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Sino-Forest Corporaﬁon

rT March 14, 2008

Ernst & Young LLP
Chariered Accountants

— In connection with your audit of the consolidated financial statements of Sino-Forest Corporation
(the “Company”) as of December 31, 2007 and for year then ended, we recognize that obtaining
representations from us concerning the information contained in this letter is a significant
) procedure in enabling you to form an opinion whether the consolidated financial statements
present fairly, in all material respects, the financial position, results of operations, and cash flows
oo of Sino-Forest Corporation in accordance with Canadian generally accepted accounting
—_ principles.

We understand that the purpose of your audit of our financial statements is to express an opinion
thereon and your audit was conducted in accordance with Canadian generally accepted auditing
standards, which involves an examination of the accounting system, internal control and related
data to the extent you considered necessary in the circumstances. It is not designed to identify,
nor can it necessarily be expected to disclose, fraud, shortages, errors and other irregularities,

should any exist.

| Certain representations in this letter are described as being limited to matters that are material,
— Items are considered material, regardless of size, if they involve an omission or misstatement of
financial statement information that, in the light of surrounding circumstances, makes it probable
that the judgment of a reasonable person relying on the information would be changed or
influenced by the omission or misstatement.

Accordingly, we make the following representations, as of March 14, 2008 which are true to the
best of our knowledge and belief:

A. Financial Statements and Financial Records

1. We acknowledge that, as members of management of the Company, we are responsible
for the fair preseniation of the consolidated financial statements. We believe the
consolidated financial statements referred to above present fairly, in all material
tespects, the financial position, results of operations and cash flows of the Company in

accordance with Canadian generally accepted accounting principles.

2. The significant accounting policies adopted in the preparation of the consolidated
financial statements are fully and fairly described in the financial statements.

3. As members of management of the Company, we believe that the Company has a
system of internal controls adequate to permit the preparation of agcurate financial
statements in accordance with Canadian generally accepted accountin, rinciples.

TS
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B. Fraud and Error

— 1. We acknowledge that we ars responsible for the design and implementation of internal
‘ controls to prevent and detect fraud and error.

- 2. We have assessed the risk that the consolidated fnancial statements may be materially
misstated as a result of fraud and have determined such risk to be low.

We have no knowledge of any fraud or suspected fraud affecting the entity involving
L management; employees who have significant roles in internal control; or others, where
. the fraud could have a non-trivial effect on the consolidated financial statements over
‘ the preceding three year period. We have no knowledge of any allegations of fraud or
— suspected frand affecting the Company’s consolidated financial Statements received in
H communications from employees, former employees, analysts, regulators, or others, In
H addition, all “whistle-blower” allegations coming to our attention have been disclosed to
you. No irregularities or shortages have occurred and nothing has come to light which
might reflect upon the honesty or integrity of any employee, agent or officer of the
. Company,

3. We believe that the effects of those unrecorded financial statement misstatements
aggregated by you during your audit, as summarized in the accompanying schedule, are
immaterial, both individually and in the aggregate, to the consolidated financial

— statements taken as a whole: In addition, to the extent that audit differences have been

- subsequently identified in the current period that affect prior year financial statements,

we have evaluated the effect of correcting prior year consolidated financial statements

and believe that the effects of the unrecorded audit differences are immaterial, both
individually and in the aggregate, to the prior year consolidated financial statements
taken as a whole.

C. Iilegal Acts

1. We are not aware of any illegal or possibly illegal acts, as defined in CICA Handbook
Section 5136.

D. Independence and'Cmnﬂicts of Interest

1. Based on inquiries we have made of our officers, directors, and substantial
shareholders, except as described below, we are not aware of any business relationship
between any such officer, director, or substantial stockholder (or any entity for or of
which such an officer or director acts in a similar capacity) and Ernst & Young LLP or
any other member firm of the global Emst & Young organization (any of which, an
“EY Entity”), other than one pursuant to which an EY Entity performs professional
services. For this purpose, a “substantial shareholder” is a person or entity (excluding
mutual funds) that owns five percent or more in the Company.

e
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Sino-Forest Corpowaﬁom

= 2. We are not aware of any reason that Emst & Young LLP would not be considered to be
: independent for purposes of the Company’s audit.

o E. Completeness of Information

1. We have made available to you all financial records and related data and all minutes of

the meetings of sharcholders, directors and committees of directors (or summaries of
i actions of recent meetings for which minutes have not yet been prepared) held through
*‘ the year to the most recent meeting on December 20, 2007,

— 2. We also have made available to you all significant contracts and agreements and have
‘ communicated to you all significant oral agreements. We have complied with all aspects

of contractual agreements that would have a material effect on the consolidated financial
— statements in the event of noncompliance,

3. There are no transactions of a material nature, individually or in the aggregate, that have
not been properly recorded in the accounting records underlying the consolidated
financial statements.

4. We have disclosed to you all known related parties and related party transactions,

including compensation payments, sales, purchases, loans, transfers of assets, liabilities
Pl and services, leasing arrangements, guarantees, non-monetary transactions and
D ate transactions for no consideration for the year ended, as well as related balances due to or
— from such parties at the year end. These transactions have been properly measured and
i disclosed in the consolidated financial statements. i

. 5. Asitrelates to share-based payments, we have made available to your representatives all
' plan documents and data related to granting, vesting, exercising, canceling, and
forfeiting share-based payments, including modifications to existing plans or previously
granted awards. :

F. Recognition, Measurement and Disclosure

1. We believe that the significant assumptions underlying the fair value measurements and
disclosures used in the preparation of the consolidated financial statements are reasonable
and appropriate in the circumstances.

2. We have no plans or intentions that may materially affect the camrying value or
classification of assets and liabilities refledted in the consolidated financial statements.

e 3
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1.

[ G. Risks and Measurement Uncertainties

The nature of all material measurement uncertainties has been appropriately disclosed in
the consolidated financial statements, including all estimates where it is reasonably
possible that the estimate will change in the near ferm and the effect of the change could
be material to the consolidated financial statements,

The Company believes that the judgements and estimates used in calculating the income
tax provision represent the appropriate likelihood of various outcomes oceurring.

H. Ownership of Assets

~

. 1. The Company has satisfactory title to all assets appeating in the consolidated balance

sheet, and there are no liens or encumbrances on the Company’s assets, nor has any asset
been pledged except as disclosed in the consolidated financial statements. All assets to
which the Company has satisfactory title appear in the balance sheets,

I. Receivables and Revenues

1.

Receivables represent valid claims against the debtors indicated and do not include
amounts for goods shipped or services provided subsequent to the balance sheet date,
goods shipped on consignment or approval, or other types of arrangements not
constituting sales. All revenue recognized as of the balance shest date has been realized
(or is realizable) and earned. Revenue has not been recognized before (1) persuasive
evidence of an arrangement exists, (2) goods have been delivered or services rendered,
(3) consideration to be received is fixed or determinable, and (4) collectibility is
reasonably assured.

Adequate provision has been made for losses, costs, and expenses that may be incurred

subsequent to the balance sheet date in respect of sales and services rendered prior to
that date and for uncollectible accounts, discounts, returns, and allowances, etc., that
may be incurred in the collection of receivables at that date.

We have disclosed to you all sales terms (both express and implied), including all rights
of return or price adjustments and warranty provisions. We have made available io you
all significant contracts, communications (either written or oral), and other relevant
information pertaining to arrangements with our customers, including distributors and
resellers.

We have adequately disclosed a description of our major revenue generating producis
and services, the types of arrangements (including multiple-element arrangéments) used
to deliver these products or services, and a description of the revenue recognition
policies applicable to these products or services.

We believe that the deposits for the purchase of logs in Inner Mongolia are fully
recoverable through future timber purchases.

— 4
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J. Inventories
1. Inventories were priced at the lower of cost and market as follows:
°  Raw materials and expense materials - at the lower of cost and replacement cost.

° Work-in-process and finished goods - at the lower of cost (including material and
labour costs and overhead costs based on actual rates) and market (i.c., estimated
realizable value less costs to complete and sell).

In arriving at such values, full allowance was made for defective, stow-moving, excess,
unusable or obsolete stock., Adequate provision has been made for losses under firm
purchase commitments for goods for inventory. There have been no reductions of the .
selling prices of finished goods subsequent to the year end and none are contemplated,

2. Physical counts and measurement of inventories were made by competent employees
under the supervision of the management as at the year end, and the quantities were
determined by actual count, weight or measurement.

3. Inventory does not include items not paid for and for which no liability has been
recorded in the accounts at the year end; goods on consignment from others; or goods
invoiced to customers. :

K. Financial Instrumenis

'The Company has properly classified financial assets with readily determinable fair values as
either held for trading, held-to-maturity, loans and receivables or available-for-sale. The
Company has the positive intent and ability to hold to maturity all financial assets that are
classified as held-to-maturity.

‘The Company has properly classified financial liabilities with readily determinable fair values as
cither held for trading or other financial liabilities.

Our valuation methodologies have been consistently applied from period to period and we
believe that the methods and significant assumptions used are reasonable, reflect those we
believe would be used by market participants, and result in a measure of fair value that is
appropriate for financial statement measurement and disclosure purposes. In addition, our
disclosures related to fair value measurement are complete and adequate.

L. Long-term Investments
1. These investments are valued at cost.

2. Appropriate loss provisions have been provided in the accounts for any other than
temporary declines in the value of investments.
3. All income for the year on the investments has been recorded in the accounts.
5
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I M. Investments in Subsidiaries and Affiliates

1. 'We have appropriately consolidated all entities for which we ditectly or indirectly have a
= conirolling financial interest. .

2. We have appropriately accounted for all freestanding (or embedded) rights and/or
— obligations to repurchase the shares of a subsidiary that are held by outsiders as =
financial liability in accordance with CICA Handbook Section 3061,

— N. Variable Interests and Variable Interest Entities

1. We have appropriately identified and disclosed all variable interests and variable
o interest entities (“VIEs”). The Company has reconsidered the initial determination of
whether an entity is a variable interest entity and/or whether it is the variable interest
entity’s primary beneficiary, as required by Accounting Guideline 15.

O, Deferred Charges

1. We believe that all material expenditures that have been deferred to future periods are
recoverable.

P. Property, Plant and Equipment

1. All charges to fixed asset accounts and additions under capital leases during the year
represent actual additions and no expenditures of a capital nature have been charged to
i expense during the year.

2. All property, plant and equipment sold or dismantled during the year have been
- properly accounted for in the accounts.

3. Appropriate rates have been used to depreciate and amortize these assets over our
estimation of their useful lives.

i Q. Long-Lived Assets .

o 1. Long-lived assets to be held and used, have been reviewed for impairment whenever
evenis or changes in circumstances have indicated that their carrying amounts may not be
recoverable. Where appropriaie under CICA Handbook Section 3063, such assets have
been written down fo fair value. Our estimates of future cash flows used to assess

~ recoverability of such assets are based on reasonable and supporiable assumptions
regarding the cash flows expected to result from the use of the assets and their eventual
disposition. Assets classified as held for sale under CICA Handbook Section 3475 are
measured at the lower of carrying amount or fair value less cost to sell.

6
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R. Events of Default under Debt Agreements

I. No events of default have occurred with respect to any of the Company’s debt
agreements. '

S. Liabilities and Contingencies

1. All liabilities and contingencies, including those associated with guarantees, whether
written or oral, have been disclosed to you and are appropriately reflected in the
consolidated financial statements.

2. We have informed you of all outstanding and possible claims, whether or not they have
been discussed with legal counsel.

3. We are unaware of any known or probable instances of non-compliance with the
requirements of regulatory or governmental authorities, including their financial reporting
requirements, and there have been no internal investigations or communications from
regulatory agencies or government representatives concerning investigations or
allegations of non-compliance..

4. We are unaware of any violations or possible violations of laws or regulations the effecis
of which should be considered for disclosure in the consolidated financial statements or
as the basis of recording a contingent loss.

T. Oral or Written Guarantees

1. There are no oral or written guarantees including guaraniees of the debt of others.

U. Share Capital

1. Share capital repurchase options or agreements, or share capital reserved for options,
warrants, conversion, or other requirements have been properly recorded or disclosed in
the consolidated financial statements.

V. Purchase Commitments

1. At the year end, the Company had no unusual commitments or contractual obligations
of any sort which were not in the ordinary course of business and which might have an
adverse effect upon the Company (e.g., contracts or purchase agresments above market
prics; repurchase or other agreements not in the ordinary course of business; material
commitments for the purchase of property, plant and equipment; significant foreign
exchange commitments; open balances on letters of credit; purchase commitments for

7
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- inventory quanities in excess of normal requirements or at prices in excess of. the
prevailing market prices; losses from fulfillment of, or inability to fulfill, sales
commitments, etc.),

2. The master purchase timber contracts signed were all for prices that approximated
market value at the outset of the contract. The Company has neither the ability nor
intention to settle any of these contracts on a net basis,

3. The imported wood log contracts are negotiated in Hong Kong.
W. Employee Future Benefits

B 1. The Company has no employee future benefits as defined in CICA Handbook Section
. 3461.

) X. Consolidated Accounts and Equity-Accounted Investments

1. All significant intercompany transactions have been disclosed to you and properly
eliminated in the consolidated financial statements (intercompany profits in inventories
and property, plant and equipment, intercompany balances, eic.).

2. The cost of acquisition of investments has been assigned in the financial statements to
I the purchased assets (including goodwill, after adjustment for minority interest) and
I liabilities in accordance with their values as at the dates of acquisition.

3. The intercompany loans and current accounts represent a permanent investment in the
associated subsidiary.

Y. Segment Information

‘ 1. The information about operating segments included in the notes to the consolidated
o financial statements has been prepared and presented in conformity with CICA
Handbook Section 1701. We have appropriately identified our operating segmenis
based on the information used by our chief operating decision maker to evaluate
operating performance of and make resource allocation decisions among business units.
For reportable operating segments that are the result of the aggregation of multiple
i operating segments, (1) the aggregation is consistent with the objective of CICA
I Handbook Section 1701, (2) the aggregated operating segments have similar economic

characteristics, and (3) the aggregated operating segments are similar in each of the
- following areas:

1. The nature of the products and services

m 2. The nature of the production processes

8
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3. The type or class of customer for their products and services

4. The methods used to distribute their products or provide their services

e 5. I applicable, the nature of the regulatory environment, for example, banking,
P insurance, or public utilities.

—_. Differences between the measurements used in reporting operating segment
information and those used in the consolidated financial statements are adequately
disclosed in the notes to the financial statements.

Z. Share-Based Payments

. 1. All grants of share-based payments have been properly approved by the Board of
Directors or its delegated representatives on or prior to the grant date, and are in
compliance with the terms of the plan from which they were granted.

i 2. The Company has properly determined the appropriate grant dates or measurement dates
‘ for all share-based payments in accordance with CICA 3870. We have recognized
compensation cost, as well as liabilities for income taxes, payroll taxes, minimum tax
withholding obligations, penalties and interest, as appropriate, under the applicable
accounting standards.

3. We are responsible for the estimation methods and assumptions used in accounting for
the Company’s share-based payments in accordance with CICA 3870. Fair value and
intrinsic value measurements are based on the grant date or measurement date share price
as specified in CICA 3870. The assumptions used in fair value measurements made in
accordance with CICA 3870, represent our best estimates as of the measurement date of

e expectations of future conditions. '

— AA. Discontinued Operations

1. The operations and cash flows of the wood chip line of business have been eliminated
from the ongoing operations of the Company as a result of the disposal transaction, and
the Company will not have any significant continuing involvement in the operations of
the component.

2. No significant events have occurred or circumstances have arisen that would require the
— reassessment of the classification of the wood chip line of business as discontinued
operations.

BB. Use of the Work of a Specialist

1. We agree with the findings of specialists in evaluating the valuation of standing timber
and valuation of meanufacturing capital assets and have adequately considered the
qualifications of the specialists in determining the amounts and disclosures included in
the consolidated financial statements and the underlying accounting records. We did not

9
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give or cause any instructions to be given to specialists with respect to the values or
amounts derived in an attempt to bias their work, and we are not otherwise aware of any
matters that have had an effect on the independence or objectivity of the specialists.

CC. Elective Change in Accounting Policy

1. We believe that the recognition and measurement principles of FIN 48 are preferable to-
the guidance available under Canadian GAAP and provide a more structured framework
to account for uncertainties in income tax.

DD. Income Tax Matters

1. We have disclosed to you all significant tax planning strategies that were put in place
during the current year or prior years that could materially affect the current year
provision for income taxes, or the recorded amount of tax assets or liabilities,

2. We recognize that we are responsible for the Company’s compliance with jurisdictional
tax laws and regulations that are applicable to it. We have identified and disclosed to your
representatives all significant methods of accounting wsed under the applicable
jurisdictional tax laws and regulations that materially affect the determination of financial
statement amounts.

3. We have provided you all tax opinions or memoranda of law that serve as support for
material tax accruals (including tax uncertainties and determinations of the application of
interest and penalties) as well as any tax opinions or memoranda of law that contradicted,
or provided lower levels of assurance than, the opinions or memoranda of law ultimately
used by the company to support its tax positions.

4. All standing timber sales contracts entered into by Suri-Wood Inc, (“SWTI”) and Sino-
Forest Resources Inc. (“SFRI”) have been negotiated and signed in the PRC by Allen
Chan, CEO. All contracts related to the acquisition of standing timbers/plantations by
SWI and SFRI are negotiated and signed ouiside of Hong Kong. As well, all imported
wood log sales contracts (both purchasing and selling) entered into by SFRI have been
negotiated by Alfred Hung, VP of Corporate Finance, by telephone while Alfred Hung is
in Hong Kong and signed in Hong Kong by Allen Chan. The instruction with respect to
the range of profit margin on the imported wood log sales is given by Allen Chan to
Alired Hung orally in Hong Kong.

5. Contracts and agreements entered into by SWI and SFRI with Authorized Intermediaries

(“AT”) with respect to the wood chip business including the sale of wood chips are
negotiated and signed ouiside Hong Kong.

6. Management by SWI and SFRi of cash and amounts receivable from Authorized

Intermediaries is carried on outside Hong Kong,

10
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L 7. The Company does not intend to repairiate to Canada sarnings of iis foreign subsidiaries

f that exist at December 31, 2007 in the foreseeable future.

i 8. All or substantially all of the administrative costs incurred by the Company (the legal

5 entity) including investor relation costs relate to stewardship of the Company and its
subsidiaries.

EE. Subsequent Events

. 1. Subsequent to December 31, 2007, no evenis or transactions have occurred or are

5 : pending that would have a material effect on the consolidated financial statements at that
date or for the year then ended, or that are of such significance in relation to the

— Company’s affairs to require mention in a note to the consolidated financial statements in
order to make them not misleading regarding the consolidated financial position, results
of operations, or cash flows of the Company.

*4% This section intentionally left blank #+*
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EY-HC-2008-0600110/1

Sino-Forest Cozf‘pov‘a‘HOV\

March 18, 2009

Ernst & Young LLP
Chartered Accountanis

In connection with your audit of the consolidated financial statements of Sino-Forest Corporation (the
‘Company”) as of December 31, 2008 and 2007, and for the years then ended, we recognize that
obtaining representations from us concering the information contained in this letier is a significant
procedure in enabling you to form an opinion whether the consolidated finaricial statements present
fairly, in all material respects, the financial position, results of operations, and cash flows of Sino-
Forest Corporation in accordance with Canadian generally accepted accounting principles.

We understand that the purpose of your audits of our financial statements is to express an opinion
thereon and your audits were conducted in accordance with Canadian generally accepted auditing
standards, which involve an examination of the accounting system, internal control and related data

. to the extent you considered necessary in the circumstances. It is not designed to identify, nor can it
necessarily be expected to disclose, fraud, sh