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PROOF OF CLAIM AGAINST
DIRECTOR.S OR OFFICERS OF SINO-FOREST CORPORATION

This form is to be used only by Claimants asserting a claim against any director andf or officers

of Sino-Forest Corporation, and NOT for claims against Sino-Forest Corporation itself. For

claims against Sino-Forest Corporation, please use the form titled "Proof of Claim Against Sino-

Forest Corporation", which is available on the Monitor's website at

http : / / cf can a d a.ft i co n su lti n g. co m/sfc.

L. Original Claimant ldentification (the "Claimant")

Legal Name of Claimant: Ernst & Young LLP

Address:

Ernst&Young LLP
222 Bal¡ Street. P.O. Box 251-

Ernst & Young Tower. 27th Floor

City: Toronto Prov / State: 0N

Postal/Zip code: M5K U7

2. Assignee, if D&O Claim has been assigned

Full Legal Name ofAssignee

Prov / State-

Postal/Zip code

Name of Contact Doris Stamml

ritìe: Chief Legal Counsel

Phone #: +1-6-943-3039

email: doris.stamml(ôca.e]¡.com

Name of

Phone #

Fax #
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3. Amount of D&O Claim

The Director or officer was and still is indebted to the cìaimant as foìlows:

X l/we have a claim against a Director(s) and/or Officer(sJ

Name(sJ of Director[sJ
and/or Original

OfficerIs)

See ScheduÌe B for a list
of all directors and
officers whom this claim
is asserted

See Schedule B for a list
of all directors and
officers whom this claim
is asserted

Currency

_cDN

-USD

Currency Amount

57,754,200,000,00 Plus
all not Yet
quantified/unknown-
amounts as set out in
Schedule "A!" are also
claimed against the
directors and officers
Iisted in Schedule B.-

$ 1,805,000,000.00 plus
all not Yet
quantified/unknown-
amounts as set out in
Schedule uA1"-

Amount of Claim

57,754,200,000'0 0 Plus
all not Yet
quantified/unknown-
amounts as set out in
Schedule "A!" are also
claimed against the
directors and officers
listed in Schedule B.-

$1,805,000,000.00 PIus
all not Yet
quantified/unknown-
amounts as set out in
Schedule "A7"-

4. Documentation

provide all particulars of the D&o claim and supporting documentation, including amount, and description of transaction(s)

or agreement(si, or legaì breach(es) giving rise to the D&O Claim'

See Schedule "A2" plus all documents appended thereto,

5. Certification

I hereby certifY that:

1. I am the Claimant, or authorized representative of the Claimant'

2. I have knowledge of all the circumstances connected with this D&O Claim'

3. Complete documentation in support of this D&O Claim is attached'

Name Doris Stamml

Title Chief Legal Counsel

Dated at Toronto

Signature
this 20th day of lune 2012

Witness
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6. Filing of D&O Claim

This proof of Claim must be received by the Monitor by no later than 5:00 p.m. (prevailing
Eastern Time) on tune 20,2OL2,by registered mail, courier, personal delivery or electronic or

digitat transmission at the following address:

FTI Consulting Canada Inc,

Court-appointed Monitor of Sino-Forest Corporation
TD Waterhouse Tower
79 Wellington Street West
Suite 2010, P.O. Box 104
Toronto, Ontario MSK 1G8

Attention: Jodi PorePa
Telephone: (416) 649-8094
E -mail: sfc@fticonsulting.com

An electronic version of this form is available at http://cfcanada.fticonsultine.com/sfc
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SCHEDULE " A1"

1. Negligent misrepresentation:

(a) in an amount yet to be quantified as more particularly set out in Schedule"A2";

and

(b) costs and interest

2. Fraudulent misrepresentation:

(a) in an amount yet to be quantified as more particularly set out in Schedule".L2",

and

(b) costs and interest.

3. Inducing Breach of Contract:

(a) in an amount yet to be quantified as more particularly set out in Schedule"A2";

and

(b) costs and interest.

4. Injury to Reputation:

(c) in an amount yet to be quantified as more pafüø:Jarly set out in Schedule"A2";

and

(d) costs and interest.
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5. Contribution and indemnity under lhe Negligence Act, R.S.O 1990, c. N-l and other

applicable legislation outside of Ontario:

(a) The action in Ontario Superior Court of Justice Court Fiie No. CV-11-

43115300CP (on1y as the Court permits):

(Ð damages claimed in the amount of up to CDN $7,149,200,000.00;

(iÐ damages claimed in the amount of up to USD $1,805,000,000.00;

(iii) any unknown amounts not yet pleaded or quantified (including interest

and costs) against Ernst & Young LLP in this proceeding; and

(iv) any amounts incurred or to be incurred by Ernst & Young LLP with

respect to its defence of the above-mentioned proceeding.

(b) The action in Quebec Superior Court File No. 200-06-000132-111 (only as

authorized and given representative status):

(Ð unknown and unquantified damages in Canadian doliars;

(iÐ unknown and unquantified damages in U.S. dollars;

(iiÐ any unknown amounts not yet pleaded or quantified (including interest

and costs) against Ernst &. Young LLP in the above-mentioned

proceeding; and

any amounts incurred or to be incurred by Ernst & Young LLP with

respect to its defence of the above-mentioned proceeding.

(iv)
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(c) The verified complaint ín Supreme Court of the State of New York, County of

New York - Index No, 65025812012:

(Ð unknown and unquantified damages in Canadian dollars;

(iÐ unknown and unquantified damages in U.S. dollars;

(iiÐ any unknown amounts not yet pleaded or quantified (including interest

and costs) against Ernst 8. Young LLP in the above-mentioned

proceeding; and

(iv) any amounts incurred or to be incurred by Ernst & Young LLP with

respect to its defence of the above-mentioned proceeding'

(d) Other Proceedings (as defined in Schedule".L2" to this Proof of Claim):

(i) unknown and unquantified damages in Canadian dollars;

(iÐ unknown and unquantified damages in U.S' doilars;

(iiÐ any unknown amounts not yet pleaded or quantified (including interest

and costs) against Ernst & Young LLP in the Other Proceedings; and

(iv) any amounts incurred or to be incurred by Ernst & Young LLP with

respect to the Other Proceedings.

In respect of claims (a)-(d) above, to the date of this proof of claim, Ernst &

Young LLP has incurred legal and related costs of approximately $5,000,000 and

will incur additional costs in the future.

(e)
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SCHEDULE '(A2')

CLAIM OF ERNST & YOUNG LLP AGAINST DIRECTORS AND OFFICERS

TIIE CLAIMANT AND BACKGROUND TO THE CLAIM

l. This proof of claim is to be read in conjunction with the proof of claim of Ernst & Young

LLp ("8&Y") filed as against Sino-Forest Corporation ("SFC", the "Applícant" or the

,,Company"). E&Y repeats and relies upon, and incorporates by reference, the statements in its

proof of claim against SFC and the SFC Subsidiaries, including all schedules thereto (the "E&Y

SFC proof of Claim"), into this proof of claim against the directors and officers' For ease of

reference, defined terms referred to in this proof of claim are as defined in the E&Y SFC Proof

of Claim.

2. E&Y claims against the directors and officers for:

Ð Claims for damages relating to

i. Negligent misrepresentation;

ii. Fraudulent misrepresentation;

Inducing breach ofcontract; and

iv. Injury to Reputation, and

b) Contribution and inderrrity under ttie Negligence Act, R'S.O 1990, c. N-1 and

any other applicable legislation outside of Ontario (the "Negligence Act").

3. The claims ín2(a) above are not derivative of the clairns in 2(b) above
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4. As more pafücularly set out in the E&Y SFC Proof of Claim, management of SFC was

and is responsible for the preparation and fair presentation of SFC's consolidated financial

statements which it prepared, issued and contracted with E&-Y (on behalf of SFC and the SFC

Subsidiaries) to independently audit. Management was responsible for the presentation of those

consolidated financial statements in accordance with Canadian generaily accepted accounting

principles ("GAAP"), and for such internal controls as management determined were necessary

to enable the preparation of consolidated financial statements that were free from material

misstatement, whether due to fraud or enor. The Board of Directors of SFC approved the

consolidated financial statements for each fiscal year ended December 3I,2007 to 2010' The

consolidated financial statements \ilere accompanied in all cases by representations from

management.

5. The directors and officers of SFC are listed in the schedule attached at Schedulo "8",

including their Board and Committee memberships in the various years. The known directors

and officers of the SFC Subsidiaries are listed in the schedule attached at Schedule "8". The

Monitor may have additional information about the identities and roles of the directors and

officers of the SFC Subsidiaries, which E&Y relies upon in asserting this Clairn. E&Y reserves

the right to amend this claim upon further and better information respecting officers and directors

of SFC Subsidiaries. Together, they are referred to as the "directors and officers".

6. E&y observes that the Claims Procedure Order of The Honourable Justice Morawetz,

Supervisin g Companies' Creditors Arrangement Act Judge, dated }y'ray 14,2072 does not call for

claims against the directors and officers of the SFC Subsidiaries.
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j. The directors and officers were the controlling minds of, and responsible for the oversight

of, SFC and the SFC Subsidiaries. In particular, Allen Chan was a director of substantially all of

the SFC companies. Attacheri a-t Sehedule "C11" of the EY SFC Proof of Claim is a copy of

publicly available corporate search results for the SFC Subsidiaries incorporated in the British

Virgin Islands which shows Allen Chan as a director of substantially all of those SFC

Subsidiaries.

E&Y'S CLAIMS

8. E&Y repeats and relies upon claims and the statements in E&Y SFC Proof of Claim. In

addition to those claims, SFC also claims against the directors and officers listed on Schedule

"81", as follows:

(a) Claims for:

(i) Negligent misrePresentation;

(iÐ Fraudulent misrepresentation;

(iii) Inducing breach of contract; and

(iv) Injury to rePutation; and

(b) Contribution and indemnity under the Negligence Act'

(a) Claims for Damages

(I) and (II) Negligent and Fraudulent Misrepresentation

9. E&Y repeats and relies upon the statements in its E&Y SFC Proof of Claim with respect

to the direct representations made to it by the directors and officers'

10. In performing its audit work in respect of the consolidated financial statements for the

fiscal years ended December 31,2007 to 2OI0 E&Y reiied in good faith on (among other things)
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representations, documents, information and repofis provided by, inter alia, the directors and

officers on behalf of SFC and the SFC Subsidiaries.

11. As expressly stated in the 2010 Auditors' Report anci the Engagement Letters,

management is responsible for the preparation and fair presentation of the consolidated financial

statements in accordance with GAAP, and for such internal controls as management determines

are necessary to enable the preparation of consolidated financial statements ttrat are free from

material misstatement, whether due to fraud or erïor. E&Y has relied on management of SFC

and each of the SFC Subsidiaries, as well as management's representations and warranties and

the consolidated financial statements of SFC themselves, in carrying out its work. E&Y relied

on the Board of Directors' approval of the consolidated financial statements'

12. The representations made by the directors andlor officers of SFC and the SFC

subsidiaries, upon which E&Y did (and was intended to) reasonably rely, included:

Ð The consolidated financial statements for the fiscal years ended December 31,

2007 to 2O7O;

b) The Management Representation Letters. In each of the fiscal years ended

December 37,2007 to 2010 inclusive, management of SFC provided E&Y with a

Management Representation Letter. In each of those years, the Management

Representation Letters were signed by Chan, Horsley and Maradin. Alvin Lim

also signed the Managernent Representation Letter for the 2007 ftscal year' The

details of the representations contained therein are set out in the E&Y SFC Proof

of Claim;
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c) The D&O Questionnaires. The details of the representations contained therein are

set out in the E&Y SFC Proof of Claim;

d) The Company's Code of Conduct and Whistleblower Policies. The directors and

officers represented to E&Y that they and the employees of SFC and the SFC

Subsidiaries were a\ /are of and complied with these policies. The details of the

representations contained therein are set out in the E&Y SFC Proof of Claim;

e) Other direct representations were made by the directors and officers to E&Y. The

details of those representations are set out in the E&Y SFC Proof of Claim; and

Ð Other applicable representations set out in the E&Y SFC Proof of Claim.

13. In a Statement of Allegations issued }y'ray 22, 2012, Staff of the Ontario Securities

Cornmission (the "OSC") stated that the directors and officers knew or should have known that

the documentation upon which E&Y relied was allegedly deceitful. ln that regard, the OSC

stated as follows:

"81. Sino-Forest, Overseas Management and Horsley knew or ought to

have known that their auditors during the Material Time relied on the

validity of the Purchase Contracts and their attaclted Confirmations as

proof of ownership of Sino-Forest's Standing Timber assets'"

Further particulars of the OSC's allegations are set out in the E&Y Proof of Clarm.t4

15. If the allegations or some of them are proven, the alleged negligent, deceitful and

misleading information provided by the directors and officers caused and continues to cause

E&y to incur losses, all as described in the SFC Proof of claim.
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(III) Inducing Breach of Contract

16. The directors and officers knew that SFC engaged E&Y as its auditors, having signed or

otherwise been made variously privy to the audit relationship and, in certain instances, executed

the audit and offering Engagement Letters. Moreover, the Board of Directors reviewed and

approved the consolidated frnancial statements in each year and knew that the E&Y's Auditors'

Reports were delivered in respect of them.

17. SFC's directors and officers knew or ought to have known that pursuant to the

Engagement Letters, SFC undertook that it and its management would provide E&Y with

accurate and complete financial information, maintain internal controls to prevent fraud and

material misstatement in the unaudited financial information it provided to E&Y, and bear

responsibility that prospectuses or offering memoranda in respect of which audited financial

statements were relied upon by E&Y would contain no misrepresentatíons.

18. The details of the terms of the Engagement Letters are set out in the E&Y SFC Proof of

Claim and the Engagement Letters themselves are attached as Schedules thereto.

19. As stated above, the OSC Statement of Allegations alleges that SFC's directors and

officers orchestrated and engaged in a complex fraud meant to inflate the value of SFC's assets.

20. If proven true, those directors and officers induced SFC to breach its contractual

obligations towards E&Y, thus entitling E&Y to recover damages from tirern.

21. If proven, the alleged negligent, deceitful and misleading information provided by those

directors and officers caused and continues to cause E&Y to incur losses, all as described in the

E&Y SFC Proof of Claim.

f'l: l
:-; ti .
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(IV) Reputational Loss

22. Had E&Y been aware of the alleged misconduct of the directors and officers, E&Y

would not have opined on, associated itself with or consented to any use of its opinions with

respect to the financiai statements of SFC and the SFC Subsidiaries. The continued proceedings

and events arising out of the financial affairs of SFC have the potential to impact the good

reputation of E&Y in its market place, to its detriment.

(b) Contribution and Indemnity Under t}n.e Neglìgence Act

23. E&1' asserts contribution and indemnity claims in the event that E&Y is found liable to

the plaintiffs, the Interested Parties or any other party for any damages inclusive of interest

andlor costs award E&Y may be ordered to pay, pursuant to ss. 1 and 2 of the Negligence Act

and any other applicable legislation outside of Ontario against the directors and officers as joint

and several tortfeasors.

24. The various proceedings against E&Y in respect of which E&Y claims contribution and

indemnity from the directors and officers are set out in the E&Y SFC Proof of Claim'

E&Y's DAMAGES

25. E&Y has suffered the damages set out in the E&Y SFC Proof of Claim.

NATURE AND CLASS OF CLAIMS

26. E&Y asserls this claim as an llnsecured creditor.

2j. E&Y's claim is distinct from any and all potential and existing claims by the plaintiffs in

the Class Actions against the directors and officers. E&Y's claim for contribution and indemnity

is not based upon the claims against the directors and officers advanced in the Class Actions
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advanced in the Class Actions or Other Proceedings, but rather, in part upon the claims against

E&Y advanced in the Class Actions or Other Proceedings on behalf of the Interested Parties.

28. As any success of the plaintiffs in the Class Actions against E&Y on behalf of the

Interested parties would not necessarily lead to success against the directors and officers, and

vice versa. E&Y has a separate and distinct claim against the directors and offrcers independent

of that of the plaintiffs in the Class Actions on behalf of the Interested Parties. The success of

E&Y's claims against the directors and officers, and the success of the claims advancedbythe

Class Action plaintiffs, are not co-dependent. Either could succeed if the other were to fail.

29. The relationship between E&Y on the one hand, and the directors and officers on the

other, is arm's lengfh. The nature of the relationship between a shareholdet, who may be in a

position to assert an equity claim, is fundamentally different from the relationship existing

between a corporation, its directors and officers and its auditors.

30. The policy rationale for subordinating equity claims to the claims of creditors of the

corporation, given the well-established corporate law recognízing the bargaín that shareholders

have struck and the inherent factthattheir forlunes rise or fall with those of the company and the

directors and officers, does not apply to auditors.

31. Shareholders, directors and officers accept both risk and reward, and benefit directly from

any increase in the value of the equity in a company. An auditor is in a fundamentally different

position, namely that of a professional service provider who entered into a contract with the

debtor company and relied upon its directors and officers based with the expectation of receiving

fees commensurate with the professional services deiivered and not being exposed to risks

associated with the Company's financial pelformance.
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32. E&Y is prepared to provide to the Monitor, on a confidential basis, further submissions

with respect to the nature and quality, as well as quantity, of its claims.

ALL OF WHICH IS RESPECTFULLY SUBMITTED

êrnol^ fr fr/rt?|
û AlP

June20,2012
r U.t iv € /¿ / 4/ þqael -
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SCHEDULE 81

Proof of Claim of Claim Against
Directors or Officers of Sino-Forest Corporation

Director/OffÏcer

Ardell, William
(Bill)

Bowland, James

Chan, Allen T.Y,

Chan, Gary

Ho, George

Chen, Hua

Hung, Alfred C.T

Horsley, David

Title

Board Member

Board Member

Assistant Vice-President

Board Member

Chief Executive Offlrcer

Board Member, Sino-Wood
Parbrers Limited

Chief Executive Officer, Sino-
Wood Parlners Limited

Vice-President

Vice-President, Sino-Wood
Partrers Limited

Senior Vice-President

Senior Vice President, Sino-Wood
Partners Limited

Senior Vice President and Chief
Financial Officer

Vice-President

Vice-President, Sino-Wood
Partners Limited

Board and Committee
Membership

Board of Directors (Lead Director)

Audit Committee

Compensation and Nominating
Committee

Corp orate Governance Committee

Board of Directors

Audit Committee

Compensation and Nominating
Committee

Board of Directors (Chairman)

Board of Directors (Chairman),
Sino-Wood Parürers Limited

2010-present

201O-present

2010- present

2010- present

11

20ll

201 l

2008

2007-2011

2007-2011

2007-2011

2007-2011

2007-present

2007-present

200'7-2012

2008-20t2

2007-2012

2001-2012

2007-2012
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Director/Officer

Hyde, James
(Jamie)

Lau, James

Keung, Louis

Ip, Albert

Mak, Edmund

Lim, Alvin

Maradin, Thomas
M.

Martin, Judson W.

Title

Senior Vice-President

Senior Vice-President, Sino-Panel
(Asia) Inc.

Board Member

Assistant Vice-President, Sino-
Panel (Asia) Inc,

Vice-President, Sino-Panel (Asia)
Inc.

Vice-President and GrouP
Financial Controller

Vice-President, Sino-Wood
Partners Limited

Vice-President

Board Member

Board Member

Board and Committee
Membership

Board of,Directors

Audit Committee (Chair)

Compensation and Nominating
Committee

Corporate Governance Committee

Corporate Governance Committee
(Chair)

Board of Directors

Audit Committee

Corporate Governance Committee

Board of Directors (Lead Director)

B oard of Directors (Vice-Chairman)

Audit Committee

Corporate Governance Committee
(Chair)

Corporate Governance Committee

Compensati on and Nominating
Committee

2007- present

2007- present

2007- present

2007

2008- present

200'l-2012

2007-2012

2007-present

2007-present

2007

2007,2009-
present

2007- present

2007-2009

2007-present

2007-present

2007-2009

2010- present

2007-2009

2007

2008-2009

2007-2009
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Director/Officer

Murray, Simon

Ni, Xu

Wang, Peter

Poon, Kai Kit
(K.K.)

Wong, Tony

West, Gary

Yeung, Simon

Yau, Kit

Zhao, Wei Mao

Chief Executive Officer

President and Chief Executive
Officer, Greenheart GrouP

Title

Board Member

Vice-President

Vice-President, Sino-Wood
Partners Limited

Board Member

Board Member

President

President, Sino-Wood Partners

Limited

Board Member

Assistant Vice-President, S ino-
Wood Part¡rers Limited

Vice-President, Sino Panel (Asia)
Inc.

Senior Vice-President

Senior Vice-President, Sino-Wood
Partners Limited

Assistant Vice-President, S lno
Panel (Asia) Inc

Board and Committee
Membership

Board of Directors

Compensation and Nominating
Committee

Board of Directors

Board of Directors

Board of Directors

Audit Committee

Corporate Governance Committee

201 1- present

20 I 0- present

2007- present

2007-2009

2007-present

2007-present

2007- present

2007-2008

2007- present

2007-present

201 1- present

201 l- present

201 l- present

2008

2007-present

2007-present

2007-present

2007- Ian 11,
2012

* 
From 200'7 Ío the present.
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This is EXHIBIT ccfln Referred to in the

Affidavit of
MIKE P. DEAN

sworn the I\I\^ day of lanuary, 2013

A CommÍssíoner AffidøvÍts (or øs møy be)
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ONTAR]O

SUPERIOR COURT OF JUSTICE

COMMERCIAL LIST

Court File No. CV-12-9667-00CL

WEDNESDAY, 'THE 25'h

DAY OF JULY,20I2
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LE MR,

JUSTICE MORAWETZ

)
)
)

IN THE MATTER OF 'I'HE COMPANIES'CREDITORS
ARRANGEMENTICf, R-S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE AND
ARRANGEMEN T OF SIN O-FOREST CORPORATION

ORDER
(Mediation)

THIS MOTION, made by FTI Consulting Canada Inc. in its capacity ås monitor (the

"Mo¡itor") of Sino-F'orest Corporatìon (the "Applicant") for a consent order concernìng

mediatìon and related relief was hea¡d this day at 330 University Avenue, Toronto, Ontario.

ON READING the Monitor's Notice of Motion dated July 13,2012 and the Fifth Report

of the Monito¡ dated July 13,2012 (the "Fifth Report"). the Responding Motion Record of the

Applicants a¡d the Responding Motìon Record of Pöyry Beijing (as defined below), and on

hearing the submissions of counsel for the Applicant, the Monitor, the ad hoc committee of

Noteholders (the "Ad Hoc Notebolders"), the ad hoc group of purchasers of the Applicant's

securities (the "Plaintiffs") and the other defendants in the Ontario Class Action and the Quebec

Class Action (the "Third Party Defendants") and those other palies present, no one appearing

for any of the other parties served with the Monitor's Motìon Record, although duly sewed as

appears from the afñdavit of service of Alma Cano sworn July I 3,2012, filed.
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SERVICE AND INTERPRETATION

t, THIS COURT ORDERS that the time for seryice of the Notice of Motion and the Motion

Record, including the Fifth Report, is hereby abridged and validated such that this Motion is

properly returnable today and hereby dispenses with further service thereof.

2. THIS COURT ORDERS that capítalized terms used herein and not otherwise defined

shall have the meaning given to them in the Fifth Report,

MEDIATION

3. THIS COURT ORDERS that the pafÌes eligible to paficipate in the Mediation pursuant

to paragraph 5 of this Order are the Applicant, the Plaintiffs, the Third Parry Defendants (which

shatl be read to include Pöyry Geijing) Consulting Company Limited ("Pöyry Beijing")), the

Monitor, the Ad Hoc Noteholders and any insurers providing coverage in respect of the

Applicant and the Third Parry Defendants (collectively, the "Mediation Parties") .

4. THIS COURT ORDERS that the subject matter of t-lre Mediation shall be the resolution

of the ctaims of the Plaintiffs againstthe Applicant and theThird ParÈy Defendants as set out ìn

the statements of claim in the Ontario Class Action and the Quebec Class Action and any and all

related claims (the "Subject Claims"), provided that for the purpose of the Mediation, the

Plaintiffs shall not seek contibution from any of the Mediation Parties wìth respect to amounts

that could have been sought by the Plaintiffs from Pöyry Beijing had the Plaintifis not reached a

settlement with Pöyry Beijing (1he "Põyry Settlement") and provided that the Plaintiffs shall

provide to the Mediation Parties, within l0 days of the date of this Order or such fu¡ther time as

this Court may direct, a w¡itten sunmary of evidence proffered by Pöyry Beijing pusuant to the

Pöyry Settlement, which summary shall be t¡eated in the sarne marrner as rnaterial in the Data

Room (as defined below) pursuant to this Order.

5. THIS COURT ORDERS that, where practicable, t}re Mediation Parties shalJ participate

in tJie Mediation in person and with representatives present with full authority to seftle the

Subject Claims (including any insr-uer providing coverage), provided that, where not practicable,

the Mediation Pa¡ties may participate in the Mediation through counsel or other representatives,

subject to those counsel or other representatives havíng access to representatives with fu¡l
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(c) for any other reason determined by the Mediator;

(d) mutual agreement by the Mediation Pafies; or

(e) further O¡der of this Couf,

provicled that, the Mediation shall in any event terminate on September 10, 2012, unless

extended with the prior written consent of all Mediation Pa¡ties'

NO IMPA.CT ON OTHER PROCEEDINGS

14, THIS COURT ORDERS that all offers, prornises, conduct statements, whether wrifen or

oral, made in the courso of the Mediation are inadmissible in any arbitration or court proceeding,

No person shall subpoena or require the Medialor to testifo, produce records, notes o¡ work

product in any other existing or future proceedings, and no video or audio recording will be

made of the Mediation, Evidence that is otherwise admissible or dìscoverable shall not be

rendered inadmissible o¡ non-discoverable as a result of its use in the Mediation. In the event

rhat the Mediation Parties (or any group of them) do reach a settlement, the terms of that

settlement will be adrnissible in any court or other proceeding required to enforce it, unless t}re

Mediation Parties agree otherwíse. Informalion disclosed to the Mediator by u¡y Mediation

Parfy at a private caucus during the Mediation shall remain confidential unless such Mediation

Party authorizes disclostue.

15. THIS COURT ORDERS that nothing in this Order nor the participation of any party in

the Mediation shall provide such party with rights within these proceedings than such party may

otherwise have.

16. Tllls COURT ORDERS that, subject to any applicable stay of proceedings, nothing in

this Order shall prevent the Applicant the Monitor or any other party of standing from otherwise

pursuing the resolution of claims under the Claims Procedure Order granted by this Court on

May 14,2012, or axy othe¡ matter in these CCAA proceedings, including without limitation, the

filing and advancement of the Meetings O¡der and a Plan.
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CONF'IDENTIALITY

17. THIS COURT ORDERS that any mediation brieß or other documents fìled by the

Mediation Paties shall be used only in the context of the Mediation and for no other purpose and

shall be kept confidential by aIl such parties irrespective of whether such Mediation Parties sign

a confidentiality agreement.

18. THIS COURT ORDERS that any medíation briefs o¡ other documents filed by the

Mediation Parties that contain inforrnation obtained from the Data Room may not be shared with

or otherwise disclosed to any person or entify that has not signed a confidentiality agreement,

othEr than the Applicant, the incurnbent directors of the Applicant , the Monitor and Mediator.

MISCELLANEOUS

19. THIS COURT ORDERS that the terms of this Order may only be varied by further Order

of this Court, which may be sought on an ex parte basis on consent of the Mediation Panies.

IOR_LAW\ 7922234\9
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Court File No, CV-12-9667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE

COMMERCIAL LIST

THE HONOURABLE MR MONDAY, THE 30th

JUSTICE MORAWETZ DAY OF JULY,2012

lr
. i:.1

t,.
MATTER OF THE COMPANIES'CREDITORS

T ACT, R,S.C. 1985, c.C-36, AS AMENDED

HE MATTER OF A PLAN OF COMPROMISE OR
GEMENT OF SINO-FOREST CORPORATION

I tíÌ í:

ORDER

THIS MOTION made by the Ad Hoc Commiftee of Purchasers of the Applicant's

Securities (the "Moving Party"), for the production of ceftaÍn documents in the

possession, controf and power of the Applicant, was heard this day, at the courthouse at

330 University Avenue, Toronto, Ontario,

ON READING the Motion Record and factum of the Moving Party, and on

hearing the submissíons of counsel for the Moving Party, Sino-Forest Corporation, the

Monitor, an ad hoc Committee of Bondholders, Ernst & Young, BDO, and certain

unden¡¿riters named as defendants in the Ontario Class Action,

AND ON BEING ADVISED that the Applicant consents to the relief contained

herein and that the Monitor supports the graniing of relief contained herein;

THÍS COURT ORDERS that further service of the Notice of Motíon and

Motion Record on any party not already served is hereby dispensed wíth,

such that thÍs motion is properfy returnable today,

)

)

)

'::)
ió
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2 THIS COURT ORDERS the Applicant to make the documents listed in

Schedule "A" hereto (the "Documents") available to the Moving Parly and the

other Mediation PaÉies (as defined ín the order of this court dated July 25,

2012 (the "Mediation Order")), subject to: (i) the provisions of the Mediation

Order applicable to information rnade available through the electronic data

room referenced in the Mediation Order (the "Data Room"), including withoUt

limitation the requirement for confidentiality agreements; and (ii) any claims of

privilege; and provided, for greater ceftaÍnty, that the Applicant need not

produce any audÍt-related documents created after June 2,2011.

THIS COURT ORDERS that the Documents shafl be added to the Data

Room by the Applicant as and when they become available, but the Applicant

shall make best eflorts to add the Documents to the Data Room by August

16,2012, and that, in any event, the Applicant shall add the Docurnents to the

Data Room by no later than August 23,2012.

TH¡S COURT ORDERS that, promptly following the addÍtion of anY

Documents to the Data Room, the Applicant shall notífy or shafl cause to be

notified, by email, those persons who have executed the Confidentiality

Agreement pursuant to this Coutt's Mediatíon Order that such Documents

have been added to the Data Room, but in no event shall the Applicant be

required to provide such notification more than one time per day.

THIS COURT ORDERS that, to the extent that the Applicant withholds

production of any Documents on the basis of a claim of privilege, the

Applicant shall produce an itemized list describíng each of the documents in

the form of or substant¡ally similar to a Schedule "8" of an affìdavit of

documents, with sufficient specificity to establish the Applicant's claim for

privífege, incIuding, without limitation, identifying Ínformation for each

document, the nature of the privilege being asserted in respect of the

document, and, if litigation privilege is being asserted, reasonable identifying

3

4

5
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information regarding the lìtigation that gives rise to the privilege (the

"Privílege Log"). The Applicant shall add the Privilege Log to the Data Room

by August 27,2012, unless the Coud orders otherwise.

THIS COURT ORDERS that the Documents specified in clauses 1, 2(s), 3

and 4 of Schedule "A" hereto shall be in the English language.

¿. jr..:¡(i:í.ì,i'l 
r,t,' ., ,.i ,l 1-r.r;.,;'r i tiiì01( r;r-,,
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Schedule t'4"

1. the unconsolidated financial statements of Sino-Forest Corporation and its
subsÍdiaries prepared prior to June 2, 2011',

Z. the following documents relating to Sino-Forest audits, for each of the fÍscal years

2006 through 2010, inclusive, for each audited entity:

a) lnformation request list for each year's audit, detailing the documents to be

provided by the company to the auditor;

b) The year End Communication or Report of the Auditor to the Audit Committee

from BDO or E&Y, including.

i) Audit scope and findings rePort;

ii) Signifìcant matters discussed with management;

iii) Management's analysis and response'

iv) Significant judgments and estimates;

v) Audit risks encountered/identified and audit response; and

vi) Summary of corrected and uncorrected financialstatement misstatements;

c) Communications between the auditors and the company regarding any
d isagreernents with management;

d) The unadjusted (pre-audit) trial balance;

e) Proposed Adjustments presented by the audítor followìng each year's audit
(listing adjusting journal entries, analysis and explanations);

Ð List of related parties provided to the auditor each year;

g) Correspondence with the auditor concerning related parties and related party
tra nsactions;

h) Accounting policy manuals or documented accounting policies of the company
for each year;

WSLcsal\0$92J0\0ó007\ 80560óJvt
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i) Process and procedure manuals of the comPany for each year, particularly
pertaining to the sales cycle and purchase/acquisítion cycle;

j) Ledgers and subledgers for the following accounts,

i) Cash;

ii) Sales;

iii) Timber lnventory; and

iv) Cost of Goods Sold;

k) Sale transaction documents provided to (requested by) the auditors in respect of
tirnber transactions:

i) Sales order (or purchase order from customer) or Sales contracVagreement;

i¡) lnvoice; and

iii) Proof of collection;

l) Purchase transaction documents provided to (requested by) the auditors in
respect of tirnber transactions:

i) Purchase order (or contracVagreement);

¡i) lnvoice: and

iii) Proof of payrnent;

m) Transaction documents provided to auditor in respect of Sino's "set-off'
agreements on timber transactions;

n) Correspondence wíth auditors regarding confirmatíon of transactions with
authorized intermediaries and suppliers (or authorization provided to Auditors to
confirm directly with the Als and Suppliers);

o) Documentation concerning the auditors' procedures to independently examine
timber assets, including on-site physical inspection, inventory counts,
examination of transaction documentation, etc.;

wSt F¡l\0592J0\00007\ 805ó0óJvI
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p) lnternal worksheets, analyses and calculations supporting the "related party

transactions" disclosure in each year's financial staternents (e.9., see Note 23 of
the 2009 fìnancial statements);

q) Any additional information provided tolrequested by the auditor regard¡ng related
party transactions;

r) Drafts and correspondence regarding the preparation of the Cash Flow
Statement;

s) A statement of the total fees paid to the Applicant's auditors in respect of each of
the 2006-2010 fiscal years; in addition, the Applicant shall make best etforts to
break down such fees by audit-related and non-audit-related work (if any), and if
non-audit related work was performed by the Applicant's auditors in any such
year, a reasonably detailed description of the non-audit-related work pedormed
by the auditors in such year;

t) Minutes of all meetings in which the auditors and members of management
participated; and

u) BDO and E&Y presentations to the board of directors and management.

3. a summary of the coverage positions of the insurers of the Applicant and íts dìrectors
and officers, and an approximation of the remaining insurance coverage; and

4. the claims register as provided by the Monitor

WSl.csrl\0592J0\00007\ S0560ó5r I
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tll This motion was brought by the Ad Hoo Comminee of Purchasets of the AppJicant's

Securities, including the Representative Plaintiffs in the Ontario Class Action (the "Clsss Action
Pìaintíffs") for an orda limitìng the scope 6f the stay of proceedings (the 'rStay") iniposed by the

Initi¿l Order dated Ma¡ch 30, 2012 and extended Êom üme 1o time (the "Iniúal Ordet'"), such

that the Sray sboutd not apply to E¡nst & Youog LLP, BDO Limìted, the undetrWitet's, and

forrne'r directors Messrs' Allen T' Y' chan, David Horsley and Kai Kit Poon, rvith respect lo the

following motions or petitlons (thÊ "Class Aotion Motions"):

(a) a motíon cêttirying ths aotron sryled Truslees of the Labourers' Penslon Fund of
Cen¡ral and Edsrern Cdnada v, Slno-Forest Corpot'ãlìon el al. (Toronlo), Coutt File
No. CV-ll-431t53-00CP (the "Ontario Class Act{on") as a class proceeding under'

the C/øss Proceedings Àc1 1992 S,Ô. 1992, C, 6 ('CPA') (lhe "Ontario Certification
Motlon")l

(b) a petition fo¡ authorization to commence a class proceeding (the "Quebec Class

Action" and, togethcr with thc Ontario Class Action, the "Class Actions") under the

Quebec Code of CivÍl Procedure' R.8.Q. C. o'25;

(c) a motíou for leave to proceed with statutor? seconda¡y malket olaims in the Ontario

Class Aotionprusuartto s' 138.3 of the,Sec¡¿rílìes Acl, R'S.O' 1990, C.S'S;

(d) a motion for leave to proceed with lhe statutory secondary market claims in the

Quebec Class Actíon pursuant to Article 225.4 of the Securltíes,{¿r,'R.S.Q. C.V-l -1,

lo be {ifed; ônd

(e) a motíon for leave lo âdd CONDEX Wåttto Inc, as a plairrtiff in (he Quebec Class
Acrion anil with llan Toledanô es its repl'esentstive, to be filed, und fl rnotion to
amend thepleading in the Quebec Class Action to plead lbe I'ecurities Acl, R,S.Q.
C,V-l-l and add BDO Limited as a party.

l2l The origirral motion sought rvidel relief. In its reshuctùrod forrn, the rittion was not
opposed by fhe Applicant,

t3l The relief vias, however, opposed by Ernst & Young, BDO, the Undenvritcts and the

ttu'ee former directors.

t4l Btoadly spcaking, the Class Actions allege that Sino-Forest, certain of its officets and

direotors, its auditors a¡rd its undet'writøs made material misrepresentations tegatding fhc
opemtions and assels of Sino-Forest. The olaims seeks $9.18 bitìion in darnages.

t5] Sino,Porest obtained ploteodon frour its creditors pu'suant to the Inicial Ôrder on March
30,2012. The Class Actions heve been stayed since that time,

t6l A Sales lrocess was undertâken by the Applicant follorving the Inidal Order but i¡ failed
to attract any significant ìnterest.
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Ul Following the unsuccessful Sales Process, the Applicant and the Monitor', in coopemtion

wiitt ttt. Ad Hoc Committec of Notcholdurs, engaged in developing a Plan of An'angemenl (the

"Plan").

tSl Tho Applicant inte¡rds ro call â rneeting of crpdiUors to considel the PIan,

t9l Dur.ing the development of the PIan, the Àpplicant brought a rnotion to detetmine the

status of certaÍn ctaíms agal,rst ít, including the claims of the shareholder plaintiffs in the Ontario

class Action and the claims of the lbird party defendants based on indemnities arising as a lesult

of these sba¡ eholdel' claims,

[lO] On July 27,2012,I rendered a desisíon finding that, among other things, the shareholdet

ð,1¿*s and indemnity claims were "equity claims" as defined in seclion 2 of thc CCAA (the

"Equity Clainrs Decision"),

tl U The thfud pårry defendants have sincc obtained leave ro appeal the Equitv Claims

beáisioo to the Courf of Appeal for Onfario, whlch appoal I understand is scheduled to be heard

in midNovember20l2,

it2l The parties to the Ont¿r'io Class Acrion have entered ir:to a tolling agreernent in respect of
the-lirnitation period in Pa¡t )OAU,I of the Se¿¿rrilie.ç Act (Onrarìo/, which suspends flre

operalion of those lirnitation pølods until Februar-128,2013'

tl3l I can well understa¡d ttru basis of the motion. The Class Action llaintiffs wa¡rt rhe Class

Actions ro move fo¡ward, I have no doubt that, f¿iling resolutiou, the Class Actions will have to

proceed. The only issuo is when should the Class Actions pr:oceed,

tl4l However, at this point in tlme, lhe audito¡s and the underwritas are active participants in
the upcoming appeal of the Equity Claims Decision. It is concoivable that the deoision of the

Court of Appcal for Ontario will have an impact on the audìtol's and unden¡'r'iters with tespect to
the upcoming meeting of ctcditors to considor tlre Plan and any polential motion to sanction the

Pla¡.

l15l It seems to rne that the auditors and underwriters, in the short tetm, should focus their
attention on the appcal and the upcoming meeting, It could very well be ttut, rvithin a shott
peliod of flme, the situation affecting the auditors and the uudel¡riters will be cfaliff.ed such tbû(

these groups witl be in a position to focus theil attention on the Class Actions.

tl6l As I stated ì¡ Timmìnco Lìntited (Re) 2012 ONSC 215 at [7]; Cor¡'ts will consider a

nuhber of factors in assessing whether it is apploprlate to lifr a stay, but these factol's can

generally be grouped under tfuee headings: (a) the relative plejudice to parfies; (b) lhe bala¡ce

of convcnioncei and (c) where [e19y6¡¡, the melits (f.e, if the matter has littlc chancg there may

¡ot be sound reæons for tifting the sray). See CanwesÍ GIobaI Communlcation (Re), [20] 1] O.J.

No. 1590 (S.c.J.).

lt'7) In the cìr'cumstances of this câse, I see little prejudice to the Class Action Plaintiffs if the
stay were lo be nraintained fot a short period of timc which could resulf in clality being brought
ro the proceedings. Although there is a concêr'n that rnemo¡ies of key witnesses will fade with
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rhe passage of time, I have not been persuaded that maintaining the stay for a shorl period of
time will be detrimental to the Class Action Plaintiffs on that account.

ttsl On the issue of the limitation period, clearìy this is an issue that has to be kept in mind,

but maÌnnining thè Stay for a short paÌiod of time rvoutd not appezu' to negatively impact the

Class Àctlon Plaintiffs.

tlgl On the other hand, the concerns raised by counsel on behalf of the auditols atrd the

undei.writers have persuaded me that, the balance of convenicnce favolrrs these parties, and at

this time, they need to focus on íssues arising out of fhe appeal of the Equlty Clair:ls Decision as

well (o focus on the Flan itself,

120] Accordingly, it seerns to me that, having taken into account the relative prejudice to the

þarães and the balancs of conveniencç, it ís l'easonable ond approprìate to maìntain the stay at

ihis time, on the basis thU the Issue can and should be re-cvaluated shortly after fhe scheduled
yneèting of creditors to oonsider the Plan but in any eve nl, no later than December I 0, 20I 2,

tZIl Furthc¡, although the appeal of the Equity Cl¿ims Decision and tho upcorning meetihg of
õteáitors and possible sanction hearing does nol have any direct irnpact 0n [he t]uee folmer
dircctors, I am of the view tbat ir ìs approprìate to also maintaÍn (he stay with respect to fhese

individu¿ls so rhat the Class ActIoD$ can ullimately pt'ocecd in a more organized fashion.

I22t On a secondary íssue, the Class Action Plaintiffs requested, if necessary, leavc to amend

the pteading in the Quebec Class AcÌion to plead the Secüities Act, R.S.Q, C.V..1'l to ¿dd EDO

Limited as a party.

t23l Tlús relief w6s opposed by fhe auditors on tJre basis that the Quebec Class Action

plaintiffs ig¡ored the Stay as they wêre nevel giveu leave to seek to add partíes to any clâss

proceedings - espeoially without notice.

l24J Thc Quebec Clæs Aotion plaintiffs counte¡ed with the submission lhat lhere was no

intent to víolate the Stay, but rather, there was a degree of confusion arìsing as a rcsult of
ditfeteut procedures in the Quebec proceedings,

t25l In keeping with thc'diuection of the main aspect of this endot'sernent, it is my view that

rhis secondary ìsnæ can be considered at the time that tho main issue is being revisited in early

December, However, the parties should be mi¡rdfuì of ths comrnents I nnde at [ 3] above, io the

effect ihat failing resolulion, the Class Aorions will have to pt'oceed, The only issue ìs when,

126l In the result, the motion is dismíssed, withour prejudice to the right of the Class Action
Plaintiffs to tcnew their request in accordance with the ter'¡ns of this endorsement,

Daúe; November 6,2012

WE'[ZJ,
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This is EXIIIBIT ßH" Referred to in the

Affidøvit of
MIKE P. DEAN

Sworn the /['^ day of Januøry, 2013

A Commissioner For Taking Affidøvìts (or øs may be)
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Court Fite No. CV-L2-9667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE

(COMMERCIAL LIST)

IN TI{E MATTER OF ftM COMPANIES' CKEDTTORS ARRANGEMENT ACT,
R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE ORARRANGEMENT OF

SINO-FOREST CORPORATION

TIIIR.TEENTII REPORT TO TIIE COT]RT
SUBN/trTTED BY F"TI CONSULTING CANADA INC.'

IN ITS CAPACITY AS MOMTOR

INTRODUCTION

1. On March 30, 2012 (the "Fitring Date"), Sino-Forest Corporation (the "Company" or

"SFC") fìled for and obtained protection t:nder the Companíes' Creditors Arrangement

,4cl, R.S.C. 1985, c. C-36, as amended (the "CCAA"). Pursuant to the Order of this

Honourable Court dated March 30,2A12 (the "initial Order"), FTI Consulting Cana<Ía

Inc- was appointed as the Monitor of the Company (the "Monitor") in tho CCAA

proceedings. By Order of this Court dated April 20, 2012, the powers of the Monitor

were expanded in order to, among other things, provide the Monitor with access to

information concerning the Company's subsidiaries. Pursuant to an Order of this Court

made on October 9,2072, this Court extended the Stay Period to December 3,2072' The

Company has now filed a motion Teturnable November 23, 2012 to seek a further

extension of the Stay Period to Febr.uary I,2A13. The proceedings commenced by the

Company under the CCAA will be refened to herein as the "CCAA Proceedings".

On the Filing Date, the Cou¡t also issued an Order auïhorizingthe Company to conduct a

sale process (the "Sale Process Order").

2.

FT I
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The following appendices have been attached to this Thirteenth Report:

(a) Appendix A - The Plan

(b) Appendix B - Blackline of the August 14 Draft Plan compared against the Plan

(c) Appendix c - The Information statement (without appendices)

(d) Appendix D - Blackline of the August 15 Draft Information Circular compared

against the Information Statement

(e) Appendix E - Plan SuPPlement

(Ð Appendix F - the Initial Order Affidavit

(g) Appendix G - the Pre-Filing Report

(h) Appendix H - the Sixth Report (without appendices)

(Ð Appendix I - the Tenth Report (without appendioes)

C) Appendix J - the Claims Procedure Order

(k) Appendix K - the Equity Claims Decision

(l) Appendix L - the Meeting Order

(m) Appendix M- the Seventh Report (without appendices)

(n) Appendix N - Voting Procedures

(o) Appendix o - Globic's Maiiing certificate (Meeting Materials)

(p) Appendix P - Globic's Mailing Certificate (Plan Supplement and Voting

Procedures)

4. The purpose of this Thineenth Reporl is:

(a) to report on:
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the status of the CCAA Proceedings;

the Claims Process;

the Plan, including amendments and supplements thereto;

the Reserves;

Notice and Mailing of the Plan;

the proposed Meeting; ærd

(b) to provide the Monitor's recommendation that the Court grant the Sanction Order

(defined below).

In preparing this Thirteenth Report, the Monitor has relied upon unaudited financial

information of Sino-Forest, Sino-Forest's books and records, certain financial

information prepared by Sino-Forest, the Reports of the Independent Committee of the

Company's Board of Directors (the "Independent Committee") dated August 10, 2011

(the "First IC Report"), November 13, 2011 (the "Second IC Report"), a-nd Jæruary 31,

2012 (The "Final IC R.eport" and together, the "iC Repor:ts"), and discussions 'with

Sino-Forest's management. The Monitor has not audited, reviewed or otherwise

attempted to veriff the accuracy or completeness of the information. In addition, the

Monitor notes that on January 10, 2012, the Company issued a press release cautioning

that the Company's historic financial statements and related audit reports should not be

relied upon. Accordingly, the Monitor expresses no opinion or other form of assurance

on the information contained in this Thirteenth Report or relied on in its preparation.

Future oriented financial information reporled or relied on in preparing this Thirteenth

Reporl is based on management's assumptions regarding fliture events; actual results may

vary from fo¡ecast and such variations may be material.

Unless oiìiei-wise stated, ail monetary amounts ref,erreci to herein are expressecì in CDN

Dollars.

(i)

(ii)

(iii)

(iv)

(v)

(vi)

5
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The term .'Sino-Forest" refers to the global enterprise as a whole but does not include

references to the Greenhealt Group (as defined in the Pre-Filing Report)' "Sino-Forest

Subsidiaries" refers to all of the direct and indirect subsidiaries of the Company, but

does not include references to the Greenheart Group'

GENERAL BACKGROIJND

Sino-Forest Business

g. Sino-Foiest conducts business as a forest plantation operator in the People's Republic of

china (..pRc,,). Its principal businesses include ownership and management of forest

plantation trees, the sale of standing timber and wood logs, and complementary

m anufacturin g of down stream en gineered-wood products.

g. The company is a public holding company whose common shares were listed on the

Toronto Stock Exchange ("TSX"). Prior to August 26,2011 (the date of the Cease Trade

order, as defined in the Pre-Filing Report), the company had 246,095,926 common

shares issued and outstanding and trading under the trading symbol "'IRE" on the TSX'

Effective May 9, z}I2,the common shares were delisted from the TSX'

10. On June 2,2011, Muddy 'Waters, LLC ("M'W"), which held a short position on the

company's shares, issued a report (the "M\il Report") alleging, among other things' that

sino-Forest is a "ponzi-scheme" and a "nean'total fraud". The MW Report was issued

publicly and immediately caught the attention of the media on a world-wide basis'

11. Subsequent to the issuance of the MW Report, the company devoted extensive time and

resources to investigate and address the allegations in the MW Report as well as

responding to additional inquiries from, among others, the ontario Securities

commission ("osc"), the Royal canadian Mounted Police and the Hong Kong

Securities and Futures Commission'

12- The Monitor's pre-filing report dated March 30,2012 (the "Fre-Filing Report")l and the

Initial Order Afficlavit of Judson Martin s,ù/orn March 30, 2012 (the "Initial Order

I See Appendix G for a copy of the Pre-Filing Report (without appendices)
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Affidavit")2 provide a detailed outline of Sino-Forest's corporate structure, business,

reporfed assets and financial information as weli as a detailed chronoiogy oi the

Company and its actions since the issuance of the MW Report in June 2011.

STATUS OF THE CCAA PROCEEDINGS

Background on rhe Síno-Forest Business

The Initial Order Affidavit and the Pre-Filing Report detailed the background on the

Company's business and the events leading to the need for the commencement of the

CCAA Proceedings.

t4 Included in the Initial Order Affidavit was a summary of the Company's current debt,

consisting principally of approximately of debt in connection with the Notes (defined

below) in the principal amount of $1.8 billion. The Initial Order Afüdavit noted that the

Company does not have any other significant levels of normal course payables but that

many of the Sino-Forest Subsidiaries have their own distinct banking facilities including

iending faciiities.

15. The Initial Order Affìda.¿it also outlined a number of other key issues including:

(a) the release of the MW Report;

(b) the esiablishment of the Independent Committee and the IC Reports;

(c) the commencement of class actions (the "Class Actions") in Canada and the

United States and an investigation by the OSC;

(d) the Company's failure to release audited financial statements for Q3 20ll;

(e) defaults uncier the Company's Notes; and

(Ð the difficulîies being experienced by Sino-Forest on lts business (the "Si¡lo-

Forest Busimess") in the PRC.

2 
See Appendix F for a copy of the Initial Order Affidavit (without exhibits).
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In light of all of the diff,iculties being experienced by the Company and Sino-Forest' the

company commenced the ccAA Proceedings with a view to implementing a

restructuring plan that would provide a path for the resolution of claims and allow

ownership of the Sino-Forest Business to be separated from the Company and allowed to

continue without the uncertainty and claims associated with the Company'

Shortly after the commencement of the CCAA Proceedings, the Court granted an Order

(the ,.Expansion of Powers order") expanding the powers of the Monitor to specifically

provide the Monitor with access to and supervisory powers over the Sino-Forest

Subsidiaries.

Throughout the course of the CCAA Proceedings, the Monitor (either directly or through

FTI Consulting (IIong Kong) Limited) has monitored not only the company but also the

Sino-Forest Subsidiaries in accordance with the Expansion of Powers Order' The

Monitorhas issued its sixth Report dated August 10, 2012 (the "sixth Report")3 and

Tenth Report dated october 18, 2012 (the "Tenth Report")a both of which provided a

report on the Sino-Forest Business and the Sino-Forest Subsidiaries'

Some of the areas of focus of the Sixth Repoft and the Tenth Report include:

(a) report on the cash position of the sino-Forest subsidiaries;

(b) status of accounts receivable and payable, including significant issues relating to

the collection of receivables and the deregistration of authorized intermediaries

owing approximately US$504 million in receivables to Sino-Forest;

(c) status of disbursements of the sino-Forest Subsidiaries;

(d) issues related to cooperation and deregistration of suppliers of Sino-Forest (and

the deterioration of relationships with key parlies generally);

(e) status on business operations including the freezing of Sino-Forest's primary

business, BVI standing timber; and

3 See Appendix H for a copy of the Sixth Report (without appendices)'
o See epp"naix I for u 

"opy 
of the Tenth Report (without appendices)'
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(Ð issues surrounding effofts on asset verification, including an inability to obtain

forestry bureau maps.

20 Since the outset of the CCAA Proceedings, the Monitor has also advised the Couft, the

Company and others that there is a fìnite amount of funds available for the CCAA

Proceedings. The Monitor has advised on the Company's cash flow throughout the

CCAA Proceedings and noted the negative cash flow due to disbursements relating

primarily to professional fees with no source of income for the Company.

21. The Company anci the Monitor have also indicated ongoing issues arising from the

termination of several members of senior management (who received enforcement

notices from the OSC) and the fact that these individuals have not been replaced.

22. The Company has consistently expressed the view that the lack of resolution within the

CCAA Proceedings has had an ongoing negative impact on the operations and financial

status of the Sino-Forest Subsidiaries.

The RSA and the Sale Processs

As part of the relief sought on the Filing Date, the Company announced that it had

entered into a restructuring support agreernent (ihe "RS.A.") with certain initial consenting

l.{oteholders (as defined in the PIan) (the "ICNs") which provided for a framework for a

resolution and restructuring transaction acceptable to the ICNs.

24. In connection with the RSA and the CCAA Proceedings, the Company sought approval

of a sale process for the marketing of the Sino-Forest Business (the "SaIe Process") to be

conducted by the Company's financial advisor, Houlihan Lokey ("IfL'). The Sale

Process set out the procedures pursuant to which bids for the Company would be solicited

in a multi-stage process. During Phase 1, letters of intent were solicited, which letters of

intent were required to provide for consideration in an amount equal to 85Yo of the

aggregate principal amcunt of the l.Jotes, plus all accrued and unpaid interest on the

5 Capitalized terms used in this subsection and not otherwise defined have the meaning given to them in the Sale

Process Order.

23
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Notes at the regular rates provided in each respective note indenture up to March 30,

2012 (the "Qualified Consideration")'

25. Subsequent to the Filing Date, the Company, through HL, canvassed the market for a

potential buyer or buyers of the Sino-Forest Business' On the Phase I Bid Deadline (as

defined in the' Sale process Order), a number of letters of intent were received. However,

none of those letters of intentmetthe criteria of being a "Qualified Letter of Intent" due

to their failure to provide for the Qualified consideration. The sale Process was

thereafter terminated by the Company (in consultation with the Monitor). More details

regarding the Sale Process are set out in the Monitor's Fourth Report dated July 10,2012'

Subsequent to the termination of the Sale Process and as set out in the Monitor's eighth

report dated September 25,2072, the Monitor Ìvas informed by the Company and the

ICNs that there was some continued interest expressed by parties in purchasing the

Company,s assets' To date, no such transaction has been successfully negotiated or

comPleted.

26. Concurrently with the conduct of the Sale Process, the Company also sought further

support for the restructuring transaction contemplated by the RSA' In accordance with

the terms of the RSA, on or before May 15, 2012 (the "Early consent Deadline")'

Noteholders representing approximately 72Yo of the outstanding noteholder debt

(including ICNs) (with more than 66.670/o of the principal amount of each of the four (4)

series ofNotes) agreed to support the Plan'

Claims, the Class Actions and the Mediationq

27. From the outset of the ccAA Proceedings, it was apparent that addressing the claims

against Sino-Forest would be important given the extent of the litigation against the

Company and resulting indemnification claims from others named in the Class Actions'

To funher that process, on May 14, 2072, the company obtained a claims procedure

6 Capitalizedterms used in this subsection and not otherwise defined have the rneaning gíven to them in the

Procedure Order

FT I
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See Appendix J for a copy of the Claims Procedure Order.
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See Appendix K for a copy of the Equity Claims Decision
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order (the "Claims Procedure Order"),7 which provided for the calling of claims against

the Company, its ciirectors and ofÍìcers and its subsidiaries.

IJotably, the Claims Procedure Order did not provide a specific mechanism for the

resolution of Claims. This was largely in recognition of the relatively unique nature of

the claims that were anticipated to be asserted in the claims process. As set out above, as

a holding company, unlike many CCAA debtors, the Company does not have many, if
any, trade creditors. Instead, aside from the claims in respect of the Notes, it was

anticipated that most or all of the remaining claims filed would be in connection with the

Class Actions either directly by the plaintiffs in the Class Actions (the "Flaintiffs") or

indemnity claims from the Third Party Defendants (defined below). Details regarding the

Claims, D&O Claims and D&O Indemnity Claims filed in connection with the claims

process is set out below in the section entitled "The Claims Process".

On June 26,2012, the Company brought a motion seeking a direction that Claims by the

Plaintifß in respect of the purchase of securities and resulting indemnification claims by

the Third Parby Defendants constituted "equity claims" pursuant to section 2(1) of the

CCAA. On July 27, 2072, the Court issued its deoision determining that such claims did

constitute "equity claims" under section 2(l) of the CCAA (the "Equify Claims

Decision"). The Equity Claims Decision was appealed by Ernst & Young T,LP ("8Y"),

BDO Limited ("BDO") and the underwriters group (the "Underwriters"). The appeal

was heard by the Court of Appeal on November 13, 2012. As of the date of this

Thifteenth Report, the Court of Appeal's decision has not been released.s

As the process continued, it became apparent to the Monitor that the nature, complexity

and number of parties involved in the litigation claims surrounding the Company had the

potential to cause extensive delay and additional costs in the CCAA Proceedings. As

such, it was the view of the Monitor (with the agreement of the Cornpany) thattirere was

merit in a global resolution of not only the Plaintiffs' claims against the Ccmpany, but

FT I-Hm ci]tìiuL:i¡1íj
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also against the other defendants named in the Class Actions other than Pöyry Beijing

(the "Third Party Defendants").e

on July 25, 2072 the court granted an order (the "IVlediation order"), directing a

mediation (the .'Mediation") of the class action claims against the company and the

Third Party Defendants (as defined in the Mediation Order)' The Medlation was

conducted on September 4 and 5,2012 but was unsuccessful. Notwithstanding the fact

that the Mediation was not successfi:I, the Monitor is aware that many of the Third Party

Defendants have remained focused on determining whether a resolution within the

CCAA Proceedings is Possible-

The OSC Investigation and the Enforcement Notices

32. In addition to facing the litigation claims asserted against the Compan¡ the Company has

also faced an ongoing investigation by the OSC. As set out in the Initial Order Affidavit,

after the release of the MW Report, the OSC launched an investigation on the Company

which led to the granting of a temporary cease trade order issued on August 26,2071

(which has since been extended)'

33. on April g,2ol2, the company announced that it had received an enforcement notice

from the oSC and was av/are that certain current and former officers (the "Individual

Respondentr,,)to of the Company had also received enforcement notices' On May 23,

2012, the company announced that it had leamed that the oSC had commenced

proceedings against the Company and the lndividual Respondents and issued a statement

ofallegationsdatedMay22,z}l2.OnSeptember26,20l2,theCompanyannouncedthat

it had received a second enforcement notice from the osc.

34. As of the date of the Report, the OSC investigation and enforcement proceedings are

ongolng.

The Plan and the Ptan Fiting and Meeting Order

e The Third Party Defendants are: EY, BDO, the Underwriters, Allen Chan, Judson Martin, Kai Kit Poon, David

Horsley, Wjlliam Ardell, James Bow land, James Hyde, Edmund Mak, Simon MurraY, Peter Vy'ang and Garry West-

'o The lndividual ResPondents are

Horsley

FT I
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35 On August 14,2012, the Company announced that it had filed a draft plan of compromise

and reorganization (the "august i4 Draft Fian") with the Couft.ll On August 15,2012,

the Company filed a draft information circular with the Court (the "August 15 Draft

Information Circular").

36 In connection with the filing of the August 14 Draft Plan, the Company also brought a

motion seeking approval of a plan filing and meeting order (the "Meeting Order")]2

which, among other things, provided for the calling of a meeting of creditors (the

"Meeting"). It was agreed that the Meeting Date would b'e subsequent to the completion

of the Mediation.

37. The motion for the Meeting Order was returnable on August 28,2012. Due to concerns

raised by certain of the Third Party Defendants, the motion was posþoned to determine

whether the parties could agree to changes trat would result in a mutually satisfactory

proposed order, which was ultimately achieved. On August 31,2012, the Court granted

the Meeting Order.

38 At the request of certain of the Third Parfy Defendants, the Meeting Order was granted

on the express understanding that there had been no determination of: (a) the test for

approval of the plan including (i) the jurisdiction of the Ccurt to approve the plan in its

then current fonn; (ii) whether the plan iomplied wi'rh tire CCAA; and (iii) whether any

aspect of the plan was fair and reasonable; (b) the validity or quantum of claims; and (c)

the classification of creditors for voting purposes. The Company advised the Monitor

that this reservation was acceptable to the Company given that it anticipated that many of

these matters would be appropriately addressed at a sanction hearing.

Currenl Status of the CCAA Proceedíngs

39 On October 19, 2072, the Company filed a revised plan of compromise and

reorganization (the "Fìan")13 anci infomration siaiemerrt (the "iníormation

rr A further draft of the Plan dated August 27,2012 was fìled prior to the return of the motion for the Meeting Order.
12 

See Appendix L for a copy of the Meeting Order.
r3 

See Appendices A and B for a copy of the Plan and the Blackline of the Plan to the August 14 DraftPlan.
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statement,,;14 in contemplation of the Meeting to be held on November 29,2012 at

lOam at the offices of Bennett Jones LLP. The Company is focused on moving forward

with its Plan to seek approval by the Required Majority (as defined in the Plan) and' if

that is achieved, to move before the coufi for the sanctioning of the Plan' The ICNs have

similarly expressed their desire and priority of moving forward with the Plan'

40. In that regard, the company has made significant progress with various parties within the

CCAAProceedings.ThecurrentPlanisacceptablenotonlytotheCompanyandthe

ICNs, but due to lengthy arms' length negotiations, the revised terms of the Plan are also

acceptable to the Ontario Plaintiffs and the Quebec Plaintiffs (as both terms are defined in

the Claims Procedure Order)'

4l- The Ontario plaintiffs and the Quebec Plaintiffs have continued to express a desire to

move forward with their actions against EY, BDO, the underwriters, Allen chan, David

Horsely and Kai Kit Poon (the "specified Defendants')' In that regard' in late

September, the Ontario plaintiffs and Quebec Plaintiffs served a number of motions

within these proceedings for, among other things, (a) representation and voting rights

within the CCAA Proceedings; ü) certain document production; and (c) a lift stay

against the company and the Third Parby Defendants (the "Lift stay Motion")'

42. ultimately, due to an agreed upon resolution between the company and the ontario

plaintifß and euebec plaintiffs, on Octob er 29,2012, the Ontario Plaintiffs and Quebec

plaintiffs did not proceed with their first two motions and brought their Lift Stay Motion

against only the specified Defendants. The Lift stay Motion was not opposed by the

ComPanY, the Monitor or the ICNs'

43. on November 6,2012, the court issued its decision, upholding the stay as against the

Specified Defendants for a limited period of time while the Meeting and the Sanction

Hearing were pending, but acknowledged that, failing a resolution, the class Actions

against these parties would proceed, the only question was when' The court funher

dir-ected that the issue be re-evaluated no Iater than December 10,2012'

ra See Appendices C and D for a copy of the Information Statementand a blackline of the

the August I5 Draft Information Circular'
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THE CLAIMS PR.OCESSI5

As set out above, on May 74,2012, the Court granted the Claims Procedure Order. The

Claims Procedure Order established claims bar dates for the filing of Claims, D&O

Claims and D&O Indemnity Claims (the "Claims Process"). Pursuant to the Claims

Procedure Order, claimants were also requested to list whether they intended to assert

claims against any or all of the Sino-Forest Subsidiaries based in whole or in part on

facts, underlying transactions, causes of action or events relating to a Claim made against

the Company. The primary Claims Bar Date was set as June 20,2012-

45. The Sixth Report previously reported that on or about the Claims Bar Date, the Company

received 228 claimswith a face value in excess of $112 billion. This includes duplicative

claims filed against the Company and its directors, officers and subsidiaries and does not

account for marker and/or contingent claims filed. Since the Claims Bar Date, the

Company has received a further four (4) claims with a face value in excess of

approximately $23,000 and one Restructuring Claim in the amount of 5485,000.

Additionally, 151 D&O Indemnity Clairns filed in respect of the DeO Claims that named

Directors and Officers have been filed.

Nature of Claims Filed

As anticipated, other than with respect to three (3) trade Claims filed against the

Company, the balance of the Claims, D&O Claims and D&O Indemnity Claims filed

pursuant to the Claims Procedure Order can be categorized as follows:

(a) Claims filed by the Note Indenture Trustees in respect of the Notes (the

"Noteholder Claims"); l6

(b) Claims by plaintifß in the Ontario, Quebec and US Cla-ss Actions relating to

damages relating to share purchases and note purchases;

l5 Capitalized terms used in this section and not otherwise defìned have the meaning given to them in the Claims

Procedure Order.

'6 As permitted by the Claims Procedure Order, claims filed by individual noteholders in respect of the Notes have

been disregarded by the Monitor.

46.
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(c) Equity Claims filed by individuals;

(d) Class Action Indemnity Claims f,rled by the Third Party Defendants;

(e) D&O Indemnity Claims filed by Directors and Officers for indemnity; and

(Ð various individual claims which provided no information as to the nature of the

claimant's claim (the "Bare Claims")'

Additionally, pursuant to the Meeting order, the oSC was required to indicate whether it

intended to assert any osc Monetary claims (defined below) against the company

and/or the Officers and Directors. Details regarding the OSC Monetary Claims are

discussed in further detail below in the sub-section entitled "osc Monetary claims"'

The Noteholder Claíms

48. As set out in the Initial order Affidavit, the company has issued four (4) series of Notes

which remain outstanding:

(a) t¡¡o series of senior notes (the "senior Notes") which have guarantees from sixty

of the sino-Forest subsidiaries and share pledges from ten of the sino-Forest

Subsidiaries; and

(b) two series of unsecured convertible notes (the "Convertible Notes" and together

with the Senior Notes, the "Notes") which have guarantees from sixty-four Sino-

Forest Subsidiaries.

49 The Monitor,s legal counsel has reviewed legal opinions (the "Note Opinions")

regarding the validity and enforceability of the indentures and guarantees entered into in

connection with the Senior Notes and convertible Notes and the share pledges entered

into in connection with the Senior Notes. The Monitor's legal counsel has concluded that

the Note Opinions are generally satisfactory in form and scope for transactions of this

nature and contain the customary assumptions and qualifìcations for such opinions'

Where, in the view of the Monitor's legal counsel, the Note Opinions were not phrased in

customary terms or did not address matters customarily the subject of comparable

FT 1
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opinions, legal opinions were obtained from independent local counsel addressing these

matiers.

50. The lJoteholder Claims have been accepted as Voting Claims (as defined in the Plan) by

the Monitor for the purposes of the Meeting and the Meeting Order.

Impact of the Equity Claìms Decision on Claíms

Each of the Third Parly Defendants has filed potentially significant, contingent Claims'

In palticular, each of EY, BDO and the Underwriters filed contingent Claims each in the

billions of dollars.

52. The Equity Claims Decision held that claims against the Company resulting from the

ownership, purchase or sale of equity interests in the Company, including claims on

behalf of current or former shareholders ("shareholder Claims") and indemnity claims

arising from Shareholder Claims ("Share Purchase fndemnity Claims"), are "equity

claims" under section 2(1) of the CCAA. In coming to this decision, the Court noted that

although the legai basis for the inciemnity claims may be different from the Shareholder

Claims, the substance oi the underiying claims related to the Shareholder Claims and

were therefore "equity claims". The potential exception to this classification is or was

claims by the defendants for "defence costs" ("Defence Costs Claims") which, the Court

noted, might not be equity claims (although no definitive decision was reached).

53. The Equity Claims Decision left it open for the Company to bring a motion for

declarations relating to claims in respect of the purchase of securities other than shares

(i.e. Claims by former noteholders). To date, no such motion has been brought. In the

meantime, the Company has agreed to the Noteholder Class Action Limit (as defined in

the Plan) of S150 million, which limits the maximum liability of all of the Third Party

Defendants in respect of those claims (discussed in more detail below in the sections

eiititied "The Pian" änd "The Reserves"). Fiowever, the right to bring a inoiiorr as

contemplated above has been reserved by the Company.

54. As set out above, on November 73,2012,the Court of Appeal heard the appeal of the

Equity Claims Decision but has not yet released its decision.

ffi F.,r,J,,*J
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Status of Claíms Resolution

55. As set out above, the Claims Procedure Order did not set out a pre-determined process for

the resolution of Claims. Other than with respect to the Bare Claims, for which there was

no information provided as to the nature or charactenzation of the Claim, no notices of

disallowance have been issued'

56- Instead, as set out in the sections entitled "The Plan", "The Meeting of the Affected

Creditors Class,, and '.Sanction of the Plan" below, the Company has addressed the

Claims, D&O Claims and D&O Indemnity Claims in the context of the Plan'

Specifically, section 4.7 of the Plan provides that, the Claims of the Third Party

Defendants are categorized as follows:

(Ð claims against sino-Forest subsidiaries, which are released;

(b) Class Action Indemnity Claims in respect of Indemnified Noteholder Class

Action Claims, which are limited to the Indemnified Noteholder Class Action

Limit (as such terms are defined in the PlaÐ, which are treated as Unresolved

Claims and which will be accounted for in the Unresolved Claims Reserve;

(c) Defence Costs Claims, which are treated as Unresolved Claims and will be

accounted for in the Unresolved Claims Reserve; and

(d) Equity claims (as defined in the Plan), which are released

57. Given

(a) the fact that other than the Claims in respect of the Notes, the overwhelming

balance of the claims and D&o claims filed in the claims Process were

contingent Claims and D&O Ciaims by the Plaintifß for their Class Actions and

by the Third Party Defendants (and others) for indemnification (which only

crystallize upon claims being successfully made against such parties and which

are then found to be properly indemnifiable by the Company); and

FT I
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(b) the subsequent categorization of the Third Party Defendants' Claims as set out

above and particuiariy in iight of the Equity Claims Decision; and

(c) the establishment of the Unresolved Claims Reserve (discussed in greater detail

below in the section entitled "Reserres") to provide for Unresolved Claims which

may ultimately become Proven Claims (as defined in the Plan),

the Monitor is of the view that it was not necessary to go through a separate dispute and

resolution process tirough the issuance of Notices of Disallo\ilance prior to a'vote on the

Plan. Third Parfy Defendants who object to the classification and treatment of their

Claims under the Plan will have the opporlunity to object to such treatment at the

Sanction Hearing (defined below). The issuance of Notices of Disallowance in these

circumstances would be duplicative of the other efforts that have been taken to date and

would have the potential for inoreased delay and additional costs to the process.

OSC Monetary Claims

58. The Claims Procedure Order excluded any claims of the OSC against the Company or the

Directors anci Oificers. Subsequently, as part of the Meeting Order, the OSC was

required to advise the Company and the lvlonitor whether it intended to pursue any

monetary claims against the Company or any Officers and Directors ("OSC Monetary

Claims") on or prior to September 13, 2OI2 and, if so, the quantum of any such OSC

Monetary Claims.

59 The OSC has advised the Company and the Monitor that in light of the substantial losses

that stakeholders would potentially suffer, the OSC did not intend to asseft any OSC

Monetary Claims against the Company. Through various correspondence, the OSC has

further confirmed that it has not yet determined whether it will pursue OSC Monetary

Claims against any of the Officers and Directors. However, with a view to being helpful

and to faciiitate the Fian process, anci as cÍiscioseci in ihe "Risk Factors" set out in the

Information Statement the OSC initially confirmed That any OSC Monetary Claims

against the Officers and Directors would be limited Io an aggregate amount of no more

than $100 million. Subsequent to its initial confìrmation, the OSC confirmed that it did

FT I
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not intend to seek osc Monetary claims against officers and Directors in excess of an

aggregate amount of $84 million. The OSC has further confirmed that of the OSC

Monetary Claims which may be asserted against Officers and Directors, $7 million to 572

million could relate to fraud.lT

The Monitor is aware that discussions between the Company and the OSC with respect to

the potential OSC Monetary Claims against Officers and Directors is ongoing'

THE PLANIs

Overview of the PIan and Changesfrom the Augast 14 Draft Plan

61. A summary of the August 14 Draft Plan was set out in the Affidavit of Judson Martin

s\¡¿orn August 14, 2012 and the Monitor's Seventh Report dated August 17, 2012 (the

,.Seventh Report,,)le and is therefore not repeated herein. A brief overview of the Plan

is as follows:20

(a) The plan contemplates that a new company ("Newco") will be incotporated and

organized under the laws of the Cayman Islands and the Company will transfer

substantially all of its assets to Newco. For information relating to the

governance of Newco, reference should be made to the Information Statement and

the Plan Supplement (defined below)'

(b) Affected Creditors with Proven Claims will receive their pro rata share of:

(Ð 92-5Yo of the Newco Shares;

(ii) IOOYI of the Newco Notes; and

(iii) 75o/o of the Litigation Trust Interests'

r7 The Monitor notes that the issue of whether any OSC Monetary Claims against Directors and Officers are released

defined have the meaning given to them in the Plan'

appendices).
s ónly. In the event of any inconsistency between the

Igovem.
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(c) On the Plan Implementation Date, all of the Litigation Trust Claims2r and

Litigation Trust Assets (as defineti in the Plan Supplement) v¡ill be transtèrred to

the Litigation Trustee.

(d) The remaining 7.5Yo of the Newco Shares will constitute the Early Consent

Equity Sub-Pool and will be issued and distributed to the Early Consent

Noteholders. The remaining 25%o of the Litigation Trust Interests will be

allocated to the Noteholder Class Action Claimants (subject to the caveats in the

Plan).

(e) All Affected Creditors will constitute a single class for the purpose of voting on

and considering the Plan. Equity Claimants will constitute a separate class, but

will have no right to attend the Meeting or vote on the Plan (in such capacities).

Further information regarding the classification of creditors voting at the Meeting

is discussed below in the section entitled "Meeting of the Affected Creditors

Class".

All Aflected Claims will be compromised and released under the Plan (further

information rega-rding the releases and also those claims which are specifically

not released under the Plan are summarized below).

(g) The Claims of Third Party Defendants (also discussed in funher detail below) are

cate gorized as fo I lows : 
22

(Ð claims against the Sino-Forest Subsidiaries, which will be released;

2l ,'Litigation Trust C¡aims" means any and all claims, actions, canses of action, demands, suits, rights, entitlements,

litigation, arbitration, proceeding, hearing or complaint, whether known or unknown, reduced to judgment or not

reduced to judgment, iiquidated or unliquidated, contingent or non-contingent, matured or unmatured, disputed or

undisputed,secured or unsecured, assertable directly or derivatively, in law, equity or otherwise, based in whole or

in part upon any act or omission or other event occurring before or after the Filing Date that have been or may be

asslrted 
-Ur- 

or ðn belialf of: (i) SFC against any and aii third pariies; or (ii) tlie Trustees, tlie Noteholdei's ot aily

representative of the Noteholders aga-inst a'iry and al! Persons in connection with the Notes issued by SFC; pro'''ided,

hówever, that in no event shall the Litigation Trust Claims include any claim, right or cause of action against any

person that is released pursuant to Article 7 of the Plan. For greater certainty: (i) the claims being advanced or that

are subsequently advanced in the CÌass Actions are not being transfered to the Litigation Trust; and (ii) the claims

transferred to the Litigation Trust shall not be advanced in the Class Actions.
22 See also paragraph 56 of this Thirteenth Report for the impact of the characterization of the Third Party

Defendants' Claims.

(Ð
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(ii) Defence Costs Claims;

(iii) Class Action Indemnity Claims relating to Indemnified Noteholder Class

Action claims, which are limited to an aggregate of $150 million, being

the Indemnifìed Noteholder class Action Limit (discussed in further detail

below); and

(iv) EquitY Claims.

(h) The Plan contemplates specific mechanics for implementation of the restructuring

transaction including the distribution of Newco Shares and Newco Notes and the

incorporation of SFC Escrow Co. which will be formed to hold Newco Shares and

Newco Notes in the Unresolved Claims Reserve and to act as the Unresolved

Claims Escrow Agent.

(D The Plan remains subject to several conditions precedent including, among other

things

(Ð approval of the Plan by the Required Majority at the Meeting;

(ii) the granting ofthe Sanction Order;

(iiÐ all filings under Applicable Laws that are required shall have been made

and any regulatory consents or approvals required shall have been

obtained including, without limitation (A) any required filings and

consents of the securities regulatory authorities in Canada (B) a

consultation with the Executive of the Hong Kong Securities and Futures

Commission; (C) the submission by the Company and each applicable

sino-Forest subsidiary of a circular 698 tax fìling with all appropriate tax

authorities in the PRC within the requisite time prior to the Plan

Implementation Date; and (D) if notification is necessary or desirable

undertheAnlímonopolyLawofthePeople'sRepublicofChinaandits

implementation rules, the submission of such filings and the acceptance

and/orapprovalthereofbythecornpetentChineseauthority;and

FT I
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(iv) the completion of satìsfactory due diligence by the ICNs prior to the

Sanction Hearing.

62. The Plan filed on October 19, 2Ol2 contained a number oi changes to the August 14

Draft Plan. Reference should be made to the Plan and the Information Statement for the

details ofthe Plan. Briefly, a summary of some of the significant changes is as follows:23

(a) Insurance

A number of changes to section 2.4 of the Plan were made in eonsultation

with various constituenoies including counsel to the Ontario and Quebec

Plaintiffs as well as the Company's insurers.

(b) Section 5.1(2) D&O Claims and Conspiracy Claims.

(i) References previously to "Retained D&O Claims" now refer to Section

5.1(2)D&O Claims and Conspiracy Claims.2a

(c) Mechanics of Distribution

(i) A number of ehanges regarding the mechanics of distribution were made

to the Plan following consultation with the Monitor and representatives of

the Trustees. The Monitor is further entitled to seek directions from the

Court with respect to any matter relating to the implementation of the

Plan, including with respect to the distribution mechanics provided for

under the Plan.

(d) SFC Escrow Co

" The summary provided herein is for informa-tiona.! purposes on!y. In the event of any inconsistency betu'een the

summary set out in this Report and the Plan, the Plan shall govern.
t..,Se"tion 5.1(Z)D&.O Claim" means any D&O Claim that is not permitted to be compromised pulsuant to section

5.1(2) of the CCAA, but only to the extent not so permitted, provided that any D&O Claim that qualifies as a Non-

Releásed D&O Claim or a Continuing Other D&O Claim shall not constitute a Section 5.1(2) D&O Claim.
.,Conspiracy Claim" means any D&O Claim alleging that the applicable Director or Officer committed the tort of

civil conspiracy, as defined under Canadian common law.

(Ð
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(e)

(i) SFC Esqrow Co. shall be incorporated prior to the Plan Implementation

Date under the laws of the cayman Islands or such other jurisdiction as

may be agreed to by SFC, the Monitor and the ICNs' SFC Escrow Co'

shall be incorporated for the purpose of holding, in escrow' the

Unresolved Claims Reserve-

Releases. Significant changes were made to the Plan releases' The Plan now

contemplates that the following will be specifically released:

(Ð all Affected claims, including all Affected creditor claims, Equity

Claims, D&O Claims (other than Section 5.1(2) D&O Claims, Conspiracy

claims, continuing other D&O Claims and Non-Released D&o claims),

D&O Indemnity claims (except as set forth in section 7.1(d) of the Plan)

and Noteholder class Action claims (other than the continuing

Noteholder Class Action Claims);

(ii) all claims of the ontario Securities commission or any other

Governmental Entity that have or could give rise to a monetary liability,

including fines, awards, penalties, costs, claims for reimbursement or

other claims having a monetary value;

(iiD all Class Action Claims (including the Noteholder Class Action Claims)

against SFC, the subsidiaries or the Named Directors or offìcers of sFC

or the Subsidiaries (other than Class Action Claims that are Section 5.1(2)

D&O Claims, conspiracy claims or Non-Released D&o claims);

(iv) all class Action Indemnity claims (including related D&o Indemnity

claims), other than any class Action lndemnity claim by the Third Party

Defendants against sFC in respect of the Indemnified Noteholder class

Action claims (including any D&O Indemnity claim in that respect),

which shall be limited ro the Indemnified Noteholder Class Action Limit

pursuant to the releases set out in section 7.1(f) of the Plan and the

injunctions set out in section 7 '3 of thePlan;

trT I
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(v) any portion or amount of or liability of the Third Party Defendants for the

indemnifìeci Noteholder Ciass Action Ciaims (on a collective, aggregate

basis in reference to all Indemnified Noteholder Class Action Claims

together) that exceeds the Indemnified Noteholder Class Action Limit;

(vi) any portion or amount of, or liability of SFC for, any Class Action

Indemnity Claims by the Third Party Defendants against SFC in respect of

the lndemnified Noteholder Class Action Claims to the extent that such

Class Action Indemnity Claims exceed the Indemnified Noteholder Class

Action Limit;

(vii) any and all demands, claims, actions, causes of action, counterclaims,

suits, debts, sums of money, accounts, covenants, damages, judgments,

orders, including for injunctive relief or specific performance and

compliance orders, expenses, executions, Encumbrances and other

recoveries on account of any liabilþ, obligation, demand or cause of

action of whatever nature which any Person may 'oe entitled to assert,

whether kno'wn or unknown, matured or unrnatured, direct, indirect or

derivative, foreseen or unforeseen, existing or hereafter arising, against

Newco, the directors and officers of Newco, the Noteholders, members of

the ad hoc committee of Noteholders, the Trustees, the Transfer Agent, the

Monitor, FTI Consulting Canada Inc., FTI HK, counsel for the current

Directors of SFC, counsel for the Monitor, counsel for the Trustees, the

SFC Advisors, the Noteholder Advisors, and each and every member

(including members of any committee oÍ goveÍnance council), paiiner or

employee of any of the foregoing, for or in connection with or in any way

relating to: any Claims (including, notwithstanding anything to the

contrary herein, any Unaffected Claims); Affected Claims; Section 5-l(2)

D&O Claims; Conspiracy Claims; Contirruing Other D&O Claims; Non-

Released D&O Claims; Class Action Cla.ims; Class Action Indemnity

Claims; any right or claim in connection with or liability for the Notes or

the Note Indentures; any guaranTees, indemnities, claims for contribution,

FT I
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sharepledgesorEncumbrancesrelatedtotheNotesortheNote

Indentures; any right or claim in connection with or liability for the

Existing shares, Equity Interests or any other securities of sFC; any rights

orclaimsoftheThirdPartyDefendantsrelatingtoSFCorthe
Subsidiaries;

any and all demands, claims, actions' causes of action, counterclaims,

suits, debts, sums of money, accounts, covenants, damages' judgments'

orders, including for injunctive relief or specific performance and

complianceorders,expenses,executions,Encumbrancesandother

recoveries on account of any liability, obligation, demand or cause of

action of whatever nature which any Person may be entitled to assert,

whether known or unlsrown, matured or unmatured, direct, indirect or

derivative, foreseen or unforeseen, existing or hereafter arising, against

Nerüco, the directors and officers of Newco, the Noteholders, members of

the ad hoc committee of Noteholders, the Trustees, the Transfer Agent, the

Monitor,FTlConsultingCanadalnc',FTIHK,theNamedDirectorsand

officers,counselforthecurrentDirectorsofsFC,counselforthe

Monitor, counsel for the Trustees, the sFC Advisors, the Noteholder

Advisors, and each and every member (including members of any

committee or govemance council), partner or employee of any of the

foregoing,basedinwholeorinpartonanyact'omission'transaction'

duty,responsibility,indebtedness,liability,obligation,dealingorother

occulTence existing or taking place on or prior to the Plan Implementation

Date (o¡ with respect to actions taken pursuant to the Plan after the Plan

Implementation Date, the date of such actions) in any way relating to,

arisingoutof,leadingupto,for,orinconnectionwiththeCCAA
Proceeding,RSA,theRestructuringTransaction'thePlan'any
proceedings commenced with respect to or in connection with the Plan, or

the transactions contemplated by the RSA and the Plan, including the

creation of Newco and the creation, issuance or distribution of the Newco

shares, the Newco Notes, the Litigation Trust or the Litigation Trust

Í T I
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Interests, provided that nothing in this paragraph shall release or discharge

any of the Persons iisted in this paragraph from or in respect of any

obligations any of them may have under or in respect of the RSA, the Plan

or under or in respect of any of Newco, the Newco Shares, the Newco

Notes, the Litigation Trust or the Litigation Trust Interests, as the case

may be;

(ix) any and all demands, claims, actions, causes of action, counterclaims,

suits, debts, sums of money, accounts, covenants, damages, judgments,

orders, including for injunctive relief or specific performance and

compliance orders, expenses, executions, Encumbrances and other

recoveries on account of any liability, obligation, demand or cause of

action of whatever nature which any Person may be entitled to assert,

whether known or unknown, matured or unmatured, direct, indirect or

derivative, foreseen orunforeseen, existing orhereafrer arising, againstthe

subsidiaries for or in connection with any claim (including,

notwithstanding anything to the contrary herein, any Unaffected Claim);

any Affected Claim (including any Affected Creditor Claim, Equtty

Claim, D&O Claim, D&O Indemnity Claim and Noteholder Class Action

Claim); any Sso¡len 5.1(2) D&O Claim; any Conspiracy Claim; any

Continuing Other D&O Claim; any Non-Released D&O Claim; any Class

Action Claim; any Class Action Indemnity Claim; any right or claim in

connection with or liability for the Notes or the Note Indentures; any

guarantees, indemnities, share pledges or Encumbrances relating to the

Notes or the Note lndentures; any right or claim in connection with or

liability for the Existing Shares, Equity Interests or any other securities of

SFC; any rights or claims of the Third Party Defendants relating to SFC or

the Subsidiaries; anv right or claim in connection with or liability for the

RSA., the Pian, the CCliA Proceeciings, the Restructuring Transaction, the

Litigation Trust, the business and affairs of SFC and the Subsidiaries

(whenever or however conducted), the administration and/or management

of SFC and the Subsidiaries, or any public filings, statements, disclosures
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or press releases relating to SFC; any right or claim in connection with or

liabilify for any indemnifìcation obligation to Directors or Officers of SFC

or the Subsidiaries pertaining to SFC, the Notes, the Note Indentures, the

Existing Shares, the Equity Interests, any other securities of SFC or any

other right, claim or liability for or in connection with the RSA, the Plan,

the CCAA Proceedings, the Restructuring Transaction, the Litigation

Trust, the business and affairs of SFC (whenever or however conducted),

the administration and/or management of SFC, or any public filings,

statements, disclosures or press releases relating to SFC; any right or claim

in connection with or liability for any guaranty, indemnþ or claim for

contribution in respect of any of the foregoing; and any Encumbrance in

respect ofthe foregoing; and

(x) all Subsidiary Intercompany Claims as against SFC (which are assumed

by Newco Pursuant to the Plan)-

Claims Not Released. The following are specifically not released under the Plan:

(Ð sFC of its obligations under the Plan and the Sanction order;

(ii) sFC from or in respect of any unaffected claims (provided that recourse

against SFC in respect of Unaffected Claims shall be limited in the manner

set out in section 4.2 of the Plan);

(iii) any Directors or officers of sFC or the subsidiaries from any Non-

Released D&o claims, conspiracy claims or any section 5.1(2) D&O

Claims, provided that recourse against the Named Directors or Offìcers of

sFC in respect of any section 5.I(2) D&O Claims and any conspiracy

claims shall be limited in the manner set out in 4.9(e) of the Plan;

(iv) any other Directors and/or officers from any continuing other D&O

claims, provided that recourse against the other Directors and/or officers

in respect of the Indemnifìed Noteholder Class Action Claims shall be

limited in the manner set out in a.a(b)(i) of the Plan;
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(v) the Third Pafty Defendants from any claim, liability or obligation of

whatever nature for or in connection with the Class Action Claìms,

provided that the maximum aggregate liability of the Third Party

Defendants collectively in respect of the Indemnifìed Noteholder Class

Action Claims shall be limited to the Indemnif,red Noteholder Class Action

Limit pursuant to section 4.4(bxi) of the Plan and the releases set out in

section 7.1(e) of the Plan and the injunctions set out in section 7.3 of the

Plan;

(vi) Newco from any liability to the applicable Subsidiaries in respect of the

Subsidiary Intercompany Claims assumed by Newco pursuant to section

6.a(n) ofthe Plan;

(vii) the Subsidiaries from any liabilþ to Newco in respect of the SFC

Intercompany Claims conveyed to Newco pursuant to section 6.4(m) of

the Plan;

(viii) SFC of or from any investigations by or non-monetary remedies of the

Ontario Securities Commission, provided that, for greater certainty, all

monetary rights, claims or rernedies of the Ontario Securities Commission

against SFC shall l¡e ileated as Affected Creditor Ciaims in the manner

described in section 4.1 ofthe Plan and released pursuant to section 7.1(b)

of the Plan;

(ix) the Subsiciiaries from their respective inciemnification obiigations (if any)

to Directors or OfÍicers of the Subsiciiaries that relate to the orciinary

course operations of the Subsidiaries and that have no connection with any

of the matters listed in section 7.1(g) of the Plan;

(x) SFC or the Directoi's anci ûfÍìcers irorn any insureci Claims, provicied that

recovery for Insured Claims shall be irrevocably limited to recovery solely

from the proceeds of Insurance Policies paid or payable on behalf of SFC

FT tffi
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or its Directors and Officers in the manner set forth in section 2.4 of The

Plan;

(xi) insurers from their obligations under insurance policies; and

(xii) any Released Party for fraud or criminal conduct'

(g) Sanction Order. In addition to the previously enumerated items set out in the

August 14 Draft Plan, the Plan now contemplates that the sanction order shall:

(Ð Confirm that the Court was satisfied that (A) the hearing of the Sanction

Order was open to all of the Affected Creditors and all other Persons with

an interest in SFC and that such Affected Creditors and other Persons v/ere

permitted to be heard at the hearing in respect of the Sanction order; @)

prior to the hearing, all of the Affected Creditors and all other Persons on

the service list were given adequate notice thereof;

(iÐ Declare that in no circumstance will the Monitor have any liability for any

of SFC,s tax liability regardless of how or when such liability may have

arisèn;

(iiÐ Declare that, subject to the due performance of its obligations as set forth

in the plan and subject to its compliance with any written directions or

instructions of the Monitor and/or directions of the Court in the manner set

forth in the plan, SFC Escrow Co. shall have no liabilities whatsoever

arising from the performance of its obligations under the Plan'

Additionally, as set out in paragraph 46 of the draft Sanction order contained in

the Plan Supplement (defìned below), the Sanction Order now provides that any

Unresolved Claims in excess of S1 million shall not be accepted or resolved

without further Order of the Court. Further, the Sanction Order also provides that

all parties with Unresolved Claims shall have standing in any proceeding with

respect to the determination or status of any other Unresolved Claim'

(h) Alternative Sale Transaction
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The Plan provides that, at any time prior to the implementation of the

Plan, SFC may, with the consent of the ICNs, complete a sale of all or

substantially all of the SFC Assets on terms that are acceptable to the

ICNs (an "Alternative Sale Transaction"), provided that any such

Alternative Sale Transaction has been approved by the Court pursuant to

section 36 of the CCAA on notice to the service list;

In the event that an Alternative Sale Transaction is completed, the terms

and conditions of the Plan would continue to apply subject to certain

conditions identified in the Plan.

Expense Reimbursement. The Plan provides that the "Expense Reimbursement"

shall now also include a work fee of up to 55 million to the ICNs.

The PIan Supplemen/s

On November 21, 2012, the Company issued its plan supplement (the '?Ian

Supptrement").26 Details regarding the publication and distribution of the Plan

Suppiement are set out beiow in the seciion entitled "Notice of the Flan".

64. The Plan Supplement provides further detaii regarding the Plan including:

(a) a summary ofthe terms of the Litigation Trust;

(b) a draft copy of the Litigation Trust Agreement;

(c) a draft of the Sanction Order;

(d) a summary of certain information concerning Newco, including information

relating to Newco's governance and management and a summary of the terms of

the Newco Shares;

(e) a description of the terms of the Newco Notes;

" Th" summary provided herein is for informational purposes only. In the event of any inconsistency between the

su¡nlîary set out in this Report and the Plan Supplement, the Plan Supplement shall govern.
26 

See Appendix E for a copy of the PIan Supplement.

(i)

(ii)

(D

63
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(Ð a summary of the constitution and governance of SFC Escrow co.; and

(g) information conceming certain of the Reserves

The Litigatíon Trust

65 The Litigation Trust will be created pursuant to the Plan on the Plan Implementation

Date. pursuant to the Litigation Trust Agreement, the Litigation Trustee will hold the

Litigation Trust Claims and the other Litigation Trust Assets for the benefit of Affected

Creditors with proven Claims and the Noteholder Class Action Claimants entitled to

receive Litigation Trust Interests under the Plan'

On the plan Implementation Date, the Litigation Trust Claims will be transferred to the

Litigation Trustee. upon the creation of the Litigation Trust, the company will transfer

the Litigation Funding Amount to the Litigation Trustee to finance the operations of the

Litigation Trust. The amount of the Litigation Funding Amount is subject to ongoing

discussion.

66.

67

6B

The Litigation Trustee will be determined by the company and the ICNs (with the

consent of the Monitor) prior to the Plan Implementation Date. The litigation trust board

(the,.Litigation Trust Board") will be established and consist of three (3) persons and

will make decisions based on a majority vote of the Litigation Trust Board members'

The Litigation Trust Board will have the right to direct and remove the Litigation Trustee

in accordance with the Litigation Trust Agreement and will have the right to operate and

manage the Litigation Trust in a manner not inconsistent with the Litigation Trust

Agreement. The parties have not yet determined who will serve as the members of the

Litigation Trust Board.

Subject to the terms of the Litigation Trust AgreeÛ]ent, the Litigation Trustee, upon the

direction of the Litigation Trust Board, will prosecute the Litigation Trust Claims and

preserve and enhance the value of the Litigatior-r Trust Assets'

Inþrmalion Re gar ding New c o

69. As set out in the Plan, the Information Statement and the Plan Supplement:
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(a) Newco will be incorporated as an exempt company under the laws of the Cayman

islands.

(b) Newco will have share capital consisting of a single class of voting shares, being

Newco Shares. Newco Shares may be divided into different classes subject to

requisite shareholder approvals. Also with requisite shareholder approvals,

Newco may issue equity securities having a preference over Newco Shares.

(c) Newco is not and will not be, following the Plan Implementation Date, a reporting

issuer in any jurisdiction and the Newco Shares will not be listed on any stock

exchange or quotation service on the Plan Implementation Date.

(d) Subject to preferences for receipt of dividends that may be accorded to holders of

other classes of shares of Newco, dividends may be declared by the board from

time to time in equal amounts per share on the Newco Shares.

(e) Newco will hold its first annual general meeting of shareholders no earlier than 12

months following the Plan Implementation Date, with subsequent annual general

meetings to be held annually thereafter.

The board of Newco will initiaiiy consist of up to five (5) directors, who wiil be

satisf,actory to the ICNs. The ad hoc committee of Noteholders and its advisors

are reviewing potential candidates for appointment to the Newco board of

directors and senior management. It is intended that the directors and senior

management of Newco will be appointed on or prior to the Plan Implementation

Date.

(e) Newco will deliver to each shareholder (i) copies of Newco's annual financial

statements within 180 days of each frscal year end; and (b) copies of Ne'wco's

semi-annual financial statements within 90 days of the end of each fìnancial half-

year. The board of directors will have the discretion to deiermine wliether or noi

to obtain an audit of the annuai fìnanciai statements.

(Ð
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(h) Prior to the Plan Implementation Date, it is intended that Newco will organize a

wholly-owned subsidiary as an exempt company under the laws of the Cayman

Islands ("Newco II") for the purposes of acquiring from Newco the SFC Assets to

be transferred by the Company to Newco on the implementation of the Plan' The

transfer of the SFC Assets to Newco II is intended to facilitate the resolution of

any tax, jurisdictional or other issues that may arise out of a subsequent sale of all

or substantially all ofNewco's assets'

(Ð Newco will be named "Evergreen China Holdings Ltd." and Newco II will be

named "Evergreen China Holdings II Ltd'"

Descríption of Newco Notes

70. As set out in the Plan, the Information Statement and the Plan Supplement:

(a) The princip al aggregate amount of the Newco Notes will be $300 million.

(b) The Newco Notes will:

(Ð constitute general obligations ofNewco;

(iÐ mature on the date that is seven (7) years after the Original Issue Date (as

defined in the Plan Supplement) unless redeemed earlier pursuant to the

terms of the Newco Notes indenture;

(iiÐ be subject to interest on the Newco Notes which will be payable in cash

or, afNewco',s election, partially in cash and partially in kind notes or

entirely in PIK Notes (as defined in the Plan Supplement);

(iv) be subject to guarantees and pledges granted by various of the Sino-Forest

Subsidiaries on terms similar to the guarantees and pledges granted on the

existing Notes; and

(v) be subject to several terms and conditions that are similar to the terms of

the existing Note indentures.

FT I
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Informatíon regarding SFC Escrow Co

71. SFC Escrow Co. will be incorporated prior to the Flan Implementation Date under the

laws of the Cayman Islands or such other jurisdiction as may be agreed by the Company,

the Monitor and the ICNs. SFC Escrow Co. will be a wholly-owned subsidiary of the

Company and the sole director of SFC Escrow Co. will be Codan Services (Cayman)

Limited or such other person as may be agreed by the Company, the Monitor and the

ICNs.

72. SFC Escrow Co. is being formed to serve as the Unresolved Claims Escrow Agent and to

facilitate the implementation of the Plan as the holder of the assets in the Unresolved

Claims Reserve. SFC Escrow Co. will also administer the Undeliverable Distributions in

accordance with the Plan.

Inþrmation and other Amounts relating to the Plan

The Plan Supplement contains information regarding the Reserves (defined below).

Notably, the Indemnified Noteholder Class Action Limit has been established at $150

míiiion. The Indemnitied Noteholder Class Action Limit has been agreed to by the

Ontario Plaintiffs and the Quebec Piaintiffs and it means that no Third Party Defendant

can have liability to the Plaintifß in the Class Actions for Indemnified Noteholder Class

Action Claims beyond that limit. As such, the maximum liability of the Company in

respect of any Class Action Indemnity Claims asserted by the Third Party Defendants

against the Company is similarly limited.

74. The balance of the Reserves is discussed in the section below entitled "Reserves".

TT{E RESERVES2T

The Cash Reserves

75. The terms of the PIan provirie for the creation of a number of cash reserves upon Plan

Implementation. Those cash reserves are as follows (the "Cash Reserves"):

27 Capitalized terms used in this section and not otherwise defined have the meaning given to them in the PIan.
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(a) Administration Charge Reserve - The Administration Charge Reserve is intended

to cover any claims which are covered by the Administration Charge (as defined

in and established by the Initial order). The beneficiaries of the Initial order

include the Monitor, HL, and counsel for the company, the Monitor, the board

andthelCNs'Itisanticipatedthatmostorallofoutstandingfeesofthese
advisors will be paid prior to or upon the Plan Implementation Date' As such' it is

not anticipated that much or any of the amount of the Administration charge

Reserve will be required to satisff any outstanding claims' The amount for

funding the Administration charge, if any, is subject to ongoing discussion'

(b) Directors' Charge Reserve2s - The Directors' Charge Reserve is intended to cover

any claims of the directors for amounts covered by the directors' indemnity

contained in the Initial order. The amount, if any, of the Directors' charge

Reserve is subject to ongoing discussion'

(c) Unaffected Claims Reserve - The Unaffected Claims Reserve is intended to

provide for payment of unaffected claims under the Plan' The amount of the

Unaffected Claims Reserve will be calculated based on the Company's and the

Monitor's estimate of the unaffected claims which may not be paid upon the

PlanimplementationorwhicharenototherwiseaccountedforintheotherCash

Reserves. The calculation of the unaffected claims Reserve is subject to ongoing

discussion.

(d) Monitor's Post-Implementation Reserve - After implementation of the Plan' it is

anticipated that there will be ongoing items to be addressed within the ccAA

Proceedings including the administration of the sFC estate and the claims

procedure. The Monitor's Post-Implementation Reserve is intended to provide

funds to carry out these items. The amount of the Monitor,s Post-Implementation

Reserve is subject to ongoing discussion'

As set out above, the appropriate amounts for the Cash Reserves is subject to ongoing

discussion. As set out in the Plan, the amounts of the cash Reserves are to be confìlmed

28 Pul.suant to the Initial Ofder, the amount of the Directors' Charge is $3'2 million
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as paft of the Sanction Order. The Monitor intends to provide further information prior to

the Sanction Hearing with respect to the calcuiation and proposed amounts of the Cash

Reserves.

77 Pursuant to the Plan, the Monitor will hold and administer the monies used to fund the

Cash Reserves. Pursuant to section 5.7 of the Plan, excess funds in the Administration

Charge Reserve, the Directors' Charge Reserve and the Unaffected Claims Reserve will

be transferred to the Monitor's Post-Implementation Reserve.

78. The Monitor may, at any time and from time to time in its sole discretion, release

amounts from the Monitor's Post-Implementation Reserve to Newco. Once the Monitor

has determined that the cash remaining in the Monitor's Post-Implementation Reserve is

no longer necessary for administering the Company or the Claims Procedure, the Monitor

shall forthwith transfer any such remaining cash to Newco.

The Unresolved Claims Reserve

In addition to the Cash Reserves, the Plan also contemplates the establishment of an

Unresolved Claims Reserve (together with the Cash Reseles, the "Reserves"),

constituting Newco Shares and Newco Notes (and any distributed Litigation Trust

Interests) which will be held in escro\ / by SFC Escrow Co. pending the resolution of

Unresolved Claims. The proposed amount of the Unresolved Claims Reserve will be

Newco Shares and Newco Notes sufficient to satisfy distributions on a pro rata basis in

respect of the Unresolved Claims (the "Unresolved Claims Reserve Consideration").

The Unresoived Ciaims Reserve Consideration will be held by SFC Escrow Co. and will

be reieased out of the Unresolve<i Claims Reserve in accordance with the Plan if and

when any such Unresolved Claims become Proven Claims.

80. The anticipated Unresolved Claims that will have recourse to the Unresolved Claims

Reserve in accordance witi-r the Pian are primarily:

(a) indemnity Ciaims by the Third Party Defendants in respect of Noteholder Class

Action Indemnity Claims up S150 million, being the Indemnified Noteholder

Class Action Limit;

79
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(b) Indemnity claims by Directors and officers in respect osc Monetary claims;

and

81

(c) Defence Costs Claims (as defined in the Meeting Order)'

The appropriate amount of the Unresolved Claims Reserve as it relates to OSC Monetary

claims and Defence costs claims is subject to ongoing discussion' The Monitor is of the

view that the fact that reserve amounts for OSC Monetary Claims and Defence Costs

Claims have not yet been determined does not affect the exercise of any voting rights of

potential beneficiaries of the Unresolved Claims Reserve from voting on the Plan because

the reserve amount is not, in itself tied to the amounts that persons will be entitled to

vote. Instead, the proposed calculation and treatment of these Claims for voting purposes

is discussed below in the section entitled "Meeting of the Affected Creditor Class". The

Monitor does intend to provide a further report with respect to the amount of the

Unresolved Claims Reserve in advance of the Sanction Hearing.

NOTICE AND MAILING OF TIIE PLAN29

g2. The Meeting Order contemplated a process for the declaration of a Mailing Date and

providing notice and mailing of the Meeting Materials to Noteholders and Ordinary

Affected Creditors.

g3. The original outside date for the Mailing Date was September 20,2072 provided that

such date could be extended by the Monitor with the consent of the Company and the

ICNs. In accordance with the Meeting Order, the outside date for the Mailing Date was

extended a number of times with the consent of the Company and the ICNs. The Mailing

Date was ultimately set as October 24,2012'

g4. The Monitor, in consultation with the Company and the iCNs, also determined that the

originally proposed process for the mailing of the Noteholder Meeting Materials was not

the most efficient process formailing. In that regard, on october 24,2012, the Monitor

sought and obtained an Order (the "Revised Noteholder Mailing Process Order")

2s capifalizedterms used in this section and not otherwise defined have the meaning given to them in the Meeting

Order

FT 1

cot'l3tL; fl{Gffi



j,; r?-ì

òJ

-31 -

providing for the approval of a revised noteholder mailing process as set out in its

Eieventh Report dated October 24,2012 (the "Eleventh R.eport")'

In accordance with the Meeting Order and the Revised Noteholder Mailing Process

Order, the Notice of the Creditors' Meeting was provided as follows:

(a) An electronic copy of the Notice to Affected Creditors, the Plan and the

Information Circular (in the form provided by the Company as at the date of the

Meeting Order) were posted on the Monitor's website on September 5,2072;

(b) The Ordinary Affected Creditor Meeting Materials were delivered by courier or

email to each of the Ordinary Affected Creditors with a Voting Claim and/or an

Unresolved Claim on October 24,2072;

(c) The Ordinary Affected Creditor Meeting Materials were also delivered by email

to the service list in the CCAA Proceedings on Octobet24,20l2;

(d) The Noteholder Meeting Materials were delivered by courier or email to the

Trustees (as defined in the Plan) and DTC on October 24,2012; and

(e) The Noteholder Meeting Materials were delivered to Registered Noteholders via

Globic Advisors ("Globic") on October 24,2A72 and as de.scribed further in the

Eleventh Report.30

On November 21,2072, the Plan Supplement and the Voting Procedures (defined below)

wcre distributed as follows:

(a) An electronic copy of the Plan Supplement and the Voting Procedures were

posted on the Monitor's website on Novemb er 2l , 2012;

(b) The Plan Supplement and the Voting Procedures were delivered by email to each

of the Ordinary Affected Creditors with a Voting Claim and/or an Unresolved

Claim on No.¡ember 21, 2012;

30 
See Appendix O for a copy of Globic's Mailing Certifìcate (Mailing Materials).

86.
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(c) The plan Supplement and the Voting Procedures were also delivered by email to

the service list in the ccAA Proceedings on November 21,2012;

(d) The Plan supplement and the voting Procedures were delivered by email to the

Trustees and DTC on November2I,2Ùl2; and

(e) The plan Supplement and the Voting Procedures were delivered to Registered

Noteholders via Globic on Novemb et 2!,2012'3r

To the extent there are any amendments, restatements, modifications and/or supplements

to the Plan Supplement, subject to the terms of the Plan:

(a) The Monitor, the Company orthe Chair shall communicate the details of any such

amendments, restatements, modifications and/ot supplements to Affected

creditors present at the Meeting prior to any vote being taken;

(b) The Monitor shall post an electronic copy of any such amendments, restatements'

modifications and/or supplements on the Website forthwith and in any event prior

to the Sanction Hearing.

MEETING OF TIIE AFFECTED CREDITORS CLASS32

Meetíng Date

88. The Meeting has been scheduled for Novembet 29,2012 at the offices of Bennett Jones

LLp. In the event that the Court of Appeal decision is not released prior to November 29,

2012, the Meeting will be adjourned in accordance with the direction of the Court of

Appeal.

*t

Meeting Order, as aPPlicable

3r See Appendix p for a copy of Globic's Mailing Certifìcate (Plan Supplement and Voting Procedures)'

- Cup;r[tir",aterms used in tfris section a,',d noí otherwise defined have the meaning given to them in the Plan or
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Voting of Claims

The determination as to which Persons will have Voting Claims and/or Unresolved

Claims to vote at the Meeting has been determined with regard to the provisions of the

Meeting Order and the classification and treatment of Persons under the Plan.

90 Pursuant to paragraph 39 of the Meeting Order, the only Persons entitled to vote at the

Meeting are:

(a) Beneficial Noteholders with Voting Claims that have benefieial ownership of ons

or more Notes as at the Voting Record Date;33 and

(b) Ordinary Affected Creditors with Voting Claims as at the Voting Record Date.

91. The Meeting Order also provides that:

(a) any Affected Creditor with an Unresolved Claim (including Defence Costs

Claims) as at the Voting Record Date is entitled to attend the Meeting and shall be

entitled to one vote at the Meeting in respect of such Unresolved Claim. Votes

cast in respect of Unresolved Clairns will be recorded separately by the Monitor

and the Monitor will provide a report on the votes cast in respect of Unresolved

Claims at the Sanction Hearingl and

(b) each of the Third Party Defendants will be entitled to one vote as a member of the

Affected Creditors Class in respect of any Class Action Indemnity Claim that it

has properly fìled in respec.t of the Indemnified Noteholder Class Acticn Claims,

provided that the aggregate ..,alue of all such Class Action InCemnity Claims shall,

for voting purposes, be deemed to be limited to the amount of the Indemnif,red

Noteholder Class Action Limit.3a

92 Pursr-¡ant to pa.ragra.ph 54 of the Meeting Order, the following Persons are not entitled to

vote at the Meeting:

33 The Voting Record Date is August 31 ,2012.
3a As set out in the Plan Supplement the Indemnified Noteholder Class Action Limit is $150 million.
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(a) Unaffected Creditors;

(b) Noteholder Class Action Claimants;

(c) Equity Claimants;

(d) Any Person with a D&O Claim;

(e) Any Person with a D&o Indemnity claim (other than a D&O Indemnity claim in

respect óf Defence Costs Claims or in respect of Class Action Indemnity Claims

related to Indemnified Noteholder class Action claims;

(Ð Any Person with a Subsidiary Intercompany Claim; and

(g) Any other Person asserting claims against the company whose claims do not

constitute Affected creditor claims on the Voting Record Date.

As set out above, the Plan further provides that the Claims of the Third Party Defendants

other than Class Action Indemnity Claims related to Indemnified Noteholder Class

Action claims and Defence costs claims, are Equity claims.

on November 2I,2Ol2 , the Monitor issued a notice of voting procedures (the "voting

procedures,,)3s setting out the guidelines for tabulating and recording votes of Voting

Claims and Unresolved Claims at the Meeting. A summary of the Voting Procedures is

as follows:

(a) Pursuant to paragraph 39 of the Meeting order, pelsons entitled to vote at the

Meeting (whether in person or by proxy) are as follows:

(i) Beneficial Noteholders with Voting Claims as at the Voting Record Date;

and

(ii) Ordinary Affected Creditors with Voting Claims as at the Voting Record

Date.

(b) Pursuant to paragraph 54 of the Meeting order, persons not entitled to vote at the

3s See Appendix N for a copy ofthe Voting Procedures'

93

94.
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Meeting include:

(i) Unaffected Creditors;

(ii) Noteholder Class Action Claimants;

(iii) Equity Claimants;

(iv) Any Person with a D&O Claim;

(v) Any Person with a D&O Indemnity Claim (other than a D&O Indemnity

Claim in respect of Defence Costs Claims or in respect of lndemnified

Noteholder Class Action Claims);

(vÐ Any Person with a Subsidiary Intercompany Claim; and

(viÐ Any other Person asserting Claims against the Company whose Claims do

not constitute Affected Creditor Claims on the Voting Record Date.

(c) Unless specifically provided for in the Plan and/or the Meeting Order, place

holder Claims will not be entitled to a vote.

(d) Third Parfy Defendants with Class Action Indemnity Claims in respect of

Indemnified Noteholder Class Action Claims will be entitled to vote such Claims

in accordance with paragraph 51 of the Meeting Order and.¡otes cast in respect of

suc.h Claims will be recorded and reported on in accordance .nith paragraph 5l of

the Meeting Order. The aggregate value of all such Class Action Indemnity

Claims will, for voting purposes, be limited to the amount of the Indemnified

Noteholder Class Action Limit.

(e) Persons with Defence Côsts Claims will be entitled to vote such Defence Costs

Claims to the extent that such Claim or D&O Indemnity Claim, as the case may

be, set out a specifìed amount of defence costs incurred up to the Claims Bar

Date, and votes cast in respect of such Defence Costs Claims will be recorded and

reported on as Unresolveci Claims in accorciance with paragraph 53 of the

Meeting Order.

(Ð For greater certainty, the Claims of the Third Party Defendants will be treated in

accordance with section 4.7 of the Plan, as follows:

trT Iffi cí.;rtuLi'.'1ú
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(Ð Class Action Indemnity Claims in respect of Indemnified Noteholder

class Action claims will be entitled to vote as set out above;

(ii) Defence Costs Claims will be entitled to vote as set out abovc; and,

(iii) the balance of the Third Parry Defendants' Claims are Equity Claims and

not entitled to vote-

As such, the Third Party Defendants will be permitted to vote their Defence Costs Claims

and Indemnified Noteholder Class Action Claims as contemplated by the Meeting Order-

The result of those votes will be recorded by the Monitor and reported on at the Sanction

Hearing. The balance of the Third Party Defendants' Claims are classified as Equity

Claims and therefore not entitled to vote.

96 To the extent that persons believe that the classification and tabulation of their votes has

been incorrectly or unfairly tabulated by the Monitor, such Persons are entitled to appear

and make such objections at the Sanction Hearing'

SANCTION OF THE PLAN36

To the extent that the Plan is approved by the Required Majority at the Meeting, the

Company intends to seek an Order (the "sanction Order")37 sanctioning of the Plan at a

motion scheduled for December 7 and 10, 2012 (lhe "sanction Hearing"). The

following sections set out the Monitor's analysis on the Plan and the basis for its

recommendation that the Plan be approved by creditors and sanctioned by the Court.

Alternatives to the Plan

98. In arriving at its recommendation, the Monitor has considered the possible alternatives to

the Plan.

The RSA was negotiated to provide a restructuring solution acceptable to the Company

and the ICNs. Further support was then solicited and approximately 72%o (with more

ïhan 66.67Vo of the principal amount of each of the four (4) series of Noies) of the

i6 capitalized terms used in this section and not otherwise defined have the meaning given to them in the Plan

,? 
Seå ¡x¡i¡it C to the plan Supplement (Appendìx E to this Thirteenth Report) for a draft Sanction Order'

97
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Noteholders (including the ICNs) provided their support through the execution ofjoinder

agreements. However, aiternatives to the restructuring transaction contemplated by the

RSA were explored. Specifically, a court-approved sale process v/as undeftaken to

determine whether the Sino-Forest business could be sold. The baseline Qualified

Consideration ìù/as less than the full amount of the principal outstanding amount of the

Notes. As set out above, no interested party provided a letter of intent indicating such

interest.

100. The Monitor believes that the canvassing of the market during the Sale Process was

thorough. The Company has now been in the CCAA Proceedings for almost eight (8)

months and no other viable alternatives have been proposed by any interested party

willing to participate in the CCAA process. At the same time, the Sino-Forest Business

in the PRC is effectively frozen and the Company continues to burn through its remaining

cash and cannot afford to continue with this process for much longer.

101. Given the failure of the Sale Process and the lack of other viable alternative proposals,

the l\{onitor has concluded that, other than the Plan, the only possible alteiriative for the

Company is liquidation (discussed in the next section).

L i qu. i dat io n or B anlcrupt cy

lO2. The core of the issues facing the Company and Sino-Forest relate to the existence,

ownership and value of the Sino-Forest assets (primarily standing timber located in the

PRC). The MW Report called these items into question as have the Class Actions and

the investigation by the OSC. Significant time anci resources have been spent

investigating these issues.

103 The Company itself is a holding company with little or no assets other than cash on hand

and its interests in its direct and indirect subsidiaries. Any bankruptcy or liquidation of

assets would have io take piace under tire laws of the jurisdiciiorr oi the Sino-Forest

Subsidiaries andlor the location of the assets (i.e. such as the BVI, Hong I(ong and the

PRC).
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104 Although the Monitor is not an expert in the liquidation of BvI, HK or PRC entities, the

Monitor has previously disclosed various issues regarding the Sino-Forest Business and

the Sino-Forest Subsidiaries in the Sixth Report and the Tenth Report and it is apparent

that the issues in a liquidation of Sino-Forest would include, among others:

(a) The collectability of receivables;

(b) Difficulties in accessing standing timber absent cooperation from suppliers;

(c) Difficulties in establishing title to standing timber where intermediaries have

deregistered or are uncooperative;

(d) Difficulty in dealing with the claims against the Sino-Forest Subsidiaries which

have been identified in the Claims Process; and

(e) Legaldifficulties in exporting cash out of the PRC'

105. In the event of a liquidation or bankruptcy of the Sino-Forest Subsidiaries, it is unlikely

that any value would be realized by the Cômpany on account of its equity interest in the

Sino-Forest Subsidiaries.

The Scope ofReleases

106. As set out above, section 7.1 of the Plan contemplates a number of specific plan releases.

The Monitor has reviewed the releases and believes that they are fair and reasonable in

the circumstances. specifically, the Monitor notes the following:

(a) Claims, and D&O Indemnity Claims against the Company are released, which is

standard for a CCAA Plan;

(b) The Claims of the Noteholders and the Third Party Defendants against the Sino-

Forest subsidiaries are released (the "subsidiary Releases");

(c) Unaffected claims and claims which cannot be compromised pursuant to the

CCAA are not compromised or released under the Plan;

t-
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(d) Class Action Indemnity Claims in respect of Indemnified Noteholder Class

Action Claims against the Company are reieased beyond the Noteholder Class

Action Limit, however, the liability of the Third Party Defendants for any such

Indemnified Noteholder Class Action Claims is also limited to a maximum

amount of the Noteholder Class Action Limit;

(e) Except as set out below, D&O Claims are released against only the Named

Directors and Officers (as set out in the Plan);

(Ð D&O Claims against any other Directors and Officers (other than the Named

Directors and Officers) are not released;

(g) D&O Claims which cannot be released pursuant to section s.lQ) of the CCAA

(i.e. Section 5.1(2) D&O Claims) are not released against any Directors and

Officers (although recovery against Named Directors and Off,rcers is limited to

insurance proceeds);

(h) Conspiracy Claims are not released against any Directors and Offìcers (although

recovery against Named Directors and Oï-ficers is limited to insurance proceeds);

and

(Ð Non-monetary claims of the OSC are not released.

107. In addition to the foregoing, Class Action Claims and Claims of the Third Party

Defendants against the Sino-Forest Subsidiaries are compromised and released pursuant

to the Plan.

108 The lVlonitor has reviewed and discussed the proposed releases with the Company at

length and believes them to be fair and reasonable in the circumstances. In coming to

this conclusion the Monitor has taken many factors into account including:

(a) The standarci for reieases reiating to CCAR ciebtors anci professionais in CCAA

plans generally;

FT I
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(b) The impact of the Equity Claims Decision on the Claims and D&O Indemnity

Claims;

(c) The non-opposition of the Plaintiffs to the Plan, including the treatment of their

claims, D&O Claims, the amount of the Indemnified Noteholder class Action

Limit and the releases;

(d) The benefit of the imposition of the Indemnified Noteholder Class Action Limit to

the Third party Defendants inasmuch as it is effectively a partial release for the

Indemnified Noteholder Class Action Claims;

G) The fact that the releases related to D&o claims do not purport to provide

releases which are prohibited by the CCAA;

(Ð The fact that the releases related to D&o claims extend only to Named Directors

and Officers;

(g) The Subsidiary Releases are necessary in order to achieve the goal of allowing the

Sino-Forest Business to continue free of the cloud of uncertainty caused by the

litigation claims and is required by the ICNs as a condition to the Plan' Further'

the assets of the Sino-Forest Subsidiaries are effectively being contributed to the

assets available for transfer to Newco to satisfli their obligations under the

guarantees of the Notes - this will benefit not only the Noteholders but also any

other creditor who is ultimately determined to have a pari passu claim against the

CompanY; and

(h) The impact of liquidation if the Plan is not approved'

Statutory Compliance of the Plan

109. The Monitor is not aware of any claims that are being compromised under the Plan

which are prohibited from beìng compromised pursuant to the ccAA'

Ê-
trril f,,.J,,,,i



i' .:
fr

it'
rrl

-47 -

R.ECOMMENDATION AND CONCLUSIONS

110. The Monitor's Twelfth Report dated November 16, 2072 aTtaches the Company's

proposed cash flow forecast (the "Novenber 3 Forecast") for its stay extension request

to February 1,2013. The November 3 Forecast projects that the Company will have

sufficient funds to the proposed stay extension date. However, as set out above and is

fuither evidenced by the November 3 Forecast, the Company continues to burn cash and

cannot afford to remain in a CCAA process for much longer.

lll At this time, the only alternative to liquidation is the Plan. The Plan is acceptable to the

ICNs (and those Noteholders that signed joinder agreements) who, in total, consist of the

vast majonty of the Company's funded debt. The Plan further provides actual and

tangible benefits to the Third Party Defendants (such as the imposition of the Indemnified

Noteholder Class Action Limit) and the Plaintiffs have indicated the Plan is acceptable to

them. All of these factors and those set out in the above sections inform the Monitor's

conclusion that the Plan provides the best viable altemative to the Company's creditors.

ll2. Accordingly, the Monitor respectfully recommends that this Honourable Court grant the

Company's reopest for sanction of the Plan.
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Dated this 22nd day of Novembel', 2012.

FTI Consulting Canada Inc.
ln its capacity as Monitor of
S Forest tion, and not in its personal capacity

'Õieg Wätson
Senior Managing Director

itorepa
Managing Director
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Court File F{o. CV-12-9667-00CL

OT,ITARTO
SUPERIOR COURT OF' .IIJSTICE

(CoMMERCIA.L LrST)

IN TIIE MATTER OF TIIE COMPANIES' CREDITORS ARRANGEMENT ACT,
R.S.C. 1985, c. C-36, AS AMENDED

AND IN TITE MATTER OF A PLAI.J OF COMPROMISE OR ARRANGEMENT OF
SINO-FOREST CORPORATION

STJPPLEMENTAL REPORT TO TIIE
THIRTEENTTI REPORT TO THE COURT

SUBMITTED BY FTI CONST]LTING CANADA NC.,
IN ITS CAPACITY AS MOMTOR

The purpose of this Supplemental Report to the Thirteenth Report (the "Supplemental

Report") is to supplement the Thirteenth Report of the Monitor dated November 22,

2012 (the "Thirteenth Report") by:

(a) Reporting on amendments to the Plan since the October 19 Plan (defrned below)

that was described in the Thirteenth R-eport;

(b) to report on the results of the Meeting (defined below); and

(c) to pro'ride the Monitor's recommendation that the Couit âpprove the Plan.

Capitalized terrns used herein and not otherwise defined have the meaning given to them

in the Plan and, if not defined in the Plan, the Thirteenth Report. Paragraphs 5 and 6 of

the Thirteenth Report are incorporated herein by reference.

3. The followtng appendíces have been attached to this Supplemental Report:

(Ð Appendix A - The Plan of Compromise and Reorganization dated December 3,

2012 (the "Plan")

2
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(b)AppendixB_BlacklineoftheoctoberlgPlantothePlan

(c) Appendix c - Blackline of the November 28 Plan to the Plan

(d) Appendix D - Copy of the Company's press releases dated November 28,2012,

November 3O,2OI2 and Decembet 3,2012

(e) Appendix E - Copy of the Emails to the Service List dated November 28,2012,

November 30,2OI2 and December 3,2012

(Ð Appendix F - Voting Procedures

(g) Appendix G - Forrn of Resolution

(h) Appendix H - Copy of the Minutes of the Meeting including Scrutineer's Report

(Ð Appendix I - OSC Notice of Hearing and Statement of Allegations against EY

0) Appendix J - Letter û-om Wardle Daley Bemstein re Claim of David Horsley

dated November 29,2012 and responding letter of Bennett Jones LLP dated

November 30,2012

(k) Appendix K - Proof of claim (excluding Tab I and 2) of David Horsley for

vacation pay, termination and severance dated Novembet L,2012

(l) Appendix L - Letter from Davis LLP re Kai Kit Poon dated November 28,2012

and responding letter of Gowling Lafleur Henderson LLP dated November 29,

2012

AMENDMENTS TO THE PLAN

Changes to tl'te Plart (Non-Third Party Defendants)

4. As result of numerous negotiations rvhich have occurred since the October 19 Plan was

filed, a number of changes to the Plan have been agreed upon. Certatn of those changes

relatespecíf,rcally to certain Third Party Defendants and those changes are summarized in

trril fu,r,,*i
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the next section below. A summary of certain of the other changes contained in the Plan

is as follo'¡¡s:

(Ð Reserves (which are also discussed in more detail below)

(Ð the amount of the Administration Charge Reserve will be $500,000 or

such other amount as may be agreed to by the Monitor and the ICNs;

(iÐ there will be no Directors' Charge Reserve nor will there be any amount in

the Unresolved Claims Reserve set aside for OSC claims against Directors

and Of6cers;

(üi) the Un¡esolved Claims Reserve will now consist of Plan consideration

sufñcient to make potential distributions under the Plan in respect of the

following in the event that they become Proven Claims: (a) indemnity

claims of Third Parly Defendants for Indemnified Noteholder Class

Action Claims up to the Indemnified Noteholder Class Action Limit; (b)

Defence Costs Claims of up to $12 millionl or such other amount as may

'oe agreed by the Monitor and the ICl.[s; and (c) other unresolved Affected

Creditor Ciaims of up to $500,000 or such other amount as may be agreed

by the Monitor and the ICNs;

(iv) the Monitor's Post-Implementation Charge Reserve will be $5 million or

such other amount as may be agreed to by the Monitor and the ICNs; and

(") The Unaffected Claims Reserve wiii be $i.5 miiiion or such other amount

as may be agreed to by the ivionitor, the Company and the ICNs.

(b) Matters relatingto the Litigation Trust

(Ð the amount of the Litigation Funding Amount is $1 million; and

' Pl"ase see the section below entitled 'Additional Infol'mation Relating to the Reserves" for the Monitot''s repoft on

the adjustment to the calculation of the Defence Costs Claims Lirnit (defrned below).

Hm f,*=r,,n i-
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(iÐ at any date prior to the Flan Implementation Date, the Company and the

ICNs may agree to exclude one or more claims, actions or causes of action

from the Litigation Trust Claims that would otherwise be assigned to the

Litigation Trust on Plan Irnplementation ("Excluded Litigation Trust

Claims").

G) Certain provisions relating to the creation of 'Newco II" in connection with the

implementation of the restructuring transaction have been incorporated

tbroughout the Amended Plan. Newco II will be a wholly-owned subsidiary of

Newco to which Newco will transfer the SFC Assets on the Plan Implementation

Date. Following implementation of the Plan, Newco II will own the SFC Assets.

(d) Unaffected Claims no longer includes Ctaims for termination pay or severance

pay payable by the Q6mpany/ to any Person who ceased to be an employee,

director or officer of the Company prior to the date of the Plan. Any claims in

this regard will now be treated as lJn¡esolved Claims'

G) persons with Unresolved Claims shall have standing in any proceeding in respect

of the determination or status of any Unresolved Claims and Goodmans LLP shall

have standing in any such proceeding on behalf of the ICNs'

The due diligence condition precedent in favour of the ICNs now extends to the

plan hnplementation Date with respect to any new material inforrnation or events

arising or discovered on or after the date of the Sanction Hearing provided that

any ..new material information or events" does not include any information or

events disclosed prior to the date of the Sanction Hearing in a press release or

affrdavit of the Company or a report of the Monitor that has been filed with the

Court.

Within three (3) business days of the Plan Implementation Date, a foreign

representative of the Company will commence a proceeding in the United States

for the pu{pose of seeking recognition of the Flan and the Sanction Order and

shall use its reasonable best efforts to obtain such recognition.

(Ð

(e)

trT Iffi COìISULT¡NG
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Changes to the Plan (Third Party Defendants)

In addition to the foregoing changes, the Plan was also amended to incorpolate changes

that relate specifically to the Underwriters and Emst & Young as well as additional

changes to provide a mechanism for a Plan release in the event that the Underwriters and

BDO enter into settlements with the Class-Action Plaintiffs or the Litigation Trustee (on

behalf of the Litigation Trust), all of which is discussed below.

6. Changes relating to the Underwriters:

(a) Claims of the Underwriters against the Company for indemnification in respect of

any Noteholder Class Action Claims (other than claims against them for fraud or

criminal conduct) shall, for the purposes of the Plan, be deemed to be valid and

enforceable Class Action Indemnity Claims against the Company.

(b) The Underwriters shall not be entitled to any distributions under the Plan.

(") All Causes of Action against the Underwriters by the Company or the Trustees

are deenr.ed to be Excluded Litigation Trust Claims.

(d) Any portion or amount of liability of the Underwriters for the Noteholder Class

Action Claims (other than such claims for fraud or crimi:ral conduct) that exceeds

the trdemnified Noteholder Class Action Limit is released under the Plan.

(e) The Underwriters are Named Third Party Defendants (as discussed and defined

below).

7. Changes relating to Emst & Young (as defrned in the Plan)

(a) Any and all indemnification rights and entitlements of Emst & Young and any

indemnification agÍeemerrt between Emst & Young and the Company shall be

cieemeci to be vaiid and enf-orceable in accolciance with their tenns for the

purposes of determining whether the Claims of Emst &, Young for

HM R-,T,,"J
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indemnification in Iespect of the Noteholder Class Action Claims ale valid and

enforceable within the meaning of section 4'4(b) the Plan'2

(b) Ernst & Young shall not be entitled to any distributions under the Plan'

(c) The Sanction order shall contain a stay against Ernst & Young between the Plan

Implementation Date and the earlier of the Enrst & Young Settlement Date (as

def,med in the Plan) or such other date as may be ordered by the Court on a

motion to the Court.

(d) [r addition to the foregoing, Ernst & Young has now entered into a settlement

with the ontario Plaintiffs and the Quebec Plaintiffs, which is still subject to

several conditions and approval of the Ernst & Young Settlement itself, does not

form part of the Sanction Order. Section 1 1.1 of the Plan contains provisions that

provide a framework pursuant to which a release of the Emst & Young Claims3

under the Plan would happen if several conditions were met. That release will

only be granted if all conditions are met including ñrrther Court approval' A

$unmary of those tenns is as follows:

(Ð Notwithstanding anything to the contrary in the Plan, subject to (A) the

granting of the Sanction Order; (B) the issuance of the Settlement Trust

Order (as may be modified in a manner satisfactory to the parties to the

Emst & Young Settlement and the company (if occurring on or prior to

the Plan Implementation Date), the Monitor and the ICNs, as applicable,

to the extent, if any, that such modifications affect the Company, the

Monitor or the ICNs, each acting reasonably); (c) the granting of an order

under chapter 15 of the united states Bankruptcy code recognizing and

enforcing the Sanction Order and the Settlement Trust Order in the United

States; (D) any other order necessary to give effect to the Ernst & Young

2 Section 4.4(b) of the Plan, arnong other things, establishes the Ind
3 "Emst & Young Claims" has the definition given to it in the

remedies that may be taken against Ernst & Young by the Ontario

Securities Commission and the jurisdiction of the Ontario Securitie

TF I
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Settlement (the orders referenced in (C) and (D) being collectively the

"Ernst & Young Orders"); (E) the fulfillment cf all conditions precedent

in the Emst & Young Settlement and the fulfillrnent by the Ontario Class

Action Plaintifß of ail of their obligations thereunder; and (F) the

Sanction Order, the Settlement Trust Order and all Emst & Young Orders

being final orders and not subject to further appeal or challenge, Ernst &

Young shall pay the settlement amount as provided in the Ernst & Young

Settlement to the tn¡st established pursuant to the Settlement Trust Order

(the "S ettlement Trust");

(iÐ Upon receþt of a certificate from Emst & Young confirming it has paid

the settlement amount to the Settlement Trust in accordance with the Emst

& Young Settlement and the brrstee of the Settlement Trust confirming

receipt of such settlement amount, the Monitor shall deliver to Emst &

Young the Monitor's Emst & Young Settlement Certificate. The Monitor

shall thereafter file the Monitor's Emst & Young Settlement Certificate

with the Court;

(üi) Nctwithstanding axything to the contrary in the Pian, upon receipt by the

Settlement Trust of the settlement amount in accordance with the Emst &

Young Settlement: (A) all Ernst & Young Claims shall be fully, finally,

irrevocably and forever compromised, released, discharged, cancelled,

barred and deemed satisfied and extinguished as against Emst & Young;

(B) section 7.3 of the Plan shall apply to Ernst & Young and the Ernst &

Young Claims mutatis mutandis on the Ernst & Young Settlement Date;

and (C) none of the plaintiffs in the Class Actions shall be pemtitted to

claím frorn any of the other Third Party Defendants that portion of any

damages that corresponds to the liability of Ernst & Young, proven attnal

or otherwise,ïhai is ihe subject of the Ernsi &. Young Settiement; ancÍ

(iv) in the event that the Ernst & Young Settlement is not completed in

accordattce with its terms, the Emst & Young Release will not become

F
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effective (and any claims against Emst & Young will be assigned to the

Litigation Trust).

Changes relating to Narned Third Party Defendants:

(a) The Plan now provides a mechanism that would provide the framework for any

Eligible Third Party Defendantsa to become a "Named Third Party Defendant"

with the consent of such Third Party Defendant, the Monitor, the ICNs, counsel to

the ontario Plaintifß and, if occurring prior to the Plan Únplementation Date, the

company. As set out above, the underwriters have become Named Third Party

Defendants Pursuant to the Plan'

(b) The deadline for an Eligible Thfud Party Defendant to become a Named Third

Parfy Defendant is 10am on December 6, 2012 or such later date as may be

consented to by the Monitor, the company (if on or prior to the Plan

Implementation Date) and the ICNs' As set out above, the Underwriters have

become Named Thfud Party Defendants'

(c) Any Named Third party Defendants .¡¡ill not be entitled to any distributions under

the PIan.

(d) If an Eligible Third Parly Defendant becomss a \famed Thifd Party Defendant

then any indemnification rights and entitlements of such party and any indemnity

agreements between such party and by the company shall be deemed valid and

enforceable in accordance with their terms for the purpose of detennining whether

the Claims of that Named Third Parly Defendant for indemnification in respect of

the Noteholder Class Action Claims are valid and enforceable within the meaning

of section 4.4(b) the Plan.

a tr" flgitte Third Party Defendants are the Underwriters, BDO and, if the Emst & Young

completed, Emst & Young.

fm ro,,l,,"i
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(") The Plan now provides the framework pursuant to which a Named Third Parfy

Defendant Settlenaent'"',rould be approved and such Named Third Party Defendant

would obtain a release under the Flan as follows:

(Ð Notwithstanding anything to the contrary in the Plan, subject to: (A) the

ganting of the Sanction Order; (B) the granting of the applicable Named

Thfud Party Defendant Settlement Order; and (C) the satisfaction or waiver

of all conditions precedent contained in the applicable Named Third Party

Defendant Settlement, the applicable Named Third Parry Defendant

Settleme,nt shall be given effect in accordance with its terms;

(iÐ Upon receþt of a certificate (in form and in substance satisfactory to the

Monitor) from each of the parties to the applicable Named Thfud Parry

Defendant Settlement confi:ming that all conditions precedent thereto

have been satisfied or waived, and that any settlement ftrnds have been

paid and received, the Monitor shatl deliver to the applicable Named Third

Party Defendant a Monitor's Named Third Party Defendant Settlement

Certifi.cate stating that (A) each of the parti.es tc such Nained Third Parfy

Defendant Settlement has confir:ned 'Jrat all conditions precedent'rhereto

have been satisfied or waived; (B) any settlement firnds have been paid

and received; and (C) immediately upon the delivery of the Monitor's

Nrmed Third Party Settlement Certtfrcate, the applicable Named Third

Party Defendant Release willbe in full force and effect in accordance with

the Plan. The Monitor shall thereafter file the Monitor's Na.med Thírd

Party Settlement Certificate with the Court; and

(iiÐ Notwithstanding æn{thtng to the contrary in the Plan, upon delivery of the

Ir,4cnitor's NarneC Third Party Settlemeni Cefüftczfte, any claims and

Causes of Action shall be dealt with in accordance with the tenns of the

applicable Named Thfud Pariy Defendar:Í Settlernerrt, ihe Named Thfud

Pafi Defenriant Settlement Order and the Named Third Party Defendant

Release. To the extent provided for by the te-rms of the applicable Named

Hil f,",f,,*i
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TbjrdPartyDefendantRelease:(A)theapplicableCausesofAction

against the applicable Named Thifd Party Defendant shall be fuIly, finally,

irrevocably and forever compromised, released, discharged, cancelled,

barred and deemed satisfied and extínguished as against the applicable

Named Thfud Party Defendant; and (B) section 7.3 of the Plan shall apply

totheapplicableNamedThifdPartyDefendantandtheapplicableCauses

of Action against the.applicable Nrmed Thifd Party Defendant mutatis

mutandis on the effective date of the Named Third Party Defendant

Settlement.

Other Changes that Relate to the Thírd Party Defendants

Indemnifred Noteholder Class Action Limit:

(a) It has been clarified that in the event that a Third Party Defendant is found to be

liable for or agrees to a settlement in respect of Noteholder class Action claims

(other than for fraud or criminal conduct), and such arnounts are paid by the Third

Party Defendan! then the amount of the Indemnified Noteholder class Action

LimitapplicabletotheremainingThirdParlyDefendantsshallbereducedbythe

amount of such judgement or settlement's

10. Document Preservation.

(a) Prior to Ptan lmplementation, the Company shall:6

(Ðpreserveorcausetobepreservedcopiesofanydocuments(assuchtermis

defined in the Rules of Civil Procedure (Ontario)) that are relevant to the

issues raised in the Class Actions; and

(iÐ make aÍÍaîgemeîts acceptable to SFC, the Monitor, the ICNs, counsel to

Ontario Class Action Plaintiffs, counsel to Emst & Young, counsel to the

underwriters and counsel to any other Eligible Third Parly Defendanl' if

5 Section 4.4(bxiiÐ
6 Section 8.2(x)

L
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they become a Named Third Parly Defendants to provide the parties to the

Class Actions with access thereto, subject to customary commercial

confidentiality, privilege or other applicable restrictions, including lawyer-

client privilege, work product privilege and other privileges or inmunities,

and to restrictions on disclosure arising from s. 16 of the Securities Act

(Ontario) and comparable reshictions on discloswe in other relevant

jurisdictions, for purposes of prosecuting and/or defending the Class

Actions, as the case may be, provided that nothing in the foregoing

reduces or otherwise iimits the parties' rights to production and discovery

in accordance with the Rules of Civil Procedure (Ontario) and tlle Class

Proceedings Act, 1992 (Ontario).

ADDITIONAL INFORMATION RELATING TO THE RESERVES

Ihe Cash Reserves

Infonnation relating to the purpose of the Administration Charge, the Unaffected Claims

Reserve and the Monitor's Post-TmFlementation Reserve was contained in the Thirteenth

Report. The Plan now provides for tbe amounts of these Reseryes as follows:

(a) Administratíon Charge Reserve (8500,000). The Plan now provides for the

pa¡rment of the final invoices of the beneficiaries of the Administration Charge

Reserve as a condition to the implementation of the Plan. The amount of

$500,000 has been allocated to the Administration Charge Reserve as a safeguard

in the event that there aie miscellaneous aiï.ounts wiúch are inadvertently missed

upon the f;nal palmrents prior to Plan implementa'rion.

(b) Monitor's Post-Implementatíon Reserve (85,000,000). The Monitor's Post-

Implementation Reserve is intended to capture costs in administering the SFC

estate and the Claims Process pcst-implementaticn.

(c) Tlre Unaffected Claims Reserve (81,500,000). Pursuant to the Plan, the foilowing

categories of Claims are Unaffected Claims under the Plan: (i) Claims secured by

the Administration Charge; (ii) Govemment Priority Claims; (iii) Employee

11.
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priority claim; (iv) Lien claims; (iv) any other claims of any employee, former

employee, Director or officer of SFC in respect of wages, vacation pay, bonuses,

temrination pay, severan ce pay or other remuneration payable to such Person by

sFC, other than any termination pay or sever¿mce pay payable by sFC to a Person

who ceased to be an employee, Director or Officer of SFC prior to the date of this

plan; (v) Trustee claims; and (vi) any trade payables that were incurred by sFC

(A) after the Filing Date but before the Plan knplementation Date; and (B) in

compliance with the Údtial Order or other Order issued in the CCAA Proceeding'

The Monitor and the company have reviewed the categories of unaffected

Claims (other than those that are covered by the Administration Charge Reserve)

taking into consideration the company's incurred expenses post-filing, Lien

claims which may be asserted by parties with personal property security

registrations, the fact that the Trustees are expected to be paid prior to Plan

TmFlementation (see section 9.1(ee) of the Plan) and the maximum estimated

employee related claims for employees who did not cease to be an employee

prior to the date of the Plan. Based on the foregoing, the Monitor and the

company estimate that any such claims would not exceed $1.5 million in the

aggregate.

The (Jnresolved Claims Reserve

12. The Unresolved Claims Reserve now accounts for three categories of Unresolved Claims:

(a) Class Action Úedemnity Claims by the Thfud Party Defendants in respect of

Indemnified Noteholder Class Action Claims up to $150 million (being the

Írdemnif,red Noteholder Class Actíon Limit). In light of the lacttbat the Plan

provides for a release of any Third Party Defendants for any Indemnified

Noteholder Class Action Claims beyond the Inderrrnif,red Noteholder Ciass Action

Limit, the total potential maximum liability of the Company for an)' resulting

Indemnif,red Noteholder class Action claims is thereby also limited to the

Indemnified Noteholder Class Action Limit'

TF
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(b) Defence Costs Claims of up to $12 million (the "Defence Costs Claims Limit").

The basis for tire calculation of the Defence Costs Claims Limii is discussed in the

following paragraphs.

(c) Other Affected Creditor Claims that are Unresolved Claims up to $500,000 which

represents the amount of Affected Creditor Claims as set out in the proofs of

claims frled that are Unresolved Claims and not otherwise accounted for in the

Un¡esolved Claims Reserve or otherwise provided for in',he Plan.

Basis for Calculating Reservefor Defence Costs Claims

13. In accordance with the process estabüshed under the Claims Procedure Order, a number

of claims have been filed by persons who seek indemnification for Defence Costs

ClaimsT (in this capacity, "Cost Claim Defendants"). In light of the recent changes to

the Plan which release the right of EY or the Underwriters to any distribution under the

Plan, the amount of the (fnresolved Claims Reserve to address Defence Costs Claims has

beenreduced to $12 million.

I4 As set out above, the Defence Costs Claims Limit has been established as part of the

Unresolved Claims Reserve for Defence Costs Claims. All remaining Defence Costs

Claims will bp treatsd as Unresolved Claims until such time as lhey. are disposed of or

may become Proven Claims for Plan purposes.

15. The Company has requested the Monitor's views concerning the quantum of the reserve

for remaining Defence Costs Claims.

i6. Ír consiciering this issue, the Monjtor has taken account of a number of factors, including

but not limited to the following:

(a) the amounts claimed as having been actually incuned;

7 Pulsuantto section 4.8 of the Plan, Claims for "Defence Costs" are all Claims against SFC for indemnification of
defence costs incurred by a¡y Pe¡son (other than a Named Director or Officer) in connection with defending against
Shareholder Claims (as deirned in the Equity Claims Order), Noteholder Class Action Claims or any other claims of
any kind relating to SFC or the Subsidiaries.
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(b) the specific nature of the claims to which the cost claim Defendants ale

responding;

(c) the anticipated synergies arising where multiple cost claim Defendants in similar

legal and factual circumstances are represented by the same counsel;

(d) the experience of counsel to the Monitor in relation to the costs of other class

proceedings;

(e) costs previously claimed as having been incurred and costs awarded by courts in

other class proceedings, both on cerbification motions and following trial;

(Ð the overlap in subject area between the class proceedings and regulatory or other

proceedings in which the cost claim Defendants are involved; and

(g) the difficulties i¡herent in estimating costs to be incured in the future which are

contingent upon the actions of other parties and the course of complex litigation

that is curentlY at anearlY stage.

Having weighed trrese factors, it is the Monitot's view that the aggregate amount of $12

million would constitute a reasonable reserve for costs claimed in connection with the

class proceedings by the cost claim Defendants (excluding EY, the underwriters and the

Named Directors and Offrcers who have waived any right to distributions under the

PlaÐ.

[r forming its views concenring the amount to be reserved in connection with the

Defence Costs Claims, the Monitor has made the following basic assumptions:

(a) certification wiil be contested by ali defendants, but ultimateiy granted;

(b) the ontario class proceeding rvill be the only class proceeding to go to ttial; and

(c) except for defendants represented by the same counsel, there will be no general

c o st sharin g arr angements b etween defend ants'

t7
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The establishment of the Unresolved Claims Reserve is not an admission by the

Company, the }lonitor or any other party (inci-ciding the iCNs) as to the validiiy of any

such Claims and all rights to dispute such Claims are reserved.

TI{E MEETING

Meetíng Date

2't

22

.)n
On November 28,2012, the Company issued a press release (Appendix D) announcing it

had further amended its plan da-ted October 19,2012 (the "October 19 Plan") and that,

to provide creditors with time to review this amended plan (the "Novernber 28 Flan'),

the Meeting would be posþoned to 10"m on Friday November 30,2012. The Company

also announced the change in location of the meeting to the offices of Gowling Lafleur

Henderson LLP ("Gowlings") at 1 First Canadian Place, 100 King Street West, Suite

1600, Toronto, Ontario. The Monitor provided notice of these changes to the service list

and posted the revised plan and the new time for the Meeting on its website (Appendix

E).

On ì.iovember 30, 2012, the Company issued a further press release (Appendix D)

announcing that the Meeting would be posþoned to lOam on Monday, December 3,

2012. TlLe Monitor provided notice of theposþonement of the Meeting to the service list

and posted notice of the new time for the Meeting on its website (Appendix E).

On December 3,2012, the Company issued a further press release (Appendix D) that it

had furfter amended the November 28 Plan with the Plan. The Monitor provided a copy

of the Plan to the CCAA service list (Appendix E) and the press release stated that the

Plan would be posted on the Monitor's website but that in the lssvv¡fitnë, parties could

contact the Monitor for a copy of the Plan.

Summary of Meeting

The Meeting was held at Gowlings office on December 3,20L2, stafüng shortly after

10am.

23
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In accordance with the Meeting Order, Greg Watson, an off,rcer of FTI Consulting

Canada Inc., acted as chair (the "Chair") of the Meeting. Stephen McKersie of

Gowlings acted as secretary of the Meeting and Jodi Porepa of FTI Consuiting Canada

Inc. acted as scrutineer (the "Scrutineer").

euorum for the purposes of the Meeting was one Affected Creditor with a Voting Claim

prosent at the Meeting (in person or by proxy). The scrutineer confimred that there was

at least one (1) Affected Creditor with a Voting Claim present at the Meeting (in person

or byproxy). Accordingly, the Chair declared that the Meeting was properþ consti¡rted'

The Chair then provided an overview of the process for providing notice of the Plan and

dispensed with the reading of the Notice to Affected Creditors (as set out in the Meeting

Order) asked whether there was any person present with a Voting Claim or Unresolved

claim who had not submitted a proxy and who wished to vote at the Meeting. No such

person responded.

The Chair then provided a brief overview of the CCAA proceedings and zummarized the

amendments to the Plan since the October 19 Plan. Upon conclusion of the summary of

the Plan, the chair asked whether anyone who was entitled to speak had any questions

regarding the plan. Ken Dekker of Affleck Greene McMurtry LLP, counsel for BDO,

asked a question regarding the timeframe for further detail su:rounding the mechanics

regarding the implementation of the Plan and the continuation of the Class Actions

including matters relating to documentary discovery and the impact of the release.

Derrick Tay of Gowlings, counsel for the Monitor, replied that while discussions may

take place prior to the Sanction Hearing, it was unlikely that all such issues would be

resolved prior to the Sanction Hearing.

Upon conclusion of the discussion of the Plan, the Chair reviewed the process for voting

on the Plan as set out in the Voting Procedures (Appendix F)' The Chair then confirmed

that: (a) the result of lhe proxy count wouid be arnounced aft¡.¡ proposal and

consideratio n of 'ú¿e motion and tbat results of both Voting Claims arrd Unresolved

Claims would be announced; and (b) the CCAA requires a majority in number and2l3 in
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value of the voting class (present at the Meeting in person or by proxy) for approval of
+L^ Dl^-uau r lar.

29. The Chair then read out the proposed resolution (Appendix G), as follows:

(a) "The plan of compromise ønd reorganization (the "CCAA Plan") under the

Companies' Creditors Arrangement Act (Canada) and the Canada Business

Corporations Act conceming, affecting and involving Sino-Forest Corporation
("SFC'), substantially ìn the form dated December 3, 2012 (as such CCAA PIsn
may be amended, varíed or supplernented by SFC from time to tirne in accordance
with its terms) and the transactions contemplated therein be and it is hereby
accepted, approved, agreed to and authorized;

(b) Notwithstanding the passing of this resolution by each Afected Creditor Class (as

defi.ned in the CCAA Plan) or the passing of similar resolutions or approval of the

Ontario Superior Court of Justice (the "Court"), the board of directors of SFC,

without further notice to, or approval of, the Afected Creditors (as defined in
CCAA PIon), subject to the terms of the CCAA Plan, may decide not to proceed
with the CCAA Plan or may revoke this resolution at any time prior to the CCAA
Plan becoming effective, provided that any such decision afier the ßsuance of a
sanction order shall require the approval of the Monitor and the Court; and

(c) Any director or officer of SFC be and is hereby authorìzed, for and on behalf of
SFC, to execute and deliver, or cause to be executed and delívered, any and all
documents and instruments and to take or cause to be taken such other actions as

he or she may deem necessary or desirable to implement thís resolutíon and the

rnatters authorized hereby, including the transactions required by the CCAA Platt,
such detei"mination to be conclusively evidenced- by the execu-tion and deli,¿ery of
such documents or other instruments or takíng of any such actions."

30. Robert Chadwick of Goodmans LLP, holder of a number of proxies on behalf of

Noteholders, then proposed the motion.

31. The Monitor then advised that it had tabulated the proxies indieatirng votes received for

both Voting Claims and Unresolved Claims in connection with the Plan (as amended up

to December 3,2012). The following tables show:

(a) the number of Voting Claims and their value for and against the Plan (table 1):

Total Claims Votins
Total Claims Votine Asainst
Total Claims Votins For

253

3

2so

100.00%

1.t9%

98.8t%

s 1.466.180,291

4t4.087$

tA65:7662M$

100.00%

0.03%

99.97%

trm 5",f,,,*i-
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(b) the number of votes for and against the Plan in connection with Class Action

Indemnity Claims in respect of Indemnified Noteholder Class Action Claims up

to the úrderrurifred Noteholder Limit (table 2):

(c) the number of Defence Costs Claims votes for and against the Plan and their value

(table 3):

(d) the overall imFact on the approval of the Plan if the count were to include Total

Unresolved Claims (including Defence Costs Claims) and if the entire 5150

million of the Indemnified Noteholder Class Action Limit had been voted a "no"

vote (table 4):

32. A copy of the Minutes of the Meeting including a copy of the scrutineer's report is

attached as ApPendix H.

The motion was carried and Meeting v/as terminated at approximately l0:34art.

ADDITIONAL UPDATES

OSC Froceedings regarding EY

34. On Decemb er 3,20L2, the OSC issued a statement of allegations and notice of hearing

against EY (Appendix I). The hearing was set for January 7,2013.

Appeal of the EquítY Decision

5J.

Action Claims 4 I 5

Total Claims Voting

Claims tr'or

l3
I

12

100.00%

7.69%
92.31%

$ 8115,016
$ 340,000

$ 8375,016

100.00%

3.90o/o

96.10%

Total Claims
CIaims t
Claims For

26'1

4

263 98.50%

100.00%

t50%
s 1,624903,169

750J54,087$

s 1A74,149,082
9.28%

90.72%

100.00%

trril r"..,r,,,..1
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35 On Novemb er 28, 2012, the Underwriters provided notice of their intention to seek leave

of the Supreme Court of Canada to appeal the Cntario Court of Appeal's decision

dismissing the appeal of the Equity Claims Decision. The Underwriters have now

advised of their decision to not fiirther pursue leave of the Supreme Court of Canada.

REMAINING OBJECTIONS TO TTTN PLAN

The Company and the ICNs have made significant progress in resolving issues relating to

the Plan such that, neither the Ontario Plaintiffs nor the Quebec Plaintiffs are opposed to

the Plan; and both Emst & Young and the Underwriters are supportive of the Plan. As of

the date of this Report, the Monitor is aware of objections to the Plan from only from

BDO and one former director and one former officer. The Company and the ICNs intend

to continue to work to see if the objections of BDO can be resolved prior to the Sanction

Hearing.

37. As of the date of this Supplemental Report, the former director and former officer

refered to above have written letters indicating their intention to object to the Plan. For

the reference of the Court, attached are the following documents:

(a) Letier from 'Wardie Daiey Bemstein re Claim of David Horsley dated November

29,2012 and responding letter of Bennett Jones LLP dated November 30,2012

(Appendix J);

(b) Proof of Claim (excluding Tab 1 and 2) of David Horsley for vacation pay,

termination and severance pay dated November 1, 2012 (Appendix K); and

\UJ Letter f¡om Davis -l-LP re Kai Kit Poon daied irlovem'oer 28,2072 anri responriing

letter of Gowling Lafleur Henderson LLP dated November 29, 2012 (Appendix

L).

Additionally, tF;e }"{cnitor is a'¡tare ihat art irrð,ivi ual, i'vfr'. Lain, wiro ihe ivíoäiior

understands was a purchaser of shares after the release of the MW Report (and therefore

not part of the Class Actions) has requested changes to the Plan to, among other things,

expressly preserve his claims againsi the Third Parfy Defendants. The Monitor has

36

ffiil [",f,,"J"'
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written to Mr. Lam and indicated that it was not prepared to Lecommend any of the

changes requested.

RECOMMENDATION AND CONCLUSIONS

39. The Thirteenth Report contained the Monitor's analysis as to the reasonableness of the

plan. The Monitor remains of the view that liquidation or bankruptcy would not be more

beneficial to the Company's Affected Creditors'

40. As set out above, a number of outstanding objections to the Plan have now been settled

and an overwhelming majority in number and in value of Affected Creditors with Voting

claims present in person or by proxy at the Meeting voted in favour of the Plan'

4I. Accordingly, for the reasons set out in the Thirteenth Report and this supplemental

Report, the Monitor believes that the Plan is fair and reasonable and respectfully

recornmends that this Honourable Court grant the Company's request for sanction of the

Plan.

m-m f",f,,,"i
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2 Capitalizeð,terms used herein and not otherwise defîned have the meaning given to them

in the plan and, if not defined in the Plan, the Thirteenth Report or the Supplemental

Report. paragraphs 5 and 6 of the Thirteenth Report are incorporated herein by

reference.

TI{E PLAN

J On Decemb er 5,2O72, BDO, who was an Eligible Third Parfy Defendant under the Plan,

beca¡ne a Na¡ned Third Party Defendant in accordance with section 11.2 of the Plan. On

the same date, counsel to BDO sent an email to the CCAA service list advising that BDO

is supportive of the Plan. A copy of the email is attached as Appendix A.

4. Additionally, small ¿msndments to the Plan have been made to:

(a) state that (in addition to Ernst & Young, BDO and the Underwriters), Directors

and Offrcers are "Eligible Third Party Defendants";

(b) change the reference to the "Court" to be "court" in the definitions of Named

Thtd Party Defendant Settlement Order and Settlement Trust Order;

(c) amend Schedule A to include BDO and Ernst & Young (on a contingent basis) as

each as a Named Thid Party Defendant; and

(d) "cleanup" a few non-matenal sections.

Attached as Appendices B through D are copies of the revised Plan, a blackline to the

draft that was attached to the Supplemental Report and a blackline to the October 19

Plan.

ÐEFENCE COSTS CLAIMS LIMIT

The Supplemental Report set out the Monitor's analysis with respect to the calculation of

the Defence Costs Claims Limit, which is a component of the Claims factoting into the

calculation of the Unresolved Claims Reserve. As a result of BDO becoming a Named

Third pafi Defendant, BDO wili no longer be entitled to any distributions under the Plan

5

6
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Dated this 6ù day of Decembel2Ol2.
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Porepa
ng Direcüor
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