries, owns certain rights and rmanages approximately 312,000 hectares
of hardwood forest concessions in the Republic of Suriname, South America
(“Suriname™) and 11,000 hectares of a radiata pine plantation on 13,000
hectares of freehold land in New Zealand as at March 31, 2011, We believe
that our ownership in Greenheart Group will strengthen our global
sourcing network in supplying wood fibre for China in a sustainable and
responsible manner, [Emphasis added].

50, In its Annual Report for 2010, which Sino filed on SEDAR on May 10, 2011, Sino’s
Vice-Chalrman stated:

I am honored to report to you for the fitst time as Vice Chalrman of Sino-
Forest and Chief Exeoutive Officer of Greenheart Group [,..] Oreenheart’s
strategy 1s to be Sino-Forest’s intetnational growth vehicle for acquiring
sustainable and profitable forestry assets located outside China to serve the
growing wood deficit within China while at the same time maintaining the
ability to manage and operate in other markets around the world, At the end of
2010, Greenheart had three primary assets; a 60% interest in a 184,000 hectare
hardwood concession located in western Suriname (Sino-Forest currently owns
the remaining 40% minority interest); a commitmentto acquire 13,000 hectares
of freohold land including 11,000 hectares of softwood radiata pine plantations
in New Zealand (which was completed subsequent to year end); and US$78
million in cash. Ine the first quarter of 2011, we acquired 60% of Vista Marine
Services N.V., which holds certain harvesting rights to a 128,000-hectare
concesslon in eastern Suriname, This acquisition expands Greenheart’s land

under-marnagement-in-Suriname-to-approximately-3.12,000.hectare. We-are
currently building two large-scale wood processing facilities, which we
expect to complete late this year, which will allow us to process logs into
lumber and other value-added products such as flooring, decking and special
millwork, Greenheart’s strategy in Suriname is to continue to expand our
concession footprint and be the leader in the sustainable timber industry, We
are committed to low~impact harvesting and silviculture methods as
prescribed by Suviname’s Centre for Agricultural Research (“CELOS™), and
we will be working towards Forest Stewardship Council (“FSC*)
certification in all our operations. The responsible care of people and the
environment Is our corporate policy but also our state of mind, [Emphasis
added.}
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51, The foregoing statements were false or matexially misleading when made, for the
reasons set out below,

52, Shortly before Greenheart’s purported acquisition of Vista Marine Services N.V.
(*Vista”), Vista was founded by Ty Wilkinson, an American citizen who formetly resided in
Sarasota, Florida, AIthoﬁgh Greenheart saw fit to disclose in its March 1, 2011 press release
. that M, Wilkinson, Greenheart’s new Suriname CEQ, was once named “Farmer and Rancher
of the year,” Greenheart failed to disclose that the Clreuit Court of Sarasota County, Florida,
had issued a warrant for Mr, Wilkinson’s arrest in October 2009, and that Mr, Wilkinson
abandoned residence in the United States at least ln part to avoid arrest, and also to avold
paying various debts Wilkinson owes to a former business associate and others,

53, There is no record of Greenheart in the Surlname Trade Rogister maintained by the
Chamber of Commerce in Suriname, nor is there any record of Greenheart with the Sutiname
Foundation for Forest Management and Production Control,

54,  In additlon, under the Suriname Forest Management Act, it is prohibited for one
company or a group of connpanies in which one person. or company has a majority interest to
control more than 150,000 hectares of land under concession.

55.  Finally, Vista's forestry concessions are located in a reglon of Suriname populated by
the Saramalka, an indigenous people, Pursuant to the American Convention on Human Rights
and a decision of the Inter-American Court of Human Rights, the Saramaka people must have
effective control over fheir land, including the management of their reserves, and must be
effectively consulted by the State of Suriname, Neither Sino nor Greenheart has disclosed that
Vista's purported concessions in Suriname, if they exist at all, are impaired due to the
unfulfilled rights of the indigenous peoples of Suriname.
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Jiangxl Forestry Assets

56.

On June 11, 2009, Sino issued a press release in which it stated:

Sino-Forest Corporation (TSX: TRE), a leading commercial forest plantation
operator in China, announced today that its wholly-owned subsidiary, Sino-
Panel (China) Investments Limited (“Sino-Panel™), has entered into a Master
Agreement for the Purchase of Pine and Chinese Fir Plantation Forests (the
“Jiangxi Master Agreement”) with Jlangxi Zhonggan Industrial Development
Company Limited (“Jiangxi Zhonggan”), which wlll act as the authorized
agent for the original plantation rights holders. Under the Jiangxi Master
Agreement, Sino-Panel will, through PRC subsidiaries of Sino- Forest, acquire
between 15 million and 18 million cublo metres (m3) of wood fibre located in
plantations in Jiangxi Province over a three-year period with a price not to
exceed RMB300 per m3, to the extent permitted under the relevant PRC laws
and regulations. The plantations in which such amount of wood fibre to
acquire Is between 150,000 and 300,000 hectares to achieve an estimated
average wood fibre yield of approximately 100 m3 per hectare, and include treo
species such as pine, Chinese fir and others, Jlangxi Zhonggan will ensure
plantation forests sold to Sino-Panel and lts PRC subsidiaries are non-state-
owned, non-natural, commercial plantation forest trees, In addition to securing
the maxlmum tree acquisition price, Sino-Panel has pre-emptive rights to lease
the underlying plantation land at a price, petmitted under the relovant PRC
laws and regulations, not to exceed RMB450 per hectare per anmum for 30
years from the time of harvest. The land lease can also be extended to 50 years
as permitted under PRC laws and regulations, The specific terms and
conditions of purchasing or leasing are to be determined upon the exeoution of
definitive agreements between the PRC subsidiaries of Sino-Panel and Jiangxi
Zhonggan upon the authorisation of original plantation rights holders, and

Subject to the Yequisite govérmmental approval and 1 compliance witli the
relevant PRC laws and regulations. ‘

Sino-Forest Chairman and CEQ Allen Chan safd, “We are fortunate to
have been able to capture and support investment opportunities in
China’s developing forestry sector by locking up a large amount of fibre
at competitive prices, The Jiangxi Master Agroement is Sino-Forest’s fifth,
long-term, fibre purchase agreement during the past two years, These five
agreements cover a total plantation area of over one million hectares in
five of China’s most densely forested provinces.” [Emphasis added).
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57,  According to Sino’s 2010 Annual MD&A, as of December 31, 2010, Sino had
acquired 59,700 ha of plantation trees from Jiangxi Zhonggan Industrial Development
Company Limited (“Zhonggan”) for US$269.1 million undet the terms of the master
agreement, ([n its interim report for the second quarter of 2011, which was issued after the
Class Period, Sino claims that, as at June 30, 2011, this number had increased to 69,100 ha,
for a purchase price of US$309.6 million).

58,  However, as was known to 8ino, Chan, and Horsley, 8ino’s plantation acquisitions
through Zhonggan are fat smaller than Sino has clalmed.

59, In Avgust 2011, a supervisor of the Forestry Burean of Nanohang, the capitol of
Jiangxi Province, affirmed that he had never heard of Zhonggan, In that same month, the
Jiangxi Forestry Bureau, which has jurlsdiction over the Province of Jiangxi, was able to
confirm only that Zhonggan had rented the land use rights of 3,333 ha from local farmers.

60,  Zhonggan's offices belie the purported scope and nature of Zhonggan's business,
During a visit to Zhonggan's offices in August 2011, no personnel were present during
business hours, there was no signage outside the office, and there was a CCTV camera and a
fingerprint entry machine installed near the office entrance,

61,  Zhonggan was formed in January 2008, only 18 months before agreeing to sell to
Sino’s subsidiary up to 300,000 ha of plantation forest, Moreover, when it was established,
Zhonggan was capitalized with a mere ¥5 million,

62. Imespective of the true extent of Zhonggan's transactions in Jiangxi forestry
plantations, Sino failed to disclose, in violation of GAAP, that Zhonggen was a related party
of Sino, More particularly, according to AIC records, the legal representative of Zhonggan is
Lam Hong Chiu, who i3 an executlve vice president of Sino, Lam Hong Chiu is also a director
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and a 50% shareholder of China Square Industrial Limited, a BVI. corporation which,
according to AIC records, owns 80% of the equity of Zhonggan,

Misrepresentations Regar'd.iug Related Partles other than Zhonggan

63,  OnJanuary 12,2010, Sino issued a press release in which it announced:the acquisition
by one of its wholly-owned subsidiaries of Homix Limited (“Homix"), which It described as
a 48 company engaged in research and development and manufacturing of engineered~-wood
products in China, for an aggregate amount of US$7,1 million, That press release stated:

HOMIX. has an R&D laboratory and two engineered-wood production
operations baged in Guangzhou and Jiangsu Provinces, covering eastern and
southern China wood product markets. The company has developed a number
of new technologies with patent rights, specifically suitable for domestic
plantation Jogs including poplar and eucalyptus species, HOMIX specializes
in curlng, drying and dyeing methods for engineered wood and has the know-
how to produce recomposed wood products and laminated veneer lumber.
Recomposed wood technology is considered to be environment-fiiendly and
versatile as it uses fibre from forest plantations, reoycled wood and/or wood
residue, This reduces the traditional use of large-diameter trees from natural
forests. Thete is growing demand for recomposed wood technology as it
reduces cost for raw material while increases the utllization and sustainable use
of plantation fibre for the production of furniture and Interior/exterior building
materlals,

(-]

Mr, Allen Chan, Sino-Forest's Chairman & CEO, said, “As we continve to
ramp up our replanting programme with Improved eucalyptus species, it is
important for Sino-Forest to continue investing in the research and
development thet maximizes all aspects of the forest product supply chain.
Modernization and Improved productivity of the wood processing industry in
China is also necessary given the couniry’s chronic wood fibre deficit,
Increased use of technology improves operation efficiency, and maximizes and
broadens the use of domestic plantation wood, which reduces the need for
logging domestio natutal forests and for importing logs from strained tropical
forests, FIOMIX has significant technological capabilities in englneered-wood
proocessing,”
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Mr, Chan added, “By acquiring HOMIX, we intend to use six~year eucalyptus
fibre instead of 30-year tree fibre from other species to produce quality umber
using recomposed technology. We believe that this will help preserve natural
forests as well ag improve the demand for and pricing of our planted eucalyptus
trees.”

64,  Sino’s 2009 Annual Audited Financial Statements, Q1/2010 Unaudited Interim
Financial Statements, 2010 Annual Audited Financial Statements, the MD&As related to each
ofthe aforementioned financial statements, and Sino’s AIRs for 2009 and 2010, each discussed
the acquisition of Homix, but nowhere disclosed that Homix was in fact a party related to
Sino.

65.  More patticularly, Hua Chen, a Senior Vioe President, Administration & Finance, of
Sinoin the PRC, and who joined Sino in 2002, 1s 4 30% shareholder of an operating subsidiary
of Homix, Jiangsu Dayang Wood Co., Ltd.

66,  Pursuant to GAAP, Sino was required to provide, among other things, a description
of the relationship between the transacting parties when dealing with related parties, GAAP
recognizes that detail on related party transactions Is crucial,

(GAAP, and a misrepresentation,
68,  Tinally, Homix has no patent designs registered with the PRC State Intellectual

Property Office, a fact also not disclosed by Sino at the time of the Homix acquisition or
subsequently.

6T ——Thus,-Sino’s-failure-to-disclose-that-Homix-was.a-related-party-was.a-violation-off ——.....
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Misrepresentations Regarding Sales of Standing Timber -

69, Every financial statement and MD&A issued during the Clags Petiod overstates Sino’s
sales of standing titber to a material degree, and overstates to a matoerial degree Sino’s
reported revenues and net income for the period in question,

70.  Throughout the Class Period, Sino purported to sell “standing timber” As
particularized above, such sales did not ocour, or did not oceur in a manner such that revenue
could be recorded pursuant to GAAP,

Misrepresentations Regarding Purchases of Forestry Assets

71, As partloularized above, Sino overstated its acquisition of forestry assets in Yunnan
and Tiangxi Provinces in the PRC and in Suriname. Accordingly, Sino’s total assets are
overstated to a material degree in the Impugned Documents in violation of GAAP, and each
such statement of Sino’s total assets constitutes a misrepresentation,

72.  In addition, during the Class Period, Sino caused statements to be made that are
misrepresentations in regard to 8ino’s Yunnan Province “assets,” namely:
(8) In a report dated March 15, 2008, filed on SEDAR on March 31, 2008, Sino:

(a) canged to be stated that it had determined the valvation of the Sino forest assets to

be US$3.2 billion as at 31 December 20073

(b) oaused tables and figures regarding Yunnan to be published,

(c) caused to be stated that “Stands in Yunnan range from 20 ha to 1000 ha,” that “In
2007 Sino-Forest purchased an area of mixed broadleaf forest in Vunnan Provinee,”
that “Broadleaf forests already acquired in "Yunnan ave all mature,” and that “Sino-
Forest is embarking on a series of forest acquisitions/expansion efforts in Hunan,
Yunnan and Guangxl;” and

(@) provided a detailed outline of Sino’s Yunnan “holdings” at Appendixes 3 and 5;




.

(b) In a report dated April 1, 2009 and filed on SEDAR. on April 2, 2009, Sino cansed to be
stated that:

“[t]he area of forest owned in Yunnan has quadrupled from around 10 000 ha
to almost 40 000 ha over the past year,”

provided figures and tables regarding Yunnan, and stated that;

“Sino-Forest has increased its holding of broadleaf crops in Yunnan during
2008, with this province containing neatly 99% of its broadieaf resource;”

(c) In a “Final Report” dated April 23, 2010, and filed on SEDAR on April 30, 2010, Sino
caused to be stated that;

“Guangxi, Hunan and Yunnan are the three largest provinees in terms of Sino-
Forest’s holdings, The largest change in area by provinee, both in absolute and
relative terms [sic] has been Yunnan, where the area of forest owned has
almost tripled, from around 39 000 ha to almost 106 000 ha over the past year,”

provided figures and fables regarding Yunnan, and stated that:

“Yunnan containg 106 000 ha, including 83 000 ha or 99% of the total
broadleaf forest,” stated that “the thres provinces of Guangxi, Hunan and
Yunnan together contain 391 000 ha or about 80% of the total forest area of
491 000 ha” and that “{allmost 51 97% of the broadleaf forest is in Yunnan,”

and provided a detailed discussion of Sino’s Yunnan “holdings” at Appendixes 3 and 4;

(d) In a “Summary Valuation Report” regarding “Valuation of Purchased Forest Crops as at
31 December 2010” and dated May 27, 2011, Sino caused to be published tables and figures
regarding—Y-unnany-and-stated-that:

“[t]he major changes in area by species from December 2009 to 2010 has been
in Yunnan pine, with acquisitions in Yunnan and Sichuan provinces”

and that:

“la]nalysis of [Sino’s] inventory data for broadleaf forest in Yunnan, and
comparisons with an. Inventory that POyry undertook there in 2008 supported
the upwards revision of prices applied to the Yunnan broadleaf large size log,”

and stated that;

“It]he vield table for Yunnan pine in Yunnan and Sichuan provinces was
derived from data colleoted in this species in these provinees by Poyry during
other wortk;”

and
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(e) In a press release titled “Summary of Sino-Forest’s China Forest Asset 2010 Valuation.
Reports” and which was “jointly prepared by Sino-Forest and Poyry to highlight key findings
and outcomes from the 2010 valuation reports,” Sino caused to be reported that the estimated
market value of Sino’s forest assets on the 754,816 ha to be approximately US$3.1 billion as
at December 31, 2010,

73,  Statements caused to be made by Sino regarding the value of Sino’s forestry “assets™
that were misrepresentations were incorporated into the 2007 Amnual MD&A, the Amended
2007 Annual MD&A, each of the 2008 Q1, Q2, Q3, Annual angi amended Annual MD&AS,
each of the 2009 Q1, Q2, Q3 and Annual MD&As, and each of the 2010 Q1, Q2 and Q3
MD&As.

Misrepresentations Regarding Sino’s Margins and Taxes

74, Sino never disclosed the true source of its elevated profit margins and the true natute
of the tax~related rlsks to which it was exposed, as particularized ebove. This omission
rendered each of the following statements a misrepresentation: ‘

(a) In the 2006 Annual Financial Statements, note 11 [b] “Provision for tax related liabilities™
and associated text;

(b) In the 2006 Annval MDE&A, the subsection “Provision for Tax Related Liabilities” in the

section “Critical Accounting Estimates,” and assooiated text;

() In the AIF dated March 30, 2007, the section “Estimation of the Company’s provigion for
income and related taxes,” and associated fext;

(@ In the Q1 and Q2 2007 Financlal Statements, note 3 “Provision for Tex Related
Liabilities,” and associated text;

(e) In the Q3 2007 Financial Statements, note 6 “Provision for Tax Related Liabilities,” and
agsociated text;

(® In the 2007 Annual Financial Statements, note 13 [b] “Provision for tax related liabilities,”

and associated text;
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() Inthe 2007 Annual MD&A and Amended 2007 Annual MD&A, the subsection “Provision
for Tax Related Liabilities” in the section “Critical Accounting Estimates,” and associated
text;

(h) In the AIF dated March 28, 2008, the seotion “Estimation of the Corporation’s provision
for income and related taxes,” and assoclated text;

(1) In the Q1, Q2 and Q3 2008 Flnancial Statements, note 12 “Provision for Tax Related
Liabilities,” and associated text;

() Inthe Q1, Q2 and Q3 2008 MD& As, the subseetion “Provision for Tax Related Liabilities”
in the section “Critical Accounting Estimates,” and assoclated text;

(k) In the 2008 Annual Financial Statements, note 13 [d] “Provision for tax related Habilities,”
and associated text;

(1) Inthe 2008 Annual MD&A and Amended 2008 Annual MD&A, the subsection “Provision
for Tax Related Liabilitles” in the section “Critical Accounting Estimates,” and associated
text;

(m) In the AIF dated March 31, 2009, the section “We may be liable for income and related
taxes to our business and operations, particularly our BVI Subsidlaries, In amounts greater
than the amounts we have estimated and for which we have provisioned,” and associated text;
(n) In the Q1, Q2 and Q3 2009 Financial Statements, hote 13 *Provision for Tax Related
Tiabilitles,” and associated text;

(0)Inthe Q1, Q2 and Q3 2009 MD&As, the subsoction “Provision for Tax Related Liabilities”
in the section “Critical Accounting Bstimates,” and associated toxt;

(1) In the 2009 Annual Finanolal Statements, nots 15 [d] “Provision for tax related liabilities,”
and assoclated text;

(q) In the 2009 Annual MD&A, the subsection “Provision for Tax Related Liabilities” in the
section “Critloal Accounting Estimates,” and agsociated text;

(@) In the AIF dated Match 31, 2010, the séction “Weé may be liable for incomse and related
taxes to our business and operations, particularly our BVI Subsidiaries, in amounts greater
than the amounts we have estimated and for which we have provisioned,” and associated text;
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(5) In the Q1 and Q2 2010 Financial Statements, note 14 “Provision for Tax Related
Linbilities,” and assoolated text;

(t) In the Q1 and Q2 2010 MD&As, the subseotion “Provision for Tax Related Liabilities” in
the section “Critical Accounting Estimates,” and associated text;

(u) In the Q3 2010 Financial Statements, nofe 14 “Provision and Contingencies for Tax
Related Liabilities,” and assoclated text; and

(v) In the Q3 2010 MD&As, the subsection “Provision and Contingencles for Tax Related
Liabilities” in the section “Critical Accounting Estimates,” and associated text;

(w) Inthe 2010 Annual Financial Statements, note 18 “Provision and Contingencies for Teax
Related Liabilities,” and associated text;

(x) Inthe 2010 Annual MD&A, the subsectlon “Provision and Contingencies for Tax Related
Liabilities” In the section “Critical Accounting Estimates,” and associated text; and

() In the AIR dated March 31, 2011, the section “We may be liable for income and related
taxes to our business and operations, pax“ciwlayly our BVI Subsidiaries, in amounts greater
than the amounts we have estimated and for which we havd provisioned,” and assoclated text.

75.  In every Impugned Document that is a financial statement, the line item “Accounts
payable and accrued liabilities” and assoclated figures on the Consolidated Balance Sheets

fails to propetly account for $ino’s tax accruals and is 4 misrepresentation,

CEOQ AND CFO FALSE CERTIFICATIONS

76.  Pursuant to National Instrument 52109, the defendants Chan, as CEO, and Horsley,
as CFO, were required at the material times to certify Sino’s annual and quarterly MD&As end
Financial Statements as well as the AIFs (and all documents incorporated into the AIFs), Such
certifications included statements that the ﬁlings‘ “do not contain any untrue statement of a
materlal fact or omit to state a material fact required to be stated or that is necessary to make
a statement not misleading in light of the ciroumstances under which it was made” and that the
reports “fairly present in all material respeots the financial condition, results of operations and

cash flows of the issuer,”

......
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77, As particularized elsewhere hereln, however, the Impugned Documents contained the
Representation, which was false, as well as the other misrepresentations alleged above.
Accordingly, the certifications given by Chan and Horsley were false and were themselves
misrepresentations, Chan and Horsley made such false oert'iﬁcations knowingly or, at a
minimum, recklessly,

THE TRUTH IS REVEALED

78, On June 2, 2011, Muddy Waters issued ity initlel report on Sino, and stated in part
therein;

Sino-Forest Corp (TSE; TRE) is the granddaddy of China RTO frauds. It has
always been a frand — reporting excellent results from one of its early joint
ventures — even though, because of TRE’s default on its investment
obligations, the JV never went into operation, TRE just Hed,

The foundation of TRE’s fraud is a convoluted structure whereby it claims to
run most of its revenues through “authorized intermediaries” (“AI”), Als are
supposedly timbertrader customers who purportedly pay much of TRE?s value
added and Income taxes, At the same time, these Als allow TRE a gross
margin of 55% on standing timber merely for TRE having speculated on trees,

The sole purpose of this structure is to fabricate sales transactions while having
anexcuse for not having the VAT Invoices that are the mainstay of China andit
work, If TRE really were processing over one billion dollars in sales through

Als-TRE-and-the-Als-would-be-in-verious-legal-trouble-No-legltimate-publig—-m s v
company would teke such risks ~ particularly because this structure has zero
upside,

L]

On the other side of the books, TRE massively exaggerates its assets, TRE
significantly falsifies its investments in plantation fibex (trees), It purports to

have purchased $2,891 billion in standing timber wnder master agreements
since 2006

]

Valuation Because TRE has $2.1 billion in debt outstanding, which we believe
exceeds the potential recovery, we value its equily at less than $1,00 per share,
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79.  Muddy Waters also disclosed inits initial report that Sino had failed to disclose various

related party transactions, including its dealings with Jiangxi Zhonggan Industrial
Development Company Ltd,

80.  After Muddy Waters’ Initial teport became public, Sino shares fell to $14.46, at which
point trading was halted (a decline of 20.6% from the pre-disclosure close of $18.21), When
trading was allowed to resume the next day, Sino’s shares fell to a elose of $5.23 (a decline
of 71.3% from June 1).

81.  On June 3, 2011, Sino announced the formation of an “Independent Comumittee,”
comprised of Willlam E. Ardell (Chair), James P, Bowland and James M.E, Hyde, to
investigate Muddy Waters' allegations and report to Sino’s Board in that regard,

82,  OnJune 14, Sinoissued is Q1 2011 Financial Statements, Those financial statements
contained the following notice:

Notice of no auditor review of the condemsed imterim consolidated
financial statexments,

The accompanying unaudited condensed interim consolidated financial
statements (the “Intexim Financial Statements™) have not been reviewed by the
Company’s external auditors, On June 2, 2011, Muddy Watess, LLC issued a

report-(the-“Report)-containing-various-allegations-regardingthe-Companys-—- - ~— - ——

its assets, operations and financial results, As a result of such report, on June
2, 2011, the Board of Directors of the Company appointed a committee of
Independent directors (the “Independent Committee™) to thoroughly examine
and review the allegations contained in the Report, and report back to the
Board of Directors, The Independent Committee has retained independent legal
counsel in Canada, Flong Kong and China as well as independent acoounting
firm Pricewaterhouse Coopers LLP to agsist with the examination, The
Company’s external anditors were Initially engaged to conduct a review of the
accompanying Interim Financial Statements in accordance with Canadian
standards for the auditor review of interim financlal statements, The
Company’s auditors have advised that they are unable to complete a review of
these financial statements until the completion of the examination and review
by the Independent Committee and the anditors’ consideration of the results
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thereof, The Board of Directors and management believe that, based on
information currently avallableto them, the Interim Financlal Statements were
compiled in accordance with International Financlal Reporting Standards
(“TFRS") and fairly deplet the financlal condition and results of operations of
the Company, However, in the event that the allegations set forth in the Report
prove 1o be accurate, in whole or in part, the information set forth in the
Interim Financial Statements may differ materially and the Interim Finanoial
Statements could be subject to restatement, As aresult, readers should exercise
caution in reviewing such financial statements, See Note 2.1 of the Interim.
Finanolal Statements,

Tﬁat same day, Sino held its Q1 2011 Earnings Call, On that call, Ardell stated that
“particular reference was madeto a number of the directors that this is an opportunity for them
to be in and buylng significant amounts of shares to demonstrate strong beliefin the company,
Ard I can assure you that if we had the choice, we certainly would at this stage” (emphasis
added). Ardell thereby confirmed that he had prejudged the outcome of his committee’s

investigation, and that his committee was not independent,

84,

On Saturday June 18 and Sunday June 19, 2011, the Globe published an in-depth

investigafive teport on Sino,

85,  The June 18 article, titled “Key partner casts doubt on Sino-Forest claim,” read, in

material patt;

Embattled Sino-Forest Corp., once Canada’s biggest publioly-traded timber
company, appeats to have substantially overstated the size and value of its
forestry holdings in China’s Yunnan provinee, according to figures provided
by senior forestry officials and a key business partner there,

During two weeks of on-the-ground reporting that included intetviews with
Chinese government officials, forestry experts, local business operatots and
brokers, The Globe and Mail uncovered a number of glaring inconsistencies
that rajse doubts about the company’s public statements regarding the value of
the assets that lie at the centre of the company’s core business of buying and
selling Chinese timber rights,

]
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The Clobe’s investigation raises particularly hard questions about & key
agreement in March, 2007, that Sino-Forest says gave it the right to buy timber
rights for up to 200,000 hectares of forest in Yunnan over a 10-year period for
between $700-million (U.8.) and $1.4-billion. The trees were to be bought
through a series of agreements with an entity oalled Gengma Dal and Wa
Tribes Autonomous Region Forestry Co. Ltd., also known ag Gengma Forestry,

The company says it has fulfilled virtually all of the agreement with Gengma
and now owns more than 200,000 hectares in Yunnan.

But officials with Gengma Forestry, including the chairman, dispute the
company’s account of the deal, telling The Globe and Mail that the actual
numbers are much smaller,

Kie Hongting, the chairman of Gengma Foresiry, sald In an interview that the
transaotions carried out so far by Sino-Forest amounted to less than 14,000
heotares.

Asked how many deals Gengma had conducted with Sino-Forest, Mr., Xie said:
“I"ve told you that we sold them almost 200,000 mu.” (Mu is a Chinese unit
of land measurement; 15 mm equals one lectare.) Mr, Xie’s account
corroborates the assertions of senlor forestry officials in the province, Speaking
on condition of anonymity, these officials challenged the company’s statements
that it controls more than 200,000 hectares of Yunnan trees, and said they are
now investigating.

[}

While Gengma Forestry officlals question Sino-Forestry’s account of the 2007
deal, local land brokets said it would be difficult to find 200,000 hecteues of
quality land leases to complete that agreement,

[.]

Senior forestry officials in the province challenged the company’s agsertion
that it controls about 200,000 hectares of forest in the region, Spoaking on,
condition they not be identified, they said their records showed Sino-Forest
manages far less than that and said the Yunnan Forestry Bureau would begin
an investigation aimed at determining the compary’s true holdings. In addition
to the questions about Sino-Forest’s disclosures on the size of its holdings,
forestry officials, as well ag looal timber brokers who spoke to The Globe
raised questions regarding the value Sino-Forest attributes to its Yunnan assets,
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“It's very hard for anyone to say what the value of their property is,” said one
forestry offictal, adding that forested land in Yunnen neéded to be evalvated
by a special body jointly appointed by the Forestry Bureau and the Ministry of
Finance. Sino-Forest has not requested such an officlal valuation of its land,
he said, “(The valuation) must have two chops (official seals) and two forestry
resource evaluation, experts and two licensed evalvators.., . Even I can’t just
go there and give it a value,”

[.]

The June 19 article, titled “On the trail of the truth behind Sino-Forest,” stated in part;

The deepening mystery surrounding Canadian timber company Sino-Forest
Corp. leads to the regional capital of Kunming in China’s Yunnan province
and down Huashan West Road —to an address that doesn’t exist.

That address, No. 125 ~ 129 Huashan West Rd,, is listed as the office of a
forestry company that sold 1,600 hectares of timber in Yunnan province to a
Sino-Forest subsidiary in March. But the odd-numbered side of Huashan West
Road ends at 81,

Finding the buyer, the Sino-Forest subsidiary, proves almost as elusive, The
office is in a white three-storey building with a green Sino-Panel sign on Bal
Tai Road on the northern edge of Lincang, the administrative centre of the
region’s forestry industry, But it's empty.

The cwious transactions totaling $6-million and inked on March 7 betweer a
Sino-Forest subsidiary with an empty office and a seller with no address

highlight the bigger questions surrounding Sino-Forest’s dealings In southern
China. Trying to penetrate Sino-Forest’s complicated business in Yunnan can
be like trying to spot the sun through the thick forests of oak, birch, pine and
other timber that carpet the mountains in this sprawling region along China’s
border with Myanmar,

[or]

Senior forestry bureaucrats also told The Globe and Mail that there’s no
official valuation of Sino-Forest’s propertics, since the company has never
applied to have an evalvation conducted by the local government, The Yunnan
Forestry Bureau has sinoe launched an.investigationinto the company’s claims,

[1r]
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Two weeks of travelling by car and plane to visit Sino-Forest offices,
properties and partners in Yunnan, Hunan and Beijing — and interviews with
forestry officials, Industry experts and local residents — led 1o as many new
questions as answers,

In the series of deals inked on March 7, the buyer was named as Sino-Panel
(Yunnan) Foresiry Co., the local affiliate of Sino-Forest, and the seller was
listed as Yunnan Shunxuan Forestry Co, Ltd, of Huashan West Road.

No one on Huashan West Road recalls a foresiry company ever having an
office In the area, “If thete was a company like this on Huashan West Road, I
would know about it,” said & member of the neighbouthood committee (a
hyperlocal and usually omniscient avm, of the rullng Communist Party) that is
responsible for the street.

At the same time, neighbours say the office of Sino-Panel on-Bai Tai Road sat
empty until Thursday, June 2 - hours before Muddy Waters released the report
that rooked investor confidence in Sino-Forest and sent its share price
spiralling downwards. Then a moving van arrived at the long-vacant building
and began unloading desks, chairs, power bars and Internet cables, A week
later, however, there was still no evidence of anyone working there, other than,
asquashed cigarette butt and a canlking gun that Iay on the dirty tlle floor agid
the bare workstations,

“We wouldn’t have noticed, but (on June 2) my car was blocking the moving
yan (and bad to be moved), Before that, the building was empty,” said Wu Jie,
manager of the reglonal office of Fanhua Forestry Investments Development
Co., which sits beside a massage parlour and an English training oentre across

the street from the deserted Sino-Panel hbuilding.

PR S

[
87,  In the latter article, the Globe also discussed Sino’s failure to disclose certain related
party transactions,
88,  On June 20, 2011, Muddy Waters released a follow-up report, “The Ties that Blind,

Part 1: Huaihua Yuda,” which provided furtber detall on Sino’s undisclosed transactions with
related parties Huaihua Yuda and Sonic Jita,
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89,  When the market closed on June 20,2011, Sino’s shares traded at §2.73 (a decline of
85% from June 1, 2011).

90,  After the close of markets on June 20, 2011, it was revealed that certain entities
affiliated with Paulson & Co., which had been Sino’s largest shareholder, had sold all of its
holdings and thereby realized a loss, on a mark-to-market basis, in excess of $560-million,
Only five days earlier, Horsley had sought to reassure investors, saying “I’ve spoken. to
[Paulson & Co.} and they are very supportive.”

91, Thenextday, Sino shares closed at $1,99 a decline of $16,22 or 89% from their closing
price on June 1, 2011,

92,  OnJuly 14,2011, Fiteh Ratings withdrew its ratings of Sino’s debt seourities, stating:

Fitch Ratings has withdrawn Sino-Forest Corporation’s (Sino-Forest) Foreign
Currency Issuer Defanlt Rating and senior unsecured debt rating of ‘BB-~*, The
ratings were on Negatlve Watoh at the point of withdrawal, Fitch has
withdrawn the ratings as it is unable to obtain sufficlent information to
maintain them,

Lol

Since-placing-Sino-Forest-on-Negative-Watch-on-20-June-2011itch-had e oo

requested from the company a more frequent and rogular update of its offshore
cash balances, as well as updates on management’s progress/intentions with
regard to the future onshore/offshore structure of the business, Fiich viewed
this information as critical to monitoring the posiiton of Sino-Forest offshore
creditors, particularly given that under the current business structure offshore
obligors are unable to directly access the company’s onshore cash flows.
Management has Informed Fitch that the company is unwilling to provide
any further information until the Committee of Independent Board Members
—which was formed to investigate the allegations made by Muddy Waters LLC
—publishes its findings, The company has not provided a date for the
publication, Fitch does not consider these actions commensurate with being
able fto maintain the rating for investors,
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Fitch will no longer provide ratings or analytical coverage of this issuer,
[Brphasis added.]

93, At the close of trading on August 25, 2011, Sino’s shares traded at $4,81 per share,
Shortly prior to the commencement of trading on August 26, 2011, the OSC issued a cease-
trade order in relation to Sino’s securities, and also took the unprecedented step of ordering,
without a hearing, that Chan and varlous other Sino officers resign.

94,  Initsorder, the OSC stated that in part:
[0e:]

3. Albert Ip (“Tp™) is the Senior Vice President Development and Opetations
North— Bast and South-West China of Sino-Forest;

4, Alfred C.T. Hung (“Hung”) is Vice-President Corporate Planning and
Banking of Sino-Forest;

5, George Ho (“Ho") is Vice-President Finanooe of Sino-Forest;

6. Simon Yeung (“Yeung”) is Vice President » Operation within the Operation
/ Project Management group of Sino-Panel (Asia) Inc., a subsidiary of Sino-
Forest (*“Yeung™);

7. Since 2003, Sino-Forest hag ratsed approximately $2,986 billion from public
s s IV OSHR OB ARG SO~ dobt-socULIt 05-ISSUSS-InClUdiNg—FOUL-—PUbH O~ O FRHNGE v v mrmierscmirrns
between 2004 and 2009 which approximately raised $1,05 billion;

8. Sino-Forest has over 150 subsidiarles, the majority of which aro registered
in the British Virgin Islands and Peoples Republic of China (“PRC™);

9. Sino-Forest’s operations are predominately in the PRC and its management
has offices in Hong Kong primarily and also in the PRC and Ontatio;

10. Staff of the Commission is conducting an investigation into the actlvities
and business of Sino-Forest and its subsidiaries and their management;

11, The Independent Committee of Sino-Forest has also been conducting an
investigation into the activities and business of Sino-Forest and its subsidiarles
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and their management, As a result, Sino-Forest has recently suspended Ho,
Hung, and Yeung temporatily and curtailed Ip’s duties and responsibilities,

12, Sino-Forest, through its subsidiaries, appearsto have engaged in significant
nonarm’s length transactlons which may have been contrary to Ontario
securities laws and the public interest;

13. Sino-Forest and certaln of its officers and directors appear to have
misrepresented some of its revemie and/or exaggerated some of its timber
holdings by providing information to the public in documents required to be
filed or furnished under Ontarlo securities laws which may have been false ox
misleading in a materlal respeot contrary to section 122 or 126.2 of the Actand
contrary to the public interest;

14. Sino-Forest and certain of its officers and directors including Chan appear
to be engaging or participating in aots, practices or a course of conduot related
to its securities which it and/or they know or reasonably ought to know
perpetuate a fraud on any person ot company contrary to sectlon 126,1 of the
Act and contrary to the public interest..,

Several hours later, the OSC rescinded its order that Chan and the other Sino officers
referenced in the preceding paragraph resign, but maintained its cease-trade order.

On August 28, 2011, Sino annowneed that Chan had resigned “voluntarily” from the
positions of Sino’s CEO and Board Chaitman and as 8 member of the 8ino Board,

T Y R R T L

(6) the Plaintiff’s causes of action
Negligent Misrepresentation

As against all Defendants, and on behalf of all Class Members, the Plaintiff pleads
negligent mistepresentation, In support of that cause of action, the sole misrepresentation that
the Plaintiff pleads 13 the Representation, The Plaintiff does not plead any other
misrepresentation in support of their negligent misrepresentation claim.,

97'
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98.  TheRepresentation is contained in the phrase “[e]xcept where otherwlse indicated, all
financial Information reflected herein is determined on the basis of Canadian generally
accopted accounting principles (“GAAP™).” This phrase appears in the every annual and
quarterly MD&A that is an Impugned Document. Sino and the Individual Defendants made
this statement or caused it to be made,

99.  The Representation is also contained in the phrase “[t]he consolidated financial
statements of Sino-Forest Corporation (the “Company™) have been prepared [...] in aceordance
with Canadian generally accepted accounting principles,” This phrase appears in every
Audited Annual Financial Statement that is an Impugned Docutment, Bvery Interim Financial
Statement that is an Impugned Document incorporated by reference that section of the relevant
Audited Annual Financial Statement which contained that phrase, Sino and the Individual
Defendants made this statement, approved it or caused it to be made,

100, The Representation is also contained in the phrase “[f]he consolidated financial
statements contained in this Annual Report have been prepated by management in accordance
with Canadlan generally accepted aocounting prineiples.” This phrase appears in every
Audited Annual Financial Statement that is an Impugned Document, That statement was made
by Sino, Chan and Horsley in the “Management’s Report.”

L I L T —

101, The Representation is contained in the phrase “[w]e prepare our financial statements
in accordance with Canadian GAAP” found in the AlFs filed on Mazoh 31, 2009 and 2010,
The Representation is also contained in the phrase “[plrior to January 1, 2011, we have
prepared our financial statements tn accordance with Canadian GAAR” found in the ATF filed
on Maroh 31, 201 1. The Impugned Documents that are Management Information Cireulars
incorporated the most recent AIF, Annual MD&A and Annual Financial Statements by
reference and thus the Representation, Sino and the Individual Defendants made these
statements, approved it, and caused them to be made,
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102.  The Representation is further contained in the phrase “[tJhe Corporation prepares its
financlal statements in accordance with Canadian GAAP" found in the Prospectuses., Sino and
the Individual Defendants made this statement, approved it, and caused it to be made. The
Representation is contained in the phrase “[i]iu our opinion, these consolidated financial
statements present fairly, in all material respeots, the financlal position of the Company as at
December 31, [years vary between doouments] and the results of its operations and its cash
flows for the year[s] then ended in accordance with Canadian generally accepted accounting

principles,” made by B&Y in every Audited Annual Financial Statement that is an Impugned
Document,

103,  The Representation was untrue: the Impugned Documents violated GAAR by, among
other things, overstating to a material degree Sino’s revenues, net income and assets, failing
to disclose changes in accounting policles, understating Sino’s tax accruals, and failing to
disclose related party transactions,

104,  The Impugned Docurnents were prepared for the purpose of attracting investment and
inducing members of the investing public to purchase Sino securities, and all of the
Defendants knew at all material times that those documents had been prepared for that
purpose, and that the Class Members would rely reasonably and to their detriment upon such

documents in making the decision to purchase Sino secutities,

105, The Defendants further knew that the information contained in the Impugned
Documents would be incorporated into the price of 8ino’s publicly traded seourities such that
the trading price of those securities would at all times reflect the information contained in the
Impugned Documents,

[
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106, By virtue of thelr purported accounting, financial, and managerial acumen, the
Defendants had a duty at common law, informed by the Seourities Legislation, to exercise care
and diligence to ensure that the Impugned Documents fairly and acourately disclosed Sino’s
finaneial condition and performance in accordance with GAAP.

107, The Defendants or some of them breached that duty by making the Representation as

particularized above,

108. The Plaintiff and the other Class Members directly or indirectly relied upon the
Repregentation in making & decision to purchase the securities of Sino,

109, Alternatively, the Plaintiffand the other Class Members relied upon the Representation.
by the act of purchasing Sino secnrities In an efficlent market that prompitly incorporated into
the price of those seourities all publicly available material information regarding the securities
of Sino. As a result, Sino's repeated publication of the Representation in the Impugned
Documents caused the price of Sino’s shares to trade at inflated prices during the Class Period,
thus directly resulting in damage to the Plaintiff and Class Members,

Statutory Liability— Secondary Market

B a2 ] e ——tiia e warv y

110,  The Plaintiff intends to deliver a notlce of motion seeking, among other things, an
order granting leave to bring the statutory causes of action found in Part XX, 1 of the S54,
against all Defendants,

Statutory Liabillty — Primary Market

111,  As againgt Chan and Horsley who signed the June 2009 and December 2009
Prospectuses, an’d on behalf of those Class Members who purchased Sino shares in one of the
distributions to which those Prospectuses related, the Plaintlff asserts the cause of actlon set
forth in s. 137 of the S84,
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112,  Sino igsued the June 2009 and December 2009 Prospectuses, which contained the
Representation and the other misrepresentations that are alleged above to have been contained
in those Prospectuses or in the Sino disclosure documents incorporated therein by reference,

Unjust Enrichment of Chan and Horsley

113,  Asaresult of the Representation and the other misrepresentations patticularized above,
Sino’s shares traded, and were sold by Chan and Horsley at artificially inflated prioes during
the Class Period.

114, Accordingly, Chan and IHorsley were entiched by thelr wrongful acts and omissions
during the Class Period, and the Class Members who purchased Sino shares from such
Defendants suffered a corresponding deprivation.

115,  There was no juristioc reason for the resulting enrlchment,

116,  Accordingly, the Class Members who putchased Sino shares from Chan and Horsley
during the Class Period ave entitled to the difference batween the price they peid to such
Defendants for such shares, and the price that they would have paid had the Defendants not

made the Representation and the other misrepresentations partioularized above, and had not

committed the wrongful acts and omissions particularized above.

Unjust Enrichment of Sino

117.  Throughout the Class Perlod, Sino made the Offerlngs. Suoh Offerings were made via
various documents, particulatized above, that contalned the Representation and the
misrepresentations particularized above.

118,  The securities sold by Sino via the Offerings were sold at artificlally inflated prices as
a result of the Representation and the others misrepresentations particularized above,
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119,  Sino was enriched by, and those Class Members who purchased securities via the
Offerings were deprived of, an amount equivalent to the difference between the amount for
which the securities offered were actually sold, and the amount for which such seourlties
would have been sold had the Offerings not included the Represemtation and the

misrepresentations particularized above,

120,  The Offerings violated Sino’s diselosure obligations under the Securities Legislation
and the various instruments promulgated by the secutities regulators of the Pravinces in which
such Offerings were made. There was no juristic reason for the enrichment of Sino.

Oppression

121, In the circumstances alleged hereln, the Plaintiff and the other Class Members had a
reasonable and legitimate expectation that Sino and the Individual Defendants would use theix
powers to direct the company for Sino’s best interests and, in turn, In the interests of its
security holders, More specifioally, the Plaintiffand the other Class Members had areasonable
expectation that:

(a) Sino and the Individual Defendants wounld comply with GAAP, and cause Sino to comply
with GAAP;

(b) Sino and the Individual Defendants would take reasonable steps to ensure that the Class

Membets were made aware on a timely basls of material developments in Sino’s business and
affairs;

(¢) Sino and the Individual Defendants would implement adequate corporate governance
procedures and internal controls to ensure that Sino disclosed material facts and matexial
changes in the company’s business and affairs on a timely basis;

(d) Sino and the Individual Defendants would not make the misrepresentations particwlarized
above;

(e) Sino stock optlons would not be backdated or otherwise mispriced; and

(f) the Individual Defendants would adhere to the Code,

et Yt e T bt ey
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122, Such reasonable expectations wete not met as;

(a) Sino did not comply with GAAP;

(b) the Class Members were not made aware on a timely basis of material developments in
Sino’s business and affairs;

) Sino’s corporate governance procedures and internal controls were inadequate;

(d) the misrepresentations particularized above were made;

(e) stock options were backdated and otherwise mispriced; and

(f) the Individual Defendants did not adhere to the Code

123, Sino’sand the Individual Defendants’ conduct was oppressive and unfaltly prejudicial
to the Plaintiff and the other Class Members and unfairly disregarded their interssts, These
defendants were charged with the operation of Sino for the benefit of all of its shareholders,
The value of the shareholders’ investiments was based on, among other things:

(a) the profitability of Sino;

(b) the integrity of Sino’s management and its ability to run the company in the interests of all
shareholders;

(¢) Sino’s compliance with its disclosure obligations;

(d) Sino’s ongoing representation that its corporate governance procedures met with

+ o TeBBONAble standards, and that the business of the company was subjected fo reasonable . . .

DOy

serutiny; and
(¢) Sino’s ongoing representation that its affairs and financial reporting were being conducted
in accordance with GAAP,

124,  This oppressive conduet impaired the ability of the Plaintiff and other Class Members
to make informed investment decisions about Sino’s securities, But for that conduct, the
Plaintiff and the other Class Members would not have suffered the damages alleged herein,



-4 -

(6) general
125, The Plaintiff pleads and relies on:

(a) The Class Actions Aet, 8.8, 2001, ¢, C<12.01, ag amended;

(b) The Canada Business Corporations Act, R.8. 1985, ¢, C-44, as am.,, inclnding ss.

238 and 241;

(c) The Pre-Judgment Interest Act, 8.8, 1984-85-85, ¢, P.22.2, as am,, including s,

(L

(d) The Securities Act, 8.8, 1988-89, o, 8-42.2, as amended; and

(d) The Queen’s Bench Rules, including rules 388 and 394.

(7) rellef sought
126,  The Plaintiff therefore clalms, on behalf of himself and the Class:

(a) an order that Sino’s affairs have been conducted in a manner that is oppressive,
unfairly prejudicial to and which unfairly disregards the interests of Class Members,
within the meaning of s, 241;

(b)aggravated and compensatory damages against the Defendants in an amount to be
determined at frial;

(¢) punitive damages against the Defendants;

(d) prejudgment Interest;

""""""""""" () costyinluding the vosts of notice'and-of administering the planof distribution-of the: =

recovery in this action plus applicable taxes; and
(D) such further and other reliof as this Honourable Court deems just.

DATED at Regina, Saskatchewan, on the 1% day of December, 2011,

5

\
Delivered By: MERCHANT LAW GROUP LLP,
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Plaintiffs, David Leapard and IMF Finance SA, on behalf of themselves and all others
similarly situated (the “Class” or “Class Members™), allege the following upon personal
knowledge as to themselves and their own acts and upon information and belief as to all other
matters, Plaintiffs’ information and belief is based on the investigation of counsel including,
inter alia, review and analysis of (i) government and regulatory documents relating to Defendant
Sino-Forest Corporation (“Sino-Forest” or the “Company”); (ii) press releases, Company filings
Company and the Ontario Securities Commission (“OSC”); (iv) reports of securities analysts;
and (v) court records and other publicly available materials, Many of the facts related to
Plaintiffs’ allegations are known only to Defendants or are exclusively within their custody or
control. Plaintiffs believe that substantial additional evidentiary support for the allegations set

forth below will be developed after reasonable opportunity for discovery.

L INTRODUCTION

1. Plaintiffs bring this class action on behalf of (i) all persons or entities who, from
March 19, 2007 through August 26, 2011 (the “Class Period”) purchased the common stock of
Sino-Forest on the Over-the-Counter (“OTC”) market and who were damaged thereby; and (ii)
all persons or entities who, during the Class Period, purchased debt securities issued by Sino-
Forest other than in Canada and who were damaged thereby (the “Class™).

2. The Class Period begins on March 19,. 2007 — the date the Company’s 2006
Consolidated Financial Statement was filed.

3 Sino-Forest is a Canadian company engaged in the commercial forest plantation
business whose principal operations are in the People’s Republic of China (“PRC” or “China”).

Among Sino-Forest’s businesses are the ownership and management of forest plantation trees,



sales of standing timber and wood logs, and the manufacture of related wood products.
Substantially all of the Company’s sales during the Class Period were supposedly generated in
the PRC. The Company maintains offices in Toronto, Hong Kong and the PRC. Its common
stock is registered in Canada and traded on the Toronto Stock Exchange and in the United States
on the OTC market, Sino-Forest’s debt securities are also traded in the open market. As a result
of the fraudulent conduct described herein, trading in Sino-Forest common stock was halted on
August 26, 2011 and, to date, has not resumed trading,

4, In stark contrast to the investing public’s perception of an enormously successful
forestry business in the fast growing PRC market, during the Class Period Sino-Forest was, in
fact, materially misleading both investors and regulators. Sino-Forest’s assets, revenues, and
income were all materially overstated in the Company’s financial statements, and other
disclosures were materially misleading because they failed to disclose that many of Sino-Forest’s
significant business transactions were with unknown or related parties. Further, Sino-Forest
misrepresented and failed to disclose the true terms of certain agreements it entered into in the
PRC for the acquisition of plantation acreage, vastly overstating the amount of timber it acquired
during the Class Period. In many instances, no documentation or inadequate documentation
existed to support Sino-Forest’s timber holdings and related assets and the valuations attributed
to those properties on Sino-Forest’s financial statements. Among other things, Sino-Forest failed
to disclose (1) that it engaged in multiple fraudulent transactions which resulted in the
overstatement of assets, revenues and income; (2) that the Company lacked adequate internal
controls to substantiate its financial performance or verify its assets and contractual relationships;

(3) that its operations were permeated by unsubstantiated and undisclosed related party



transactions; and (4) that its financial statements were materially misleading and not prepared in
accordance with the applicable accounting standards.

5. The massive fraud perpetrated on investors by Sino-Forest and the Individual
Defendants could not have been accomplished without the abject failure of the gatekeepers
(Sino-Forest’s auditors and underwriters) to perform their duties to investors. Notwithstanding
the fact that the fraud permeated virtually every aspect of Sino-Forest’s business, and that these
gatekeepers were fully aware of both the lack of transparency and lack of internal controls over
financial reporting, they ignored or recklessly disregarded numerous “red flags” indicating the
existence of fraudulent transactions including the simple fact that the Company did not have
sufficient proof of ownership of “a majority of its standing timber assets” as described herein,
As a result, during the Class Period, Sino-Forest issued years of materially false and misleading
financial statements that, among other things, overstated its assets, revenues, and income. These
financial statements were purportedly audited by Defendant E&Y and repeatedly published in
offering documents used for billions of dollars of securities sold to investors by the Underwriter
Defendants and others.

6. Certain information regarding Sino-Forest’s questionable financial practices first
came to light on June 2, 2011 when Muddy Waters, a firm specializing in the analysis of Chinese
companies whose stock trades in the U.S. and Canada, published a detailed report alleging
improper and illegal conduct at the Company. Over the ensuing weeks, there was a flurry of
articles, investigations, and news reports about the Company’s misconduct, as well as the
Company’s denials of the Muddy Waters allegations. On June 18, 2011, The Globe and Mail
reported on its own investigation regarding some of the allegations against Sino-Forest, finding

that there were “doubts about the company’s public statements regarding the value of [its]



assets” and “broader questions about its business practices.” The Company denied the
allegations in statements issued over the next two months,

7. Ultimately, in late August 2011, the Ontario Stock Commission (“OSC”)
confirmed that there was evidence of fraud at Sino-Forest and ordered a halt in trading of Sino-
Forest’s common stock on the Toronto Stock Exchange, effective August 26, 2011, Reportedly,
the OSC accused Sino-Forest of “fraudulently inflating its revenues and exaggerating the extent
of its timber holdings.” The OSC also noted that the Company “engaged in significant non-
arms-length transactions,” Similarly, trading of Sino-Forest common stock was halted in the
U.S. on the OTC Bulletin Board, Two days later it was reported that the Company’s CEO,
Defendant Chan, resigned; that three of the Company’s vice-presidents were placed on leave;
and that another senior vice-president was relieved of most of his duties. On November 135,
2011, Sino-Forest announced that it was deferring the release of its interim financial report for
the third quarter of 2011, To date, Sino-Forest has not filed any required periodic reports or
issued financial statements for the third quarter of 2011 or later.

8. On November 11, 2011, the Company announced that it was also the subject of a
criminal investigation by the Royal Canadian Mounted Police (“RCMP”) regarding the
allegations surrounding its business and finances, Sino-Forest has failed to make payments due
on its outstanding debt and belatedly advised the investing public that its historical financial
statements and audit reports should not be relied upon.,

9, On March 30, 2012, Sino-Forest filed for protection under the Ontario Companies
Creditors Arrangement Act (“CCAA”), which is similar to a bankruptcy filing in the United

States. Numerous entities have or are conducting investigations regarding Sino-Forest’s

' The financial year-end of Sino-Forest is December 31,



financial reporting. In addition to the OSC and RCMP, the Company appointed an Independent
Committee of the Board of Directors (the “IC”) to investigate, and the Hong Kong Securities and
Futures Commission (“HKSFC”) commenced an investigation. The IC issued three reports (the
“IC Reports”) describing its investigation (principally into the Muddy Waters allegations) and
the OSC issued a Statement of Allegations (“OSC Allegations™) setting forth claims of fraud
against Sino-Forest and Defendants Chan and Horsley. On April 30, 2012, Defendant Emst &
Young resigned as the Company’s independent auditor,

10.  The OSC Allegations describe a frandulent scheme that inflated the assets and
revenues of Sino-Forest and resulted in the issuvance of materially misleading financial
statements and other misleading statements to investors. As described by the OSC, Sino-Forest
and the Individual Defendants engaged in fraudulent conduct with respect to (i) the assets and
revenues derived from the purchase and sale of standing timber; (ii) the acquisition of Greenheart
Limited Group (“Greenheart Acquisition”); (iii) false evidence of ownership of a vast majority of
the Company’s timber holdings; and (iv) failure to disclose that the Company’s internal controls
were insufficient to protect against the significant fraudulent transactions and misconduct
alleged.

11.  Notwithstanding Sino-Forest’s and the Individual Defendants’ fraudulent conduct,
E&Y and the Underwriter Defendants were forewarned about the Company’s lack of
transparency and internal control weaknesses, yet allowed such misconduct to continue for years,
while ignoring the inadequate processes and lack of competent evidentiary material supporting
the Company’s financial results. Among some of the “red flags” ignored by E&Y and the

Underwriter Defendants were the following:



a. Sino-Forest’s admitted lack of segregation of duties, which created risk in
terms of measurement and completeness of transactions as well as the possibility of non-
compliance with existing internal controls, either of which may lead to the possibility of
inaccurate financial reporting;

b. The lack of transparency into Sino-Forest’s complex corporate structure
and opaque business practices and relationships with its Suppliers, Als, and other nominee
companies in the BVI Network, Sino-Forest established a collection of “nominee”/“peripheral”
companies that were controlled, on its behalf, by various “caretakers.” Sino-Forest conducted a
significant level of its business with these companies, the true economic substance of which was
misstated in Sino-Forest’s financial disclosures;

c. Sino-Forest’s lack of proof of ownership for the vast majority of its timber
holdings which included backdated Purchase Contracts and Sales Contracts, and missing
supporting documentation.  Sino-Forest then relied upon these documents to evidence the
purported purchase, ownership, and sale of Standing Timber in the BVI Model;

d. The missing documentation from Sino-Forest’s BVI timber purchase
confracts, in particular failure to have as attachments either (i) Plantation Rights Certificates
from either the Counterparty or original owner or (ii) villager resolutions, both of which are
contemplated as attachments by the standard form of BVI timber purchase confract employed by

Sino-Forest;

> These “nominee”/“peripheral” companies and “caretakers” are described in greater detail in
paragraphs 93-95.



e Sino-Forest’s BVI Subs failure to obtain certificates of ownership of
Standing Timber from the PRC and the fact that purported confirmations from forestry officials
were not recognized as evidence of ownership of timber assets in PRC;

f. Sino-Forest’s 2010 sale of Standing Timber, despite the fact that these
same Standing Timber assets were offered as collateral for a bank loan by Sino-Forest in 2011;
so the sale of those assets in 2010 could not have taken place and been recorded as revenue in
that year;

g Circular cash flows and unusual offsetting arrangements by which money
flowed between various Sino-Forest controlled companies;

h. The lack of bank records or other adequate documentation confirming
cash flows from complex and unusual transactions involving Suppliers and Authorized
Intermediaries; and

i The recognition of revenues from sales of standing timber where sales
contracts were not created until the quarter after the date of the alleged sale.

12.  Thus, the entities who were in the best position to protect investors from the
massive fraud that occurred here (E&Y and the Underwriter Defendants) missed every potential
warning sign in their audits and due diligence of Sino-Forest, despite being armed with the
knowledge that hundreds of millions of dollars in transactions were ultimately controlled by a
handful of individuals, through a murky structure of corporate entities from around the world,
while relying on a deeply flawed process for verifying transactions and business relationships.
E&Y’s and the Underwriter Defendants’ reckless disregard for these red flags in the face of the
Company’s inadequate internal controls and processes constitutes gross recklessness which

resulted in the publication of misleading financial statements and audit reports, and the issuance



of inflated securities to investors. Strikingly, it was only after an investigation by an outside
securities analyst who, unlike Defendant E&Y and the Underwriter Defendants, had no access to
internal Company documents or personnel that these fraudulent activities came to light. Indeed,
many of the fraudulent activities were unsophisticated and simply disregarded by E&Y and the
Underwriter Defendants — e.g. the creation of purchase or sales documents after the end of a
quarter and backdating of documents to support transactions; missing attachments from
significant transaction documents; lack of bank statements or confirmations of off-book financial
transactions, and the use of multiple related parties to facilitate fraudulent transactions.

13.  The disclosures relating to Defendants’ misconduct and the ultimate halt in
trading occasioned by the OSC charges of fraud caused the trading prices of the Company’s
stock and its debt securities to decline dramatically, thereby damaging Class Members. Sino-
Forest’s common stock, which traded as high as $26.64, last traded at $1.38 before trading was
halted in the U.S and is now virtually worthless., Moreover, Sino-Forest’s debt securities are
now priced at a fraction of their original value,

A, Jurisdiction and Venue

14,  The claims asserted herein arise under and pursuant to Sections 10(b) and 20(a) of
the Exchange Act and Rule 10b-5 promulgated thereunder by the SEC, and Sections 12 and 15
of the Securities Act.

15.  This Court has jurisdiction over the subject matter of this action pursuant to 28
U.S.C. § 1331, Section 27 of the Exchange Act, and Section 22 of the Securities Act. This Court
also has supplemental jurisdiction under 28 U.S.C. § 1367(a) over all state law claims asserted

by Plaintiffs and Class Members because they arise from the same nucleus of operative facts



alleged in this Complaint, and are so related to the Exchange Act claims over which this Court
has original jurisdiction that they form part of the same case or controversy.

16.  Venue is proper in this District pursuant to 28 U.S.C. § 1391(b), Section 27 of the
Exchange Act, and Section 22 of the Securities Act. Many of the acts alleged herein, including
the preparation and dissetnination of materially false and misleading information, occwred in
substantial part in the District.

17.  This Court also has jurisdiction, and venue is proper, because, in connection with
the sale of $600 million in notes which occurred in October 2010 (the “Note Offering” or
“Offering”) that will come due in 2017 (the “2017 Notes”), Sino-Forest “... irrevocably and
unconditionally submits to the non-exclusive jurisdiction of any New York State or United States
Federal court sitting in the Borough of Manhattan, New York City over any suit, action or
proceeding arising out of or relating to this Indenture, any Note or any Subsidiary Guarantee.”
In addition, the Indenture provides that “[a]s long as any of the Notes remain Outstanding, the
Company and each of the Su