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

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE COMPANIES CREDITORS"
ARRANGEMENT ACT, R.8.C. 1985, ¢. C-36, AS AMENDED
AND IN THE MATTER OF A PLAN OF COMPROMISE OR

ARRANGEMENT IN THE MATTER OF SINO-FOREST
CORPORATION

AFFIDAVIT OF ELIZABETH FIMIO
(Sworn June 8, 2012)
I, ELIZABETH FIMIO, of the City of Burlington, in the Regional Municipality of

Halton, MAKE OATH AND SAY:

1. Iam an assistant of Bennett Jones LLP, counsel for Sino-Forest Corporation ("SFC"). I
therefore have personal knowledge of the matters set out below, except where otherwise stated.
Where I do not possess personal knowledge, T have stated the source of my information and I

believe such information to be frue.

2. SFC and certain of its current and former officers, directors and employees, along with
SFC's current and former auditors, technical consultants and various underwriters involved in
prior equity and debt offerings, have been named as defendants in class actions in Ontario,

Quebec, Saskatchewan and New York.

3, A copy of this Fresh as Amended Statement of Claim in the Ontario class action is attached

as Exhibit "A".
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4,  Copies of the originating documents in the Quebec and Saskatchewan class actions are

attached as Exhibits "B" and "C" respectively.

5. A copy of the complaint in the New York class action is attached as Exhibit "D
SUPPORT OF THE NOTEHOLDERS

6. On June 8, 2012, SFC issued a press release advising that as of that date, noteholders
holding in excess of $1,296,000 and approximately 72% of the total debt of approximately $1.8
billion of SFC's noteholder debt have executed written support agreements to support the plan
outlined in the announced SFC CCAA plan dated March 30, 2012, A copy of the June 8, 2012
press release is attached as Exhibit "E".

SWORN BEFORE ME at the City of
Toronto, in the Province of Ontario, this 8™

day of June, 2012 :/:

O

E&izabeth Fimio

=

Daniel Holdeq
Barrister & Solicitor
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THIS IS EXHIBIT “A” TO
THE AFFIDAVIT OF ELIZABETH FIMIO
SWORN JUNE 8, 2012

A Commissioner, etc.

Daniel Holden
Barrister & Solicitor



Court File No,: CV-11-431153-00CP

ONTARIO
SUPERIOR COURT OF¥ JUSTICE

BETWEEN:

THE TRUSTEES OF THE LABOURERS’ PENSION FUND OF CENTRAL AND EASTERN
CANADA, THE TRUSTEES OF THE INTERNATIONAL UNION OF OPERATING
ENGINEERS LOCAL 793 PENSION PLAN FOR OPERATING ENGINEERS IN ONTARIO,
SJUNDE AP-FONDEN, DAVID GRANT and ROBERT WONG

Plaintifis

- and -

SINO-FOREST CORPORATION, ERNST & YOUNG LLP, BDO LIMITED (formerly known
as BDO MCCABE LO LIMITED), ALLEN T.Y. CHAN, W, JUDSON MARTIN, KAI KIT
POON, DAVID J, HORSLEY, WILLIAM E. ARDELL, JAMES P, BOWLAND, JAMES M.E.
HYDE, EDMUND MAK, SIMON MURRAY, PETER WANG, GARRY J, WEST, POYRY
(BEIING) CONSULTING COMPANY LIMITED, CREDIT SUISSE SECURITIES
(CANADA), INC., TD SECURITIES INC,, DUNDEE SECURITIES CORPORATION, RBC
DOMINION SECURIFIES INC,, SCOTIA CAPITAL INC,, CIBC WORLD MARKETS INC.,
MERRILL LYNCH CANADA INC,, CANACCORD FINANCI.AL LTD,, MAISON
PLACEMENTS CANADA INC,, CREDIT SUISSE SECURITIES (USA) LLC and MERRILL
LYNCH, PIERCE, FENNER & SMITH INCORPORATED (successor by merger to Banc of
America Securities LLC)

Defendants
Proceeding under the Class Proceedings Act, 1992

FRESH AS AMENDED STATEMENT OF CLAIM
(NOTICE OF ACTION ISSUED JULY 20, 2011)
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TO:

AND TO:

AND TO;

AND TO:

AND TO:

AND TO:

AND TO:

AND TO:

AND TO:

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON LSB 3C3

David Horsley

Sino-Forest Corporation
12,08-90 Burnhamthorpe Rd W
M ississauga, ON L5B 3C3

Allen Chan

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

William Ardell

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

James Bowland

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

James Hyde

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

Edmund Mak

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

W, Judson Martin
Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L35B 3C3

Simon Murray

Sino-Forest Corporation
12,08-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3



AND TO:

AND TO:

AND TO:

AND TO;

AND TO:

AND TO:

AND TO:

AND TO:

AND TO:

KaiKit Poon

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

Peter Wang

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

‘Garry West

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON 1.5B 3C3

Ernst & Young LLP
222 Bay Street
Toronto, ON M3K 1J7

BDO Limited

25th Floor, Wing On Centre
111 Connaught Road Central
Hong Kong, China

Poyry (Beijing) Consulting Company Limited
2208-2210 Cloud 9 Plaza

No, 1118 West Yan’an Road

Shanghai 200052

PR CHINA

Credit Suisse Securities (Canada), Inc,
| First Canadian Place

100 King Street West, Suite 2900
Toronta, Ontario MSX 1C9

TD Securities Inec.,

66 Wellington Street West
P.O.Box 1, TD Bank Tower
Toronto, Ontario MSK 1A2

Dundee Securities Corporation
1 Adelaide Street East
Toronto, ON MSC2V9



AND TO: RBC Dominion Securities Inc,
155 Wellington Street West, 17" Floor
Toronto, Ontario M3V 3K7

AND TO: Scotia Capital Inc,
40 King Street West, Scotia Plaza
P.O, Box 40885, Station A
Toronto, Onfarlo MSW 2X6

AND TO: CIBC World Markets Ine,
161 Bay Street, Brookfield Place
P,O, Box 500
Toronto, Ontario M3J288

AND TO: Merrill Lynch Canada Inc,
BCE Place, Wellington Tower
181 Bay Street, 4™ and 5™ Floors
Toronto, Ontario M5J2V8

AND TO: Canacecord Financial Ltd,
161 Bay Street, Suite 2900
PO, Box 516
Toronto, Ontario M5J 281

AND TO: Maison Placements Canada Inc,
130 Adelaide Street West, Suite 906
Toronto, Ontarlo M5H 3P5

AND TO: Credit Suisse Securities (USA) LI.C
Bleven Madison Avenue
New York, NY 10010

AND TO: Merrill Lynch, Plerce, Fenner & Smith Incorporated
100 N, Tryon St,, Ste, 220
Charlotte, NC 28255
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L DEF‘INED TERMS

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

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

(b)  “AIF” means Annual Information Form;

10
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“Ardell” means the defendant William E, Ardell;

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

Incorporated;

“BDO” means the defendant BDO Limited;

“Bowland” means the defendant James P, Bowland;

“BYT” means British Virgin Islands;

“Canaceord” means the defendant Canaccord Financial Ltd,;

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

amended;

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

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

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

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

“Class Period” means the peried from and including March 19, 2007 to and

including June 2, 2011,
“Code” means Sino’s Code of Business Conduct;

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

amended;

11
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“Credit Suisse” means the defendant Credit Sulsse Securities (Canada), Inc.;
“Credit Suisse USA” means the defendant Credit Suisse Securities (USA) LLC,;

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

the Undervriters;

“December 2009 Offering Memorandum” means Sino’s Final Offering
Memorandum, dated December 10, 2009, relating to the distribution of Sino's
4,25% Convertible Senior Notes due 2016 which Sine filed on SEDAR on
December 11, 2009;

“December 2009 Prospectus” means Sino’s Final Short Form Prospectus, dated
December 10, 2009, which Sino filed on SEDAR on December 11, 2009,

“Dundee” means the defendant Dundee Securities Corporation;
“E&Y" means the defendant, Ernst and Young LLP;

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

of the Immediate family of an Individual Defendant;

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

hereof:

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

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

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



(filed on SEDAR on May 11, 2006), the 2006 Annual Consolidated Financial
Statements (filed on SEDAR on March 19, 2007), 2006 AIF (filed on SEDAR on
March 30, 2007), 2006 Annual MD&A (filed on SEDAR on March 19, 2007),
Management Information Circular dated April 27, 2007 (filed on SEDAR on May
4, 2007), Q1 2007 MD&A (filed on SEDAR on May 14, 2007), Q1 2007
Financial Statements (filed on SEDAR on May 14, 2007), Jume 2007
Prospectus, Q2 2007 MD&A (filed on SEDAR on August 13, 2007), Q2 2007
Financial Statements (filed on SEDAR on August 13, 2007), Q3 2007 MD&A
(filed on SEPAR on November 12, 2007), Q3 2007 Financial Statements (filed
on SEDAR on November 12, 2007), 2007 Annual Consolidated Financial
Statements (filed on SEDAR on March 18, 2008), 2007 AIF (filed on SEDAR on
March 28, 2008), 2007 Annual MD&A (filed on SEDAR on Mareh 18, 2008),
Amended 2007 Annual MD&A (filed on SEDAR on March 28, 2008),
Management Information Cireular dated April 28, 2008 (filed on SEDAR on May
6, 2008), Q1 2008 MD&A (filed on SEDAR on May 13, 2008), Q1 2008
- Financial Statements (filed on SEDAR on May 13, 2008), July 2008 Offering
Memorandum, Q2 2008 MD&A (filed on SEDAR on August 12, 2008), Q2
2008 Financial Statements (filed on SEDAR on August 12, 2008), Q3 2008
MD&A (filed on SEDAR on November 13, 2008), Q3 2008 Financial Statements
(filed on SEDAR on November 13, 2008), 2008 Annual Consolidated Financial
Statements (filed on SEDAR on March 16, 2009), 2008 Annual MD&A. (filed on
SEDAR on March 16, 2009), Amended 2008 Annual MD&A (filed on SEDAR
on March 17, 2009), 2008 AIF (filed on SEDAR on March 31, 2009),
Management Information Circular dated April 28, 2009 (filed on SEDAR on May
4, 2009), Q1 2009 MD&A (filed on SEDAR on May 11, 2009), Q1 2009
Financial Statements (filed on SEDAR on May 11, 2009), June 2009
Prospectus, June 2009 Offering Memorandum, Q2 2009 MD&A (filed on
SEDAR on August 10, 2009), Q2 2009 Financial Statements (f’li@d on SEDAR on
August 10, 2009), Q3 2009 MD&A (filed on SEDAR on November 12, 2009),
Q3 2009 Financial Statements (filed on SEDAR on November 12, 2009),
December 2009 Prospectus, December 2009 Offering Memorandum, 2009

13
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(i

Annual MD&A (filed on SEDAR on March 16, 2010), 2009 Audited Annual
Financial Statements (filed on SEDAR on March 16, 2010), 2009 AIF (filed on
SEDAR on March 31, 2010), Management Information Circular dated May 4,
2010 (filed on SEDAR on May 11, 2010), Q1 2010 MD&A (filed on SEDAR on
May 12, 2010), Q1 2010 Financial Statements (filed on SEDAR on May 12,
2010), Q2 2010 MD&A (filed on SEDAR on August 10, 2010), Q2 2010
Financial Statements (filed on SEDAR on August 10, 2010), October 2010
Offering Memorandum, Q3 2010 MD&A (filed on SEDAR on November 10,
2010), Q3 2010 Financial Statements (filed on SEDAR on Navember 10, 2010),
2010 Annual MD&A (March 13, 2011), 2010 Audited Annual Financial
Statements (filed on SEDAR on March 15, 2011), 2010 AIF (filed on SEDAR on
March 31, 2011), and Management Information Circular dated May 2, 2011 (filed
on SEDAR onMay 10, 2011);

“Individual Defendants” means Chan, Martin, Poon, Horsley, Ardell,
Bowland, yde, Mak, Murray, Wang, and West, collectively;

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

“June 2007 Prospectus” means Sino’s Short Form Prospectus, dated June 5,

2007, which Sino filed on SEDAR on June 5, 2007,

“June 2009 Offering Memorandum” means S8ino’s Exchange Offer
Memorandum dated June 24, 2009, relating to an offer to exchange Sing’s
Guaranteed Senior Notes due 2011 for new 10.25% Guaranteed Senior Notes due
2014 which Sino filed on SEDAR as a schedule to a material change report on
June 25, 2009;

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

14
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“Waison” means the defendant Maison Placements Canada Inc.;
“Martin” megns the defendant W, Judson Martin;

“Malk” means the defendant Edmund Mak;

“MD&A” means Managements Discussion and Analysis;
“Merrill” means the defendant Merrill Lynch Canada Ino.;
“WMuddy Waters” means Muddy Waters LLC;

“Murray” means the defendant Simon Murray;

“October 2010 Offering Memorandum” means the Final Offering
Memorandum dated October 14, 2010, relating to the distribution of Sino’s 6,25%
Guaranteed Senior Notes due 2017;

“Qffering” or “Offerings” means the primary distributions in Canada of Sino’s
Securities that oceurred during the Class Period including the public offerings of
8ino’s common shares pursuant to the Junme 2007, June 2009 and December
2009 Prospectuses, as well as the offerings of Sino’s notes pursuant to the July
2008, June 2009, December 2009, and October 2010 Offering Memoranda,

collectively;
“OFA” means the Securities Act, RSO 1990 ¢ 8.5, as amended;
“OS8C” means the Ontarlo Securitles Commission;

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

“Poon” means the defendant Kai Kit Poon;

15
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“Pdyry” means the defendant, PSyry (Beijing) Consulting Company Limited;
“PRC” means the People’s Republic of China;

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

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

“Second Report” means the Second Interim Report of the 1C, as that term is

defined in paragraph 10 hereof;

“Securities” means Sino’s common shates, notes or other seourities, as defined in

the OSA;

“Securities Legislation” means, collectively, the 0S4, the Securities Act, RSA
2000, ¢ S-4, as amended; the Securities Act, RSBC 1996, ¢ 418, as amended; the
Securities Act, CCSM ¢ S50, as amended; the Securities Act, SNB 2004, ¢ §-5.5,
as amended; the Securities Act, RSNL 1990, ¢ S-13, as amended; the Securities
Act, SNWT 2008, ¢ 10, as amended; the Securities Act, RSNS 1989, ¢ 418, as
amended; the Securitles Act, S Nu 2008, ¢ 12, as amended; the Securities Act,
RSPEI 1988, ¢ 5-3,1, as amended; the Securities Act, RSQ ¢ V-1.1, as amended;
the Securities Act, 1988, SS 1988-89, ¢ §-42.,2, as amended; and the Securities
Act, 8Y 2007, ¢ 16, as amended;

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

Canadian Securities Administrators;

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

collectively;

“TD” means the defendant TD Securities Inc.;
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“TSX” means the Toronto Stock Exchange;

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

collectively;

“Wang” means the defendant Peter Wang;

“West” means the defendant Garry J, West; and
Y

“WFOE” means wholly foreign owned enterprise or an enterprise established in

China in accordance with the relevant PRC laws, with capital provided solely by

foreign investors.
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11, CLAIM

The Plaintiffs claim:

(&)

(b)

©)

(d)

(e)

®

(g)

(h)

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

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

Legislation;

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

meaning of the Securities Legislation;

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

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

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

and employees;

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

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

On behall of all of the Class Members who purchased Sino common shares in the
distribution to which the June 2007 Prospectus related, and as against Sino, Chan,
Poon, Horsley, Malﬂn; Mak, Murray, Hyde, P8yry, BDO, Dundee, CIBC, Merrill
and Credit Suisse general damages in the sum of $175,835,000;

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

distribution to which the June 2009 Prospectus related, and as against Sino, Chan,
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(k)

M

(m)

Poon, Horsley, Wang, Martin, Mak, Murray, Hyde, P8yry, E&Y, Dundee,
Merrill, Credit Suisse, Scotia and TD, general damages in the sum of
$330,000,000,

On behalf of all of the Class Members who purchased Sino common shares in the
distribution to which the December 2009 Prospectus related, and as against Sina,
Chan, Poon, Horsley, Wang, Martin, Mak, Murray, Hyde, P8yry, BDO, E&Y,
Dundee, Metrrill, Credit Suisse, Scotia, CIBC, RBC, Maison, Canaccord and TD,
general damages in the sum of $319,200,000;

On behalf of all the Class Members who purchased Sino’s 5% Convertible Senior
Notes due 2013 pursuant to the July 2008 Offering Memotandum, and as against
Sino, Chan, Poon, Horsley, Wang, Martin, Mak, Murray, Hyde, P8yry, BDO,
E&Y and Credit Suisse USA, general damages in the sum of US$345 million,

On behalf of all the Class Members who purchased Sino’s 10.25% Guaranteed
Senior Notes due 2014 pursuant to the June 2009 Offering Memorandum, and as
against Sino, Chan, Poon, Horsley, Wang, Martin, Mak, Murray, Hyde, P8yry,
BDO, E&Y and Credit Suisse USA, general damages in the sum of US$400

million;

On behalf of all the Class Members who purchased Sino’s 4.25% Convertible
Senior Notes due 2016 pursuant to the December 2009 Offering Memorandum,
and as against Sino, Chan, Poon, Horsley, Wang, Martin, Mak, Murray, Hyde,
P6yry, BDO, BE&Y, Credit Suisse USA and TD, general damages in the sum of
US460 million;

On behalf of all the Class Members who purchased Sino’s 6.25% Guaranteed
Senlor Notes due 2017 pursuant to the October 2010 Offering Memorandum, and
as against Sino, Chan, Poon, Horsley, Wang, Mak, Murray, Hyde, Ardell, P8yry,
BE&Y, Credit Suisse USA and Banc of America, general damages in the sum of
US$600 million;
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On behalf of all of the Class Members, and as against Sino, Chan, Poon and
Horsley, punitive damages, in respect of the conspiracy pled below, in the sum of
$50 million;

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

Underwriters were unjustly enriched;

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

Underwriters;

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

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

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

Costs of this action on a substantial indemnity basis or in an amount that provides
full indemnity plus, pursuant to s 26(9) of the CP4, the costs of notice and of
administering the plan of distribution of the recovery in this action plus applicable

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

III. OVERVIEW

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

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

Sino has also claimed to have experienced breathiaking growth,

20



4, Beguiled by Sino’s reporied results, and by Sino’s constant refrain that China constituted
an extraordinary growth opportunity, investors drove Sino’s stock price dramatically higher, as

appears from the follewing chart;
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5, The Defendants profited handsomely from the market’s appetite for Sino’s securities,

Certain of the Individual Defendants sold Sino shares at lofly prices, and thereby reaped millions
of dollars of gains, Sino’s senior management also used Sino’s illusory success fo justify their
lavish salaries, bonuses and other perks. For certain of the Individual Defendants, these outsized
gains were not enough. Sino stock options granted to Chan, Horsley and other insiders were
backdated or otherwise mispriced, prior to and during the Class Period, in violation of the T'8X

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

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

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

This was false,

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

had a catastrophic effect on Sino’s stock price.

9, On June 1, 2011, prior to the publication of Muddy Waters® repart, Sino’s common
shares closed at $1821, After the Muddy Waters report became publio, Sino shares fell to
$14.46 on the TSX (a decline of 20.6%), at which point trading was halted. When trading

resumed the next day, Sino’s shares fell to a close of $5.23 (a decline of 71,3% from June 1),

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

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

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

assist it in the fulfillment of'its mandate.

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

perpetuate a fraud,

12, On November 13, 2011, the IC released the Second Report. Therein, the IC revealed,
inter alia, that: (1) Sino’s management had failed to cooperate in numerous important respects
with the IC’s investigation; (2) “there is a risk™ that certain of Sino’s operations “taken as a
whole” were in violation of PRC law; (3) Sino adopted processes that “avoid[] Chinese foreign
exchange controls which must be complied with in a normal cross-border sale and purchase
transaction, and [which] could present an obstacle to future repatriation of sales proceeds, and
could have tax implications as well”; (4) the IC “has not been able to verify that any relevant
income taxes and VAT have been paid by or on behalf of the BVIs in China”; (5) Sino lacked
proof of title to the vast majority of its purported holdings of standing timber; (6) Sino’s
“transaction volumes with a number of Al and Suppliers do not match the revenue reported by

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

forestry bureaus and forestry bureay officials,”

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

plausible answers to, key allegations made by Muddy Waters:

This Final Report of the IC sets out the activities undertaken by the IC since mid-
November, the findings from such activities and the 1C's conclusions regarding its
examination and review, The IC’s activities during this period have been limited
as a result of Canadian and Chinese holidays (Christmas, New Year and Chinese
New Year) and the extensive involvement of IC members in the Company’s
Restructuring and Audit Committees, both of which are adyised by different
advisors than those retained by the IC, The IC believes that, noefwithstanding
there remnain issues which have not been fully answered, the work of the IC is
now at the point of diminlshing returns because much of the information which it
is seeking lies with non-compellable third parties, may not exist or is apparently
not retrigvable from the records of the Company.

L]

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

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

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

A, The Plaintiffs
15, Labourers are the trustees of the Labourers’ Pension Fund of Central and Eastern Canada,

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

to which that Prospectus related,

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

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

end of the Class Period,

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

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

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

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

B. The Defendants
20,  Sino purports to be a commeroial forest plantation operator in the PRC and elsewhere,

Sino Is a corporation formed under the CBCA.

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

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

securities that are traded in Canada and elsewhere,

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

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

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

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

the period covered by the preceding financial year;

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

financial statements; and

(d)  “within 90 days of the end of the fiscal year, an AIF, including material

information about the company and its business at a point in time in the context of

its historical and possible future development,

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

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

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

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

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

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

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

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

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

28, Since Sino was established, Chan has received lavish compensation from Sino, For
example, for 2006 to 2010, Chan’s total compensation (other than share-based compensation)
was, respectively, US$3,0 million, US$3.8 million, US$5.0 million, US$7.6 million and US$9.3

million.

29,  As at May 1, 1995, shortly after Sino became a reporting issuer, Chan held 18.3% of
Sino’s outstanding common shares and 37.5% of its preference shares. As of April 29, 2011 he
held 2,7% of Sino’s common shares (the company no longer has preference shares outstanding).

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

$11 million theough the sale of Sino shares.

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

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

32,  Since becoming 8ino’s CFO, Horsley has also received lavish compensation from Sino,
For 2006 to 2010, Horsley’s total compensation (other than share-based compensation) was,
respectively, US$1.1 million, US$1.4 million, US$1.7 million, US$2,5 million, and US$3.1

million,

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

such statements were signed on his behalf. While he was a board member, he caused Sino to

make the misrepresentations particularized below,

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

Sino’s outstanding common shares and 37.5% of its preference shares. As of April 29, 2011 he
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held 0.42% of Sino’s common shares, Poon has made in excess of $34,4 million through the sale

of Sino shares,

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

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

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

particularized below.

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

caused Sino to make the misrepresentations particularized herein,

38,  Mak is a director of Sino, and has held this position since 1994, Mak was a member of
- Sino’s audit committee prior to early 2011, Mak and persons connected with Mak have made in
excess of $6,4 million through sales of Sino shares. - Mak resides in Britlsh Columbia, As a

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

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

39, Murray is a director of Sino, and has held this position since 1999, Murray has made in
excess of $9,9 million through sales of Sino shares, Murray resides in Hong Kong, China, As ‘a
board membet, he adopted as his own the false statements made i each of Sino’s annual
fingnelal statements, particularized below, when such statements were signed on his behalf, Asa

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

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

beginning of 2007 to the close of 2010,

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

below,

31



25

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

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

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

misrepresentations particularized below,

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

misrepresentations particularized below,

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

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

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

46, At all material times, Sino maintained the Code, which governed Sino’s employees,
officers and directors, including the Individual Defendants. The Code stated that the members of
senior management “are expected to lead according to high standards of ethical conduct, in both
words and actions,,.” The Code further required that Sino representatives act in the best
interests of shareholders, corporate opportunities not be used for personal gain, no one trade in
Sino securities based on undisclosed knowledge stemming from their position or employment
with Sino, the company's books and records be honest and aceurate, conflicts of Interest be
avoided, and any violations or suspected violations of the Code, and any concerns regarding
accounting, financial statement disclosure, internal accounting or disclosure controls or auditing

matters, be reported,

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

within the meaning of the Securities Legislation,

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

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

particularly below,

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

expert of Sino within the meaning of the Securities Legislation.

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

they did to their detriment,

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

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

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

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

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

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

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

56,  During the Class Perlod, with the knowledge and consent of BDO or E&Y (as the case
may be), Sino’s audited annual financial statements for the years ended December 31, 2006,
2007, 2008, 2009 and 2010, together with the report of BDO or E&Y thereon (as the case may
be), were presented 1o the shareholders of Sino (including numerous Class Members) at annual
meetings of such shareholders held in Toronto, Canada on, respectively, May 28, 2007, May 26,

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

financial statements constituted Impugned Documents.

57,  Poyry Is an international forestry consulting firm which purported to provide certain
forestry consultation services to Sino, P8yry is an expert of Sino within the meaning of the

Securities Legislation,

58, P8yry, in providing what it purported to be “forestry consulting” services to Sino, made
statements that it knowingly intended to be, and which were, disseminated to Sino’s current and
prospective security holders, At all material times, Pdyry was aware of that class of persons,
intended to and did communicate with them, and intended that that class of persons would rely

on Pyry’s statements relating to Sino, which they did to their detriment.

35



29

59,  P8yry consented to the inclusion in the June 2007, June 2009 and December 2009
Prospectuses, as well as the July 2008, June 2009, December 2009 and October 2010 Offering

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

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

more of the Offerings,

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

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

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

losses that they sustained on their Sino investments,
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A\ THE OFFERINGS

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

during the Class Period, In particular:

(a)

(b)

()

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

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

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

On December 10, 2009, Sino issued the December 2009 Offering Memorandum
pursuant to which Sino sold through private placement US$460,000,000 in
aggregate principal amount of 4,25% convertible senior notes due 2016, This
Offering Memorandum Incorporated by reference: (1) Sino’s Consolidated
Annual Financial Statements for 2005, 2006, 2007; (2) the auditors’ report of
BDO dated March 19, 2007 with respect to Sino’s Annual Financial Statements
for 2005 and 2006; (3) the auditors’ report of B&Y dated March 12, 2008 with
respect to Sinp’s Consolidated Annual Financial Statements for 2007, except as to
notes 2, 18 and 23; (4) Sino’s Consolidated Annual Financial Statements for 2007
and 2008 and the auditors’ report of B&Y dated March 13, 2009; (5) the
unaudited interim consolidated financlal statements for the ning-month periods
ended September 30, 2008 and 2009; (6) the section entitled “Audit Committee”
in the 2008 AIF, and the charter of the Audit Committee attached to the 2008
AlF; (7) the Poyry report entitled “Sino-Forest Corporation Valuation of China
Forest Assets as at 31 December 2007”; and (8) the Ptyry report entitled “Sino-
Forest Corporation Valuation of China Forest Corp Assets as at 31 December
2008” dated April 1, 2009; '
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On December 10, 2009, Sino issued and filed with SEDAR the Deoember 2009
Prospectus (together with the June 2007 Prospectus and the June 2009 Prospectus,
the “Prospectuses”) pursuant to which Sino distributed to the public 21,850,000
common shares at & price of $16,80 per share for gross proceeds of $367,080,000,
The December 2009 Prospectus incorporated by reference Sino’s: (1) 2008 ATF;
(2) 2007 and 2008 Annual Consolidatcd' Financial Statements; (3) Amended 2008
Annual MD&A; (4) Q3 2008 and 2009 Financial Statements; (5) Q3 2009
MD&A; (6) Management Information Circular dated April 28, 2009; and (7) the
Poyry report titled “Valuation of China Forest Corp Asseis As at 31 December
2008” dated April 1, 2009;

On February 8, 2010, Sino olosed the acquisition of substantially all of the
outstanding common shares of Mandra Forestry Holdings Limited. Coneurrent
with this acquisition, Sino completed an exchange with holders of 99,7% of the
USD$195 million notes issued by Mandra Forestry Finance Limited and 96.7% of

_the warrants Jssued by Mandra Forestry Holdings Limited, for new 10.25%

guaranteed senior notes issued by Sino in the aggregate principal amount of
USD$187,177,375 with a maturity date of July 28, 2014, On February 11, 2010,
Sino exchanged the new 2014 Senior Notes for an additional issue of
USD$187,187,000 in aggregate principal amount of Sino’s existing 2014 Senior
Notes, issued pursuant to the June 2009 Offering Memorandum; and

On October 14, 2010, Sino issued the October 2010 Offering Memorandum

pursuant to which Sino sold through private placement US$608,000,000 in
aggregate prineipal amount of 6.25% guaranteed senior notes due 2017, The
October 2010 Offering Memorandum incorporated by reference: (1) Sino’s
Consolidated Annual Financial Statements for 2007, 2008 and 2009, (2) the
auditors’ report of B&Y dated March 15, 2010 with respect to Sino’s Annual
Financial Statements for 2008 and 2009; and (3) Sino’s unaudited interim
financial statements for the six-month periods ended June 30, 2009 and 2010,
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64,  The offering doouments referenced in the preceding paragraph included, or incorporated
other documents by reference that included, the Representation and the other misrepresentations
in such documents that are particularized elsewhere herein, Had the truth in regard fo Sino's
management, business and affairs been timely disclosed, securities regulators likely would not

have receipted the Prospectuses, nor would any of the Offerings have ocourred,

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

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

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

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

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

for 2008 and 2009,

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

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

VI, THE MISREPRESENTATIONS
70, During the Class Period, Sino made the misrepresentations particularized below, These

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

C. Sino’s related party transactions;
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D. Sino’s relationships with forestry bureaus and its purported title to forestry assets in the
PRC; '

E. Sino's relationships with its “Authorized Intermediaries;”

F, Sino’s cash flows;

G. Certain risks to which Sino was exposed; and

H. Sino’s compliance with GAAP and the Auditors’ oom?lianoe with GAAS,

A. Misrepreseniations relating to Sino’s History and Fraudulent Origins

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

71, At the time of its founding by way of reverse merger in 1994, Sino’s business was
conducted primarily through an equity joint venture between Sino’s Hong Kong subsidiary,
Sino-Wood Partners, Limited (“Sino~Wood™), and the Leizhou Forestry Bureau, which was
situated in Guangdong Province in the south of the PRC. The name of the venture was
Zhanjiang Leizhou Bucalyptus Resources Development Co, Ltd, (“Leizhou™), The stated

purpose of Leizhou, established in 1994, was!

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

72,  There are two types of joint ventures in the PRC relevant to Sino: equity joint ventures
(‘EJY") and cooperating joint ventures (“CIV?), In an EIV, profits and assets are distributed in
proportion to the parties’ equity holdings upon winding up, Tn a CJV, the parties may contract to

divide profits and assets disproportionately to their equity interests.



73, Accordingto & Sino prospectus issued in January 1997, Leizhou, an EJV, was tesponsible
for 20,000 hectares of the 30,000 hectares that Sino claimed to have “phased-in,” Leizhou was

the key driver of Sino’s purported early growth,

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

contribute a mere 3,533 ha,

75, What was also unknown to investors was that Leizhou did not generate the sales claimed
by Sino. More particularly, in 1994, 1995 and 1996, respectively, Sino claimed to have
generated US$11.3 million, US$23.9 million and US$23,1 million in sales from Leizhou, In

reality, however, these sales did not oceur, or were materially overstated,

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

complained:

To: Zhanjiang Municipal Foreign Economic Relations & Trade Commission

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

I Information of'the investment of both sides
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The investment of our side; according to the contract and articles of
association signed by both sides and approved by your commission, our
side has paid in RMB95,481,503.29 (equivalent to USID11,640,000,00) to
the Joint Venture on 20';‘ June 1995 through an in-kind contribution, The
payment was made in accordance with the prescribed procedures and
confirmed by signatures of the legal representatives of both parties,
According to the Capital Verification Report from VYuexi (EFH)
Accounting Firm, this payment accounts for 99.1% of the agreed capital
contribution from our side, which is USD11,750,000, and accounts for
46.56% of the total investment,

The investment of the foreign party: the foreign party has paid in
USD1,000,000 on 16" March 1994, which was in the starting period of the
Joint Venture, According to the Capital Verification Report from Yuexi
(FFE) Accounting Firm, this payment only accounts for 7.55% of the
agreed capital contribution from the foreign party totaling
UUSI13,250,000, and accounts for 4% of the total investment, Then, in the
prescribed investment period, the foreign party did not further pay capital
into the Joint Venture, In view of this, your commission sent a “Notice on
Time for Capital Contribution” to the foreign party on 30" January 1996,
In accordance with the notice, the foreign party then on 10" April sent a

letter to your commission, requesting for postponing the deadline for

capital contribution to 20™ December the same year, On 14" May 1996,
your commission replied to Allen Chan (FR{EY5), the Chairman of the
Joint Venturs, siating that “postponement of the deadline for capital
contribution is subject to the consent of our side and requires amendment
of the term on the capital contribution time in the original contract, and
both parties shall sign a bilateral supplementary contract; afler the
application has been approved, the postponed deadline will become
effective.”, Based on the spirit of the letter dated 14% May from your
commission and for the purpose of achieving mutual communication and
dealing with the issues of the Joint Venture actively and appropriately, on
11" June 1996, Chan Shixing (FR1H%) and two other Directors from our
side sent a joint letter to Allen Chan (JJETEJR), the Chairman of the Joint
Venture, fo propose a meeting of the board to be convened before 30"
June 1996 in Zhanjiang, in order to discuss how to deal with the issues of
the Joint Venture in accordance with the relevant State provisions,
Unfortunately, the foreign party neither had discussion with our side
pursuant to your commission’s letter, nor replied to the proposal of our
side, and furthermore falled to make payment to the Joint Venture, Now, it
has been two years beyond the deadline for capital contribution (29"
January 1996), and more than one year beyond the date presoribed by the
Notice on Time for Capital Contribution issued by your commission (30™
April 1996). However, the foreign party has been evading the discussion
of the capital contributlon issue, and moreover has taken no further action,
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IT, The Joint Venture is not capable of attaining substantial
operatlon

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

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

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

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

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

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

77, Inits 1996 Annual Financial Statements, Sino stated;

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

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

was wodnd-up i 1998,

79. At all materfal times, Sino’s founders, Chan and Poon, were fully aware of the reality
relating to Leizhou, and knowingly misrepresented the true status of Leizhou, as well as its true

revenues and profits,

(i) Sino's Fictitious Investment in SIXT
80,  In Sino’s audited financial statemenis for the year ended December 31, 1997, filed on

SEDAR on May 20, 1998 (the “1997 Financial Statements”), Sino stated that, in order fo
establish strategic partnerships with key local wood product suppliers and to build a strong
distribution for the wood-based product and contract supply businesses, it had acquired a 20%

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

timber and log businesses in Eastern China,

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

in its disolosure documents, an equity stake in that venture,

82, According to the 1997 Audited Annual Financial Statements, the total investment of
SIXT was estimated to be US$9.7 million, of which Sino would be required to contribute
approximately US$1.9 million for & 20% equity interest. The 1997 Audited Annual Financial
Statements stated that, as at December 31, 1997, Sino had made capital contributions to SIXT in
the amount of US$1,0 million. In Sino’s balance sheet as at December 31, 1997, the 8XJT

investment was shown as an asset of $1.0 million.

83, In October 1998, Sino announced an Agency Agreement with SJXT, At that time, Sino
stated that it would provide 130,000 m® of various wood products to SJXT over an 18 month
period, and that, based on then-current market prices, it expected this contract to generate
“significant revenue” for Sino-Forest amounting to approximately $40 million, The revenues
that were purportedly anticipated from the 8JXT contract were highly material to Sino. Indeed,

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

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

Sino again stated that, in 1997, it had acquired a 20% equity interest in SIXT, that the total
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investment in SJXT was estimated to be US$9.7 million, of which Sino would be required to
contribute approximately $1,9 million, representing 20% of the registered capital, and that, as at
December 31, 1997 and 1998, Sino had made confributions in the amount of US$1.0 million to
SIXT, In Sino’s balance sheet as at December 31, 1998, the SXJT investment was again shown

as an asset of US$1.0 million,

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

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

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

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

SUXT represents a very significant developruent for our lumber and wood
products irading business. The market Is prospering and continues to look very
promising, Phase 1, consisting of 100 shops, is completed, Phases II and III are
expected to be completed by the year 2000, This expansion would triple the size
of the Shanghai Timber Market,

The Shanghal Timber Market Is important to Slno-Forest as a generafor of
significani new revenue, In additlon to supplying various forest products to the
market from our own operations, our direct participation In SIXT increases our
activities In sourcing a wide range of other wood products both from inside
China and internationally.

The Shanghal Fimber Market Is also very beneficial to the development of the
Sforest producis indusiry in China because It is the first forest products national
sub-market in the eastern reglon of the country.

[]

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

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

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

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

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

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

Sales from lumber and wood products trading increased 264% 1o $34.2 million
compared to $9.4 million in 1998, The Increase in lumber and wood products
trading is attributable largely to the Increase in new business generated from
out investment in Shanghai Jin Xiang Timber Lid, (SIXT) and a larger sales
Jorce In 1999, Lumber and wood products trading on an agency basis has
increased 35% from $2.3 million in 1998 to $3.1 million in 1999. The increase in
commission income on lumber and wood products trading is attributable to
approximately $1.8 million of fees earned from a new customer,

[Emphasis added.]

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

added).

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

Sino stated:
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During the year, Shanghai Jin Xiang Timber Ltd. [“SIXT”] applied to increase
the original total capital contributions of $868,000 [Chinese renminbi 7.2
million] to $1,509,000 [Chinese renminbi 12,5 million], Sino-Wood is required to
make an additional contribution of $278,000 as a result of the increase in total
capital contributions, The additional capital contribution of $278,000 was made
in 1999 increasing its equity interest in SJXT from 27.8% to 34.4%. The
principal activity of SIXT is to organize trading of timber and logs in the PRC
market,

[Emphasis added,]

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

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

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

Sino had made to 8JXT, a related party, a non-interest bearing loan of $796,000,

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

In 1999, Shanghal Jin Xiang Timber Ltd, (“SIXT”) applied to increase the
original total capital contributions of $868,000 [Chinese renminbi 7.2 million] to
$1,509,000 [Chinese renminbi 12.5 million]. Sino-Wood is required to make an
additional contribution of $278,000 as a result of the increase in total capital
contributions. The additlonal capital contribution of $278,000 was made in 1999
increasing its equity interest in SIXT from 27,8% to 34.4%, The principal gctivity
of SJXT is to organize the trading of timber and logs in the PRC market, During
the year, advances to SJXT ol $796,000 were repaid,
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95. In Sino’s balance sheet as at Decemnber 31, 2000, the SJXT investment was shown as an
asset of $519,000, being the sum of Sino’s purported SIXT Investment of $1,315,000 as at
December 31, 1999, and the $796,000 of “advances” purportedly repaid to Sino by SIXT during

the year ended December 31, 2000,

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

were reckless in not knowing of, that fact,

97. At all material times, Sino’s founders, Chan and Poon, were fully aware of the reality
relating to 8JXT, and knowingly misrepresented the true status of SIXT and Sino’s interested

therein,

(i1} Sino's Materially Deficient and Misleading Class Period Disclosures regarding
Sino ‘s History

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

were either grossly inflated or fictitious,

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

throughout the Class Period, Sino’s senior management and Board purported to be governed by
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the Code, which touted the “high standards of ethical conduct, in both words and actions”, of

Sino’s senior management and Board,

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

overstated,
101, Inparticular, the June 2007 Prospectus stated merely that:

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

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

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

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

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

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

or in any other Impugned Document.

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

announced that it had entered info an agreement to sell 26 million shares to several institutional
investors for gross proceeds of US$200 million, and that the proceeds would be used for the
acquisition of standing timber, including pursuant to a new agreement to purchase standing
timber in Yunnan Province, 1t further stated in that press release that Sino-Panel (Asia) Ing,
(“Sino-Panel™), a wholly-owned subsidiary of Sino, had entered on that same day into an
agreement with Gengma Dai and Wa Tribes Autonomous Region Forestry Company Ltd,,
(“Gengma Forestry”) establlshed in Lincang City, Yunnan Province in the PRC, and that, under

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

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

106, These same terms of Sino’s Agreement with Gengma Forestry were disclosed in Sino’s
Q1 2007 MD&A., Moteover, throughout the Class Period, Sino discussed its purperted Yunnan
acquisitions in the Impugned Doouments, and P8yry repsatedly made statements regarding said

holdings, as particularized below,

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

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

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

Statements, the 2006 Annual MD&A,

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

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

Exchange (“Greenheart”),

110, In August 2010, Greenheart issued an aggregate principal amount of U8$25,000,000
convertible notes for gross proceeds of US$24,750,000. The sole subscriber of these convertible

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

Board's Chairman, and Mattin became the CBO of Greenheart and a member of its Board,

111, On August 24, 2010 and December 28, 2010, Greenheart granted to Chan, Martin and
Mutray options to purchase, respectively, approximately 6.8 million, 6.8 million and 1,1 million

(reenheart shares, The options are exercisable for a five-year term,

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

0,9% of the total issusd and outstanding shares of Greenheart,

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

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

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

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

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

L

312,000 hectares now under Greenheart management

Hong Kong, March 1, 2011 — Greenheart Group Limited (“Greenheart” or “the
Company™) (HKSE: 00094), an investment holding company with forestry assets in
Suriname and New Zealand (subjeot to certain closing conditions) today announced that
the Company has acquired 60% of Vista Marine Services N.V, (“Vista®), a private
company based in Suriname, South America that controls certain harvesting rights te a
128,000 hectares hardwood concession. Vista will be rebranded as part of the
Greenheart Group, This transactlon will Increase Greenheart’s concessions under
management in Suriname to approximately 312,000 hectares. The cost of this
acquisition is not material to the Company as a whole but the Company s optimistic
about the prospects of Vista and the positive impact that it will bring, The concession is
located in the Sipalawinl disteict of Suriname, South America, bordering Lale
Brokopondo and has an estimated annual allowable cut of approximately 100,000
cubic meters.
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Mr, Judson Martin, Chief Bxecutive Officer of Greenheart and Vice-Chairman of Sino-
Forest Corporation, the Company’s controlling shareholder said, “This acquisition is in
line with our growth strategy to cxpand our footprint in Suriname. In addition to
increased harvestable area, this acquisition will bring synergies in sales, marketing,
administration, financial reporting and control, logistics and overall management, | am
pleased to welcome Mr Ty Wilkinson fo Greenheart as our minority partner. Mr,

- Wilkinson shares our respect for the people of Suriname and the land and will be

appointed Chief Executive Officer of this joint venture and be responsible for operating
in a sustainable and responsible manner, This agquisition further advances Greenheart’s
strategy of becoming a global agri-forestry company. We will continue to actively seek
well-priced and sustainable concessions in Suriname and neighboring regions in the
coming months,”

[Emphasis added.]
Inits 2010 AIF, filed on SEDAR on Matrch 31, 2011, Sino stated:

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

[Emphasis added.]

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

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

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

control more than 150,000 fheotares of land under concession, Therefore, either Greenheart's

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

coneessions under management {n Suriname violated the laws of Suriname, which was a material

fact not disclosed in any of the Impugned Documents,

117,

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

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

of 150,000 hectares on Greenheart and its subsidiaries,

118,  Finally, Vista’s forestry concessions are located in a region of Suriname populated by the
Sa1~an1a]<a, an indigenous people, Pursuant to the American Convention on Human Rights and a
decision of the Inter-American Court of Human Rights, the Saramaka people must have effective
control over their land, Including the management of their reserves, and must be effectively
consulted by the State of Suriname. Sino has not disclosed in any of the Impugned Documents
where it has discussed Greenheart and/or Suriname assets that Vista's purported concessions in
Suriname, if they exist at all, are impaired due to the unfulfilled rights of the indigenous people
of Suriname, in violation of GAAP. The Impugned Documents that omitted that disclosure were

the 2010 Annual MD&A, the 2010 Audited Annual Financial Statements, and the 2010 ATF,

(i) Sino overstates its Jtangxl Forestry Assets
119, OnJune 11, 2009, Sino issued a press release in which it stated:

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

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

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

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

[Emphasis added.]
120, According to Sino’s 2010 Annual MD&A, as of December 31, 2010, Sino had acquired
59,700 ha of plantation trees from Jiangxi Zhonggan Industrial Development Company Limited
(“Zhonggan”) for US$269,1 million under the terms of the master agreement, (In jts interim
report for the second quarter of 2011, which was issued after the Class Period, Sino claims that,
as at June 30, 2011, this number hgd increased to 69,100 ha, for a purchase price of US$309.6

million).

121,  However, as was known to Sino, Chan, Poon and Horsley, and as ought to have been
known to the remaining Individual Defendants, BDO, E&Y and P8yry, Sino’s plantation

acquisitions through Zhonggan are materially smaller than Sino has claimed,

(v)  Poyry makes Misrepresentations in relation fo Sino’s Foresiry Assets
122, As particularized above, Sino overstated its forestry assets in Yunnan and Jiangxi

Provinces in the PRC and in Suriname, Accordingly, Sino’s total assets are overstated to a
material degree in all of the Impugned Documents, in violation of GAAP, and each such

statement of Sino’s (otal assets constitutes a misrepresentation,
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123, Inaddition, during the Class Period, P8yry and entities affiliated with it made statements

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

(a)

(b)

(©)

In a report dated March 14, 2008, filed on SEDAR on March 31, 2008 (the “2008
Valuations™), P8yry: (a) stated that it had detetmined the valuation of the Sino
forest assets to be US$3.2 billion as at 31 December 2007; (b) provided tables and
figures regarding Yunnan; (o) stated that “Stands in Yunnan range from 20 ha to
1000 ha,” that *In 2007 Sino-Forest purchased an area of mixed broadleaf forest
in Yunnan Province,” that “Broadleaf forests already acquired in Yunnan are all
mature,” and that “Sino-Forest s embarking on a series of forest
acquisitions/expansion efforts in Hunan, Yunnan and Guangxi;” and (d) provided
a detailed discussion of Sino’s Yunnan “holdings” at Appendixes 3 and 5,
P8yry’s 2008 Valuations were incorporated in Sino’s 2007 Annual MD&A,
amended 2007 Annual MD&A, 2007 AIF, each of the Q1, Q2, and Q3 2008
MD&As, Annual 2008 MD&A, amended Annual 2008 MD&A, each of the QI,
Q2 and Q3 2009, annual 2009 MD&A, and July 2008 and December 2009
Offering Memoranda,

In a report dated April 1, 2009 and filed on SEDAR on April 2, 2009 (the “2009
Valvations™), P8yry stated that “[t]he area of forest owned in Yunnan has
quadrupled from around 10 000 ha to almost 40 000 ha over the past year,”
provided figures and tables regarding Yunnan, and stated that “Sino-Forest has
increased its holding of broadleaf crops in Yunnan during 2008, with this
province containing nearly 99% of its broadleaf resource.” P8yry’s 2009
Valuations were incorporated in Sino’s 2008 AR, each of the Q1, Q2, Q3 2009
MD&As, Annual 2009 MD&A, June 2009 Offering Memorandum, and June
2009 and December 2009 Prospectuses;

In a “Final Report” dated April 23, 2010, filed on SEDAR on April 30, 2010 (the
#2010 Valuations™), P8yry stated that “Guangxi, Hunan and Yunnan are the three

largest provinces in terms of Sino-Forest’s holdings, The largest change in area

by provinee, both in absolute and relative terms [sic] has been Yunnan, where the
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area of forest owned has almost (ripled, from around 39 000 ha to almost 106 000
ha over the past year,” provided figures and tables regarding Yunnan, stated that
“Yunnan contains 106 000 ha, including 85 000 ha or 99% of the total broadleaf
forest,” stated that “the three provinces of Guangxi, Hunan and Yunnan together
contain 391 000 ha or about 80% of the total forest area of 491 000 ha” and that
“la]lmost 97% of the broadleaf forest is in Yunnan,” and provided a detailed
discussion of Sino’s Yunnan “holdings” at Appendixes 3 and 4, P8yry’s 2010
Valuations were incorporated in Sino’s 2009 AIF, the annﬁm 2009 MD&A, each
of the QI, Q2 and Q3 2010 MD&As, and the October 2010 Offering

Memorandum;

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

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

In 4 press release titled “Summary of Sino-Forest’s China Forest Asset 2010
Valuation Reports” and which was “jointly prepared by Sino-Forest and P8yry to
highlight key findings and outcomes from the 2010 valuation reports,” P&yry
reported on Sino’s “holdings” and estimated the market value of Sino’s forest
assets on the 754,816 ha to be approximately US$3.1 billion as af December 31,
2010.
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C. Misrepresentations relating to Sino’s Related Parly Transactions
(1) Related Party Transactions Generally
. 124, Under GAAP and -GAAS, a “related party” exists “when one party has the ability to

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

is economically dependent upon another,

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

present.

126, The existence of related party transactions-ls important to investors irrespeotive of the
reported dollar values of the transactions because the fransactions may be controlled,
manipulated and/or ooncea!éd by management (for example, for corporate purposes or because
fraudulent activity is fnvolved), and because such transactions may be used to benefit
management or persons close to management at the expense of the company, and therefore its

shareholders,

(i) Sino fails to disclose that Zhonggan was a Related Party
127, Trrespective of the true extent of Zhonggan’s transactions in Jiangxi forestry plantations,

Sino failed to disclose, in violation of GAAP, that Zhonggan was a related party of Sino, More
particularly, according fo AIC records, the legal representative of Zhonggan is Lam Hong Chiu,

who is an executive vice president of Sino, Lam Hong Chiu is also a director and a 50%

61



35

shareholder of China Square Industrial Limited, a BVI corporation which, according to AIC

records, owns 80% of the equity of Zhonggan,

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

Financial Statements, and the 2010 AIF,

(iit)  Sino falls to disclose that Homix was a Related Party
129, On January 12, 2010, Sino issued a press release in which it announced the acquisition by

one of its wholly-owned subsidiaries of Homix Limited (“Homix™), which it described as a
company engaged in research and development and manufacturing of engineered-wood products

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

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

[..]

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

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

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

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

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

Homix, Jiangsu Dayang Waod Co., Ltd. (*Jiangsu”)

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

Report, Sino stated;
HOMIX acquisition

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

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

materials and furniture,

(v} Sino fails to disclose that Yunan Shunxuan was a Related Party
134, In addition, during the Clags Period, Sino purportedly purchased approximately 1,600

hectares of timber in Yunnan province from Yunnan Shunxuan Forestry Co. Ltd. Yunnan
Shunxuan was part of Sino, acting under a separate label, Accordingly, it was considered a
related party for the purposes of the GAAP disclosure requirements, a fact that Sino failed to

disclose,

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

Audited Annual Finarcial Statements, and the 2010 AIF,

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

GAAP, and a misrepresentation,

(v} Sino falls to disclose that Yuda Wood was a Related Party
137.  Huaihua City Yuda Wood Co, Ltd,, based in Huaihua City, Hunan Province (*Yuda

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

4,94 billion,

138, During that period, Yuda Wood was a related party of Sino, Indeed, in the Second
Report, the 1C acknowledged that “there is evidence suggesting close cooperation [between
Sine and Yuda Wood] (including administrative assistance, possible payment of caplital at the
time of establishment, Joint control of certaln of Yuda Wood’s RMB bank accounts and the
namerous emails indicating coordination of funding and other business activities)” [emphasis

added.]

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

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

(i) Sino fails fo Disclose that Major Suppliers were Related Parties
140. At material times, Sino had at least thirteen suppliers where former Sino employees,

consultanis or secondees are or were directors, officers and/or shareholders of one or more such
suppliers, Due to these and other connections between these suppliers and Sino, some or all of

such suppliers were in fact undisclosed related parties of Sino,

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

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

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

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

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

industry in its jurisdiction.

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

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

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

the integrity of the process whereby thase “confirmation letters” were obtained,

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

that forestry buregu did not issue confirmations to any company,

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

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

Sino’s most important market, the PRC.

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

and a misrepresentation:

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

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

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

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

in the following Impugned Documents:

(a) In the 2008 AIF: “We have obfained the plantation rights certificates or
requisite approvals for acquiring the relevant plantation rights for most of the
purchased tree plantations and planted tree plantations curvently under our
management, and we are In the process of applying for the plantation rights
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cerfificates for those plantations for which we have not obtained such certificates™

[emphasis added];

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

[emphasis added]; and

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

151, In the absence of Plantation Rights Certificates, Sino relies principally on the purchase

contracts enfered into by its BVI subsidiaries (“BVIs”) in order to demonstrate its ownership of

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

153,  In the alternative, if those contracts are valid and enforceable, they are enforceable only
as against the counterparties through which Sino purported to acquire the standing timber, and
not against the party who has registered title (if any) to the standing timber, Because some or all
of those counterparties were or became insolvent, corporate shells or thinly capitalized, then any
claims that Sino would have against those counterparties under PRC law, whether for unjust
enrichment or otherwise, were of little to no value, and certainly constituted no substitute for

registered title to the standing timber which Sino purported to own,
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154, Sino never disclosed these material facts during the Class Period, whether in the

Impugned Documents or otherwise, On the contrary, Sino made the following

misrepresentations in relation to its purported title to standing timber:

(a)

(b)

(@

©

)

In the July 2008 Offering Memorandum, Sino stated “Based on the relevant
purchase contracts and the approvals issued by the relevant forestry bureaus, we

legelly own our purchased plantations”;

In the June 2009 Offering Memorandum, Sino stated “Based on the relevant
purchase contracts and the approvals issued by the relevant forestry bureaus, we

legally own our purchased plantations™;

In the Octeber 2010 Offering Memorandum, Sino stated “Based on the relevant
purchase contracts and the approvals issued by the relevant forestry bureaus, we

legally own our purchased plantations™;

In the 2006 AIF, Sino stated “Based on the supplemental purchase contracts and
the plantation rights certificates issued by the relevant forestry departments, we

have the legal right to own our purchased tree plantations™;

In the 2007 AIF, Sino stated “Based on the relevant purchase contracts and the
approvals (ssued by the relevant forestry departments, we have the legal right fo

own our purchased tree plantations”,

In the 2008 AIF, Sino stated “Based on the relevant purchase contracts and the
approvals issued by the relevant forestry bureaus, we legally own our purchased

free plantations™;
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(h)

(@
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In the 2009 AIR, Sino stated “Based on the relevant purchase contracts and the
approvals issued by the local forestry bureaus, we legally own our purchased

plantations™;

In the December 2009 Offering Memorandum, Sino stated “Based on the relevant
purchase contracts and the approvals issued by the local forestry bureaus, we

legally own our-purchased plantations™; and

In the 2010 AIF, Sino stated “Based on the relevant purchase contracts and the
approvals.issued by the relevant forestry burcaus, we logally own our purchased

plantations.”

In addition, during the Class Period, Sino never disclosed the materigl fact, belatedly

revealed in the Second Report, that “ln practice it Is not able to obtain Flantation Rights

Certificates for standing timber purchases when no land transfer rvights are transferred”

[emphasis added],

156.

On the contrary, during the Class Period, Sino made the following misrepresentation in

each of the 2006 and 2007 AlFs;

Since 2000, the PRC has been improving its system of registering plantation land
ownership, plantation land use rights and plantation ownership rights end its
system of issuing certificates to the persons having plantation land use rights, to
owners owning the plantation trees and to owners of the plantation land, In April
2000, the PRC State Forestry Bureau announced the ‘“Notice on the
Implementation of Nationwide Uniform Plantation Right Certificates” (Lin Zi Fa
[2000] No. 159) on April 19, 2000 (the “Notice”™). Under the Notlce, a new
uniform form of plantation rights certificate is to be used vommencing from the
date of the Notice, The same type of new form plantation rights certificate will
be Issued to the persons having the right to use the plantation land, fo persons
who own the plantation land and plantation trees, and to persons having the
right to use plantation trees, :

[Emphasis added]
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157, Under PRC law, county and provincial forestry burcaus have no authority to issue

confirmation [otters, Such letters cannot be relied upon in a court of law to resolve a dispute and

are not a guarantee of title, Notwithstanding this, during the Class Period, Sino made the

following mistepresentations;

(8)

(b)

In the 2006 AIF; “In addition, for the purchased tree plantations, we have
obtained confirmations from the relevant forestry bureaus that we have the
legal vight to own the purchased tree plantations for which we have not received
certificates” [emphasis added]; and

In the 2007 AIF: “For our Purchased Tree Plantations, we have applied for the
relevant Planfation Rights Certificates with the competent local forestry
departments, As the relevant locations where we purchased our Purchased Tree
Plantations have not fully implemented the new form Plantation Rights
Certificate, we are not able to obtain all the corresponding Plantation Rights
Certificates for our Purchased Tree Plantations, In this connection, we oblained
confirmation on our ownership of our Purchased Tree Plantations from the

relevant forestry depariments.” [emphasis added]
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E. Misrepresentations relating to Sino’s Relatlonships with lis Als
158, In addition to the misrepresentations alleged above in relation to Sino’s Als, including

those alleged in Section VIC hereof (Misrepresentations relating to Sino's Related Party
Transactions), Sino made the following misrepresentations during the Class Period in relation to

its relationships with it Als,

(1) Sino Misrepresents the Degree of its Reliance on lts Als
159,  On March 30, 2007, Sino issued and filed on SEDAR its 2006 AIF, In that AIF, Sino

stated:

..PRC laws and regulations require foreign companies to obtain licenses to engage in
any business activities in the PRC, As a result of these requirements, we currently engage
in our trading activities through PRC authorized intermediaries that have the requisite
business licenses, There is no assurance that the PRC government will not take action to
restrict our ability to engage in trading activities through our authorized intermediaries.
In order fo reduce our reliance on the authorized intermedlaries, we Intend to use a
WEFOE in the PRC to enter into contracis directly with suppliers of raw timber, and
then process the raw fimber, or engage others to process raw timbey on its behalf, and
sell logs, wood chips and wood-based products to customers, although it would not be
able to engage In pure trading activitles,

[Emphasis added.]
160, In its 2007 AIF, which Sino filed on March 28, 2008, Sino again declared its intention to

reduce ils reliance upon Als,

161, These statements were false and/or materially misleading when made, inasmuch as Sino.

had no intention to reduce materially its reliance on Als, because its Als were critical to Sino’s
ability to inflate its revenue and net income. Rather, these statements had the effect of mitigating

any investor concern arising from Sino’s extensive reliance upon Als,

162,  Throughout the Class Period, Sino contlhued to depend heavily upon Als for its
purported sales of standing timber, In fact, contrary to Sino’s purported intentlon to reduce its

reliance on its Als, Sino’s reliance on its Als in Tact increased during the Class Period.
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(it Sino Misvepresenis the Tax-related Risks Arising from its use of Als
163, Throughout the Class Period, Sino materlally understated the tax-related risks arising

from s use of Als,

164, Tax evasion penalties in the PRC are severe, Depending on whether the PRC authorities
seek recovery of unpaid taxes by means of & civil or criminal proceeding, its claims for unpaid
tax are subject to either a five- or ten-year limitation period. The unintentional failure to pay
taxes is subject to a 0.05% per day interest penalty, while an intentional failure to pay taxes is
punishable with fines of up to five times the unpaid taxes, and confiscation of part or all of the

criminal’s personal properties maybe alsg imposed,

165. Therefore, because Sino professed to be unable to determine whether its Als have paid
required taxes, the tax-related risks arising from Sino’s use of Als were potentially devastating,
Sino failed, however, to diselose those aspects of the PRC tex regime in its Class Period

disclosure docuwments, as alleged more particularly below,

166, Based upon Sino’s reported results, Sino’s tax accruals in all of its Impugned Documents
that were interim and annual financial statements were materially deficlent. For example,
depending on whether the PRC tax authorities would assess interest at the rate of 18.75% per
annum, ot would assess no interest, on the unpaid income taxes of Sino’s BV] subsidiaries, and
depending also on whether one assumes that Sino’s Als have paid no income taxes or haye paid
50% of the income taxes due to the PRC, then Sino’s tax accruals in its 2007, 2008, 2009 and
2010 Audited Annual Financial Statements were understated by, respectively, US$10 miltion to
US$150 million, US$50 million to US$260 million, US$E1 million to US$371 million, and
US$83 million to US$493 million. Importantly, were one to consider the impact of unpaid taxes

other than unpaid income taxes (for example, unpaid value-added taxes), then the amounts by
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which Sino*s tax aceruals were understated in these financial statements would be substantially

larger,

167, The aforementioned estimates of the amounts by which Sino’s tax accruals were
understated also assume that the PRC tax authorities only impose interest charges on Sino’s BV
Subsidiaries and impose no other penalties for unpaid taxes, and assume further that the PRC
authorities seek back taxes only for the preceding five years, As indicated above, each of these
assumptions is fikely to be unduly optimistic. In any case, Sino’s inadequate tax accruals

violated GAAP, and constituted misrepresertations,

168,  Sino also violated GAAP in its 2009 Audited Annual Financial Statements by failing to
apply to its 2009 financial results the PRC tax guidance that was issued in February 2010,
Although that guidance was issued after year-end 2009, GAAP required that Sino apply that
guidance to its 2009 financial results, because that guidance was issued in the subsequent events

period,

169. Based upon Sino’s reported profit margins on its dealings with Als, which margins are
extraordinary both in relation to the profit margins of Sino’s peers, and in relation to the limited
risks that Sino purports to assume in its transactions with its Als, Sino’s Als are not satisfying
their tax obligations, a fact that was either known to the Defendants or ought to have been
known, If Sino’s extraordinary profit marging are real, then Sino and lts Als must be dividing

the gains from non-payment of taxes to the PRC,

170.  During the Class Period, Sino never disclosed the true nature of the tax-related risks to
which it was exposed, This omission, in violation of GAAP, rendered each of the following

statements a misrepresentation:
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(d)

(e)

v

®

(h)

o

(k)

68

In the 2006 Annual Financial Statements, note 11 [b] “Provision for tax related

liabilities” and associated text;

In the 2006 Annual MD&A, the subsection “Provision for Tax Related

L.iabilities” in the section “Critical Accounting Estimates,” and associated text;

In the AIF dafed March 30, 2007, the section “Estimation of the Company’s

provision for income and related taxes,” and associated text;

In the Q1 and Q2 2007 Financial Statements, note 5 “Provision for Tax Related

Liabilities,” and associated text;

In the Q3 2007 Financial Statements, note 6 “Provision for Tax Related

[iabilities,” and assoclated text;

Tn the 2007 Annual Financial Statements, note 13 [b] “Provision for tax related

liabilities,” and agsociated text:

In the 2007 Annual MD&A and Amended 2007 Annual MD&A, the subsection
“Provision for Tax Related Liabilities” In the section “Critical Accounting

Estimates,” and associated text;

In the AIF dated March 28, 2008, the section “Estimation of the Corporation’s

provision for income and related taxes,” and associated text;

In the Q1, Q2 and Q3 2008 Financial Statements, note 12 “Provision for Tax

Related Liabilities,” and associated text;

In the Q1, Q2 and Q3 2008 MD&As, the subsection “Provision for Tax Related

Liabilities” in the section “Critical Accounting Bstimates,” and associated text;

In the July 2008 Offering Memorandum, the subsection “Taxation” in the section
“Management’s Discussion and Analysis of Financial Condition and Results of

Operations,” and associated text;
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(s)

®

(w)
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In the 2008 Annual Rinanclal Statements, note 13 [d] “Provision for tax related

liabilities,” and associated text:

In the 2008 Annual MD&A and Amended 2008 Annual MD&A, the subsection
“Provision for Tax Related Liabilities” in the section “Critical Accounting

Estimates,” and associated text;

In the AIF dated March 31, 2009, the section “We may be liable for income and
related taxes to our business and operations, particularly our BVI Subsidiaries, in
amounts greater than the amounts we have estimated and for which we have

provisioned,” and associated text;

In the Q1, Q2 and Q3 2009 Financial Statements, note 13 “Provision for Tax
Related Liabilities,” and associated text;

In the Q1, Q2 and Q3 2009 MD&As, the subsection “Provision for Tax Related

L iabilities” In the section “Critloal Accounting Estimates,” and assoolated text;

In the 2009 Annual Financial Statements, note 15 [d] “Provision for tax related

liabilities,” and associated text;

In the 2009 Anpual MD&A, the subsection “Provision for Tax Related

Liabilities” in the section “Critical Accounting Bstimates,” and associated text;

In the AIF dated March 31, 2010, the section “We may be lable for income and
related taxes to our business and operations, particularly our BVI Subsidiaries, in
amounts greater than the amounts we have estimated and for which we have

provisioned,” and associated text;

In the Q1 and Q2 2010 Financial Statements, note 14 “Provision for Tax Related
Liabilities,” and associated text;

In the Q1 and Q2 2010 MD&As, the subsection “Provision for Tax Related

L.iabilities” in the section “Critical Accounting [stimates,” and associated text;
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(v)  Inthe Q3 2010 Financial Statements, note 14 “Provision and Contingencies for

Tax Related Liabilities,” and associated text; and

(w) Inthe Q3 2010 MD&As, the subsection “Provision and Contingencies for Tax
Related Liabilities” in the section “Critical Accounting Estimates,” and associated

text;

(x) In the October 2010 Offering Memorandum, the subsection “Taxation” in the

section “Selected Financial Information,” and associated text;

{v) In the 2010 Annual Financial Statements, note 18 “Provision and Contingencies

for Tax Related Liabilities,” and associated text;

() In the 2010 Annual MD&A, the subsection “Provision and Contingencies for Tax
Related Liabilities” in the section “Critical Accounting Estimates,” and associated

text; and

{(aa)  In the AIF dated March 31, 2011, the section “We may be liable for income and
related taxes to our business and operations, particularly our BVI Subsidiaries, in
amounts greater than the amounts we have estimated and for which we have
provisioned,” and assoclated text.

171, In every Impugned Document that is a financlal statement, the line item “Accounts

payable and accrued labilities” and associated figures on the Consolidated Balance Sheets fails

to properly account for Sino’s tax aceruals and is a misrepresentation, and a violation of GAAP,

172, During the Class Period, Sino also failed to disclose in any of the Impugned Documents
that were ATFs, MD&As, financial statements, Prospectuses or Offering Memoranda, the risks
relating to the repatriation of its earnings from the PRC, In 2010, Sino added two new sections
to its AIF regarding the risk that if would not be able to repatriate earnings from its BVI
subsidiaries (which deal with the Als), The amount of retained earnings that may not be able to

be repatriated is stated therein to be US$1.4 billion, Notwithstanding this disclosure, Sino did not
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disclose in these Impugned Documents that it would be unable to repatriate any earnings absent

proof of payment of PRC taxes, which it has admitted that it Jacks,

(ili)  Sino Misrepresents its Accounting Treaiment of lts Als
173, Tn addition, there are material discrepancies in Sino’s descriptions of its accounting

treatment of its Als, Beginning inthe 2003 AlF, Sino described its Als as follows:

Because of the provisions In the Operational Procedures that speeify when we and
the authorized intermediary assume the risks and obligations relating to the raw
timber or wood chips, as the case may be, we freat these transactions for
accounting purposes as providing that we take title to the raw timber when it is
delivered to the authorized intermediary, Title then passes to the authorized
intermediary once the timber is processed into wood chips. Accordingly, we treat
the authorized Intermediaries for accounting purposes as belng both ounr
suppllers and customers In these transactions,

[Emphasis added.]

174, Sino’s disclosures were consistent in that regard up to and including Sino’s first AIF

issued in the Class Period (the 2006 AIF), which statos;

Because of the provisions in the Operational Procedures that specify when we and
the Al assume the risks and obligations relating to the raw timber or wood chips,
as the case may be, we treat these transactions for accounting purposes as
providing that we take title to the raw timber when it {s delivered to the Al Title
then passes to the Al once the timber is processed Into wood chips, Accordingly,
we treat the AI for accounting purposes as being both ouwr suppller and
customer In these transactions.

[Emphasis added.]
175, In subsequent AlFs, Sino ceased without explanation to disclose whether it freated Als

for accounting purposes as being both the supplier and the customer,

176, Following the issuance of Muddy Waters’ report on the last day of the Class Perlod,
however, Sino declared publicly that Muddy Waters was “wrong” in its assertion that, for
accounting purposes, Sino freated its Als as being both supplier and customer in transactions,

This claim by Sino implies either that Sino misrepresented its accounting treatment of Als in its
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2006 AIF (and in its AIFs for prior years), or that Sino changed its accounting treatment of its
Als after the issuance of its 2006 AIF, If the latter s true, then Sino was obliged by GAAP to

disclose its change in its accounting treatment of'its Als, It failed to do so.

F. Misrepresentations relating to Sino’s Cash Flow Statements
177.  Given the nature of Sino’s operations, that of a fiequent trader of standing timber, Sino

improperly accounted for its purchases of timber assets as “Investments” in its Consolidated
Statements Of Cash Flow, In fact, such purchases are “Inventory” within the meaning of GAAP,

given the nature of Sino’s business,

178, Additionally, Sino violated the GAAP ‘matching’ principle in treating timber asset
purchases as “Investments” and the sale of timber assets as “Inventory™ cash flow that came Into
the company was {regted as cash flow from operations, but cash flow that was spent by Sino was
treated as cash flow for investments, As a result, “Additions to timber holding” was improperly
treated as a “Cash Flows Used In Investing Activities” instead of “Cash Flows From Operating
Activities” and the item “Depletion of timber holdings included in cost of sales” should not be

included in "“Cash Flows From Operating Activities,” because it is not a cash item,

179.  The effect of these misstatements is that Sino’s Cash Flows From Operating Activities
were 1materially overstated throughout the Class Period, which created the tmpression that Sine
was a far more successful cash generator than it was, Such mismatching and misclassification is

a violation of GAAP,

180,  Cash Flows From Operating Activities are one of the crucial metrics used by the financia)
analysts who followed Sino’s performance, These misstatements were designed to, and did,

have the effect of causing such analysts to materially overstate the value of Sino. This material
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overstatement was incorporated into various research reports made available to the Class

Members, the market and the public at large.

181, Matching is a foundational requirement of GAAP reporting, E&Y and BDO were aware,
at all material times, that Sino was required to adhere to the matching principle, [f E&Y and
BDO had conducted GAAS-complaint audits, they would have been aware that Sino’s reporting
was not GAAP compliant with regard fo the matching principle, Accordingly, if they had
condycted GAAS-compliant audits, the statements by E&Y and BDO that Sino’s reporting was

GAAP-compliant were not only false, but were made, at a minimu m,' recklessly,

182,  Further, at all material times, E&Y and BDO were aware that misstatements in Cash

Flows From Operating Activities would materially impact the market’s valuation of Sino.

183.  Accordingly, in every Impugned Document that is a financlal statement, the Consolidated
Statements Of Cash Flow ate a misrepresentation and, particularly, the Cash Flows From
Operating Activities item and assoclated figures is materially overstated, the “additions to timber
holdings” item and figures is required to be listed as Cash Flows From Operating Actlyities, and
the “depletion of fimber holdings included in cost of sales” item and figures should not have

been included,
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G,  Misrepresentations relating to Certain Risks to which Sino was exposed
(i) Sino is conducting “business activities" in China
184. At material times, PRC law required foreign entities engaging in “business activitiss” in

the PRC to register to obtain and maintain a license, Violation of this requirement could have
resulted in both administrative sanctions and criminal punishment, including banning the
unlicensed business activities, confiscating illegal income and properties used exclusively
therefor, and/or an adminisirative ﬁnes of no more than RMB 500,000, Possible criminal

punishment included a criminal fine from 1 to 5 times the amount of the profits gained.

185, Consequently, were Sino's BVI subsidiaries to have been engaged in unlicensed in
“business activities” in the PRC during the Class Period, they would have been exposéd to risks

that were highly material to Sino.

186, Under PRC law, the term “business activities” -generally encompasses any for-profit
activities, and Sino’s BV subsidiarics were in fact engaged in unlicensed “business activities” in
the PRC during the Class Period, However, Sino did not disclose this fact in any of the
Impugned Documents, including in its AIFg for 2008-2010, which purported to make full
disclosure of the material risks to which Sino was then exposed,

(i) Sino fails to disclose that no proceeds were paid to it by its Als
187.  Inthe Second Report, Sino belatedly revealed that:

In practice, procseds from the Entrusted Sale Agreements are not paid to SF but
are held by the Als as instructed by SF and subsequently used to pay for further
purchases of standing timber by the same or other BYIs, The Als will continue to
hold these proceeds until the Company instructs the Als to use these proceeds to
pay for new BVI standing timber purchases. No proceeds are directly paid to the
Company, either onshtore or offShore,

[Emphasis added]
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188, This material fact was never disclosed in any of the Impugned Documents during the

Class Period, On the contrary, Sino made the following statements during the Class Period in

relation to the proceeds paid to it by its Als, each of which was materially misleading and

therefore g misrepresentation:

(a)

(b)

(©)

(d)

®

In the 2005 financial statements, Sino stated: “As a result, the majority of the
accounts receivable arising from sales of wood chips and standing timber are
realized through instructing the debtors to settle the amounts payable on standing

timber and other PRC Habilities” [emphasis added];

In the 2006 Annual MD&A, the subsection “Provision for Tax Related

Liabilities” in the section “Critical Accounting Estimates,” and associated text;

In the 2006 financial statements, Sino stated: “As a result, the majority of the
accounts receivable arising from sales of wood chips and standing timber are
realized through instructing the debtors to seftle the amounts payable on standing

timber and other liabilities denominated in Renminbi” [emphasis added];

In the 2007 financial statements, Sino stated: “As a result, the majority of the
accounts receivable arising from sales of standing timber are realized through
instructing the debtors to settle the amounts payable on standing timber and other

liabilities denominated in Renminbiy”?

In the 2008 financial statements, Sino stated: “As a result, the majority of the
accounts receivable arising ftom sales of standing timber are realized through
instructing the debtors to settle the amounts payable on standing tlmber and other

liabilities denominated in Renminbi” [emphasis added];

In the 2009 financial statements, Sino stated: “As a result, the majority of the
accounts recelvable arising from sales of standing timber are realized through
instructing the debtors to settle the amounts payable on standing timber and other

liabilities denominated in Renminbi” [emphasis added]; and
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In the 2010 financial statements, Sino stated: “As a result, the majority of the
accounts receivable arising from sales of standing timber are realized through
instructing the debtors fo settle the amounts payable on standing timber and other

liabilities denominated in Renminbi” [emphasis added].

H.  Misrepresentations relating to Sino’s GAAP Compliance and the Auditors’ GAAS
Compliance

(i) Sino, Chan and Horsley misrepresent that Stno complied with GAAP
189, In each of its Class Period financlal statements, Sino represented that its financial

reporting was GAAP-compliant, which was a misrepresentation for the reasons set out elsewhere

herein,

190. In particular, Sino misrepresented in those financial statements that it was GAAP-

compliant as follows:

(8)

(b)

(©)

In the annual statements filed on March 19, 2007, at Note 1; “These consolidated
financial statements Sino-Forest Corporation (the “Company”) have been
prepared in United States dollars in accordance with Canadian generally accepted

accounting principles”;

In the annual financial statements filed on March 18, 2008, at Note 1: “The
consolidated financial statements of Sino-Forest Corporation (the “Company”)
have been prepared in United States dollars and in accordance with Canadian

generally accepted accounting principles”,;

In the annual financial statements filed on March 16, 2009, at note 11 “The
consolidated financial statements of Sino-Forest Corporgtion (the “Company”)
have been prepared in United States dollars and in accordance with Canadian

generally accepted accounting principles™;
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(e)
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In the annual financlal statements filed on March 16, 2010, at note 1; “The
consolidated financial statements of Sino-Forest Corporation (the “Company”)
have been prepared In United States dollars and in accordance with Canadian

generally accepted accounting principles”: and

[11 the annual financial statements filed on March 15, 2011, at note 1; “The
consolidated financial statements of Sino-Forest Corporation (the “Company™)
have been prepared in United States dollars and in accordance with Canadian

generally accepted accounting principles”,

191, In each of its Class Period MD&As, Sino represented that its reporting was GAAP-

compliant, which was a misrepresentation for the reasons set out elsewhere herein,

192, In particular, Sino misrepresented in those MD&As that it was GAAP-compliant as

follows:

(8)

(b)

(©

In the annual MD&A filed on March 19, 2007 “Except where otherwise
indicated, all financial Information reflected herein is determined on the basis of
Canadian generally accepted accounting principles (GAAP)”;

In the quarterly MD&A filed on May 14, 2007; “Except where otherwise -

indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (“GAAP”)”;

In the quarterly MD&A filed on August 13, 2007: “Except where otherwise
indicated, all financial information reflected herein is determined on the basls of

Canadian generally accepted accounting principles (“GAAP™)";

In the quarterly MD&A filed on November 12, 2007: “Except where.otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (“GAAP™)”:

84



(©)

®

(8

W)

(M

©)

(k)

0

(m)

In the annual MD&A filed on March 18, 2008: “Except where otherwise
indicated, all financial information reflected herein Is determined on the basis of

Canadian generally acoepted accounting principles (GAAP)”,

In the amended annual MD&A filed on March 28, 2008: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (GAAP)”;

In the quarterly MD&A filed on May 13, 2008: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (“"GAAP”)”;

In the quarterly MD&A filed on August 12, 2008: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (“GAAP”)";

In the quarterly MD&A filed on November 13, 2008: “Except where otherwise
indlcated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (“GAAP™)”;

In the anmual MD&A filed on March 16, 2009; “Except where otherwise
indicated, all financial information reflected herein Is determined on the basis of

Canadian generally accepted accounting principles (GAAP)”;

In the amended annual MD&A filed on March 17, 2009: “Except where otherwise
Indicated, all financial information reflected herein is determined on the basis of

Canadlan generally aceepted accounting principles (GAAP)”;

In the quarterly MD&A filed on May 11, 20091 “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (GAAP)”;

In the quarterly MD&A filed on August 10, 2009: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (GAAP)”;
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In the quarterly MD&A filed on November 12, 2009: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian Generally Aceepted Accounting Principles (YGAAP")",

In the annual MD&A files on March 16, 2010: “Bxcept where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian Generally Accepted Accounting Principles (“GAAP™)";

In the quarterly MD&A filed on May 12, 2010: “Except where otherwise
indicated, all financial Information reflected herein is determined on the basis of

Canadian Generally Accepted Accounting Principles ("GAAP”Y";

In the quarterly MD&A filed on August 10, 2010: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian Generally Accepted Accounting Principles (“CAAP”Y",

In the quarterly MD&A filed on November 10, 2010: “Except where otherwise
Indicated, all financial information reflected herein is determined on the basis of

Canadian Generally Accepted Accounting Principles (“GAAP™)”; and

In the annual MD&A filed on March 15, 2011; “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian Generally Accepted Accounting Principles (“GAAP”),”

193, In the Offerings, Sino represented that its reporting was GAAP-compliant, which was a

misrepresentation for the reasons set out elsewhere herein.

194, In particular, Sino misrepresented in the Offerings that it was GAAP-compliant as

follows:

(a)

In the July 2008 Offering Memorandum: “We prepare our financial statements on
a consolidated basis in accordance with aceounting principles generally accepted
in Canada (“*Canadian GAAP™)[...],” “Our auditors conduct thelr audit of our
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(©)

(d)

80

financial statements in accordance with auditing standards generally accepted in
Canada” and “Bach of the foregoing reports or financial statements will be
prepared in accordance with Canadian generally accepted accounting principles
other than for reports prepared for financial periods commencing on or after
Janvary 1, 2011 [...]"

In the June 2009 Offering Memorandum; “We prepare our financial statements on
a consolidated basis in accordance with accounting principles generally accepted
in Canada (“Canadian GAAP)[...],” “Our auditors conduct their audit of our
financial statements in accordance with auditing standards generally accepted in
Canada,” “The audited and unaudited consolidated financial statements were
prepared in accordance with Canadian GAAP,” “Our audited and consolidated
financial slatements for the years ended December 31, 2006, 2007 and 2008 and
our unaudited interim consolidated financial statements for the three-month
periods ended March 31, 2008 and 2009 have been prepared in accordance with
Canadian GAAP™;

In the June 2009 Offering Memorandum; “We prepare our financial statements on
a consolidated basis in accordance with accounting principles generally accepted
in Canada (“Canadian GAAP™)[...],” “Our auditors conduct their audit of our
financial statements in accordance with auditing standards generally accepted in
Canada” and “The audited and unaudited consolidated financial statements were

prepared in accordance with Canadian GAAP”; and

In the Oectober 2010 Offering Memorandum: “We prepare our . financial
statements on a consolidated basis in accordance with accounting principles
generally accepted in Canada (“Canadian GAAP™)[...],” “Qur auditors conduct
their aydit of our financial statements in accordance with auditing standards
generally aceepted in Canada,” “The audited and unaudited consolidated financial
statements were prepared in accordance with Canadian GAAP,” “Our audited and
chsolidated financial statements for the years ended December 31, 2007, 2008

and 2009 and our unaudited interim consolidated financial statements for the six-
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month periods ended June 30, 2009 and 2010 have been prepared in accordance
with Canadian GAAP.”

195, In the Class Period Management’s Reports, Chan and Horsley represented that Sino’s

reporting was GAAP-compliant, which was a misrepresentation for the reasons set ouf elsewhere

herein,

196.  In particular, Chan and Horsley misrepresented in those Management's Reports that

Sino's financial statements were GAAP-compliant as follows:

(a)

(b)

©

(o)

In the annual statements filed on March 19, 2007 Chan and Horlsey stated: “The
consolidated financial statements contained in this Annual Report have been
prepared by management in accordance with Canadian generally accepted

accounting principles”;

In the annual financial statements filed on March 18, 2008 Chan and Horlgey
stated: “The consolidated financjal statements contained in this Annual Report
have been prepared by management in accordance with Canadian generally

accepted acoounting principles”;

In the annual financial statements filed on March 16, 2009 Chan and Horlsey
stated: “The consolidated financial statements contained in this Annual Report
have been prepared by management in accordance with Canadian generally

accepted accounting principles”;

In the annual financial statements filed on March 16, 2010 Chan and Horlsey
stated: “The consolidated financial statements contained in this Annual Report
have been prepared by management in accordance with Canadian generally

accepted accounting principles”; and

In the annual financial statements filed on March 15, 2011 Chan and Horlsey

stated: “The consolidated financial statements contained in this Annual Report

88



89

have been prepared by management in accordance with Canadian generally
accepted accounting principles.”

(i) E&Y and BDO misrepresent that Sino complied with GAAF and that they complied
with GAA4S

197, In each of Sino’s Class Period annual financial statements, E&Y or BDO, as the case
may be, represented that Sino's reporting was GAAP-compliant, which was a misrepresentation
for the reasons set out elsewhete herein. In addition, in each such annual financial statement,
'B&Y and BDO, as the case may be, represented that they had conducted their audit in
compliance with GAAS, which was a misrepresentation because they did not in fact conduct

their audits in accordance with GAAS,

198, In particular, E&Y and BDO misrepresented that Sino’s financial statements were

GAAP-compliant and that they had conducted their audits in compliance with GAAS as follows:

()  In Sino’s anmual financial statements fited on March 19, 2007, BDO stated; “We
conducted our audit in accordance with Canadian generally accepted auditing
standards” and “In our opinjon, these consolidated financial statements present
fairly, in all material respects, the financial position of the Company as at
December 31, 2006 and 2005 and the results of its operations and its cash flows
for the years then ended in accordance with Canadian generally accepted

accounting principles™;

(b)  In the June 2007 Prospectus, BDO stated: “We have complied with Canadian
generally accepted standards for an auditor’s involvement with -offering

documents”;

(c) In Sino’s annual financial statements filed on March 18, 2008, E&Y stated; “We
conducted our audit in accordance with Canadian generally accepted auditing
standards” and “In our opinion, these consolidated financial statements present

falrly, in all material respects, the financial position of the Company as at



(d)

©

0
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December 31, 2007 and the results of its operations and its cash flows for the year
then ended in accordance with Canadian generally acoepted acoounting principles.
The financial statements as at December 31, 2006 and for the year then ended
were audited by other auditors who expressed an opinion without reservation on

those statements in their report dated March 19, 2007%;

In the July 2008 Offering Memorandum, BDQ stated: “We conducted our audit in
acoordance with Canadian generally accepted auditing standards™ and “In our
opinion, these conselidated financlal statements present fairly, in all material
respects, the financial position of the Company as at December 31, 2006 and 2005
and the results of its operations and its cash flows for the years then ended in
accordance with Canadian generally accepted accounting principles” and E&Y
stated “We conducted our audit in accordance with Canadian generally accepted
auditing standards™ and “In our opinion, these consolidated financial statements
present fairly, in all material respects, the finandial position of the Company as at
December 31, 2007 and the results of its operations and its cash flows for the year
then ended in accordance with Canadian generally acoepied acoounting

principles™;

In Sino’s annual financial statements filed on March 16, 2009, E&Y stated: “We
conducted our audits in accordance with Canadian generally accepted auditing
standards” and “In our opinion, these consolidated financial statements present
falely, In all material respects, the financial pesition of the Company as at
Decomber 31, 2008 and 2007 and the results of its operations and its cash flows
for the years then onded in accordance with Canadian generally accepted

accounting principles”;

In Sino’s annval financial statements filed on March 16, 2010, B&Y stated: “We
conducted our audits in accordance with Canadian generally accepted auditing
standards” and “In our opinion, these consolidated financial statements present
fairly, In all material respects, the financial position of the Company as at
December 31, 2009 and 2008 and the results of its operations and its cash flows
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for the years then ended in accordance with Canadian generally acoepted

accounting principles”; and

(&) In Sino’s annual financial statements filed on March 15, 2011, E&Y stated: “We
conducted our audits in accordance with Canadian generally accepted auditing
standards,” and “In our opinion, the consolidated financial statements present
fairly, in all material respects, the financial position of Sino-Forest corporation as
at December 31, 2010 and 2009 and the results of its operations and cash flows
for the years then ended in acoordance with Canadian generally accepted

accounting principles.”

(it} The Market Relled on Sino's Purported GAAP-compliance and E&Y’s and BDO’s
purported GAAS-compliance in Stno's Financial Reporting

199, As a public company, Sine communicated the results it claimed to have achieved to the
Class Members via quarterly and annual financial results, among other disclosure documents,
Sino’s auditors, BE&Y and BDO, as the case may be, were instrumental in the communication of
Sino’s financial information to the Class Members. The auditors certified that the financial
statements were compliant with GAAP and that they had performed their audits in compliance

with GAAS, Neither was true,

200. The Class Members Invested in Sino's securities on the critical premise that Sino’s
financial statements were in fact GAAP-compliant, and that Sine’s auditors had in fact
conducted thelr audits in compliance with GAAS. Sino’s reported financial results were also
followed by analysts at numerous financial institutions, These analysts promptly reported to the
market at large when Sino made earnings announcements, and Incorporated into their Sino-
related analyses and reporfs Sino's purportedly GAAP-compliant financial results, These

analyses and reports, in turn, significantly affected the market price for Sino’s securities,
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201,  The market, including the Class Members, would not have relied on Sino’s financial
reporting had the auditors disclosed that Sino’s financial statements were not reliable or that they
had not followed the processes that would have amply revealed that those statements were

reliable,

VII, CHAN’'S AND HORSLEY'’S FALSE CERTIFICATIONS
202, Pursuant to National Instrument 52-109, the defendants Chan, as CEO, and Horsley, as

CFO, were required at the material times to certify Sino’s annual and quarterly MD&As and
Financial Statements as well as the AIFs (and all documents incorporated into the AlFs). Such
certifications included statements that the filings “do not contain any untrue statement of a
material fact or omit to state a materlal fact required to be stated or that is necessary to make a
statement not misleading in light of the cirpumstances under which it was made” and that the
reports “fairly present in all material respects the financial condition, results of operations and

cash flows of the issuer.”

203, As particularized elsewhere herein, however, the Impugned Documents contained the
Representation, which was false, as well as the other misrepresentations alleged above,
Accordingly, the certifications given by Chan and Horsley were false and were themselves
misrepresentations, Chan and Horsley made such false certifications knowingly or, at a

minimum, recklessly.

VIII, THE TRUTH IS REVEALED
204, On June 2, 2011, Muddy Waters issued its initial report on Sino, and stated in part

therein:
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Sino-Forest Corp (TSE: TRE) is the granddaddy of China RTO frauds, It has
always been a fraud - reporting excellent results from one of its early joint
ventures ~ even though, because of TRE's default on its investment obligations,
the JV never went into operation, TRE just lied,

The foundation of TRE’s fraud is a conyoluted structure whereby it elaims to run
most of its revenues through “authorized intermediaries” (¥Al”), Als are
supposedly timber trader customers who purportedly pay much of TRE's value
added and income taxes, At the same time, these Als allow TRE a gross margin of
55% on standing timber merely for TRE having speculated on trees,

The sole purpose of this structure is to fabricate sales transactions while having an
excuse for not having the YAT invoices that are the mainstay of China audit
work, If TRE really were processing over one billion dollars in sales through Als,

TRE and the Als would be in serious legal trouble, No legitimate public company
would take such risks —~ partioularly because this structure has zero upside,

L]

On the other side of the books, TRE massively exaggerates its assets. TRE
significantly falsifies its investments In plantation fiber (trees). It purports to have
purchased $2.891 billlon in standing timber under master agreements since 2006

[]
[..]
Valuation

Because TRE has $2.1 billion in debt outstanding, which we believe exceeds the
potential recovery, we value its equity at less than $1,00 per share,

205,  Muddy Waters’ report also disclosed that (a) SIno’s business is a fraudulent scheme; (b)
Sino systemically overstated the value of its assets; (¢) Sino failed to disclose various related
party transactions; (d) Sino misstated that it had enforced high standards of governanoe; (¢) Sino
misstated that its reliance on the Als had decreased; (f) Sino misrepresented the tax risk
associated with the use of Als; and (g) Sino failed to disclose the risks relating to repatriation of

earnings from PRC,

206, After Muddy Waters' initial report became public, Sino shares fell to $14.46, at which

point trading was halted (a decline of 20.6% from the pre~disclosure close of $18.21), When
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trading was allowed to resume the next day, Sino’s shares fell to a close of $5.23 (a decline of

71.3% from June 1),

207.  On November 13, 2011 Sino released the Second Report in redacted form. Therein, the

Committee summarized its findings;

B. Qverview of Principal Findings

The following sets out a very high level overview of the IC’s principal findings
and should be read in conjunction with the balance of this report,

Timber Ownership

L]

The Company does not obtain registered title to BVI purchased plantations. In
the case of the BVIs' plantations, the IC has visited forestry bureaus, Suppliers
and Als to seek independent evidence to establish a chain of title or payment
transactions to verify such acquisitions, The purchase contracts, set-off
arrangement documentation and forestry bureay confirmations constitute the
documentary evidence as to the Company's contractual or other rights, The IC
has been advised that the Company’s rights to such plantations could be open to
challenge, However, Management has advised that, to date, it s unaware of any
such challenges that have not been resolved with the Suppliers in a manner
satisfactory to the Company.

Forestry Bureau Confirmations and Plantation Rights Certificates

Registered title, through Plantation Rights Certificates Is not available in the
Jurisdictions (i.e. cities and counties) examined by the IC Advisors for standing
timber that is held without land use/lease rights, Therefore the Company was not
able to obtaln Plantation Rights Certificates for its BVIs standing timber assels
in those areas. In these circumstanoes, the Company sought confirmations from
the relevant local forestry bureau acknowledging its rights to the standing timber,

The IC Advisors reviewed forestry bureau confirmations for virtually all BVIs
assets and non-Mandra WFOE purchased plantations held as at December 31,
2010. The IC Advisors, in meetings organized by Management, met with a
sample of forestry bureaus with a view to obtaining verification of the Company’s
rights to standing timber in those jurisdictions. The result of such meetings fo date
have concluded with the forestry bureaus or related entities having issued new
confirmations as fo the Company's contractual rights to the Conipany in respect
of 111,177 Ha. as of December 31, 2010 and 133,040 Ha, as of March 31, 2011,
and have acknowledged the issuance of existing confirmations issued to the
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Company as to certain rights, among other things, In respect of 113,058 Ha, as of
December 31, 2010,

Forestry bureau confirmations are not officlally recognized documents and are
not Issued pursuant fo a legislative mandate or, fo the knowledge of the IC, a
published policy. It appears they were issued af the request of the Company or
it Suppliers. The confirmations are not title documents, in the Western sense of
that term, although the 1C believes they should be viewed as comfort indicating
the relevant forestry bureau does not dispute SF’s claims to the standing timber to
which they relate and might provide comfort in case of disputes, The purchase
oontracts are the primary evidence of the Company’s interest in timber assets,

In the meetings with forestry bureaus, the IC Advisors did not obtain significant
insight into the internal authovization or diligence processes undertaken by the
Jorestry bureaus In Issulng confirmations and, as reflected elsewhere In this
report, the IC did not have visibllity into or complete comfort regarding the
methods by which those confirmations were obtained, 1t should be noted that
several Suppliers observed that SF was more demanding than other buyers in
requiring forestry bureau confirmations.

Book Value of Timber

Based on its review to date, the IC is satisfied that the book value of the BVIs
timber assets of $2.476 billion reflected on its 2010 Financial Statements and of
SP WFOE standing timber assets of $298.6 million reflected in its 2010 Financial
Statements reflects the purchase prices for such assets as set out in the BVTs and
WFOE standing timber purchase contracts reviewed by the IC Advisors, Further,
the purchase prices for such BVIs timber assets have been reconciled to the
Company’s financial statements based on set-off documentation relating to such
contracts that wore reviewed by the IC. However, these comments are also
subject to the conclusions set out above under “Timber Ownership” on. title and
other rights fo plantation assets,

The IC Advisors reviewed documentation acknowledging the execution of the
set-off arrangements between Suppliers, the Company and Als for the 2006-2010
period, However, the IC Advisors were unable to review any documentation of
Als or Suppliers which independently verified movements of cash in connection
with such set-off arvangements between Suppliers, the Company and the Als
used to setile purchase prices paid to Suppliers by Als on behalf of SF. We nole
also that the independent valuation referred to in Part VIII below has not yet been
completed.

Revenue Reconciliation

Ag reported in its First Interim Report, the IC has reconciled reported 2010 total
revenue to the sales prices in BVIs timber sales contracts, together with macro
custorner level data from other businesses, However, the IC was unable (o review
any documentation of AILs or Suppliers which Independently verified movements
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of cash in connection with set-off arrangements wsed fo settle purchase prices
puatd, or sale proceeds recelved by, or on behalf of SF.

Relationships

* Yuda Wood: The IC is satisfied that Mr. Huang Ran is not currently an
employee of the Company and that Yuda Wood is not a subsidiary of the
Company, However, there is evidence suggesting close cooperation (Including
administrative assistance, possible payment of capital af the time of
establishment, joint control of certain of Yuda Wood’s RMB bank accounts and
the numerous emails indicating coordination of funding and other business
activities), Management has explained these arrangements were mechanisms that
allowed the Company to monitor its interest in the timber transactions, Further,
Huang Ran (a Yuda Wood employee) has an ownership and/or directorship in
a number of Suppliers (Sce Section VI,B), The IC Advisors have been introduced
to persons identified as influential backers of Yuda Wood but were unable to
determine the relationships, if any, of such persons with Yuda Wood, the
Company or other Suppliers or Als, Management explanations of a number of
Yuda Wood-related emails and answers to E&Y's questions are being reviewed
by the IC and may not be capable of independent verification.

o Other: The IC’s review has identified other situations which require further
review, These situations suggest that the Company may have close relationships
with certain Suppllers, and oceriain Suppllers and Als may have cross-
ownership and other relationships with each other. The 1C notes that in the
interviews conducted by the 1C with selected Als and Suppliers, all such parties
represented that they were independent of SF. Management has very recently
provided information and analysis intended to explain these situations, The IC is
reviewing this material from Management and intends to report its findings in this
regard in its final report to the Board, Some of such information and explanations
may not be capable of independent verification.

« Accounting Considerations: To the extent that any of SF’s purchase and sale
fransactions are with related partles for accounting purposes, the value of these
transactions as recorded on the books and records of the Company may be
limpacted,

[]
BVT Structure

The BVI structure used by SF to purchase and sell standing timber assets could be
challenged by the relevant Chinese authorities as the undertaking of “business
activities” within China by foreign companies, which may only be undertaken by
entities established within China with the requisite approvals, However, there is
no clear definition of what constitutes “business activities” under Chinese law and
there are different views among the IC's Chinese counsel and the Company’s
Chinese counsel as to whether the purchase and sale of timber in China as
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undertaken by the BVIs could be considered to constitute “business activities”
within China. In the event that the relevant Chinese authorities consider the BVIs
to be undertaking “business activities” within China, they may be required to
cease such activities and could be subject to other regulatory action. As
regularization of foreign businesses in China is an ongoing process, the
government has in the past tended to allow foreign companies time to restructure
their operations in accordance with regulatory requirements (the cost of which is
uncertain), rather than enforeing the laws strictly and imposing penalties without
notice, See Section 11.B.2

C. Challenges

Throughout its process, the 1C has encountered numerous challenges in its
attempts to implement a robust independent process which would yleld reliable
results, Among those challenges are the following:

(a) Chinese Legal Regime for Forestry:
* national laws and policies appear not yet to be implemented at all local levels;

* in practice, none of the Jocal jurisdictions tested in which BVIs hold standing
timber appears to have instituted a government registry and documentation system
for the ownership of standing timber as distinct from a government registry
system for the ownership of plantation land use rights;

« the registration of plantation land use rights, the issue of Plantation Rights
Certificates and the establishment of registries, is incomplete In some jurisdictions
based on the information available te the 1C;

* as a result, title to standing timber, when not held in conjunction with a land
use right, cannot be definitively provem by reference fo a government
maintained register; and

+ Sino-Forest has requested confirmations from forestry bureaus of its acquisition
of timber holdings (excluding land leases) as additional evidence of ownership.
Certain forestry bureaus and Suppliers have indicated the confirmation was
beyond the typical diligence practice in China for acquisition of timber holdings.

(b) Obtaining Information fiom Third Parties: For a variety of reasons, all of them
outside the control of the IC, it is very difficult to obtain fnformation from third
parties in China. These reasons include the following:

« many of the third parties from whom the IC wanted information (e.g., Als,
Suppliers and forestry bureaus) are not compellable by the Company or
Canadian legal processes;

» third parties appeared to have concerns relating to diselosure of informatien
regarding their operations that could become public or fall into the hands of

97



Chinese government authorities: many third parties explained their reluctance to
provide requested documentation and information as belng “for tax reasons”
but declined to elaborare; and

« gwareness of MW allegations, investigations and information gathering by the
OSC and other parties, and court proceedings; while not often explicitly
articulated, third parties had an awareness of the controversy surrounding SF and
a reluctance to be associated with any of these allegations or drawn into any of
these processes, :

L]

(e) Corporate Governance/Operational Weaknesses: Management has asserted
that business In Ching Is based upon relationships. The IC and the IC Advisors
have observed this through their efforts fo obtain meetings with foresiry bureaus,
Suppliers and Als and their other experience in China, The importance of
relationships appears to have resulted in dependence on a relatively small group
of Management who are integral to maintaining customer relationships,
negotiating and finalizing the purchase and sale of plantation fibre contracts and
the settlement of accounts receivable and accounts payable assoclated with
plantation fibre contracts, This concentration of authority or lack of segregation of
duties has been previously disclosed by the Company as a control weakness, As a
result and as disclosed in the 2010 MD&A, senior Management in their ongoing
evaluation of disclosure confrols and procedures and internal controls over
financlal reporting, recognizing the disclosed weakness, determined that the
design and controls were ineffective, The Chalrman and Chief Financial Officer
provided annual and quarterly certifications of thelr regulatory filings, Related to
this weakness the following challenges presented themselves in the examination
by the IC and the IC Advisors:

+ operational and administration systems that are generally not sophisticated
having regard to the size and complexity of the Company’s business and in
relation to North American practices; including:

s incomplete or inadequate record creation and refention practicesy
+ gontracts not maintained in a central location;

+ significant volumes of data maintained across multiple locations on
decentralized servers;

¢ data on some servers in China appearing to have been deleted on an
irregular basis, and there Is no back-up systen;

* no integrated accounting system: accounting data is not maintained on a
single, consolidated application, which can require extensive manual
provcedures o prodyce reports; and
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+ a treasury function that was centralized for certain major financial
geeounts, but was not actively involved in the control or management of
numerous local operations bank accounts;

s no internal audit functlon slthough there is evidence the Company has
undertaken and continues to assess its disclosure controls and procedures and
infernal controls -over financial reporting using senior Management and
independent control consultants;

* SF employees conduct Company affaivs from time lo time using personal
devices and non-corporate emall addresses which have been observed to be
shaved across groups of staff and changed on a periodic and organized basis; this
complicated and delayed the examination of email data by the IC Advisors; and

* lack of full cooperation/openness in the ICs examination from certain members
of Management,

(f) Complexity, Lack of Visibility into, and Limitations of BVIs Model: The use
of Als and Suppliers as an essentlal feature of the BVIs standing timber
business model contributes to the lack of visibility into title documentation, cash
movements and tax lability since cash settlement in respect of the BVIy
standing timber transactions takes place outside of the Company’s books.

(g) Cooperation .and openness of the Company’s executives throughout the
process; From the outsst, the IC Advisors sought the full cooperation and support
of Allen Chan and the executive management team, Initially, the executive
management team appeared ill~prepared to address the 1C’s concerns in an
organized fashion and there was perhaps a degree of culture shock as
Management adjusted to the IC Advisors’ examination, In any event, significant
amounts of material Information, particularly with respect to the relationship
with Yuda Wood, intervelationships between Als and/or Suppliers, were not
provided to the IC Advisors as requested, In late August 2011 on the instructions
of the IC, interviews of Management were conducted by the IC Advisors in which
documents evidencing these connectlens were put to the Management for
explanation, As a resull of these interviews (which were also attended by BJ) the
Company placed certain members of Management on administrative leave upon
the advice of Company counsel. At the same time the OSC made allegations in
the CTO of Management misconduct,

[.]

(h) Independence of the IC Process: The cooperation and collaboration of the IC
with Marnagement (operating under the direction of the new Chlef Executive
Officer) and with Company counsel In completing certaln aspects of the IC’s
mandate has been noted by the OSC and by E&Y. Both have questioned the
degree of Independence of the IC from Management as a result of this
interaction, The IC has explained the practical impediments to its work in the
context of the distinct business culture (and associated issues of privacy) in the
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forestry sector in China in which the Company operates, Cooperation of third
parties in Hong Kong and China, including employees, depends heavily on
relationships and trust, As noted above, the Company’s placing certain members
of Management on administrative leave, as well as the OSC’s allegations in the
CTO, further hampered the IC’s ability to conduct its process. As a result, the
work of the IC was frequently done with the assistance of, or in rellance on, the
new Chief Executive Officer and his Management team and Company counsel,
Given that Mr, Martin was, in effect, selected by the IC and BJ was appointed in
late June 2011, the IC concluded that, while not ideal, this was & practical and
appropriate way to proceed in the circumstances, As evidenced by the increased
number of scheduled meetings with forestry bureaus, Suppliers and Als, and, very
recently, the delivery to the IC of information regarding Als and Suppliers and
relationships among the Company and such parties, it is acknowledged that M,
Martin’s involvement in the process has been beneficial, It is also acknowledged
that in executing his role and assisting the IC he has had to rely on certain of the
members of Management who had been placed on adminisirative leave,

[Emphasis added]

On Janvary 31, 2012, Sino released the Final Report, In material part, it read:

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

In December 2011, the Company defaulted under the indentures relating to its
outstanding bonds with the result that its resources are now more focused on
dealing with its bondholders, This process is being overseen by the Restructuring
Committee appointed by the Board, Pursuant to the Waiver Agreement dated
January 18, 2012 between the Company and the holders of a majority of the

principal amount of its 2014 Notes, the Company agreed, among other things, that

the final report of the IC to the Board would be made public by January 31, 2012,

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

]
11, RELATIONSHIPS

The objectives of the [C’s examination of the Company’s relationships with its
Als and Suppliers were to determine, in light of the MW allegations, If such
relationships are arm's length and to obtain, if possible, independent verification
of the cash flows underlying the set-off transactions described In Section ILA of
the Second Interim Report, That the Company’s relationships with its Als and
Suppliers be arm’s length Is velevant to SF’s abillty under GAAP fo:

¢ book lts timber assets at cost In ifs 2011 and prior years’ financial statements,
both audited and unaudited

* recognize revenue from standing timber sales as currently reflected In lis 2011
and prior years’ financlal statements, both audited and unaudited,

A, Yuda Wood

Yuda Wood was founded in April 2006 and was until 2010 a Supplier of SF, Iis
business with SF from 2007 to 2010 fotalled approximately 152,164 Ha and RMB
4,94 billion, Section VI,A and Schedule VI.A.2(a) of the Second Interim Report
described the MW allegations relating to Yuda Wood, the review conducted by
the IC and its findings fo date. The IC concluded that Huang Ran is not currently
an employee, and that Yuda Wood is not a subsidiary, of the Company, However,
there Is evidence suggesting a close cooperation between SF and Yuda Wood
which the IC had asked Management to explain. At the time the Second Interim
Report was issued, the IC was continuing to review Management’s explanations
of a number of Yuda Wood-related emalls and certain questions arising there-
from,

Subsequent to the issuance of ifs Second Interim Report in mid-November, the IC,
with the assistance of the IC Advisors, has reviewed the Management responses
provided to date relating to Yuda Wood and has sought further explanations and
documentary support for such explanations, This was supplementary to the
activities of the Audit Committee of SF and its advisors who have had during this
period primary carriage of examining Management’s responses on the interactions
of 8F and Yuda Wood., While many answers and explanations have been
obtained, the IC believes that they are not yet sufficient to allow it 1o fully
understand the nature and scope of the relatlonship between SF and Yuda
Wood, Accordingly, based on the information it has obtalned, the IC is still
unable to independently verify that the relationship of Yuda Wood s at arm’s
length to SF, 1t is to be noted that Management is of the view that Yuda Wood is
unrelated fo SF {or accounting purposes, The IC remains satisfied that Yuda is
not a subsidiary of SF, Management continues to undertake work related to Yuda
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Wood, including seeking documentation from third parties and responding to e~
mails where the responses are not yet complete or prepared. Management has
provided certain banking records to the Audit Committee that the Audit
Committee advises support Management’s position that SF did not capitalize
Yuda Wood (but that review is not yet completed), The [C anticipates that
Management will continue to work with the Audit Committee, Company counsel
and E&Y on these {ssues,

B. Other Relationships

Section VI,B,1 of the Second Interim Report described certain other relationships
which had been Identified in the course of the 1C’s preparation for certain
interviews with Als and Suppliers. These relatlonships include (1) thirteen
Suppliers where former SF employees, consultants or secondees are or have
been directors, officers and/or shareholders (including Yuda Wood); (1) an AT
with a former SF employee in a senior position; (i) potential relatlonships
between Als and Supplilers; (v) set-off payments for BVI standing timber
purchases helng made by companles that are not Als and other setoff
arrangementy Involving non-Al entitles; (v) payments by Als to potentially
connected Sappliers; and (V) sale of standing timber to an Al potentially
connected to a Supplier of that fimber. Unless expressly addressed herein, the
IC has no further update of a material nature on the items raised above,

On the instructions of the IC, the IC Advisors gave the details of these possible
relationships to Management for further follow up and explanation. Just prior to
the Second Interim Report, Management provided information regarding Als and
Suppliers relationships among the Company and such parties.

This information was in the form of a report dated November 10, 2011,
subsequently updated on November 21, 2011 and January 20, 2012 (the latest
version being the “Kaitong Report”) prepared by Kaitong Law Firm (“Kaitong”),
a Chinese law firm which advises the Company, The Kaitong Report has been
separately delivered to the Board, Kaitong has advised that much of the
information in the Kaitong Report was provided by Management and has not
been Independently verified by such law firm or the IC,

]

The Kaitong Report generally describes certain relationships amongst Als and
Suppliers and certain relationships between their personnel and Sino-Forest,
either identified by Management or through SAIC and other searches, The
Kaitong Report also specifically addresses certain relationships identified in the
Second Interim Report, The four main areas of information in the Kaitong Report
are as follows and are discussed in more detail below;

(i) Backers to Suppliers and Als: The Kaitong Report explains the concept of
“backers” to both Suppliers and Als, The Kaitong Report suggests that backers
are individuals with considerable influence in political, social or business ¢ircles,
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or all three. The Kaitong Report also states that such backers or their identified
main business entities do not generally appear in SAIC filings by the Suppliers or
Als as shareholders thereof and, in most instances, in any other capacity.

(i) Suppliers and Als with Former SF Personnel: The appendices to the
Kaoltong Report list certaln  Suppliers that have former SF personnel as
current shareholders,

(iti) Comumon Shareholders Between Suppliers and Als: The Kaitong Report
states that there are 5 Suppliers and 3 Als with current common shareholders
but there is no cross majority ownership positions between Suppliers and Als.

(iv) Transactions Involving Suppliers and Als that have Shareholders in common:
The Kaitong Report states that, whete SF has had transactions with Suppliers and
Als that have certain current shareholders in common as noted above, the subject
timber in those transactions is not the same; that is, the timber which SF buys
from such Suppliers and the timber which SF sells to such Als are located in
different counties.or proyvinces,

The IC Advisors have reviewed the Kaitong Report on behalf of the IC, The IC
Advisors liaised with Kaitong and met with Kaitong and current and former
Management, A description of the Kaltong Report and the IC’s findings and
comments are summarized below, By way of summary, the Kaitong Report
provides considerable. information regarding relationships among Suppliers and
Als, and between them and SF, but much of this information related to the
relationship of each backer with the associated Suppliers and Als is not supported
by any documentary or other independent evidence, As such, some of the
information provided is unverified and, particularly as it relates to the nature of
the relationships with the backers, is viewed by the IC to be likely unverifiable
by it,

1. Backers to Suppliers and Als
[en]

Given the general lack of information on the backers or the nature and scope of
the relationships between the Suppliers or Als and their respective backers and the
absence of any dooumentary support or independent evidence of such
relationships, the IC has been unable to reach any conclusion as to the existence,
nature or importance of such relationships. As a result, the IC Is unable to assess
the Implicatlons, if any, of these backers with respect to SF’s relationships with
its Suppliers or Als, Based on its experience to date, including interviews with
Suppliers and Als lnvolving persons who have now been ldentified as backers
in the Kaitong Report, the IC believes that it would be very difficult for the IC
Advisors to arrange interviews with either the Als or Suppliers or their
respective backers and, if arranged, that such Interviews would yleld very litile,
if any, verifiable information to such advisors. The 1C understands Management
is continuing to seek meetings with its Als and Suppliers with the objective of
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obtaining information, to the extent such is available, that will provide further
background to the relationships to the Audit Committee.

L]

2, Suppliers and Als with Former SF Personnel

The Appendices to the Kaltong Report list the Suppliers with former SF personnel
as current shareholders, According to the information previously obtained by the
IC Advisors, the identification of former SF personnel indicated in the Kaitong
Report to be current shareholders of past or current Suppliers is correct,

(8) Supplers with former SF personnel

The Kaitong Report, which is limited to examining Suppliers where ex-SF
employees are current shareholders as shown in SAIC filings, does not provide
material new information concerning Suppliers where former SF employees were
identified by the 1C in the Second Interim Report as having various past or present
connections to current or former Suppliers except that the Kaitong Report
provides an explanation of two transactions identified in the Second Interim
Report, These involved purchases of standing timber by 8F from Suppliers
controlled by persons who were employees of SF at the time of these fransactions,
Neither of the Suppliers have been related to an identified backer in the Kaitong
Report. The explanatlons are similar indicating that neither of the SF employees
was an officer in charge of plantation purchases or ong of SF’s senior
management at the time of the transactions, The employees in question were
Shareholder #14 in relation to 8 RMB 49 million purchase from Supplier #18 in
December 2007 (shown in SAIC filings to be 100% owned by him) and
Shareholder #20 in relation to a RMB 3.3 million purchase from Supplier #23
(shown in SAIC filings to be 70% owned by him) in Qotober 2007, The Kaltong
Report indicates Shareholder #20 is a current employee of SF who then had
responsibliities in SE's wood board production business,

The IC is not aware that the employees’ ownership positions were brought to the
attention of the Board at the time of the transactions or, subsequently, until the
publication of the Second Interim Report and understands the Audit Committee
will consider such information,

{b) Als with former SF personne]

The Kaitong Report indicates that no SF employees are listed in SAIC filing
reports as current shareholders of Als, Except as noted hereln, the IC agrees with
this statement. The Kaitong Report does not address the apparent role of an ex-
employee Officer #3 who was introduced to the IC as the person in charge of Al
#2 by Backer #5 of Al Conglomerate #1. Backer #5 is identified in the Kaitong
Report as a backer of two Als, including Al#2, (The Kaitong Report properly
does not include Al #14, as an Al for this purpose, whose 100% shareholder Is
former SF employee Officer #3, However, the IC is satisfied that the activities of
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this entity primarily relate to certain onshoring transactions that facllitated the
transfer of SF BVI timber assets to SF WFOR subsidiaries,)

There was one other instance where & past shareholding relationship has been
identified between an Al #10 and persons who ‘were previously or are still shown
on the SF human resources records, Sharcholder #26 and Shareholder #27.
Management has explained that such entity sold wood board procsssing and other
assets to SF and that the persons associated with that company consulted with ST
after such sale in relation to the purchased wood board processing assets, Such
entity subsequently also undertook material timber purchases as an AI of SF in
2007-2008 over a time period in which such persons are shown as shareholders
of such Al in the SAIC filing reviewed (as to 47.5% for Shareholder #26 and as
1o 52,.5% for Shareholder #27), That time perlod also intersects the time that
Sharcholder #26 is shown in such human resources records and partially
intersects the time that Shareholder #27 Is shown on such records.
Management has also explained that Shareholder #26 subsequent to the fime of
such Al sales became an employee of a SF wood board processing subsidiary,
Managerent has provided certain documentary evidence of its explanations.
The IC understands that the Audit Committee will consider this matter,

3, Common Shareholders between Supplier and Als

The Kaitong Report states that there are 5 Suppliers and 3 Als that respectively
have certain common current sharsholders but also states that there is no cross
control by those current shareholders of such Suppliers or Als based on SAIC
filings, The Kaitong Report correctly addresses current cross shareholdings in
Suppliers and Als based on SAIC filings but does not address cerfain other
shareholdings, With the exception of one situation of cross control in the past, the
IC has not identified a circumstance in the SAIC filings reviewed where.the same
person confrolled a Suppller at the time It controlled a different Al, The one
exception is that from April 2002 to Febraary 2006, AT #13 is shown in SAIC
filings as the 90% shareholder of Supplier/AI #14, AI#I3 did business with SF
BVIs from 2005 through 2007 and Supplier/AI #14 supplied SF BVIs from
2004 through 2006, However, the IC fo date has only identified one contract
involving timber bought from Supplier/AI #14 that was subsequently sold to AT
#13, It involved a parveel of 2,379 Ha, timber sold to AI #13 In December 2005
that originated from a larger timber purchase contract with Supplier/Al #14
earller that year, Management has provided an explanation for this
transaction. The IC understands that the Audit Committee will consider this
matter,

4. Transactions involving Suppliers and Als with Current Shareholders In
Common

The Kaitong Report states that where SF has had transactions with 5 Suppliers
and 3 Als that have current sharcholders in common (but no one controlling
shareholder) as shown in SAIC filings, the subject timber in the transactions thoy
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Sino’s Audit Committee but purporied 1o exercise oversight of their former E&Y colleagues, In

addition, Sino’s Vice-President, Finance (Corporate), Thomas M. Maradin, is a former E&Y
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each undertook with SF is not the same; that is, the timber which SF buys from
the Suppliers and the timber which SF sells to the Als where the Supplier and Al
have a current common sharcholder were located in different areas and do not
involye the same plots of timber, The Kaitong Report further states that where
SF has had transactions with 5 Suppliers and 3 Als with current shareholders in
common as shown in SAIC filings, SF had transactions with those Als prior to
having transactions with those Suppliers, thus SF was not overstating its
transactions by buying and selling to the same counterparties,

[n.]

The Kaitong Report does not specifically address historical situations involving
common shareholders and potential other interconnections between Als and
Suppliers that may appear as a result of the identification of backers, There is
generally no ownership connection shown in SAIC filings between backers and
the Suppliers and Als associated with such backers in the Kaitong Report.

]
V1. OUTSTANDING MATTERS

As noted in Section I above, the [C understands that with the delivery of this
report, its examination and review activities are terminated, The I'C would expect
its next steps may include only:

(a) assisting in responses to regulators and RCMP as required; and

(b) such other specific actlvities as it may deem advisable or the Board may
instruct,

[Emphasis added]

IX,  SINOQ REWARDS ITS EXPERTS

Bowland, Hyde and West are former B&Y partners and employees. They served on

employee,
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210,  The charter of Sino’s Audit Committee required that Ardell, Bowland, Hyde and West
“review and take action to eliminate all factors that might impair, or be perceived to impalr, the
independence of the Auditor,” Sino’s practice of appointing BE&Y personnel 1o its board — and
paying them handsomely (for example, Hyde was paid $163,623 by Sino in 2010, $115,962 in
2009, $57,000 in 2008 and $55,875 in 2007, plus options and other compensation) — undermined

the Audit Committee’s oversight of E&Y,

211, B&Y's independence was impaired by the significant non-audit fees it was paid during

2008-2010, which total $712,000 in 2008, $1,225,000 in 2009 and $992,000 in 2010,

212.  Further, Andrew Fyfe, the former Asia-Pacific President for P8yry Forestry Industry lutd,
was appointed Chief Operating Officer of Greenheart, and is the director of several Sino
subsidiaries, Fyfe signed the P8yry valuation report dated June 30, 2004, March 22, 2005, March

23, 2006, March 14, 2008 and April 1, 2009,

213.  QGeorge Ho, Sino’s Vice President, Finance (China), is a former Senior Manager of the

BDO,

X, THE DEFENDANTS’ RELATIONSHIP TO THE CLASS
214, By virtue of their purported accounting, financial and/or managerigl acumen and

qualifications, and by virtue of their having assumed, voluntarily and for profit, the role of
gatekeepers, the Defendants had a duty at common law, informed by the Securities Legislation
and/or the CBCA, to exercise care and diligence to ensure that the Impugned Documents fairly

and accurately disclosed Sino’s financial condition and performance in accordance with GAAP,

215, Sino Is a reporting issuer and had an obligation to make timely, full, true and accurate

disclosure of material facts and changes with respect to its business and affairs,
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216, The Individual Defendants, by virtue of their positions as senior officers and/or directors
of Sino, owed a duty to the Class Members (o ensure that public statements on behalf of Sino
were not untrue, inaccurate or misleading, The continuous diselosure requirements in Canadian
securitics law mandated that Sino provide the Tmpugned Documents, including quarterly and
annual financial statements. These documents were meant fo be read by Class Members who
acequired Sino’s Securities in the secondary market and to be rélied on by them in making
investment declsions. This public disclosure was prepared to attract investment, and Sino and the
Individual Defendants intended that Class Members would rely on public disclosure for that
purpose, With respect to Prospectuses and Offering Memoranda, these documents were prepared
for primary market purchasers, They include detailed content as mandated under Canadian
securities legislation, national instruments and OSC rules, They were meant to be read by the
Class Members who acquired Sino’s Securities in the primary market, and to be relied on by
them in making decisions about whether to purchase the shares or notes under the Offerings to

which these Prospectuses and Offering Memoranda related,

217, Chan and Horsley had statutory obligations under Canadian securities law to ensure the

accuracy of disclosure documents and provided certifications in respect of the annual reports,

financial statements and Prospectuses during the Class Period, The other Indlvidual Defendants
were directors of Sino during the Class Period and each had a statutory obligation as a director
under the CB(CA to manage or supervise the management of the business and affairs of Sino.
These Indlvidual Defendants also owed a statutory duty of care to shareholders under section 122
of the CBCA. In addition, Poon, along with Chan, co-founded Sino and has been its president

since 1994, He is intimately aware of Sino’s operations and as a long-standing senior officer, he
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had an obligation to ensure proper disclosure, Poon authorized, permitted or aequiesced in the

release of the Impugned Documents,

218. BDO and E&Y acted as Sino’s auditors and provided audit reports in Sino’s annual
financial statements that were directed to shareholders, These audit reports specified that BDO
and E&Y had conducted an audit in accordance with GAAS, which was untrue, and included
their opinions that the financlal statements presented fairly, in all material respects, the financial
position of Sino, the results of operations and Sino’s cash flows, in accordance with GAAP,
BDO and E&Y knew and intended that Class Members would rely on the audit reports and

assurances about the material accuracy of the financial statements,

219, Dundee, Merrill, Credit Suisse, Scotia, CIBC, RBC, Maison, Canaccord and TD each
signed one or more of the Prospectuses and certified that, to the best of its knowledge,
information and bellef, the particular prospectus, together with the documents incorporated
therein by reference, constituted full, true and plain disclosure of all material facts relating to the
securities offered thereby, These defendants knew that the Class Members who acquired Sino’s
Securities In the primary market would rely on these assurances and the trustworthiness that
would be credited to the Prospectuses because of their involvement, Further, those Class
Members that purchased shares under these Prospectuses purchased their shares from these

defendants as principals,

220, Credit Suisse USA, TD and Banc of America acted as initial purchasers or dealer
managers for one or more of the note Offerings, These defendants knew that persons purchasing
these notes would rely on the trustworthiness that would be credited to the Offering Memoranda

because of their involvement,

109



X1,  THE PLAINTIFFS’ CAUSES OF ACTION

A, Negllgent Misrepresentation
221, As against all Defendants except Pyry and the Underwriters, and on behalf of all Class

Members who acquired Sino’s Securities in the secondary market, the Plaintiffs plead negligent

misrepresentation for all of the Impugned Documents except the Offering Memoranda,

222. T.abourers and Wong, on behalf of Class Members who purchased Sino Securities in one
of the distributions to which a Prospectus related, plead negligent misrepresentation as against
8ino, Chan, Horsley, Poon, Wang, Martin, Mak, Murray, Hyde, BDO, E&Y, Dundee, Merrill,

Credit Suisse, Scotia, CIBC, RBC, Malison, Canaccord and TD for the Progpectuses,

223, Grant, on behalf of Class Members who purchased Sino Securities in one of the
distributions to which an Offering Memorandum related, pleads negligent misrepresentation as

against Sino, BDO and B&Y for the Offering Memoranda,

224, In support of these claims, the sole misrepresentation that the Plaintiffs plead is the
Representation.  The Representation is contained in the language relating to GAAP

particularized above, and was untrue for the reasons particularized elsewhere herein,

225, .The Impugned Documents were prepared for the purpose of attracting investment and
inducing members of the investing public to purchase Sino securities, The Defendants knew and
intended at all material times that those documents had been prepared for that purpese, and that
the Class Members would rely reasonably and to their detriment upon such decuments in making

the decision to purchase Sino securities,

226, The Defendants further knew and intended that the information contained in the

Impugned Documents would be incorporated into the price of 8ino’s publlely traded securities
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such that the trading price of those securities would at all times reflect the information contained

in the Impugned Documents.

227.  As set out elsewhere herein, the Defendants, other than PSyry, Credit Suisse USA and
Bane of America, had a duty at common law to exercise care and diligence to ensure that the
Impugned Documents fairly and accurately disclosed Sina's financial condition and performance

in accordance with GAAP,

228, These Defendants breached that duty by making the Representation as particularized

above,

229, The Plaintiffs and the other Class Members directly or indirectly relied upon the
Representation in making a declsion to purchase the securities of Sino, and suffered demages

when the falsity ofthe Representation was revealed on June 2, 2011,

230, Alternatively, the Plaintiffs and the other Class Members relied upon the Representation
by the act of purchasing Sino securities in an efficient market that promptly incorporated into the
price of those securities all publicly available material information regarding the securities of
Sino, As aresult, the repeated publication of the Representation in these Impugned Documents
caused the price of Sino’s shares to trade at inflated prices during the Class Period, thus directly

resulting in damage fo the Plaintiffs and Class Members,

B, Statutory Claims, Negligence, Oppression, Unjust Enrichment md Conspiracy
(i) Statutory Liability— Secondary Market under the Securities Legislation
231, The Plaintiffs plead the claim found in Part XXIII1 of the 0S4, and, if required, the

equivalent sections of the Securities Legislation other than the OSA, against all Defendants

except the Underwriters,
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232,  Bach of the Impugned Documents except for the December 2009 and October 2010

Offering Memoranda is a “Core Document” within the meaning of the Securities Legislation.

233, Each of these Impugned Documents contained one or more misrepresentations as
particularized above, Such misrepresentations and the Representation are misrepresentations for

the purposes of the Securities Legislation,

234, EBach of the Individual Defendants was an officer and/or director of Sino at material
times. Each of the Individual Defendants authorized, permitted or acquiesced in the release of

some or all of these Impugned Documents,
235, Sino is & reporling issuer within the meaning ofthe Securities Legislation,

236, E&Y is an expert within the meaning of the Securities Legislation, E&Y consented to

the use of its statements particularized above in these Impugned Documents,

237, BDO is an expert within the meaning of the Securities Legislation, BDO consented to

the use of its statements particularize above in these Impugned Documents,

238, Poyry is an expert within the meaning of the Securities Legislation. Pdyry consented to

the use of its statements particularized above in these Impugned Documents,

239, Atall material times, each of Sino, Chan, Poon and Horsley, BDO and E&Y knew or, in
the alternative, was wilfully blind to the fact, that the Impugned Documents contained the
Representation and that the Representation was false, and that the Impugned Documents

contained other of'the misrepresentations that are alleged above to have been contained therein,

(i) Statutory Liability — Primary Market for Sino's Shares under the Securities
Legislation

240, Asagainst Sino, Chan, Horsley, Wang, Martin, Mak, Murray, Hyde, Pdyry, BDO, E&Y,

Dundee, Merrill, Credit Suisse, Scotia, CIBC, RBC, Malison, Canaccord and TD, and on behalf
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of those Class Members who purchased Sino shares in one of the distributions fo which the June
2009 or December 2009 Prospectuses related, Labourers and Wong assert the cause of action set
forth in s, 130 of the OS4 and, if necessary, the equivalent provisions of the Securities

Legislation other than the OSA4.

241, Sino issued the June 2009 and December 2009 Prospectuses, which contained the
Representation and the other misrepresentations that are alleged above to have been contained in

those Prospectuses or in the Sino disclosure documents incorporated therein by reference,

(i) Statutory Liability — Primary Market for Sino s Notes under the Securities
Legislation

242,  As against Sino, and on behalf of those Class Members who purchased or otherwise
acquired Sino’s notes in one of the offerings to which the July 2008, June 2009, December 2009,
and October 2010 Offering Memoranda related, Grant asserts the cause of action set forth in s,
130,1 of the OSA4 and, if necessary, the equivalent provisions of the Securities Legislation other

than the OSA4.

243, Sino issued the July 2008, June 2009, December 2009 and October 2010 Offering
Memoranda, which contained the Representation and the other misrepresentations that are
alleged above to have been contgined in these Offering Memoranda or in ths Sino disclosure

documents incorporated therein by reference,

(v)  Negligence Stmpliciter — Primary Market for Stno's Securitles
244,  Sino, Chan, Poon, Horsley, Wang, Martin, Mak, Murray, Hyde, BDO, E&Y, Péyry and

the Underwriters (collectively, the “Primary Market Defendants™) acted negligently in

connection with one or more of the Offerings,

245,  As against Sino, Chan, Horsley, Poon, Wang, Martin, Mak, Murray, Hyde, BDO, E&Y,

Poyry, Dundee, Meirill, Credit Suisse, Scotla, CIBC, RBC, Maison, Canaccord and TD, and on
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behalf of those Class Members who purchased Sino’s Securities in one of the distributions to

which those Prospectuses related, Labourers and Wong assert negligence simpliciter,

246,  As against Sino, BDO, E&Y, Poyry, Credit Suisse USA, Banc of America and TD, and
on behalf of those Class Members who purchased Sino’s Securities in one of the distributions to

which the Offering Memoranda related, Grant asserts negligence simpliciter,

247, The Primary Market Defendants owed a duty of care to ensure that the Prospectuses
and/or the Offering Memoranda they issued, or authorized to be issued, or in respect of which
they acted as an underwriter, initial purchaser or 4dealer manager, made full, true and plain
disclosure of all material facts relating to the Securities offered thereby, or to ensure that their
opinions or reports contained in such Prospectuses and Qffering Memoranda did not contain a

mistepresentation,

248, At all times material to the matters complained of herein, the Primary Market Defendants
ought to have known that such Prospectuses or Offering Memoranda and the documents
incorporated therein by reference were materlally misleading in that they contained the

Representation and the other misrepresentations particularized above,

249,  Chan, Poon, Horsley, Wang, Martin, Mak, Murray and Hyde were senior officers and/or

direciors at the time the Offerings to which the Prospectuses related, These Prospectuses were

created for the purposes of obtaining financing for Sino’s operations, Chan, Horsley, Martin and

Hyde signed each of the Prospectuses and certified that they made full, true and plain disclosure

of all material facts relating to the shares offered, Wang, Mak and Murray were directors during

one or more of these Offerings and each had a statutory obligation to manage or supervise the
)

management of the business and affairs of Sino. Poon was a director for the June 2007 share

Offering and was president of Sino at the time of the June 2009 and December 2009 Offering,
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Poon, along with Chan, co-founded Sino and has been the president since 1994, He is intimately

aware of Sino’s business and affairs,

250, The Underwriters acted as underwriters, initial purchasers or dealer managers for the
Offerings fo which the Prospectuses and Offering Memoranda related. They had an bbligation to
conduet due diligence in respect of those Offerings and ensure that those Securities were offering
at a price that reflected their true value or that such distributions did not proceed if inappropriate,
In addition, Dundee, Merrill, Credit Suisse, Scotla, CIBC, RBC, Maisan, Canaccord and TD
signed one or more of the Prospectuses and certified that to the best of their knowledge,
information and belief, the Prospectuses constituted full, true and plain disclosure of all material

facts relating to the shares offered,

251, E&Y and BDO acted as Sino’s auditors and had a duty to maintain or to ensure that Sino
maintained appropriate internal controls fo ensure that Sino's disclosure documents adequately

and fairly presénted the business and affairs of Sino on a timely basis,

252, PSyry had a duty to ensure that its opinions and reports reflected the true nature and value
of Sino’s assets, POyry, at the time it produced each of the 2008 Valuations, 2009 Valuations,
and 2010 Valuations, specifically consented to the inclusion of those valuations or a summary at
any time that Sino or its subsidiaries filed any documents on SEDAR or issued any documents

pursuant to which any securities of Sino or any subsidiary were offered for sale.

253,  The Primary Market Defendants have violated their duties to those Class Members who
purchased Sino’s Securities in the distributions to which a Prospectus or an Offering

Memorandum related.
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254, The reasonable standard of care expected in the circumstances required the Primary
Market Defendants to prevent the distributions to which the Prospectuses or the Offering
Memotanda related from occurring prior to the correction of the Representation and the other
misrepresentations alleged above to have been contained in the Prospectuses or the ‘Offering
Mermoranda, or in the documents incorporated therein by reference. Those Defendants failed to
meet the standard of care required by causing the Offerings to occur before the correction of such

misrepresentations.

255, In addition, by failing to attend and partlcipate in Sino board and board committee
meetings to a reasonable degree, Murray and Poon effectively abdicated their duties to the Class

Members and as dirsctors of Sino,

256, Sino, E&Y, BDO and the Individual Defendants further breached their duty of care as
they failed to maintain or to ensure that Sino maintained appropriate internal controls to ensure
that Sino’s disclosure documents adequately and fairly presented the business and affairs of Sino

on a timely basis,

257, Had the Primary Market Defondants exercised reasonable care and diligence in
conngction with the distributions to which the Prospectuses related, then securities regulators
likely would not have issued a receipt for any of the Prospectuses, and those distributions would

not have oceurred, or would have occurred at prices that reflected the true value of 8ino’s shares,

258, Had the Primary Market Defendants exercised reasonable care and diligence in
comnection with the distributions to which the Offering Memoranda related, then those
distributions would not have occurred, or would have occurred at prices that reflected the true

value of 8ino’s notes,
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259, The Primary Market Defendants’ negligence in relation to the Prospectuses and the
Qffering Memoranda resulted in damage to Labourers, Grant and Wong, and to the other Class
Members who purchased Sino’s Securities in the related distributions. Had those Defendants
satisfied their duty of care to such Class Members, then those Class Members would not have
purchased the Securities that they acquired under the Prospectuses or the Offering Memoranda,

or they would have purchased them at a much lower price that reflected their true value,

(v)  Unjust Enrichment of Chan, Martin, Poon, Horsley, Mak and Murray
260, As a result of the Representation and the other misrepresentations particularized above,

Sino’s shares traded, and were sold by Chan, Martin, Poon, Horsley, Mak and Murray, at

artificially inflated prices during the Class Period.

261, Chan, Martin, Poon, Horsley, Mak and Murray were enriched by their wrongful acts and
omissions during the Class Period, and the Class Members who purchased Sino shares from such

Defendants suffered a corresponding deprivation,

262, There was no juristic reason for the resulting enrichment of Chan, Martin, Poon, Horsley,

Mak and Murray,

263, The Class Members who purchased Sino shares from Chan, Martin, Poon, Horsley, Mak
and Murray during the Class Period are entitled to the difference between the price they paid to
such Defendants for such shares, and the price that they would have paid had the Defendants not
made the Representation and the other misrepresentations particularized above, and had not

committed the wrongful acts and omissions particularized above,
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(vi)  Unjust Envichment of Sino
264, Throughout the Class Period, Sino made the Offerings, Such Offerings were made via

various documents, particularized above, that contained the Representation and the

misrepresentations particularized above,

265.  The Seeuritics sold by Sino via the Offerings were sold at artificially inflated prices as a

result of the Representation and the others misrepresentations particularized above,

266, Sino was enriched by, and those Class Members who purchased the Securities via the
Offerings were deprived of, an amount equivalent to the difference between the amount for
which the Securities offered were actually sold, and the amount for which such securitics would
have been sold had the Offerings not in¢luded the Representation and the misrepresentations

partioularized above.

267, The Offerings violated Sino’s disclosure obligations under the Securities Legislation and
the various instruments promulgated by the securities regulators of the Provinces in which such

Offerings were made. There was no juristic reason for the enrichment of Sino.

i) Unjust Envichment of the Underwriters
268. Throughout the Class Period, Sino made the Offerings, Such Offerings were made via

the Prospectuses and the Offering Memoranda, which contained the Representation and the other
misrepresentations particularized above, Each of the Underwriters underwrote one or more of

the Offerings.

269, The Securities sold by Sino via the Offerings were sold at artificially inflated prices as a
result of the Representation and the other misrepresentations particularized above., The

Underwriters earned fess from the Class, whether directly or indirectly, for work that they never
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performed, or that they performed with gross negligenee, in connection with the Offerings, or

some of them,

270, The Underwriters were enriched by, and those Class Members who purchased securities
via the Offerings were deprived of, an amount equivalent to the fees the Underwriters earned in

connection with the Offerings,

271, The Offerings violated Sino’s disclosure obligations under the Securities Legislation and
the various instruments promulgated by the securities regulators of the Provinces in which such

Offerings were made, There was no juristic reason for the enrichment of the Underwriters,

272, In addition, some or all of the Underwriters also acted as brokers in secondary market
transactions relating to Sino securities, and earned trading commissions from the Class Members
in those secondary market transactions in Sino's Securities, Those Underwriters were enriched
by, and those Class Members who purchased Sino securities through those Underwriters in their
capacity as brokers were deprived of, an amount equivalent to the commissions the Underwriters

earned on such secondary market trades,

273, Had those Underwriters who also acted as brokers in secondary market transactions
exercised remsonable diligence In connection with the Offerings in which they acted as
Underwriters, then Sino’s securities likely would not have traded at all in the secondary market,
and the Underwriters would not have been paid the aforesaid trading commissions by the Class
Members, There was no juristic reason for that enrichment of those Underwriters through their
receipt of trading commissions from the Class Members,
(vit)  Oppression
274, The Plaintiffs and the other Class Members had a reasonable and legitimate expectation

that Sino and the Individual Defendants would use their powers to direct the company for Sino’s
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best interests and, in turn, in the interests of its security holders, More specifically, the Plaintiffs

and the other Class Members had a reasonable expectation that:

275,

(a)

(b)

(©

(d)

(e)
(f

Sino and the Individual Defendants would comply with GAAP, ahd/or cause Sino
to comply with GAAP;

Sino and the Individual Defendants would take reagonable steps to ensure that the
Class Members were made aware on a timely basis of material developments in

Sino’s business and affairs;

Sino and the Individual Defendants would implement adequate corporate
governance procedures and internal controls fo ensure that Sino disclosed material
facts and material changes in the company’s business and affeirs on a timely

basls;

Sino and the Individual Defendants would not make the misrepresentations

particularized above;

Sino stock options would not be backdated or otherwise mispriced; and

the Individual Defendants would adhere to the Code.

Such reasonable expectations were not met as;

(a)
(b

()
(d)
)
®

Sino did not comply with GAAP;

the Class Members were not made aware on a timely basis of material

developments in Sino’s business and affairs;

Sino’s corporate governance procedures and internal controls were inadequate;
the misrepresentations particularized above were made;

stock options were backdated and/or otherwise mispriced; and

the Individual Defendants did not adhere to the Code,
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276.  Sino’s and the Individual Defendants’ conduct was oppressive and unfairly prejudicial to
the Plaintiffs and the other Class Members and unfairly disregarded their interests, These
defendants were charged with the operation of Sino for the benefit of all of its shareholders,

The value of the shareholders’ investments was based on, among other things:
(a)  the profitability of Sino;

(b)  the integrity of Sino’s management and its ability to run the company in the
interests of all shareholders;

(c)  Sino’s compliance with its disclosure obligations;

(d)  Sino’s ongoing representation that its corporate governance procedures met with
reasonable standards, and that the business of the company was subjected to

reasonable scrutiny; and

(e)  Sino’s ongoing representation that its affairs and financial reporting were being
conducted in accordance with GAAP,

277.  This oppressive conduct impaired the ability of the Plaintiffs and other Clags Members to
make informed investment decisions about Sino’s securities. But for that conduct, the Plaintiffs
and the other Class Members would not have suffered the damages alleged herein.

(viii)  Conspiracy
278.  Sino, Chan, Poon and Horsley conspired with each other and with persons unknown
(collectively, the “Conspirators™) to inflate the price of Sino’s securities, During the Class
Period, the Conspirators unlawfully, maliciously and lacking bona fides, agreed together to,
among other things, make the Representation and other misrepresentations particularized above,
and to profit from such misrepresentations by, among other things, issuing stock options in

respect of which the strike price was impermissibly low.

121



122

279,  The Conspirators’ predominant purposes in so conspiring were to:

(8)  inflate the price of Sino’s securities, or alternatively, maintain an artificially high

trading price for Sino’s securities;
(b)  artificially increase the value of the securities they held; and

(¢)  inflate the portion of their compensaﬁon that was dependent in whole or in part

upon the performance of Sino and its securities.

280. In furtherance of the conspiracy, the following are some, but not all, of the acts carried

out or caused to be carried out by the Conspirators;
(a) they agreed to, and did, make the Representation, which they knew was false;

(b)  they agreed to, and did, make the other misrepresentations particularized above,

which they knew were false;

(c)  they caused Sino to issue the Impugned Documents which they knew to be

materially misleading;

(d)  as alleged more particularly below, they caused to be issued stock options in

respect of which the strike price was impermissibly low; and

(e)  they authorized the sale of securities pursuant to Prospectuses and Offering

Memoranda that they knew to be materially false and misleading.

281, Stock options are a form of compensation used by companies to incentivize the
performance of directors, officers and employees. Options are granted on a certain date (the
‘grant date’) at a certain price (the ‘exercise’ or ‘strike’ price). At some point in the future,
typically following a vesting period, an options-holder may, by paying the strike price, exercise
the option and convert the option into a share in the company, The option-holder will make

money as long as the option’s sirike price is lower than the market price of the security at the
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moment that the option is exercised, This enhances the incentive of the option recipient to work

to raise the stock price of the company.
282, There are three types of option grants:

(a) ‘in-the-maney’ grants are aptions granted where the strike price is lower than the
market price of the security on the date of the grant; such options are not
permissible under the TSX Rules and have been prohibited by the TSX Rules at

all material times;

(b)  ‘at-the-money’ grants are options granted where the strike price is equal to the
market price of the security on the date of the grant or the closing price the day

prior to the grant; and

(¢)  ‘out-of-the-money’ grants are options granted where the strike price is higher than

the market price of the security on the date of the grant,
283, Both at-the-money and out-of-the-money options are permissible under the TSX Rules

and have been at all material times,

284.  The purpose of both at-the-money and out-of-the-money options is to create incentives
for option recipients to work to raise the share price of the company, Such options have limited
value at the time of the grant, because they entitle the recipient to acquire the company’s shares
at or above the price at which the recipient could acquire the company’s shares in the open
market, Options that are in-the-money, however, have substantial value at the time of the grant

irrespective of whether the company’s stock price rises subsequent to the grant date,
285, Atall material thmes, the Sino Option Plan (the “Plan”) prohibited in-the-money options,

286, The Conspirators backdated and/or otherwise mispriced Sino stock options, or caused the
backdating and/or mispricing of Sino stock options, in violation of, inter alia; (a) the OS4 and the

rules and regulations promulgated thereunder; (b) the Plan; (¢) GAAP; (d) the Code; (e) the TSX
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Rules; and (f) the Conspirators’ statutory, common law and contractual fiduciary duties and

duties of care to Sino and its shareholders, including the Class Members,

287, The Sino stock options that were backdated or otherwise mispriced included those issued
on June 26, 1996 to Chan, January 21, 2005 to Horsley, September 14, 2005 to Horsley, June 4,
2007 to Horsley and Chan, August 21, 2007 to Sino insiders other than the Conspirators,
November 23, 2007 to George Ho and other Sino insiders, and March 31, 2009 o Sino insiders

other than the Conspirators,

288.  The graph below shows the ayerage stock price returns for fifieen trading days prior and
subsequent to the dates as of which Sino priced its stock options to its insiders, As appears
therefrom, on average the dates as of which Sino’s steck options wers priced were preoceded by a
substantial decline in Sino’s stock price, and were followed by a dramatic increase in Sino’s

stock price. This pattern could not plausibly be the result of chance,
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289. The vonspiracy was unlawful because the Conspirators knowingly and intentionally
committed the foregoing acts when they knew such conduct was in violation of, infer alia, the
0S4, the Securities Legislation other than the 0S4, the Code, the rules and requirements of the
TSX (the “TSX Rules”) and the CBCA, The Conspirators intended to, and did, harm the Class

by causing artificial inflation in the price of Sino’s securities,

290, The Conspirators directed the conspiracy toward the Plaintiffs and the other Class
Members, The Conspirators knew in the circumstances that the conspiracy would, and did,
cause loss to the Plaintiffs and the other Class Members, The Plaintiffs and the Class Members
suffered damages when the falsity of the Representation and other misrepresentations wete

revealsd on June 2, 2011,

XII, THE RELATIONSHIP BETWEEN SINO’S DISCLOSURES
AND THE PRICE OF SINO’S SECURITIES

291, The price of Sino’s securities was directly affected during the Class Period by the
issuance of the Impugned Documents. The Defendants were aware at all material times of the

effect of Sino’s disclosure documents upon the price of its Sino’s securities,

292. The Impugned Documents were filed, among other places, with SEDAR and the TSX,
and thereby became immediately available to, and were reproduced for inspection by, the Class

Members, other members of the investing publie, financial analysts and the financial press,

293, Sino routinely transmitted the documents referred to above to the financial press,
financial analysts and certain prospective and actual holders of Sino securities. Sino provided

either copies of the above referenced documents or links thereto on its website,
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294, Sino regularly communicated with the  public investors and financial analysts via
established market communication mechanisms, including through regular disseminations of
their disclosure documents, including press releases on newswire services in Canada, the United
States and elsewhere, Each time Sino communicated that new material information about Sino

financial results to the public the price of Sino securities was directly affected.

205, Sino was the subject of analysts” reports that incorporated certain of the material
information contained in the Impugned Documents, with the effect that any recommendations fo
purchase Sino securities in such reports during the Class Period were based, in whole or in part,

upon that information.

296, Sino's securities were and are traded, among other places, on the TSX, which is an
efficlent and automated market. The price at which Sino's seourities traded promptly
incorporated material information from Sino’s disclosure documents about Sino’s business and
affalrs, including the Representation, which was disseminated to the public through the
documents referred to above and distributed by Sino, as well as by other means,

XII, VICARIOUS LIABILITY

A, Sino and the Individual Defendants
297. Sino is vicariously liable for the acts and omissions of the Individual Defendants

particularized in this Claim.

298, The acts or omissions particularized and alleged in this Claim to have been done by Sino
were guthorized, ordered and done by the Individual Defendants and other agents, employees
and representatives of Sino, while engaged in the management, direction, control and transaction

of the business and affairs of Sino, Such acts.and omissions are, therefore, not only the acts and

omissions of the Individual Defendants, but are also the acts and omissions of Sino,
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299, At all material times, the Individual Defendants were officers and/or directors of Sino,
As their acts and omissions are independently tortious, they are personally liable for same to the

Plaintiffs and the other Class Members,

B. E&Y
300, E&Y is vicariously liable for the acts and omissions of each of its officers, directors,

partners, agents and employees as set out above,

301, The acts or omissions particularized and alleged in this Claim to have been done by E&Y
were authorized, ordered and done by its officers, directors, partners, agents and employees,
while engaged in the management, direction, control and transaction of the business and affairs
of B&Y. Such acts and omissions are, therefore, not only the acts and omissions of those

persons, but are also the acts and omissions of E&Y,

C, BDO
302. BDO is vicariously liable for the acts and omissions of each of its offlcers, directors,

partners, agents and employces as set out above,

303, The acts or omissions particularized and alleged in this Claim to have been done by BDO
were authorized, ordered and done by its officers, directors, partners, agents and employees,
while engaged in the management, direction, control and transaction of the business and affairs
of BDO. Such acts and omissions are, therefore, not only the acts and omissions of those

persons, but are also the acts and omissions of BDO,

D, Piyry
304, P8yry is vicariously liable for the acts and omissions of each of its officers, directors,

partners, agents and employees as set out above,
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305. The acts or omissions particularized and alleged in this Claim to have been done by
P8yry were suthorized, ordered and dene by its officers, directors, partners, agents and
employees, while engaged in the management, direction, contro! and transaction of the business
and affairs of P8yry. Such acts and omissions are, therefore, not only the acts and omissions of

those persons, but are also the acts and omissions of P8yry.

E, The Underwriters
306, The Underwriters are vicariously liable for the acts and omissions of each of their

respective officers, directors, partners, agents and employees as set out above,

307, The acts or omissions particularized and alleged in this Claim to have been done by the
Underwriters were authorized, ordered and done by each of their 1-as_pective officers, directors,
partners, agents and employees, while engaged in the management, dirostion, oontro] and
transaction of the business and affairs such Underwriters. Such acts and omissions. are,
_ therefore, not only the acts and omissions of those persons, but are also the acts and omissions of

the respective Underwriters,

XIY. REAL AND SUBSTANTIAL CONNECTION WITH ONTARIO
308. 'The Plaintiffs plead that this action has a real and substaniial connection with Ontario

because, among other thing:
(a)  Sino isareporting issuer in Ontario;
(b) Sino’s shares trade on the TSX which is located in Toronto, Ontario;
(e) Sino’s registered office and principal business office is in Mississauga, Ontario;

(d)  the Sino disclosure documents referred to herein were disseminated in and from

Ontgrio;

(e)  a substantial proportion of the Class Members reside in QOntario;
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)

Sino carries on business in Ontario; and

a substantial portion of the damages sustained by the Class were sustained by

persons and entities domiciled in Ontario,

XV, SERVICE OUTSIDE OF ONTARIO

309. The Plaintiffs may serve the Notice of Actipn and Statement of Claim outside of Ontario

without leave in accordance with rule 17,02 of the Rules of Civil Procedure, because this claim

is:
(a)
(b)
(¢)

(d)

(e

a claim in respect of personal property in Ontario (para 17.02(a));
a olaim in respect of damage sustained in Ontario {para 17.02(h));

a claim authorized by statute to be made against a person outslde of Ontario by a
proceeding in Ontario (para 17.02(n)); and

a claim agalnst a person outside of Ontario who is a necessary or proper party to a
proceeding properly brought against another person served in Ontario (para
17.02(0)); and

a claim against a person ordinarily resident or carrying on business in Ontarlo
(para 17.02(p)).

XVI. RELEVANT LEGISLATION, PLACE OF TRIAL, JURY TRIAL AND

HEADINGS

310, The Plaintiffs plead and rely on the CJ4, the CPA, the Securities Loeglslation and CBCA,

all as amended,

311, The Plaintiffs propose that this action be tried in the City of Toronto, in the Province of

Ontario, as a proceeding under the CPA.
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312,

The Plaintiffs will serve a jury notice.

313, The headings contained in this Statement of Clalm afe for convenience only, This
Statement of Claim is intended to be read as an integrated whole, and not as a series of unrelated

components.
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GUINING LIU, residing at 6580
Monkland Ave, Unit 103, Montreal,
Quehec, HAB 2N4;

Patitioner;
v,

SINO-FOREST CORPORATION, legal
person established pursuant to the Canada
Business Corporations Act, havihg its head
office at 1208-90 Burnhamthorpe Rd W,
Misslesauga, Ontarie, LEB 3C3 ;

and

ERNST & YOUNG LLP, legal person
having Its head office at 222 Bay Street,
Toronto, Ontatio, MEK 117 ;

and
ALLEN T.Y. CHAN, Sino-Forest

Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontarlo, L5B 3C3 ;

and

W. JUDSON MARTIN, Siho-Forest
Corporation, 120890 Burnhamthorpe Rd
W, Misslssauga, Ontario, L5B 3C3 ;

and

KAT KIT POON, Sino-Forest Corporation,
1208-50 Burnhamthorpe Rd W,
Mississatiga, Ontario, L5B 3C3 ;

and

DAVID J. HORSLEY, Sino-Forest
Corporatlon, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontario, LEB 3C3 ;

and
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WILLIAM E, ARDELL, Siho-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontario, L58 3C3 |

and

JAMES P, BOWLAND, Sino-Forest
Corporation, 1208-20 Burnhamthorpa Rd
W, Mississaluga, Orntarlo, LEB 3C3 ;

and

JAMES M.E. HYDE, Sino-Forest

Corporation, 1208-90 Burnhamthorpe Rd
W, Mlssissauga, Ontarlo, 1L5B 3C3 ;

and

EDMUND MAK, Slho-Forest Corporation,
1208-99 Bumnhamthorpe Rd W,
Misslssauga, Ontario, L5B 3C3 ;

and

SIMON MURRAY, Sinho-Forest

Corporation, 1208-90 Burnhamthorpe Rd

W, Mississaliga, Ontario, L5B 3C3 ;
and

PETER WANG, Sino-Forest Corporation,
1208-90 Burnhamthorpe Rd W,
Misslssauga, Ontaifo, L5B 3C3 ;

and

GARRY J, WEST, SIno-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Misslssauga, Ontarlo, LEB 3C3 ;

ahd

POYRY (BEIJING) CONSULTING
COMPANY LIMITED, legal person
having its head office at 2208-2210 Cloud
9 Plaza, No. 1118 West Yan'an Road,
Shanghal 200052, PR China ;

Defendants;
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MOTEON TO AUTHORIZE THE BRINGING OF A CLASS ACTION AND TO OBTAIN THE
STATUS OF REPRESENTATIVE
(Article 1002 C.C.P. and following)

TO ONE OF THE HONOURABLE JUSTICES OF THE QUEBEC SUPERIOR COURT,
SITTING IN AND FOR THE DISTRICT OF QUEBEC, YOUR PETITIONER STATES AS
FOLLOWS :

General presentation

1. The Petitioner wishes to Institute a class actlon on hehalf of the following group,

of which he Is a member (the “Group™):

“All persons or entlties domiciled in Quebec (other than the Defendants,
thelr past and pregent subsldlaries, affiliates, officers, <lirectors, senlor
employees, partners, legal representatives, helrs, pfedecessors,
sticcessors and asslgns, and any individual who Is an Immedlate member
of the families of the Individual named defendants) who purchased or
otherwise acquired, whether In the secondary merket, or under a
prospectus or other offering document in the primary market, equity,
tebt or other secuiities of or relating to Sino-Forest Corporation, from
and Induding August 12, 2008 to and Including June 2, 2011 (the “Class
Perlod”),”

or such other group definition as may be approved by the Court.

2 Sino-Forest Corporation (along with its subsidiaries, ®Sino™) is @ publlc company

and Its shares were listed for trading at all material times on the Toronto Stock
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Exchange (the “TSX™) under the ticker symbol “TRE,” on the Berlin exchange as
“SFJ GR,” on the OTC market In the Unlted States as “SNOFF” and on the

Tradegate market as “8F] TH.”

3, At all materfal times, Sino purported to be a legitimate enterprise operating as a
commerclel forest plantation operator In the People’s Republic of China ("PRC™,
At all materlal times, Sino overstated the nature of its forestry operations and
misrepresentad the fact that its financial reporting had complied with Canadian

GAAP, when In fact [t had not done so.
4. | The relief that the Petitloner seeks includes the following:

a) damages In an amount equal to the [osses that It and the other
Members of the Group suffered as a result of purchasing or acqulring

the securitias of Sino at Inflated prices during the Class Period:

b) a declaréti'on thet every prospectus, management’s discussion and
analysis, annual Information form, [nformation circular, annual
financial statement, Interlm financial report, Form 52;1D9F2 and Form
52-109F] [ssued by Sino-Forest Caorporation after August 12, 2008
{the “Impugned DPocuments™ contained one or more

misrepresentations;

c) a declaration that Sino-Forest Corporation Is vicatlously liable for tha
acts and/or omissions of Allen T.Y. Chan, W. Judson Martin, Kal Kit
Paon, David J. Horsley, Wiillam E. Ardell, James P, Bowland, James

M.E, Myde, Edmund Mak, Simon Murray, Peter Wang, Garry J. West
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(the “Individual Defendants”), and of its other officers, cirectors and

empioyees;

d) a declaration that Ernst and Young LLP ts vicarlousty llable for the acts
and/or omisslons of sach of its officers, divectors, partners and

employees; and

g) a declaration that Pdyry (Beliing) Consulting Company Limited s
vicarlously lfable for the acts and/or omisslons of each of its officars,

directors and employaes.

The Petitioner

5. Tha Petitioner is ons of thousands of Investors who purchased shares of 8ino

during the Class Perlod and ‘continued to hold shares of Sino when the price of
Sino's securities declined due to the correction of the misrepresentations alleged

hereln,

6. Durlng the Class Perlod, the Petitioner mads net purchases of 1,000 Sino shares
aver the TSX. [Particulars of the Petitioner’s Class Perfod transactions

are attached hereto as P-1].
Tha Defendants

7. The defendant Sino purports to be a comimercial forest plantation operator in the PRC.
Sino is a corpotation formed under the Canada Businass Corporations Act, RSC 1985, ¢

C-44 (the “CBCA").
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11,

At the materlal times, Slno was a reporting lssuer In all provinces of Canada, and had its
registered office located In Mississauga, Ontarlo, At the materal times, Sino's shares

were llsted for trading on the TSX under the ticker symbol “TRE,” on the Betlin

. exchange as “5F) GR,” on the OTC market In the United States as "SNOFF" and on the

Tradegate market as "SFJ TH.”  Sino securities are also listed on alternative trading
systems in Canada and elsewhere Including, without limitation, AlphaToronto and
PureTrading.,  Sino also has varlous debt Instruments, derivatives and other secusities

which ara publicly traded In Canada and elsewhere,

The defendants Allen T.Y. Chan, W, Judson Mariin, Kai Kit Poon, David J. Horslay,
Willlam E. Ardeli, James P. Bowland, James M.E. Hyde, Edmund Mak, Simon Murray,
Peter Wang and Garry J. West {the "D&0s") are officers and/or dlrectors of Sino, Each
of them are directors and/or officers of Sino within the meaning of the Securities Act,

RSQ ¢ V-1.1 (the “Sacuritias Acl" ).

The defendant Ernst & Young LLP ("E&Y™) Is Sino’s auditor. ERY s an expert of Siho

within the meaning of the Securities Act,

The defendant Pyry (Beliing) Consulting Company Limited (*POyry"} is an international

Torestry consulting firm. Poyry Is an expert of Siho within the meaning of the Securitfes

Act:

Sino’s Continuous Disclosure Obligations

12,  As a reporting issuer In Quebac, Sino was required throughout the Class Perlod

to issue and fils with SEDAR:

SISKINDS, DESMEULES W3
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—

» Wwithin 60 days of the end of each quarter, quarterly interim flhanclal
statements prepared in accordance with GAAP Including a comparative
statament to the end of each of the corresponding periods In the previous

financlal year;

o within 140 days of the end of the fiscal year, annual financlal statements
prapared In accordance with GAAPR, Including comparative financial
statements refating to the perlod covered by the preceding financlal year;

and

e contamporanecusly with each of the above, management’s discussion
and analysis of each of the above financlal statements.
13, The Defendants issued the disclosure documents referenced hereln pursuant to
thelr statutory obligation to do so, and also for the specific purpose of attracting
investment in Sino’s secutfties, and Inducing members of the public to purchase

those securities.
Tha Defendants’ Misrepresentations

14, Throughout the Class Parlod, Sino falsely purported to ba a legitimate enterprise
operéting as a commerclal forest plantation operator In the PRC. As part of its
obligations as a reporting issuer In Quebec (and elsewhers), Slho lssued the
Impugned Documents. In those documents, Sino made statements cancerning
the nature of its business, its revenues, profitabllity, future prospects and
compliange with the laws of the PRC and of Canada, Implicltly and explicitly and

through documents Incorporated by referance,
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15.  In fact, such statements wera materially false and/or misleading, During the
Class Perlod, Sino overstated Its forestry assets, misrepresented its revenue
recognitlon practices, felsely mamtalned that its financlal statements complied
with Canadian GAAP and issued materlally misleading statements regarding

Chinese law and Sino’s compliance therewlth, among other misrepresentations.

16.  Cnlune 2, 2011, however, the truth was at least partlally revealed. As a resul,
the market value of Sino’s securlties fell dramatically, and the market value for
Sino’s shares In particular fell by In excess of 70% on, extraordinarlly heavy
trading volume, Trading of Sino common shares was halted on the TSX after a
decline In excess of 249 on June 2. When trading resumed on the TSX on June
3, Slno shares fell In excess of a further 63%, for a two-day drop In excess of

neatly 73%.

Tha Defendants’ Fault

The Defendants Qwed Duties to the Members of the Group

17. The Defendants owed a duty to the Petitioner and to persons and entitlas
similarly situated, at law and under provislons of the Securifies Act{chapter V-
1.1), to disseminate promptly, or to ensure that prompt dissemination of truthful,
complete and accurate statements regarding Sino’s business and affairs, and
promptly to correct previously-lssued, materfaily inaccurate information, so that
the prce of Sino's publicly-traded securltles was based on complete, accurats

and truthful Informaticn,

18. At all imes material to the matters complained of hereln, gach of the Defendants

knew or ought reasonably to have known that the trading price of Sinos publicly
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19,

20,

21,

22,

traded securities was directfy Influenced by the statements disseminated by the

Defendants concernlng the business and affalrs of Sino,

As such, the Defendants knew or ought reasonably to have known that a fallure
to ensure that Sino's disciosures referenced herein were materfally accurate and
materlally complete would cause Sino’s securities to become inflated, and thus
would cause damage to persons who invested In Sinos securities while thelr

price remained Inflated by such false statements.

The Defendantsyio!ated thelr Duties

Certain statements made by Sino and the D&O0s in the Tmpugned Documents
were materially false and/or misleading. The Petltloner and the Members of the
éroup relled on such statemants directly or Indirectly or via the Instrumentality of
the markets on which Sino securities traded. When the truth was revealed and
frue value of Sino's securities bacame clear, the Petitioner and the Members of
the Group were Injured thereby. The Petitioner and the Group plead nedligent

misrepresentation as against Sine and the D&Os,

SIno's Internal controls, which ware deslgned and/or malntalned by the D&Qs,

wers [nadequate o Ignored. The D&O0s owed a duty of care to the Petitioner
and the Members of the Group fo properly design and/or malntain such internal
controls. The Petitioner and the Group plead negllgence as agalnst the D&Os In

connectlon thereto,

E&Y made staterments In certain of the Impugned Documents that were
continuous disclosure documents that the audited financial statements contalned

or Incorporatied by reference therein “prasent falrly, and in all material respects,
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23,

the financlal position of [Sino] [...] and the results of its operations and cash
flows [...] In accordence with Canadlan generally accepted accounting principles”
(or simllar languaga). Such statements were materially false and/or misleading,
and E&Y lacked a reasonable basis to make such statements when E8Y made
them. E&Y knowingly prepared Its reports for use by Sino’s security holders and
prospective security holders, The Petitoner and the Group relled on such
statements directly or Indirectly or via the Instrumentality of the markets cn
which Sino securities traded, When the truth wes revealed and the true valus of
Sino’s securitles became clear, the Petltioner and the Group were Injured
therehy, In respect of Sino's continuous disclosure documents, the Petitloner

and the Group plead negligence and negligent misrepresentation as egainst ER&Y,

F&Y made statements In these of the Impugned Documents that are
prospectuses that the Sino flnanclal statemeants contalned or Incorporated by
reference thereln “complled with Canadian ganeratly accepted'standards for an
audiior's Involvement with offering documents” (or similar language), Such
statements weare materlally false and/or misleading, and E&Y lacked a regsonable
basls to make such statements when E&Y made them. E&Y knowingly preparad
its reports for use by Slnd's securlty holders and prospective security holders,
The Petiticner and the Group relied on such statements directly or Indirectly or
via the Instrumentality of the markets on which Sine securities traded. When the
truth was revealed and true value of Sino's secutltles became clear, the
Petitioner and the Group were injured thereby. The Petitioner and the Group
plead negligence and negligent misrepresentation as agalnst E&Y In respect of

Sino’s Class Perlod prospectuses.
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25,

26,

27,

28,

Poyry made statements regarding the nature of Sno's operations In reports
dated on or about May 31, 2011, May 27, 2011, April 23, 2010 and Aprll 2, 2008,
Such statements were materlally false and/or misieading, and Pdyry lacked a
reasonable basls to make such statements when PByry made such statements.
POyry knowingly prepared Its reports for use by Sino’s security holders and
prospective security holders, The Petitioner and the Members of the Group
relied on such statements directly or !ndiréot!y or via the instrumentality of the
markets on which Sino securitles fraded, When the truth was revesled and true
value of Sino's sacuritles became clear, the Petitioner and the Members of the
Group were Injured thereby. The Petitioner and the Members of the Group plead

hegligence and negligent misrepresentation as against Poyry.

At all times material to the matters complained of hereln, each of tha Defendants
ought to have known that Sine’s disclosure documents described herein were
materially misleacing as detalled above. Accordingly, the Defendants have

viclated thelr dutles to the Petftioner and to persons or entities similarly situated.

The reaschable standard of care expected in the drcumstances required the
Defendants to act faitly, reasonably, honestly, cand!dly and In the best Interests

of the Petlitionar and the other Members of the Group,

The Defendants failed to meet the standard of care required by lssulng Sino’s
disclosure documents during the relavant perlod, which were materially false

and/or misleading as described above.

The negligence of the Defendants resulted In the damage to the Petitioner and

Members of the Group as pleaded.
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The Relationship Between Sino’s Disclosures and the Price of Sino's Securities

29,

30,

31,

32,

33,

The price of Sino's securitles wes directly affected durlng the Class Period by the
issuanage of the disclosure documents described herelh, The Defendants ware
aware at all materlal times of the effect of Sino’s disclosures upeon the price of its

Sino's securities,

The disclosure documents referenced above ware filed, among other places, with
SEDAR and the TSX and thereby became Immediately avallable to, and were
reprodiiced for Inspection by, the Members of the Group, other members of the

investing public, financiat analysts and the financlal press,

Sino routinely transmitted the documents referred to above to the finandal
press, financial analysts and certain prospective and actual holders of Sino’s
securities, Slho provided either coples of the above referenced documents or

ks therato on its website,

Sino regulatly communlicated with the public investors and financlal analysts via
astablished market communication mechanisms, Including through regular
dissemlﬁatrons of press releases on newswire services in Canada, the United
States and olsewhere, The price of Sino's securities was directly affected sach
time SINO communicated new matetlal Information about Slno’s financlal results

{o the public.

Sino was the subject of analysts’ reports that incorporated materlal information
contained In the disciosure documents referred to above, with the effect that any
recommendations in such reports during the Class Perlod were basad, i whole

or In part, upan that [nformation.
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Sino's securltles were and are traded on efficlent and automated markets, The
price at which Sino's securitias traded promptly Incorporated material information
about Sinos business and affairs, including the omissions and/or
misrepresentations described hereln, which were disseminated to the public
through the documents referred to above and distributed by Sino, as well as by

other means,

Statutory Liability for Misrepresentstions —~ Secondary Market

35,

36,

37.

38,

39.

40.

41,

Each of the Impugned Documents Is a “Core Document” within the meanlng of

the Securftles Act,
Each of the Impugned Documents contained one or more misreprasentations.

Each of the D&0s was an officer and/or director of Sino at all materlal fimes,
Each of the D&Os autharlzed, permitted or acqulesced In the release of some or

all of the Impugred Documents.

Sino is a reporting Isster within the meaning of the Secirties Act,
P8yry Is an expert within the meaning of the Securties Act.

E&Y 1s an expert within the meaning of the Securities Act.

The Petitionar and the Group assert the causes of action set forth in Title VILI,
Chapter 1T, DIvislon I of the Securities Act as against Sino, Pyry, the D&Os and

EBY and will seek teave, If and as required, in connection therewlth,
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statutory Liability for Misrepresentations — Primary Market

42,  Sino lssued prospectuses on December 1L, 2009 and June 1, 2009 (the

“Prospactuses,” both of which are Impugned Documents).
43,  The defendants E&Y, Chan, Horsley, Martin and Hyde signed the Prospectuses,

44,  The Prospectuses contained one or more misrepresentations within the meaning

of the Secuties Act.

45,  The Petitioner and the Group plead the cause of actlon found In Title VIII,

Chapter IT, Divislon I of the Secwritles Act as against all Defendants.
Vicarious Liability of Sino

46,  Sino Is Vicarfously Jlable for tha acts and omlssions of the Individual Defendants

Pparticularized In this Claim.

47.  The acts or omlsslons partlcularized and alleged hereln o have been done by
Sino were authorlzed, ordered and done by the Defendants and other agents,
employees and representatives of Slno, while engaged i the management,
direction, control transaction of the business and affairs of Sino.  Such acts and
omissichs are, therefore, not only the acts and omissions of the Individual

Defendants, but are also the acts and omissions of Sine,

Pamages

48,  As a result of the acts and omisslons described above, the Petitloner and the

other Members of the Group were Induced to over-pay substentlally for Sino's
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securities. Such persons and entitles have suffered damages equlvalent to the

loss In market value that occurred when Sino corrected the M[grepresentatlons,

49,  The Petitloner and other Members of the Group are also entitled to recover, as
damages or costs, the costs of adminlstering the plan to distribute the recovery

In this actlon.
Conditions required to institute a class action

50.  The composition of the Group makes the application of artlcle 59 or 67 C.C.P.

impracticable for the following reasons:

e The number of persons Included In the group s estimated o be several

thousand;

e The names and addresses of persons included in the group are not

known to the Petltloner (but are likely to be known to Defendants);

e Alf the facts alleged in the preceding paragraphs make the application of

articles 59 or 67 C.C.P. impossible.

5l.  The daims of the Members of the Group raise identical, similar or related

qiestions of fact or law, namely;

e Dld the Defendants authorlze or issue false and/or misleading public

information?

e Did the Defendants’ Misrepresentations cause the shere price of Sino's

stock to be artifictally Inflated during the Class Perlod?
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e Dld the Defendants therefore commit a fault {owards the Petitioner and

the Members of the Group, thereby engaging their liability?

e What prejudice was sustained by the Petitioner and the Members of the

Group as a result of the Defencants’ faults?

s Are the Defendants jointly responsible for the damages sustained by each

of the membars?

52.  The Interests of justice weigh In favour of this motion being granted in

-accordance with Its conclusions.
Nature of the action and conclusions sought

53,  The action that the Petitioner wishes to instituts for the benefit of the Mambears

of the Group 1s an actlon In damages;

54.  The conclusions that the Petitioner wishes to introduce by way of a motion to

institute proceedings are:
GRANT the Petitioner’s action against the Defandants;

CONDEMN Defencants to pay to the Members of the Group compensatory

damages for all mongtary |osses;

GRANT the cless action of the Petitioner on babalf of all the Members of tha

Group;

ORDER the treatment of Individual clalms of each Member of the Group In

accordance with articles 1037 to 1040 C.C.R,;
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THE WHOLE with Interest and additional Indemnity provided for In the v
Code of Quebec and with full costs and expenses Including expart fees and

notice expenses;

~ B5.  The Petitioner suggests that this class actlon be exercised before the Supetior

Court in the district of Quebec for the following reasons:

s A great number of the Members of the Group resides in the judiclal

district of Montreal and In the appeal district of Quebec;
e The Petitioner and his lawyers are domiciled in the district of Quebec.

56,  The Petitioner, who Is requesting to obtaln the status of representative, will falrly
and adequately protect and represent the interest of the Members of the Group

for the foliowing reasons:
e He understands tha nature of the action;

e He is avallable to dedicate the time necessary for an actlon to collaborate

with Members of the Group; and

» His Interests are not antagonistic to those of other Members of the

Group.
57.  The present motion Is weli-founded in fect and tn law.
FOR THESE REASQNS, MAY IT PLEASE THE COURT:

GRANT the present motlon;
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AUTHORIZE the bringing of a class action In the form of a motion to Institute

proceadings in damages;

ASCRIBE the Petitioner the status of representative of the persons included In

the group hereln described as:

“All persons or entitlas domiclled in Quebec (other than the Defendants,
their past and present subsldiaries, afflliates, officers, directors, senlor
employees, partners, legal representatives, helrs, predecesscrs,
successors and asslgns, and any individual who Is an Immediate member
of the families of the Individual named defendants) who purchased or
otherwise acquired, whether In the secondary market, or under a
prospectus ar other offering documeant in the primary market, eaulty,
debt or other secutities of or relating to Siho-Forest Corporation, from
and Including August 12, 2008 to and including June 2, 2011 {the “Class

Perlod™.”
or stich other class definition as may be approved by the Court,

IDENTIFY the principle quesﬁons of fact and law to be treated collectively as the

followlng:
¢ Did the Defendants authoriza or issue false and/or misleading public information?

s Did the Defendants’ Misrepresentations cause the share price of Sho’s stock to

be artificially Inflated durlng the Class Period?

o Did the Defendents therefore commit & fault towards the Pelticher and the

Members of the Group, thereby engaging thalr liabllity?
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e What prejudioe was sustained by the Petitioner and the Members of the Group as

a result of the Defendants’ faults?

e Are the Defendants jolntly responsible for the damages sustalned by each of tha

Members of the Group?

IDENTIFY the conclusions sought by the class actlon to be instituted as belng the

following:
GRANT the Petitioner’s actlon against the Defendants;

DECLARE that the Defendants made the Mlsrepresentations during the Class

Periods
DECLARE that the Defendants made the Misrepresentations negligeritly;

DECLAfiE that Slho Is vicarlously llable for the acts and/or omisstons of the

Individual Defendants;

CONDEMN Dsfendants to pay to the Members of the Group compensatory
damages In the amount of 4 bllion§, or such other sum as this Court finds

appropriate for all menetary losses;

GRANT the class acton of the Petitioner on behalf of afi the Members of tha

Group;

ORDER the treatment of individual ¢laims of each Member of the Group in

accordance with articles 1037 to 1040 C.C.P,;
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THE WHOLE with interest and additional Indemnity provided for In the O/
Coda of Quebec and with full costs and expenses Including expert fees and

notica fees;

DECLARE that all Members of the Group that have not requested their exclusion
from the Group In the prescribad delay to be bound by any judgement to be

" rendered on the class action to be Instituted;

FIX the deiay of exclusion at 30 days from the date of the pubfication of the

notlce to the Members of the Group;

ORDER the publication of a notice to the Members of the Group In accordance

with article 1006 C.C.P.;

THE WHOLE with costs to follow,

Quebec, June 9, 2011

(s) SISKINDS, DESMEULES

SISKINDS, DESMEULES, AVOCATS
(Me Slmen Hébert)
Lawyer for the Petitloner
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SCHEDULE 1
NOTICE TO DEFENDANT

Take notice that the plaintlff has flled this action or appilcation in the office of
the Superlor Court of the judiclal district of Québec,

To file an answer to this action or application, you must first file an appearance,
personally or by advocate, gt the courthouse of Québec located at 300, boul,
Jean-Lesage, Québec, G1K 8K6 within 10 days of service of this motion.

If you fail to file an appearance within the fime !lImit indicated, a judgment by
default may be rendered against you without further notice upon the explry of
the 10 day perlod,

If you file an appearance, the action or application wili be presented before the
court on September 23, 2011, at 2h00 a.m., In room 3,14 of the courthouse. On
that date, the court may exerdlse such powers as are necessary to ensure the
orderly progress of the proceeding or the court may hear the case, unless you
have made a written agreement with the plaintlff or the plaintiff's advocate on a
timetable for the ordetly progress of the proceeding. The timetable must be filed
In the office of the court.

These exhibits are avallable on request,

Quebec Clty June 9, 2011

{s) SISKINDS, DESMEULES

SISKINDS, DESMEULES, AVOCATS
{Me Simon Hebert)
Lawyers for the Petitionar
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THIS IS EXHIBIT “C” TO
THE AFFIDAVIT OF ELIZARETH FIMIO

SWORN JUNE 8, 2012

A Commissioner, etc.

Daniel Holden
Barrister & Solicitor



Q.B.ND-M_OHOH

CANADA )
PROVINCE OF SASKATCHEWAN )

IN THE QUEEN'S BENCH :
JUDICHAYL CENTRE OF R’EGINA |
Beteween
ALLANHAIGH
TP laintiff,
and
SINO-POREST CORPORATION,
ATLENT.Y. CHAN, and DAVID J, HORSLEY,
Defendauts

Brovght mder The Class dotlons Act

STATEMENT OF CLAIM
el

-

WOTICE TO DEFENDANT

1o The plalulf mey enter judgment In acoordence with this Stetement of Cladm, or such Judgment as
may be ganfed purswans to the Rules of Gongl wnless
= within 20 days {fyou wete served Jn Baskatobowan; _
ayyithin 80 days If you wers gerved elsewhere in Canada or In the Unlted States of Amerios;
swithin 40 days If you wers served onsslde Canadaand the Unlted Btatos of Amerloa
e snu——— (o ud g the-duy-o Foervied) yeussive-a-Statement of efence-entheplalnif and-fle-asopy-thereo f—-vm
ir, the offiee of the local registrar of the Conrt for the judelal cenirs abovenamed,

2 Inmany oases & defendant may iave the tefal of the notlon held at a judlolul contve ether thanthe one
&t whioh the Bintersent of Claim is lssved, Bvory-defendant should consult Bia Iavrysr 48 to his rlghts,

3. This Statement of Clalm s to be served within six months fom the date on which ¥ s lssued,

4. This Staterent of Claim s lssued at the above-named judtelal centee the [ day of Deoember, 2011,

= T, LANGFORD
Y. LOCAL REGISTRAR

Looal Reglstar

SEAL
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DFINED TERMS

1, In this Statement of Clalm, in addition to the terms thet sre defined elsewhers herein,
the followlng terms have the following mesnings:

(&) "AT" means Authorized Infermediary;

(b) “AXE" means Antual Information Forrmy

(0) “CAA” means The Class detlons Act, 8.8, 2001, o, C-12,01, ag amended;

(d) “CBCA™ means the Canada Busiress Corporations det, RSC 1985, o, C-44, &8

amended;

{6) *Chan® means the defendant Allen T.Y, Chan;

{0 “Class” and “'Clags Moembers” means all persons and sntlties whezever they may reside
who acquised secwities of Sheo duting the Class Perted efthar by primary dstributlon i
Canada or an asquisition on the TEX or other secondary mexket tn Canads, other than the
Defendants, thelrpast and present subsidiaries, affiliates, offfoers, directors, senior emiployees,
parthers, legal rapresentatives, helrs, predecesscrs, suocessors and assigns, and eny individual
who I8 an dmediate membet of the farnily of an Individual Befendant;

(&) “Class Perlod” moans the perlod from and ncluding March 19, 2007 to and inoluding
Hne 2, 2011 ]

() “Code” means Sino’s Code of Buslness Condnoty

(1} “Pefendants” means Stuo and the Individual Defendants;

v (P ED e Der 2000 RProspoctusineatis Sinols Binal Short Borm Rrospectus, dated December.——. ..

10, 2008, which #ino filed on ERDAR on Devemaber 11, 2009;

(k) “B&Y™ means Brnst and Young LLP;

() “GAAP* means Canadian generally accepted accounting principles;

(1x1) “Glabe” means The Flobe and Math

(n) “Korsley" moans the defendant David J, Horsley;

(o) “Impurgned Docusnen s monns the 2006 Annual Consolideted Finenclal Statements (filed
on SEDAR on Mareh 19, 2007), 2006 ALR (filed on SEDAR. on Mareh. 30, 2007), 2006
Amual MD&A (filed on SEDAR on March 19, 2007), Management Information Cltonlar
dicted Apri] 27, 2007 (filed on SEDAR on May 4, 2007), Q1 2007 MD&A. (filed on SEDAR
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on May 14, 2007), Q1 2007 Financial Statemeants (flled on SEDAR on May 14, 2007), June
2007 Provpeetus, Q22007 MD&A (filod onSEDAR on August 13, 2007), Q2 2007 Financlal
Staterents (filed on EEDAR on August 13, 2007), Q3 2007 MD&A (filed on SEDAR on
Novembey 12, 2007), Q3 2007 Financial Statoments (filed on SEDAR. on Noveber 12,
20073,2007 Annval Conselidated Financlal Steterments (Hled on SEDAR on March 18,2008),
2007 AIR (filed on SEDAR on March 28, 2008), 2007 Anoval MD&A. (filed on SEDAR on
Match 18, 2008), Amendsd 2007 Answal MD&A (flsd on SEDAR on Maroh 28, 2008),
Management Information Clrewlar dated Azrll 28, 2008 (fled on SEDAR on May 6, 2008),
Q1 2008 MD&A (fled on SEDAR on May 13,2008), Q1 2008 Financlal Statements (filed
on SEDAR on May 13, 2008), Q2 2008 MD&A, (filed on SEDAR on August 12, 2008, Q2
2008 Finanolal Statements (Qled on SEDAR on Angust 12, 2008), Q3 2008 MD&A (filed on
SEDAR on November 13, 2008), Q3 2008 Fluenoial Statements ({iled on EEDAR on

November 13, 2008), 2008 Annval Conselidated Floanoial Statements (filed on EEDAR on

March31,2009), 2008 Anmual MD&A (filed on SEDAR onMarch 16, 2005, Amended 2008
Annual MDE&A (filed on SEDAR onMarch 17, 2009), 2008 ATR (filed on SED AR on Mareh
31, 2009), Managetmant Tnformation Clroular dated April 28, 2009 ¢filed on SEDAR on May
4,209, Q1 2009 D &A (fited on SEDAR onMay 11,2009), Q12009 Finencial Statements
(filed on SEDAR on May 11, 2009), Jwne 2069 Prospectus, Q2 2009 MD&A, (ftled on

oo e S DA R 01 Aigst-10,-2009),02.2000 Binanclal Statements (flad.on SED AR onAngust.10,- ...

2009), Q3 2009 MD&A {filed on SEDAR on Nevember 12, 2009), Q3 2009 Fuanclal
Staterments (filed on SEDAR on November 12, 2009), December 2002 Prospectus, 2009
Arnval MD&A. (fHled on SEDAR on Mareh 16, 2010), 2009 Audited Anmusl Finmacal
Statements (filed on SRDAR on Maroh 16, 2010), 2009 AYH (filed on SEBDAR on March 31,
2010), Menagerment Information Circular dated May 4, 2010 (filed on SEDAR on May 11,
2010%,Q1 2010 MD&A. ({tled on SEDAR onMay 12, 2010), Q1 2010 Finapclal Hateraents
(filed on SEDAR onMay 12, 2010), Q2 2010 MD&A (fHled on SEDAR on Avgust 10,2010),
022010 Pinanolal Statemerits (flled on SEDAR, on Angust 10, 2010), Q3 2010 MD&A (filad
on SEDAR on November 20, 2010), Q3 201 Rinanclal Statements (filed oh SEDAR on
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November 20,2010),2010 Annual MD &A (March 15, 2011), 2010 Annval Andited Binanocial
Statements (filed on SEDAR onMarch 15,2011),2010 AIF {filed on SEDAR on March 31,
201 1) and Management Information Clroular dated May 2, 2011 ({iled on SED AR on May 10,
2011 '

(p) “Tndividual Defendanis® means Chan and Hoysley;

(¢) “Tune 2007 Prospectus” means Sino's Short Form Progpectus, dated June 5, 2007, whick
Bino filod on SEDAR on June 5, 2007;

() “Jume 2009 Prospectus” mesns Sino’s Pinal Shovt Form Prospeetus, dated Juns 1, 2009,

" which Sino fled on SEDAR. on Juae 1, 2000;

(8) "MID&A teans Management’s Discussion and Analysis;

() “Muddy Waters” means Muddy Waters LLC;

(o) “OBC" means the Ontarlo Seourities Commissiony

(v) “Plaimti{f” means the plainttff Allan Halgh,

(w) “PRC" means the People’s Repubile of Chinas

{x) “Reprosentation” means the statement that Sino’s financlal statements complisd with
GAAT;

() “SEDAR" means the system for electronto document analysis and retrloval ofthe Ceanedian
Beouritles Administiatons;

it i inn ol tnieatis the dofendant, SinosRorest Cotporation;. .. R

(na) “SSAY means The Securiiles Aoty 8.8, 1988-89, 0, 8-42.2, vs amended;

{bb) “TSX" means the Toroxto Stock Bxchangs; |

(00} “WIOL” means wﬂoﬂy'foreign owned sntetprise or an enterpeise established in China
in accordanoe with the relevant PRC laws, with capitel provided solely by fovelgn Investors,

CLATM,
(1} the povties
(a) plaiotdff

2. The Plaintiff, Allan Halgh, residss In Sackatoon, Suskatehewan, M Halgh purchaged
200 sharss of Sino on Noverber 3%, 2010, at & cost of $20,14 nor share,
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(b} defendants . :

3, The Defendant Sino-Foresi Corpuration (“Sino-Rorest™), is incorporated putsnant to
the laws of Canade, with ity head office at 1208-00 Burphamthorpe R4 W, Misslssauga,
Ontarlo, LSB 3C3.

4, The Defendat Chan resides 1n Ontario, At all material times, Chan wes 8ino’s
Chalrmen, Chisf Bxeoutlve Officar, and a divector of the comipany,

5. 'The Defendant Horaley resides in Ontarlo, At all materdal times, Hozsley was Sino’s
Chief Financlal Officer,

(2) the cluss
6, The Plaintiff brings this action on behalf of all persons or enditles who held commuor,

shaves of Stno between March 19%, 2007 and June 2, 2011 (the “Class Petlod”) either by
piimary distelbution in Cenada or en acquisttion on the Toronto Stock Bxchange or other
seoondary market in Canada,

() pardenlars

7, At all matetln] thmes, Bino was a reporting igsuet inall provinees of Canada, and had

¢ e fiB2Eg B R O Hior Jonated. in Mississaups, Ontario

8, Fromn the time of Kte estabishiment in 1994, Sino has claimed to ba a legitimate
business operating in the commerclal forestry Industry in the PRC and elsewhere,

9, In 1994, Sino entered Canada's capital markets by way of a “reverse takeover,” This
allowed Stoo o avold the serutiny of an Tnitfal Public Offeting,

10, Al all materlal times, Sino’s shares wers listed for trading ont
() the Taramto Stock Brehangs (he “TSX) vader the tieker symbal “TRE";
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.
(b} on the Berlin exchangs ns “8FJ GRY}
(0) on the OTC market 1 the United States as “SNOFF",
(d) on the Tradegate market ag “SFY TH*,
{&) on aliemative trading systems in Cenada and elsewhere lneluding, without
Hmitation, AlphaToronto and PureTrading,

15, At all materlal times, Blno hed varlous debt instruments, derivatives and other
secwritios that were publiely fraded in Canada end elsewhers,

12, The prics of Sino’s sconzities was ditoetly affected during the Class Perlod by the
issnance of'the Impugned Dooutnents, The Defendants wers aware at all materlal times of the
effect of Sino’s disslosure doruments upon the prive of s Sino’s secutities,

13, Themnpugned Doournents were filsd, among othet places, with SEDAR and the TEX,
and theteby beoatns immediately available o, and were reproduced for inspectlon by, the
Plalutiff, Class Membess, other members of the Investing publio, financisl analysts end the
financlal press,

14, Bino routihely transmitted the doouments referred to above fo the financlsl press,

financial analysts and certaln prospective endactual holders of 8lno securitles, Sino provided
elther copiea of the Impugned Dootmenta ot Haks thereto ot website,

15, Bino regulaly communiosted with the publle lavestors and financial analysts via
established market communioation meohanisms, neluding throughvegular dsseminations of
their daclosure docurments, Including press telenses on newswire services in Caneda, the
United States and slvewhers, Bach time Sino pommuntoated that pew material information
about Sino finansial resolfs to the publle the pries of 8lno securitied was direstly affovied,
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16, Sino was the sulfect of anelysts® reports that Incorporated certain of the material
information contalned in the Impugned Doswrments, with the effect thet any recommendations
to purchase Sino seeurities In duch reporis during the Class Perlod were based, Inwhole or La
part, upon that information,

17, Theprice atwhich Sino’s ssomities traded promptly incorporated materlal information
from Sine’s disclosurs documents about Sino's business and affalrs, including the
Representation, which was dlgseminatad to the public thionghihe dosuments referred to shove
and distributed by Sino, as well a3 by other means,

18, In Sine’s Mnitial Proxy Clrouler of Pebruery 11%, 1994, Sino purported to operate
through stx joint ventures formed in the FRC, By the early 2000', Sino’s business stmotured
changed to inclnde whoily-owned subsidiaties and so called authorized infermedtariss (“Als™),
By early 2011, Sino purporied to conduct business throughmorethan 60 subsidiaries, 4t least
16 of widoh were fortned In the British Virgin Islands, and at least 40 of which wete formed
in the FRC,

19, Sino condueted seven offerings durlng the Class Perlod (the “Offerings™), relsing an
aggregats of move than $2.7 billlon fom investors;

(8) by short form prospectus dated fune 5, 2007 (filed with SEDARY), 8lno vonducted
an offering of 15,900,000 commmon shaves at a price of $12.65 per shere, resuliing in
gross proceeds of $201,135,000; :

(6) by way of an “Offeslng Merorandum®, Bino sold through private placement
UR§345 million in agpregate prineipal amotmt of convertible senior notes dus 2013;
{o) by short form prospectus dated June 1, 2009 {£lled with BEDAR), Sino conducted
an offering of 34,500,000 sommon sheres for $11.00 per share, rasuiﬁng‘in Y083
proceeds of $379,500,000;
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(d) by way of an Exchange Offer Memorandurn, Sino exohanged certain of its hen

outstandlng senior notes with new notes, pussuant to which Sino Issued

U8$212,330,000 In aggregate prinoipal amount of guerantesd senlor notes due 2014;

(&) by way of & final Offering Memorandum, Sino sold through private placemsmt
US$460,000,000 in aggregets principel amount of convertible senior notes due 2016;

(£) by short form prospectus dated December 11% 2009 (flled with SEDAR on
Devember 11, 2009), Sine condueted an offering of 21,850,000 common shates for
$16,80 per shares, resuliing in procesds of $367,080,000;

(&) On Bebruary 8, 2010, Sino olosed the roquisition of substantially all of the
putstanding common shares of Mandra Forestry Tleldings Limited, Conourrent with
this acquisition, Sino completed an exchange with holders of 49,7% of the USD$153
mdilion notes issued by Mandra Forestry Flnaneial Limited and 96,7% of the wartants
lssued by Manda Forestry Holdings Limlted, for new goarantesd senioruotes issusd
by Hino in the aggregate principal emount of USDE187,177,378 with a maturity dats
of July 28, 2074,

{2) OnOQotober 14, 2010, Bino lesued adoal QOffering Memorandum pursuant to which
Sino sold through private placement USH600,000,000 in agpregate principal amount
of guatanteed genior notes due 2017,

20,

The offering doouments referenced in the preceding parégraph included and

ineorpotated othet doenments by referencs that Included the Reprosentation and other
mistepresentations thet e partioulatized below, Hed the fruth in regatd to Siho's

manegement, business and affales been thmely disslosed, soourities regulatons kely would not

have receipted the Prospectuses and the offerings wonld not have poourred,

1

{4) Sino’s class perfod misrepresentations

21,

During the olass period, §ino mistepresonted;
() Its 2006 Rosuits and ALE,
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(b} Its May 2007 Mm}agement Information Ciroular;
(c) Hs tax=related 1isks avising from its use of Aly;
(d) Ita Yunnan Forastry Assets;

(&) Its Buriname Forestry Assets;”

(f) Its Hangxi Forestry Assets;

() Yis releted partles;

(h) Hs sales of standing timber;

{) Hs pusehases of Forestry Assets; and

() Yts maging and taxos,

Stno’s 2006 Resulls and AIF

22, Prioriothe opsning of markets on March 19, 2007, Sino issued and filed on SEDAR,
Ha 2006 Annval Consolidated Pinanolal Statements and 2006 Anmmal MD&A., Bachdocument
contalned the Representation, which was false,

23, Tn partionlar, Sino materially oversiated s results for 2006, and its assety ag af yoan
end 2008, Sino reported In-each sueh docunient, ot a GAAP basts, that Its revenues and net
inseine for the yeny ended December 31%, 2006 were, respectively, US$634.0 million and
UR5111.6 million, and farthet reported, on o GAAP basls, thet Is assets as at Decomber 317,

2006 wwere US$1.2 biillon,

24, Overthetentrading days following the lssuatios of Slno s inflated 2008 resulis, Sino’s
share price rose substantially on unugually heavy trading volume, At the olose of trading on
March 16%, 2007 (the trading dey priorto Match 15%, 2007), Sino’s shaves traded at $10,10
pershare, Atthe oloss ofirading on March 26™ 2007, Sino’sshares ttadedat $13.42 pershers,
which vonstltuted an inctease of approximately 33% from the March 15" olosing price.
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Sho's May 2007 Munagement Information Clrenlar
25, O March 50, 2007, 8ino issmed and filad on SEDAR 11 2006 ATF, In that ATF, Bina
gtated! i

W PRC Taws and regulations require forelgn companies fo obtatn Hesnses 1o
engage In any business activities ln the PRC, As nresult ofthess requirements,
we oumently engage 1n our fading aotlvitles thiough PRC autholzed
Intermediarfes that have the raquistte business licenses, There is no assurance
that the PRC government will tiot teke action to resiriet our ability to engags
in trading sotivittes through our authorized intesmediaries. In axder to reduce
gux reliance on the aythorized intermediaries, wo tntend touge s WFOR
in the PRC o enter Into conirasts divectly with supplievs of raw tinther,
endd then procegs the raw fhmbery or engage ofhers fo process raw thnbey
on ity behalf, and sell Togs, wood chips and wood-based products fo
customers, nlthongh it would not be able {o engage in pure fradiug
activitles, [Bmphasts added.]

26, Inits 2007 AXF, which Sino filed on Mareh 28, 2008, Sino agatn declared s infenticn
fo reduos it rellanoe upon Als,

27, Thess slatetnenty wore falge and materlelly misleading when maide, as Slno had no
intention ofreducing meforlally its reliance on Alls, because Als were ouitioal to 8lno's ability
to.inflate its revenue and nst income, Rather, these statetnsnts had the effect of tnltigating aty
investot concern arlsing fom Sino’s extenstvoe rellance upon Alg,

28, Throughout the Clags Perled, 8ino conilnued to depend heavily upon Als for ifs
purported sales of standing thmber and 8ino’s rellances on Als In fact fnerensed durlng the
Class Perlod,

Sirals fwe-reluted pishs avising from iy nee of Als
29, Throughout the Class Perlod, Sino materlally understated the twv-related tlsks arlaing
from s use of Aln,
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30, Tax ovasion penalties n the PRC are severs and depending on the severity of the
offense oan be punishabile with unlimited fines,

31, Duringihe Class Perlod, Sino professed to be unable to detesmine whether it Als bad
paid recuired taxes and so the tax-related vigks avising fom Sino's use of Als wers potendlally
devestailng, Sino failed 1o disoloss these risks In ite Class Pexiod discloswe documents,
inoluding and particulazly in iig discuseions of lfe tax provisloning set forth In its Class Period
financle] stetements and ATFs,

32, Based upon Sino's reported results, Slno's tax sccrvals in g 2007, 2008, 2009 and
2010 Audited Antmal Financlal Statements were matetlally defictent and Sino’s inadequate
tax aocrusls viotated GAAP,

33, Sinoaleo violated GAAP inite 2009 Andited Annuel Financial Statements by flling
to apply o s 2009 financial restlts the PRC fax guidance that was isstied tn Febmary 2010,
Although thet guldance was issved efter year-ond 2009, GAAP required thet Sino apply that
guidanco o ifs 2002 financlel results, becruse that guldance was lasusd in the subseguent
events period.

34, Basedupon Sine's reported profitmargins on iy dealings with Als, which mergins ave
extraordinary both In relation to the profit marging of Bino’s peets, and In relafion to the
[imited taks that Sino putports to assume tn ifs transactions with its Als, Sino’s Als wers not
satisfylng thelrtax obligations, a fact et was elther known o the Defendants or ought o have
been, ktiowen, If Slho’s extraordinary profit margins ate real, then Bino and its Als nust be
dividing the gaing fiom non-payment of taxes to the PRC,
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35, Duing the Class Petiod, Sino also falled to disclose the risks relating fo the
sepatriation of iis earnings from the PRC, In 2010, 8ino added two new seoflons o its ATR
regerding the risk that it would not be able to repattiate earnings fom te BV subsidiaries
(which deal with the Als), The amount of retalned earnings that may noet be eble 1o be
ropatriated instatod thereln to be US$T.4 billlon, Notwithstending this disclosure, Bino did not
disclose that it would be unable to repatriate any earnings abeent proof of payment af PRC
texes, which it hag admitted that it lacks,

36, In addition, there are material dsorepancies in Sino’s descriptlons of its accounting
ireatment of its Aly, Beginnlng In the 2003 AIF, Blno deserlbed its Als as follows:

Becavge of the provisions in the Operationd] Prooedures that speolfy when we
and the authorized intermediary assurne the risks and obligations relating to the
aw timber ot wood ohips, s the onse may be, we treat thewe transactions for
sosonnting purposes as providing thet we take thls o the raw timber when it
1o deliverad to the authortzad Intermediary, Title then passes to the guthorlzed
intermediary ones the timber is processed dnfo wood chips. Accordingly, we
iret the quthorized inieremediaries for aooouitting purgoses a being hoih
our suppliees and customers i theve transactions, {Bmphests added.]

87, Bino's disclosures wote conslstent in that repard wp to and Including Stno®s first AIR
tesued In the Class Perlod, which states;

end the Al assume the risks and obllgations relating o the raw timber or wood
ohips, an the orse may be, wa treat these fransactions for pocounting purpoges
gs providing that we take 4itle fo the taw thmber when it 1s delivered to fhe AL
Title then passes to the AL onee the timber 1s processed nfo wood chipa,
Accordingly, we treat the AT for accouniing purposes as belng both our
supplier and custorer In these transactions, [Bmphasls added,]

38,  Insubmequent AIFs, Sino ceased without explanation to diselose whether it trsated Aly
for agoouniing purposes as belng both the suppller and the customen,

Beoause.of the:oulslonsnthe Opetational Brovedures. that.sp ool whon s eens
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38, Following the Issuance of Muddy Waters' report on the last day of the Class Period,
howsver, Sino declared pubticly that Muddy Waters was “wrong” in Hs assertion thet, for
anpounting purposss, Sino treatsd its Als as being both supplier and customer in fansactions,
This claim by Sino lmplies sither that Sino misrepresented its acoounting treatment off Alg in
ity 2006 AIR (and in its AIFs for priop years), or that Sino chenged its socounting troatment
of fts Als after the fssuance of its 2006 AR, If tho latter Is true, then Sino wag obliged by
(AAP to discloge is ohange In 33 acoounting treatment of e Als. It failed to do so,

Stro Overstates ly Yunnan Forestry Assets

40, In o press release issued by Sino and filed on SEDAR. on Mareh 23, 2007, Sino
announeed that it had entered Indo an agreement to sell 26 million shates 1o several
fuetitutional investors for gross proceeds of URS200 million, and that the proceeds would be
nged for fhe acquisition of standing timber, including purewant to & new sgreement to purchass
gtanding tiniber In Yonnan Provinee, It further stated in that press release that Sino-Panel
(Asla) Ino, ("Sino-Panel®), o wholly-owned subsidiary of Sino, had entered on that same day
into an agreement with Gengtna Dal and Wa Tribes Autonomons Reglon Foresiry Corpany
T4d,, (“CGenpma Foresiry™ established in Lincang City, Yuonen Provinoe inthe PRC, and that,
under thet Agreament, Sina-Panel would acquire approximately 200,000 hestares of non-stale
awned cotnmercial standing timber in Lincang City and surrounding oitles in Younen fop

USE700 million to USSL4 billlon over & 10-year pertod,

41, ThesesametermsofSine's Agresment with Gengma Forestry were dlsclosed in Slno's
Q1 2007 MD&A, Morsover, thronghout frhe Clesg Petiod, Sino disovssed its purported
Yunan seguisitions in the Irnpugned Doonments,

42,  However, the reported acquisitions did not take place, As the Globe later revoaled,
Sino “substantially overstated the size and value of its forestry holdings in China's Yunnan
Provinog, acsorditg to figures provided by senior forestry officials and a key business partuer
thete,* Sing simply does not own the trees it olalme to own in Vonnan,
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S0 Overstates ifs Snrinnme Forestry Assets
43, In mid-2010, Sino becsme a majoulty sharsholder of Greenbeart Group Ltd., a
Bermuda corporation having its headauarters in Hong Kong and & lsting on the Hong Kong
Stock Exchangs (“Greethean™, '

44, T August 2010, Greenheart Issued an sgpragate prinelpal areount of US$H25,000,000
converible notes for gross procesds of US$H24,750,000, The sole subseriber of these
convertible notes was Greater Sino Toldings Limited, Chen beoarme & momber of Greenheart’ s
Board and the Bosyd's Chalrmat, Other officers and directors of Bino became officers and
directors of Gresnhieatt,

45, On August 24, 2010 and Deceruher 28, 2010, Greenheat! pranted to Chan options to
purchase approximately 6.8 miflion, The options are exerelsable for a five-year term.

46,  AsatMarch31, 2011, Ceneral Enterprise Management Servivesnternetional Limited,
a company In which some of Sino’s officers and divectoss have an indirect Indesest, held
7,000,000 shares of Greenheart, being 0.9% of the total fssued and outstanding shares of
Greenheart.

47, As aresult of the aforesaid transaetions and interésts, Sino, Chan, end other offlcers
and directots of Bino, stood to profit handsomely from any inflation in the merket price of
CGrgenheart’s shares,

48,  Atallmuatorlal dmes, Groenheart purposted fo have foresity assofs inNew Zealand and
Surtname., On March 1, 2011, Greenheart issued a press release in which i announced that;

Greepheart sequires certaln rights to additional 128,000 hestare
eoncession in Suriname

W Rk

312,000 heefaxes now under Greenheart management Hong Kong, Matoh
1, 2011 ~ Greevheart Group Limited (“Gresnheatt” or “the Compary™)
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(HEKSE: 00094), an Investment holding company with forestry assets in

Surinatne and New Zealand (subject fo gertain olosing condifions) today

announced that the Company hay aequired 60% of Visia Marine Services

VL (*Vista?), a privata company boseéd I Suvinmne, South Amerion thet

controls coriwin hayvesting righiy fo o 128,000 hectares hardwood

aoreoession, Viste will be rebranded az part of the Greenheart Group, This

tranpaction will Incrense Greentheart's conogssions under munngement in

Suriname to approximatzly 312,000 heoiares. The oost of this acquisition ls

not material to the Company as 4 whols but the Company 15 optimistie sbout

the prospects of Vista and the pogifive impaoct that it will bring, The

cortcession is loonted In the Stpalmeinl distrlotof Suriname, Sowth Amearies,

hordering Lake Brokopondo and has an esthmared annual alloweble out of
approximetely 100,000 crbic meters. Mr, Judgon Mertin, Chief Execntive

Officer of Greenhenrt and Vioe-Chalemen of Sino- Forest Corporation, the
Company's sontrolling shereholder aatd, “This acquisttion isin lino with oug
growth stzatepy to expand our footprint in Suriname, In addition to Inoreased
bharvestable aves, fls acquisition will bring synergles in sales, marketing,

sdmintstration, fnanclal reporting and comirol, logistles and ovemll
wanagement. I axr pleased fo welcome My, Ty Wilkinson to Gresuhear! 45
owy winority pariier, Mr. Willinson shares our respect for the peopls of
Striname and the lind and will be appointed Chigf BExecutive Officer of ihis
Joint venture and be responsible for opevaring in w swstelable and
resporsiblé murmer, This acquisitlon further advatces Greenhomt's strategy
of becoming & glohal agrl-forestry company. We will comilnue to aotively seok
well-peed and sustalnable ooncessions In Susiname and nelghboring veglons
in the coming manths.” '

Abowt Ty Wilkleson

T VIR OR 8 60T CVen ey YouTs of X eT eoe T o T om s AL~ "

forestry business, Howan awarded the prestigions “Taymer and Ranchor
of the year” award in the US4, In recognition of his work on water
souservation, perfecting the commnercial use of drip trrigation and
maximiziop crop yield throwgh the wse of technival soil veseareh and
analysis, Mo, Willkingon also has extensive knowledge in sustpinable
fovestry management, forestry planaing, nfastrustwre development,
harvest sohedules, lumber drying, Jumber processing, extensive loeal
kuowlodge au well ag reglonal buginesy networks. He has been living in
Suriname sinee 2001, {Emphasis added,)
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49, Inits 2010 AIF, filed on SEDAR on Maroh 31, 2011, 8ino stated)

© We hold a mejority inferest in Greenheart Group which, together with Hs
subsidiatles, owns oertain rights and manngas approximately 312,000 hectares
of hardiwood forest concessions In the Republle of Surinnme, South America
(*Suriname™) and 11,000 heotares of a sadiata pine plantstion on 13,000
hectatos of frechold land in Now Zealand ag ot Mareh 31, 2011, e belisve
fheat onr ownership tn Greenheart Gronp will strengthen owr global
sowrcing network in supplylng wood flbee for Ching in asustninable and
responsibla manner, [Emphasie added].

500 Inits Annual Report for 2010, which $ino filed on SEDAR on May 10, 2011, Sing’s

Viea-Chalrmean stated:

1 s honored to teport to you for the fitst thne as Viee Chalrman of Sino-
Fovest and Chlef Executive Offioer of Greentheart Group [.,.] Cresphenrt’s
sirategy is fo be Sinc-Forest’s Internationsl growth vehiole for nequiring
sugtalnable and profiteble forestry assets located outside China fo gerve the
growing wood deficit within China while at the same time maintalning the
ability to manage and operate fn other markets around the world, At the end of
2010, Greenheart had thres pritaary assets; & 60% interestina 184,000 hoctare
havctwood concession located i western Surlname (Bino-Forest currently owns
the rematning 40% minoelty interest); a cornitaent to acquire 13,000 hecteres
of frevhold Jand inchading 11,000 heotares of softwosd radiate pine plantations
in Mew Zealand (which was completed subsequent jo year and); and US$78
raiiHonin cagh, Jr the first quarter of 2011, weaequired 60% of Vista Marie
Services N, V., witich holds certain harvesting rights fo a 128,000-heciare
corcassion i easiern Surlname Thivacquisitlon expandy Greenheari'sland
wnder-tnagersntdn-Suringireto-approximataly-3L2,000.hectare, We.nre.
euprently building o fmge-soale wood processing factlitles, which we
avpect Yo complery lnle this year, witlelt will allow v fo process logs Into
lerzber and vther value-wdded producis sl as flooving, decking endspecial
wllliorly Groerheart’s strategy in Strinane is to consinue fo expand our
concession footprint and be the teader in thesusintunble dimber indusity. We
are commuifed lo low-impact harvesting and silvienlinvre wethods as
praseribed by Sariname's Centre fordgriculural Reseqaroh (“CELOS™), auid
we Wil be working fowards Forest Stewardship Council (“FSCY)
ardfleation in alf our operations, The responsible care of people and the
environment Is our corporein pelloy b afvo onr stede of mind, [Emphasis
added.)

A P b1 AT
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51, ‘The foregoing staterments were false or materially misleading when mads, for the
reasong st ont below,

52.  Bhotfly before Greanheart’s purported acquisitlon of Viste Marine Services NV,
(“Vigte™), Vista was founded by Ty Wilkinson, an Amesloan oitizen who formerly reslded in
Sarasota, Florida, A[thoﬁgh Greenhent gaw fis to dlsologe In its Mareh 1, 2071 press release
that Mr, Wilkinzson, Greenheart’s hew Sutlname CEO, was once nemed “Rarmer and Rancher
of the year,” Greenheart fatled to disclose that the Clrenit Court of Sarasota County, Florida,
had issued & warpant for My, Wilkinson®s arrest in Qotober 2008, and that Mz, Wilkinson
sbandoned tesidence in the United Statos at least in part to avold arrest, snd also to avold
paylog vazious debis Wilkinson owes to & former businoss associate and othess,

53,  'There is no vecord of Gresnheart in the Suriname Trade Reglster maintained by the
Chamber of Commeres In Suriname, nor is there any record of Gresnheart with the Sutiname
Poundetion for Forest Management and Production Control,

54,  Tn additlon, wnder the Surluatne Forest Munagement Aoty 1t 15 prohibited for one
gorapany of a group of corppanies in which one petson of company hag a majority interest to
sontrol more than 150,000 hectares of fand under soncession.

55, Tinally, Vista's forestry concessions are located In azaglon of Surinams populated by
the Sarameka, an indigenons people, Pursuant to the American Convention on Fiunan Rights
and a decigion ofthe Inter-Ameriean Conet of Humen Rights, the Saramaka peopts must have
gffeciive control over ﬁuei;' land, {neluding the management of thelr reserves, and must be
effeotively consulted by the Stats of Surineme: Nelther Sino not Greenhearthas disclosed that
Vista's purported concessions in Swiname, if they exist at all, are irapaired due fo the
nrfulfilled rights of the indigenovs peoples of Suringme.
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JSlengst Forestry Assets
56.  On Jume 11,2009, 8ino issved a press rslease in which it stated:

Sino-Forest Corporatlon (¥8Ks TRE), 2 leading cornmercial forest plantation
operator in China, antiounced foday that ity wholly-owned subsidlary, Sino-
Panel(Ching) Tnvestments Limnkted (“Sino-Panel*), has entered into a Master
Agreement for the Putchass of Bine and Chinese Rlr Plantation Forests (the
“Tangxi Master Agreetnont”) with Hangxi Zhonggas Industrial Development
Company Limited ("Hangxi Zhonggan™), which will act a8 the authotlzed
sgent for the arlginel plantation rights holders, Under the Hangxd Master
Agreement, Sino-Penel will, through PRC substdlaries of Sino« Forest,noguive
between 15 millon and 18 milllon cublo metres (m3) of'wood fibre located In
plantations in Jiangxi Provines over & three<year period with & price not to
oreeed RMBIO0 per m3, to the extent permitted mnden the velevant PRC laws
snd regulations, The plantations In which such amownt of wood fibre fo
toguive is between 150,000 and 300,000 heeteres to ashieve an estimated
average wood fibie yleld afapproxismately 1003 perhectare, and include tree
species such as plae, Chiness fir and others, Jangxl Zhonggan will enguie
plantation forests sold to Sino-Panel and its PRC subsidiaxles ate non-siate-
owned, non-hatiyal, commerslal plantation forest rees. Inaddition to seouring
the maxirmum tree soquisifion price, Sino-Pane! has pre-emptive wights to lease
the undestyitg plantetion land at a pelve, petmitied under the rolovant PRC
laws and reguletions, fiot 1o excesd RIMBAS0 per hootare per amumm for 30
yeays from the thine of harvest, The land Jease can also beextended to 50 years
as petmitted under PRC laws and regulations, The specific ferms and
sonditlons of purchasing or leasing aze to ba determined upon the sxecution of
definitive agreaments batween the PRC subsidianles of Sino-Pansl and Hangsi
Zhonggan upon the suthorization of oxlginel plantation rights holders, and
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relevant PRC {aws and regulations.

Sino-Forest Chalrmam and CLO Allen Chan sald, “We are foxiwunte to
have heen able to dapture and suppoert favestment opportunities in
China’s developing forestry sectox by looking up # large amount of fibre
at pompetitive prives, The Jiangxi Master Agroeruont is Bino-Fovest’s fifth,
long-tevrn, fibre purchase ngreement during the pastiwro years, Theseflve
agreements cover a totsl plentation area of over one milfion hectares in
five of China’s most densely forested provinees.” [Emphesis added],
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57, According to Sine's 2010 Anmual MD&A, as of December 31, 2010, Sine had
soquired 59,700 ke of planfation treeg from Jiangxl Zhonggan Industried Development
Compeny Umited (“Zhonggan®) for US$269.1 million vndet the terms of the master
ageeement, (I tty interim report for the seoond quarter of 2011, which was iseued afier the
Claps Perlod, $ino claims that, as al June 30, 2011, this number had Inoreased to 69,100 ha,
for a purohase price of US$309.6 million),

38, However, as was known to 8ino, Chan, and Horeley, Sine's plantatien acquisitions
through Zhonggan are far smaller than Sino has claimed,

59,  In Avgust 2011, a suparvisor of the Rorestry Buresn of Nanchang, the capitol of
HRangxd Provinee, affivmad that ke had never heard of Zhoniggan, In that same momh, the
Yiangxi Forestry Bureay, which has furlsdiction over the Provines of Jangsd, wag able to
oonfim onty thet Zhonggan had rented the Jand use rights of 3,333 ha fom loval farnters,

60,  Zhobggan's offices belle the purporied scope and neture of Zhonggan's business,
During a visit Yo Zhonggan's offices in August 2011, no pessonnel wers presont during
buslness hours, there war no slgrage outside the office, and there wag a CCTV camernand &
fingerprint entry machine installed near the offios enttance,

61, Zhonggan was formed In Janvary 2008, only 18 months before agreeing to sell {o
Sino's subsidiazy vp to 300,000 ha of plantatlon forest, Moreover, when It was established,
Zhongpan was oaplialized with o mere 3 million,

62, Treespecdve of the frue extent of Zhonggen's iransaofions in Jlangzi forestry
plantations, Sino filed to disclose, in viclation of GAAP, that Zhonggen was a telated party
of Bino, More particularly, according to ATC records, the legal representative onhonggaau is
Lam Hong Chiv, who ds anexsoutlysvice president of Sino. Lam Hong Chiv s also a direstor
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and a 50% shareholder of China Squate Industrial Limited, o BVI.corporation which,
according to ATC records, owis 80% of the equity of Zhonggan,

Misrepreseniations Regard;ng Related Pariles other than Zhonggan
On Jatmary 12, 2010, Bino lssusd a prass release tn which it snnounced:the sequisition
by one of itz wholly-owned subsldiaries of Homix Limited (“Homix"), which i described as
n 48 company engaged in research and devalopment and manufacturing of engineered-wood
produsts in China, for an aggregate emonat of US$H7,1 million, That press release stated:

HOMIX hes an R&D Jaboratory and two englneered-wood produstion
operations baged In CGuengzhon and Jlangsa Provinoss, covering eastern and
southern, China wood product matkets. The cumpany has developed a nuntbar
of now technologles with patent rights, speoifically suitable for domestio
platation logs including poplar and enoalyptus speciss, HOMIX. speciplizes
In owing, deving and dyelng methods for engineated wood and has the knows
how to produoe recomposed wood products and laminaied veneer luwnber.
Recomposed wood technology i considered to be snvironment-filendly and
versatile ap i uses fibre from forest plantations, reoyeled wood and/or wood
residne, This rechiess the fraditional use of lazge-diameteor tress from natural
forests, There is growing demend for recomposed wood technology as it
educes cost fopyaw mefertal while ineretses the witlization and sustalnable use
ofplantation fibre for the production of furntture and inferfor/exterlor bullding
materlals,

[

M, Allent Chan, Slno-Forest's Chalemat & CEO, sald, *As we continve to
remp np oy replanting programme with Improved eusalyptus specios, it is
iropottant for  Sino-Fatest 0 continue investing in the tesearch aud
developement that maxhnizes all aapects of tha forest product supply chain,
Modarntzatlon and improved preduetivity of the wood processing Industey In
Ching 15 also necessary piven the counfry’s chronle wood fibre defich.
fnoreased use oftechnslogy improves operation efficlency, end mexlmizes and
broadshs the wse of domestle plentation wood, which seduces the need for
logplng domestie natutel forests and for itporiing loga from stralned tropical
forests, HOMEX has slpuificant fechuologiont oapabllitios in englneeted-wood
processing.”
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Mz, Chan added, “By acquiring HOMEX, we Intend to use six~year evonlypius
fibroinstend of 30-year tree fibre from other speclesto produce quality amber
using reoomposed techinology. We belleve that this will help preserve natural
forests ag woll as lmprove the demand for and pricing of our plantsd sucalyptua
{reep,”

64,  Sino’s 2009 Annvel Audited Pinanclal Statements, Q1/2010 Unandltsd Interim
Finanoial Statements, 2010 Annwal Audited Financlal Statements, the MD &Asrslated toeach
ofthesforementionsd finanolel statements, and Sino's ATRs e 2009 and 2010, each disoussed
the aequisitlon of Homix, but nowhere disolosed that Homix was in faot @ party related o
Sino.

65, More particnlarly, Hiaa Chen, a Senfor Viee President, Administretlon & Finanoe, of
Sinain the PRC, and who jolned Sino in 2002, s 8 3030 shareholder of an opetating subsidiary
of Homix, Jiangsu Dayang Wood Co,, Tid,

66,  Pursuant to GAAR, Sino wes required to provide, among other things, a descrfotion
of the relationship between the transacting partles when dealing with related partiss, GAAP
rasognlzes that detall on related party transactions iy oruolal,

o e G Thg-Sinels-fallure-te-disolose-that Homix was.a-related-party-was.a-vlolation-of. — .,

CGAAP, and a misreprosentation,

68, Tinally, Homix has no patent deslgns registered with the PRC State Intellsctual
Preperty Office, 8 faot also not diseloged by Sino at the time of the Homix asquisition or
snbsequantly,
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Misrepresentations Regarding Sales of Standing Thuber
69, Hvery finanolal statement and MD&A issued durtog the Class Petiod overstates Sino’s
sales of standing titaber to & waterlal degree, and overstaies to a materlal degree Slno’s
reported revennes and net incoms for the perfled in questlon,

70.  Throvghout the Class Perlod, Slno puwiported to el “stending timber* As
partioularized sbove, such sales did not oceur, or did notosour in & manner such thet revenue
could ba recorded pursvant to GAAD,

Mivrepresentations Regarding Purchases of Forestry £ssefs

71, As partioulatized above, 81no ovarstated its acquisiiion of forestry assets n Yunnan
and Jangx! Provinces in the FRC and in Suriname. Acoordingly, Sivo’s tofal assets are
overstated 1o & materlal degres in the Impugned Docwments in. violation of GAAFR, and each
suoh statement of $ino’s fotal assets constltutes a misrepresentation.

72, In eddiflon, dutlng the Class Perlod, Slno cauged siatements to be made thet ape
misrepreseniations n regard fo Bino’s Yunnan Provinee “assets,” namely;
{6) In a repott dated March 18, 2008, filed on SEDAR ot March 31, 2008, Bino

() camsed to be stated that it had determined the valustion of the ¥ ino forest assots to

be US$3.2 billlon as at 31 Deceriber 2007;

(b) oavsed tables and figures rogarding Yutman to ha published;

(o) caused to be statd that “Stands in Yunnan range fom 20 ha to 1000 ha,” that “In
2007 Sino-Forest purchased an aren of mixed broadleaf forest in Yumat Provinee,”
that “Broadleaf forests alvendy acquired in Yunnan are all maturs,” and that “Sing-
Fovest 18 embarking on a serles of forest acyulsitiensfexpansion efforts in Hunan,
Yuonen and Guangsh® and

(d) provided & detelled-outline of Sino’s Yennan “holdlngs” at Appendlxes 3 and §;
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() In e veport dafed Apil 1, 2009 and filod on SEDAR on Apuil 2, 2009, 8ino cansed to be
stated thaty

“[{The arven. of forest owned in Yunnan has quadrupled from around 10 000 ha
to almost 40 000 ha over the past year,”

provided figures and tables regerding Yupnan, and stated that;

“Bino-Forest hes inoreased its holding of broadleaf crops In Yunnan during
2008, with thiy province containing pearly 9% of its broadisaf resourcs;”

(0} Int & “Final Report” dated April 23, 2010, and {iled on BEDAR on Aprit 30, 2010, Sino
caused to be stated that

“Guangx!, Funan and Yinnan ave the thres lavgest provinges in teums of Sino-
Horest's boldings, The largost change in area by provinee, both in absolute aud
relative ferms (sio] has besn Yurman, whers the area of forest owned hag
almost ttipled, Som.atonnd 32 000 heto almost 106 000 ha over the past year,”

provided figures and tebles tegarding Yunnan, and stated that:

“Yannan containg 106 000 be, including 83 000 ha or 99% of the total
broadleaf forest,” stated that “the three provinees of Guangxt, Hunan and
Yunnan together contatn 391 000 he or about 80% of the total foreat ares of
491 000 ha' and that “[alimaost 51 97% of the broadieaf forest s In Yunnan,”

and provided a detatled discussion of Sino's Yunnan “holdings” st Appendixes 3 and 43

(@) In & “Bommary Valuation Repor® regarding “Valuation of Purchased Forest Crops as at
31 December 20107 and dated May 27, 2011, Sino caused fo be published tables and fgures
regarding—unnanand-statod that

“ltthe major changes . area by apecles from Deceniber 2009 t0 2010 has boen
n Yunnas pine, with asqulaitions in Yumnan and Sichuag provinoes”

andd thats

“lalnalysts of [Sino's] nventory datn for broadleaf forest In Yunnan, and
somparisans with an inventory that Poyey undertook there in 2008 supnotted
The wpwards revision ofprlees applied tothe ¥wmnen broadieatlarge size log,”

and stated that

“Itlhe yield table for Yonnan plne n Vuunan and Stchuen provinces was
derived from date collected in this speoies inthese provinges by Poyry during
other work;™

and
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(e) In & press releass Htled “Summary of Slno-Forest™s China Forest Asset 2010 Valvation
Reports™ and which was “Jolntly prepared by Sino-Rorest and Poyry to Mghlight key findlngs
end outsomes from the 2010 valuation reperts,” Sino caused to be reported that the estimated
market value of 8inc’s forest assets on the 754,816 hato be approximately USH.1 billion as
at December 31, 2010,

93, Statements oased to be made by Sl regard{.ng the value of 8lnots fevestry “assets’
fhet woro misreprasenitations were incorporated fnto the 2007 Anmual MD&A, the Amended
2007 Angwal MD&A, each of the 2008 Q1, Q2, 03, Annual and amended Anmual MD&AS,
sach of the 2009 Q1, Q2, Q3 end Antual MD&As, and each of the 2010 QI, Q2 and Q3
MD&aAs.

Misrepresentations Regarding Sino ‘s Movrging and Taxes

74, Sino never disclosed the true soure of its elevated profit masging end the true nature
of the tax-telated risks to whish # was exposed, a3 partioularized ebove, This omigsion
rendered each of the following staternents a misveptesentation: ‘

(2) Inthe 2006 Annual Financlal Statements, note 11 [h] “Provislon for tax related Habilitles™
and associated text

{b) In the 2006 Annual MD&A, the subseetion “Provislon for Tax Related Liabilities™ i the

section “Critival Accounting Estimates,” and assuciated text;
(o) In the AR dated March 30,2007, the section “Bstimation of the Company’s provision for
{ncome and related taxes,” and assoofated text)

{d) In the Q1 and Q2 2007 Financlal Statements, note 3 “Provision for Tex Related

Liabilities,” and associated text;
(=) In the Q3 2007 Financiel Statoments, note § “Provision for Tax Related Llabilities,” and

assoctated text:

() It the 2007 Annual Financlal Statements, note 13 [b] “Provision for tax rolated Habilifles,”
and sspociated fext;
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(g)Inthe 2007 Anmal MD&A and Ardended 2007 Annval MD&A, the subssetion “Provigion
for Trx Related Linbilitles” in the seotion “Critleal Acoownting Bstlmates,” and associated
toul:

(hy In the ATR dated March 28, 2008, the seotion “Hetimation of the Corporation’s proviston
for Incorme and related taxes,” and associated text;

() In the Q1, Q2 and Q3 2008 Flnanolal Statements, note 12 “Provislon for Tex Related
Tiebilitles,” and asenciated text;

() Inthe Q1, Q2 and Q3 2008 MD&As, the subsectlon “Provision for Tax Related Linbillties™
in the seofion “Critleal Accounting Bstimates,” and essoclated text;

(k) In-the 2008 Aninual Finanolal Btatements, note 13 [d] “Provision fortax related Habilities,”
and assooiated text:

(D Inthe 2008 Annuel MD&A and Amended 2008 Azmual MD&A, the subsestion “Provision
for Tax Related Liabilitles” in the sectlon “Critical Assoutting Bstlmates,” and associated
text:

(m) T the AIF dated March 31, 2009, the sectlon “We may be lable for incoms and related
taxes to our buginess nad operations, parfloularly our BYI Subsidiades, In emounts greator
than the amounts we have estimeted and for which we have provisioned,” and essociated toxt;
(1) In the QI, Q2 and Q3 2009 Financial Statements, hote 13 *Provision for Tax Related
Tdabilitlss,” and essociafed text;

(c) Inthe Q1, Q2 snd G3 2009 MD&As, the subseotion “Provision for Tax Related Liabilities”
in the section "Crltical Accounting Batimates,” and sssociated text)

(1) In tho 2009 Antual Financlal Statements, note 13 [d] “Provision fortax related Habilities,”
and associated text;

() I the 2009 Annval MD&A, the subsection “Provlslon for Tax Related Liabilitles” inthe

seotlon “Critleal Accomiting Betimates,” and assosiated text;

(1) In the ATF dated Maich 31, 2010, & ictlon *“Weé'méy be lieble for Incoine end related
taxes to our business and operations, partioularly ovr BVT Subsidiaries, in amounts greater
than the amounts we have estitnated and for which we have provigioned,” and sssociated text;
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{s) Tn the Q1 and Q2 2010 Finanolel Statsments, note 14 “Provision for Tax Related
Linbilities,” and assooiated text)

(1) In the Q1 and Q2 2010 MD&As, the subsection “Provision for Tax Related Lisbilities™ in,
the section “Critioal Accourting Bstithates,” and assooiated fexf;

() In the Q3 2010 PFingnoial Siatements, note 14 “Provislon and Contingencles for Tax
Related Liabilitlet," and sssociated text; and

(v) In the Q3 2010 MD&As, the subsection "Provision and Copiingencles for Tax Related
Liabllitles” in the seotlon “Critienl Accounting Bstimates,” and assooiated text;

{w) In the 2010 Annual Finenclal Statements, note 18 “Provision and Contingenoles fox Tax
Releted Liabillties,” and assoclated texty

{x) In the 2010 Annual MID&A, the sybsestion “Frovision and Contingencies for Tax Reflated
Lishilities” In the seotion “Ceitieal Accounting Hstimates,” and sesocinted oty and

(y) Tn the AR dated March 31, 2011, the section “We may be Hable for Incoms and elated
taxes to our business and operations, pa,rtlouia;ly out BVI"Subsidiaries, in amounts grestey
then the amoutts we have estimated and for which we havd provisioned,” and agsoclated text,

75, In overy Impugted Dovument that s & financiel statement, the line item “Agcounts
payable and accrued Habllities” and assoclated figures on the Congolldated Balanoe Sheets
fafls to propotly acsount for Sino’s tax scoruals and 15 a isrepresentation,

CEQ AND CFO FALSE CERTIBICATIONS

76, Pursuant to National Instrument 52-109, the defendants Chan, as CBO, and Florsley,
ag CRO, werereauired ai the material thmes to cestify Sine's annnal and quarterly MD &As end
Finanolal Statemonts a9 well as the AR (and ell documents Incorporated Into the ATES), Such
cettifications included statements that the ﬁlings' “do not oottain any untroe stafement of 5
matesal fact or omit to state a materlal faot required to he stated orthat 1s necessary {0 meke
astatement notimisleading In light ofthe clreumstances under which it was made™ andthat the
veports “falrly present 1n all materin] respects the finanoial condition, results ofoperations and
oash flows of the jssven

||||||
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7. Aspartiouletlzed sleewhere hereln, however, the lmpugned Documents contelned the
Rspresentation, which was false, us well as the other misrepresentations alleged above,
Aocordingly, the certificatlons glven by Chan and Horsley wers false and were themselves
migrepreseniations, Chan and Horeley made such false cert;iﬂcsations knowingly ot, &t a
miniman, recldesaly,

THE TRUTH IS REVEALED
78, On June 2, 2011, Muddy Waters 1asued ity initiel seport on Sino, and stated in past
thereln;

Sino-Foreet Corp (TSB! TRE) 18 the granddaddy of China RTO frands, Tt hag
always been & fravd — raporting excellent resulis from one of M erly jotnt
vemtures — even though, buvauss of TRE’s default on Hs investment
oblipations, the IV never went into operation, TRE fust Hed,

The foundation of TREs fraud 15 & convoluted structurs whereby it olaims fo
i most of its revetes through “anthorized infetmediaveg (AT, Als ate
supposedly timber trader customers who putportedly pay trraohof TRE s value
added and income texes, At the same thae, these Als allow TRE a gross
margin of 55% onstendlng mber merely for TRE having speculated on tress,

"The solepurpose of this stencture is o fabricate sales transaotions while having
anexouse for nothaving the VAT Involoes that are the mainstay of China andit
work, 1L TRE really ware processing over one billion dollars 1n sales through

Ase-PRE-and-the-Ag-would bodt-serlous-legal-ioublertle-legithmate-publig- m e

comnpany would take such isks ~ partiowlarly beoanss this straoturs has zeto
upside,

(]
On. the other side of the books, TRE massively exagperates ifs agsets, TRE
significantly faletfies ity Investroonts In plantatlon fiber (irees), Tt purports to

hieve purohased $2.891 billlon in sandlog Hmber under mastet agteciments
£inoe 2006

[

Valustion Because TRE has $2,1 billfon In debt outstanding, which we belleve
exoeeds the potential recovery, we valus its equity at less Than $1,00 per share.
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79, Muddy Waters also disclosed in ts Initlal report thet Sino hed failed to disclose varlous
related parly transectlons, imoluding ite dealings with Jangxl Zhonpgan Indusicial
Developtment Company Lid,

B0, AfterMuddy Waters? Initlal report beoame public, Sino shares £l to $14.46, et which

point trading was halted (a decline of 20,6% from the pre-disclosure close of $18.21), When
trading was dllowed to resume the next day, Sino’s shares fell to a close of §5.23 (a decline
of 71.3% from June 1).

81, On Juns 3, 2017, Sine antounced the formation of an “Independent Comunittes,®
comprised of Willlata B, Ardell (Chely), Jmmes P, Bowland and James M.E, Hyde, 1o
nvestipate Muddy Waters' allogations and toport 1o Sino’s Board i that vegard.

82, OnJune 14, Bino fssued 13 Q1 2011 Finanels) Stetements, Those fingnoial statements
oontained the followlng notice:

Notice of o auditor review of the condensed lnterim consolideted
Hnancial statements,

The aocompanylng wheudited ocondensed Imterlm vonsoifdated financldl
statements (the “Interim Financlal Statements™) have not been teviewed by the
Company’s-extetnal anditors, OnJute 2, 2011, Mnddy Weters, LLC lssved a

iy e 018 (Ehe “Reeport-containing-va ous-allopationsregarding the-Companyye—s — -— —

it awsts, operatlons and fnanciat results, As a roswlf of suoh report, on June
2, 2011, the Boerd of Directors of the Company appolated a commities of
independent directors (the “Independent Commities™) to thoroughly examine
and review the allegations contelned n the Report, and report bavk, to the
Board of Dlrectors, The Indspendent Committes hasretained independent legal
counge] in Ceteda, Hong Kong and Ching ag well as independent acoounting
firma Pricewatethonse Coopoers LLP 1o assist with the examination. The
Clompany’s external anditors wers Initially engaged to conduct a reviswof the
acoompanying Jaterim Flnanelal Statements I accordance with Cenadien
standards for the audifor review of interim financlal statersents, The
Company's audliors bave advised that they ave vnable to complete a review of
theso financlal statements until the complotion of the examination end review
by the Tndependant Cotmmitice and the auditors® consideration of the results
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thereof, The Board of Directorss and menagement belisve that, based on
informaation currently avallable te them, the Inferim Financial Statetnents were
cornpiled in accordange with International Fiaanolsl Reporting Standards
(“TERE™) and falily deplet the financial condition and resulis of opetations of
the Company, However, In the event thet the allegations set forth in the Report
prove 1o be accurate, in whole oy in part, the information set forth in the
Interim Finanolal Statemonts may differ materially and the Interim Mnanciel
Htatements could be subject to restatoment, As aresult, readers should exerclse
cawtion In reviewing such financial statements, Ses Note 2.1 of the Interim.
Finanolal Statemments,

That same day, $ino held its Q1 2011 Eawnings Call, Op.that call, Ardel] stated that
“partioular reference wasmadeto anumber o fthe divectors that this Is an opportunity forthem
{0 be in and buylng significant amounts of shares o demonstrate strong beliafin the cotmpary,
And I can assure you thut i we had the cholee, we cerieinly would ot this siage® (ettphasis
added). Andsll theroby confirmed that he had prefudged the outoome of hs porimittes’s

investigation, and that bis committes was nof independer,

84'

On Saturdey June 18 apd Sunday June 19, 2011, the Glpbe published an in-depth

investigative teport on Sino,

83,  The June L8 attiele, Htled “Key pariner oasts donbt on Sino-Forest elalm,” read, in

material part:

Embattled Sino-Fonsst Corp,, otioe Canada’s blggest publioly-traded timber
campany, appeals o have substuntially overstated the stze and valus of s
forentry holdings in China's Yunnen provines,acoording fo Fgures provided
by seslor forsstiy offislals and a Key business vartner there,

During two weeks of on-the-ground reporting that inchided interviews with
Chintese governmett offlelals, forestry experts, loval business operators and
brokers, The Globe and Mail unoovered a number of glatlng lnsonsistencles
that relse doubisuboutthe company’s publie statoments regarding the value of
the assets that lis at the centre of the compeany’s sors business of buying end
gselling Chinese thmber rights,

Lol
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The Globe's investigation ralses partioularly hard questions about & key
agresment in March, 2007, that Sino-Forest says gave i the rlght to buy timber
righta for up to 200,000 hootares of forest In Yunnan overa Wwyear perlod for
between $700-million (1,8 and $1.4-billion, The frees were to be bought
through o serfles of agreetnents with an sntlty oalled Gengma Dal and Wa
Tribes Autonotnons Reglen Forestry Co. Lid, alse known as Gengrma Fotestry,

The company says 1 has flfilled virtually all of the agreament witt-Gengma
andd now owns more than 200,000 hectares In Yumner,

But offioldls with Genpme Forestry, Inoluding the chafiman, dispute the
company’s account of the deal, telllng The Globe and Mall that the actual
numbers gre much smatler,

Xie Hongting, the chairman of Gengma Forestry, sald ih an tnterview that the
transaotions cacrisd out so far by Sino-Forest amownted o less than 14,000
hectares,

Asked bowmany deals Gengmahad vonduoted with Sino-Forest, Me. Xle said:
“£vo told you that we sold. them almost 200,000 tu.” (Mu is 4 Chineso unit
of land measuroment; 15 mu equels one heotars,) Mr Kie's account
oorroborates the assertions of sentorforestry officlals fntha provincs, Speaking
on condition of enenymity, these officials challenged the sompany® § statements
that it controls mote than 200,000 hectares of Yunnen trees, and sald they are
now investigeting,

fins]

While Cengma Foresty 6Hficialiquestion Bino-Foresiry™s avoount ol the 2007
deal, local land brokers said it would be diffioult to find 200,000 haatazas of
quality land leases to complete that agteement,

[]

Senlor foresity offlelals In fhe provinee ohallenged the company’s agsertlon
that it conteols gbout 200,000 hectates of forest in the reglon, Speaking on,
condition they not be identifled, they sald thelr records showed Sino-Forest
memages far less than that and said the Yunnan Forestry Bureau would begin
endnvestigation almed at defermining the conmpany’s s holdings, In additlon
to the guesifons about Sino-Fosest®s disclosures on the size of its holdings,
forestry officlals, ae wall as local timber brokers who spoke to The Globs
wmised questions regarding the value Sino-Rorestathdbutesto lte Wannan assets,
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“I{'s very hard for anyons to say what the value of thelr property J8,” sald one
forestry offiolsl, adding that forested land in Yunnan nesded 1o be evalvated
by aspocial body jointly appointed by the Forestry Butean and the Ministry of
Finanoe, Sino-Forest has not requested such an offiolal valusiion of its land,
he sald, “/(The valuation) must have two chops (officldl seals) and two forestty
resowree evaluation experts and two Heenssd evaluafors, ., . Bven [oan’t just
go thete and give it 8 value,”

[}

The Juse 19 article, titled “On the trall of the truth Lehind Sino-Torest,” stated in parts

The despening mystery surounding Canadien timber company Sino-Foyest
Corp, leads to the reglonsl oapitel of Runming in China’s Yunnan provines
and down Finashan West Road - to an address that doesn™t exist,

That address, Ne, 125 + 129 Huashan West Rd., is Hsted as the office of 2
forestry company that sold 1,600 hectares of timber in Yunnan provitce to a
Bino-Forest subsidlary in March, Butthe odd-numbeted slde of Huashan Weat
Road ends &t 81,

Finding the bhuyer, the Sino-Forest subsldlary, proves almpst ay elusive, The
afflce is in o white three-storey bullding with a preon Sino-Panel sign on Bal
Tal Road on the nosthern edgs of Lincasg, the edministrative centre of the
region’s forestry industey, But it's empty, '

The cwrigus fransactions jotaling $o-million and fuked on March 7 betweeti o
Sino-Forest subsidiary with an empty office and a geller with no addiess

highlight the blgger questions surrotmding Sino-Forest's denlings tn southern
China, Trying to pensteate-Sino-Forest’s complicated business in Yunnan oan
be ke eying toapot the sun torough the thick forests of eak, birch, pine and
other timber that oarpet the mountsins i this sprawling region along China's
border with Myatmet,

fon]

Senior forestry bureanc:ats also told The CGlobe and Madl that there’s no
officlal valuation of Sino-Forest's propertles, sincs the company has never
appHed io have an evaluation sopducted by the local goverament, The Yuanan
Fotestry Buteau has slnoe launched an investization into the sompany’s olalims,

fd
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Two weeks of travelling by car and plane to visit Sino-Forest offives,
propetties and periners in Yunnan, Hunan end Belfing — and Interviews with
forestry officlals, Industry experts and local resldents — led o as manhy new
questions as angwets,

Tn the sexies of deals inksd on Maroh 7, the buyer was named as Sino-Panel

{Yunnan) Foresiry Co., the local affiliate of Sino-Forest, aud the seller was
listed a5 Vunnen Shusxuan Forestry Co, Lid, of Husshan West Road,

No one on Huashan West Road recalls a forestry company ever having an.
office I the area "I thete was & domparty like this on Huashay West Road, I
would know sbont it," sald 4 member of the neighbourhood sommittes (a
hyperlooal and usually omniscient s of the ruling Communist Patty) that 1a
responsible for the steet,

At tho same Hime, nelghbous say the office of Bino-PauelonBal Tel Road sat
emmpty wniil Thursday, hune 2 ~hons before Muddy Waters relessed the report
that rocked investor confidence In Blno-Fovest and sout Hs sheve price
spiralling dowewardn, Then a moving vad awived at the longsvacant building
pnel began unloading desks, chairs, power barg and Internet orbles, A wesk
later, however, there was still no evldense of anyone working there, other that,
asqushad clparetts butt and 4 canlking gun that Jay-on the divty flle floor amid
the bare wotkstations,

“We wouldn't have notleed, but (on Tute 2) my oar was blocklng the moving
van (and had to be moved), Before that, the bullding was empty,” sald W He,
maneager of the reglonal affice of Ranhna Fotestry Investrents Development
Co., which sits beside a massage partovr and an Bnglish tralning oonire aoross

37, In the lattes article, the (lobe also disoussed Sinos fallurs to disclose certaln related
perty hansactions.
88,  OnJune 20, 2011, Muddy Waters releared a followsup report, “The Ties that Blind,

Part 1; Buathue Yida," which provided furthet detall on Bing’ s undlsclosed transactlons with

the siteet fom the deserted Sino-Panel bullding,
(]

telated partiss Huathua Yoda and Sonle Jita,
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89, Whenthe market closed on June 20, 2011, Sino’s shares traded at §2.73 (a decline of
85% from June 1, 2011).

80,  After the close of markets on June 20, 2011, & was revealed that vertain entltles
affiliated with Panlson & Co,, which had bean, Bino’s laugest shateholder, had sold all of its
holdings and thereby realized a loss, on o mark-fo-market basis, [n excess of §560-million,
Ouly five days earller, Horsley had sought fo reassure Investors, saylug “I've spoken. to
[Paulson & Co,} and they are very supportlve.”

$1.  Thenextday, Sino shares closed 21 1,99 a deoline of$16.22 or B5% from fhelr tlosing
price onJume 1, 2011,

92, OnJuly 14, 2011, Fitch Retings withdrew s retings of Sino®s debit seoudiles, stating:

Flteh Ratings has withdrawn Sino-Forest Corporation’s (Sino-Forest) Foreign
Currency Issuer Defunli Retiog and senior unsecured debirating of “BB«', The
ratings were on Negative Watoh st the polut of withdvawal, Flich hag
withdrawn the matlngs as It {s unable fo obiein sufficiont information to
meintain them,

]

s vne———hs106-plachng-Sino Fotest-on-Negatve-Wateh-on-20-Jute-20 - Fiteh - Bt s o+

requestod from the coraparty & more frequent and regular update of'tts offshore
cagh balatoes, as well as updates on management’s progressAnientlons with
sogatd to the Arture onshoreloffshors strustims of the business, Fitch viewed
this fnformation as eritledl to monitoring the positlon of Sine-Forest offshore
areditors, partiovlarly plven that under the curvent business stracture offshore
ohligas avs unable fo direotly access the company’s onshore cash flows.
Management Ias Informed Fitel that the cotmpany Is wwilling do provide
iy frrther information wotll the Commities of Independent Board Members
—which wag forned to investigate the allegatjonsmate by Muddy Weatera LLC
~publishes its findings, The company has not provided a date for the
publioation, Miteh does not constder these aotlons contmensurate with belng
able to matatain e rating for invesiors,
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Fiteh will no longer provide ratings ot analytical coverage of this issuet,
[Emphasls added.}

93, Adthe close of trading on August 25, 2011, Slno’s shares {raded at $4.81 per shass,
Bhortly prior to the commencomerdt of trading on Anguss 26, 2011, the OSC issued & couse-
trade order in relation o Sino's securitien, and also fook the mmprecedented step of ordedng,
without & heselng, faat Chan and verlous other Sino officers resign,

94, Inlis order, the O8C stated that in part:
[ o]

3. Alhert Tn (“Tn™) {8 the Senfor Vice President Developmont and Opetations
North- Bast and South-West China of Sino-Foresty

4, Alfted C.T. Hung (*Hung”) Iz Vice-President Corporate Planning and
Banking of Sino-Forsst;

8, George Ho (“Ho") 12 Viee-President Finanos of Sino-Forest;

6. Blmon Yeung (“Veung™) is Vies President » Operaiton wittda the Operation,
{ Project Management group of Sino-Panel (Asia) Ine,, a subsidiary of 8ino-
Fosest (“Yeumg™)

7, 8inee 2003, Sino-Forest hesetead approximately $2,986 billlon from public
~~~~~~~~~~~~~~~~~ iwvestinent—and/op-debi-seouitles-{ssuss-dnsluding—four—publio-ofH i g mmm i
between 2004 and 2009 which approximately relsed §1,05 billlon

8. Bino-Borest has over 150 subsidiaries, the majority of which.are registered
in the British Virgin Islands and Peoples Republic of China (“PRC™Y

9, Sino-Forest’s opsrations ave predominately infhe PRC and 1ts management
has offices In-Hong Kong primarily and also in the PRC atd Ontarlo;

10, Btaff of the Commission is condueting an lnvestigation into the activitles
and business of Bino-Forest and its subsldiaties and thely management;

11 The Independent Commities of Bino-Forest has also been conduoting an
investigation into the notiviiies and business of Bino-Forest and is subsidiades
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and their management. A# & resvlt, Sino-Forest has recently suspended Ho,
Hung, and Yeung teraporarily and ourtalied Ip's duties and responsibilities.

12. Sino-Forest, throughits subsidiaries, nppearato have sngaged inslgnificant
nonerm’s length transactions which may have been comtrary to Ontatio
secwdties Iaws and the public interest;

13, Sino-Torest and cerfaln of ity officers and directors appear to have
misrepresented some of its vevente and/or exaggerated some of fis timber
holdings by providing nformation to the public in documents required to be
filed.or firnished under Ontatdo pecurities laws which may have been fulse ox
misleading in a matetlal respect oonitrary {o gectlon 122 or 126.2 ofthe Actand
coniary 1o the publio Interast;

{4, Bino-Forest and certaln of its officers and directors Inctuding Chen appear
to be engaging or partlolpating in acts, practices or acotrss of condust related
to ik secutitles which it end/or they know o reasonably ought to know
perpetuste a fkaud on any person of company contrary 1o seotlon 126.1 of the
Aot and contary to the public interest...

Several hows Tater, the OSC rescinded Hs order that Chan and the ofher 8lto officers
veforenced inthe preceding paragraph resign, but saaintained its cease-trade order,

On August 28, 2011, $lno atnounced that Chan had resigned “voluntarlly” from the
positions of Sina’s CEO and Boaxd Chaliman and as & member of the 8ino Board,

O T R PR IR TR S

(1) the Plaintiffs couses of aetlon
Negligent Misrepresenindon

Asg agalnst all Defendents, and on behalfof all Class Membets, the Plalntiff pleads
negligent mistepresentation, M upport of that cause of action, the gole misrepresentation that
the Pleinttf pleads is the Representation, The Plainill does not plead sny other
misrepresentution o support of thelr negligent mistepresentation clatm,

97
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98,  TheRepresentation is contained i the phrage “|e]zoept where siherwise indfeated, all
finaucial information refleoted horeln fs determined on the bagla of Canadian getierally
accepted acoounting princlples ("GAAR)." This phrase appsars in the svery anpual and
ouarterly MD&A thet Is an Impugned Docnment, Siuo and the Tndividuel Defendants made
this statement or caused it fo be mads.

99,  The Reprogentation s also contained in the phrase “{flhe consolidated finenoial
statements of Slno-Forest Corporation (the “Compeany®} have been preparad [,..] in acoordance
with Canadinn generally accepted accountlng prinoiples” This phrase appesrs in every
Andited Annuel Financial Statomentdlat s en Impugned Dooument, Bvery Intorim Finanoial
Statement that1s an Inpugned Document inorporated by reference thatsectlion of the velevard
Audited Annuel Finansial Satement which containsd thaet phrase, Sino and the Tndividus]
Defendants made this statement, approved it or caused it to be made,

108, The Representation s also contalued in the phrase “[fhe consolidated financlal
stafements contained {n this Anmnal Reporthave been prepared by managemaent in accordanocs
with Canadlan generally acoepted nocounting principles” This phrase appears in every
Audited Annwal Finenclal Stetement thatis an Impugned Dosvrnent, Thet statement was made
by Sino, Chan and Horsley dn the “Menagement’s Repot,”

101, The Representation is-contained In the nhrase “{wle prepare owr financial statements
in noeordance with Canadian GAAP” found n the ATFs filed on Matoh 31, 2009 and 2010,
The Representation 18 also contained in the plrase “[pltiox to January 1, 2011, we have
prepared our finanelal staterents in aooordance with Canadian GAAP® found in the ATE fled
ont Maroh 31, 2011, Thas Impugbed Doouments thet ate Managerent Information Clrowlers
inoorporated the most recent ALF, Annusl MD&A, and Aunval Mloanclal Statetnents by
veference and thus the Representation, Hino and the Individual Defendants mede these
staterments, approved i, and paused them to be made,

HE b el e RO e m—
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102, The Représentativa is further oontelned In the phrase “[tihe Corpotation prepares its
financlel statements in aceordance with Canadian GAAP™ found In the Prospectuses. Sinoand
the Individual Defendants made this statement, approved it, and caused 13 to be thade, The
Representation is contained in the phrase “[i]h our opinfon, these consolidated financial
statements prosent falely, in all material respocts, the finanolel pesition of the Company as at
Decermber 31, {yoars vary between doouments) and the resulte of its operations sud s cash
flows for the years] then ended in acoordagios with Canadian generally acoepted accounting
pinciples,” made by B&Y In every Audited Annual Financlal Statement that is an Tnpugned
Doovment,

103,  The Representation was untrue! the Impugued Documents violated GAAR by, among
other things, overstating fo amaterial degres Sine's tevermes, net incomme and assets, flling
to disclose changes in accouniing policles, understating Sino’s tax soornals, and filing to
disclose related party transactiond,

104, The Impugned Doswments wore prepayed for the purpose-of attracting investment and
inducing members of the Investing public to purchese §ino securitles, snd sl of the
Defondants knew at all meterlal tmes that those documents hed been prepared for that

purpuse, and that the Class Members ‘would roly reusonably and fo thelr detriment upenguch

documents inmaking the declsion to purchase Sino seoutities,

105. The Defendants firther koew that the information vontefned in the Dmpugned
Doocuments would be incorporated into the prive of Sino’s publely fraded socuritios sush thet
the trading puice of those seourities would at all tmes eflect the information conteined I the
Imgugned Documents,
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106, By vittug of thelr purperted scoounting, finenclel, and managerial acumen, the
Defondants had a duty at common law, Infortaed by the Seourities Leglelation, to exercise vare
and dilipence to ensure that the Tmpugned Documenty Talrly and acourately disulosed Sino’s
finanedal condition and performance in accordance with GAAP,

107, The Defendants or some of them breached fhat duty by making the Reprosentation as

partionlartzed sbove,

108, The Flalntiff and the other Class Membera dlrecily or indirectly relied upon the
Reptosentation In making & declsion to purchass the seourities of Sino,

109, Altenatively, the Plaintiffand the ofher Class Members relied upon theRepresentation
by the act of purohasing Stno seonrittes fan efficlent market thet propoptly incerporated into
tho prioe of thoss seowrities all publiely availablomatertal information regarding the secutities
of Sino. As v result, Sine's repeated publication of the Representation in the Impugnad
Documents caused the price of Sing’s sheves to frade at inflated prices durlng the Class Pariod,
thus directly resulting tn damags to the 2laintiff and Class Matmbers,

Statutory Liabilliy- Seeondary Market

.......... RS —bem

110, The Plafotiff intends to deliver a notioe of motion sseking, among other things, an

order grantlog leave 1o bring the statutory causes of aotion found in Part XXII.1 of the 554,
agalnst a1l Defendants,

Statutory Linbility - Printary Murket

111 As pgainet Chan and Horsley who signed the June 2009 and Decemaber 2009
Prospeetuses, and on behalf of those Clasg Members who purchésed Sino shares [n ons ofthe
dlgtzibutions to which thoge Prospectuses related, the Plalntiffasserts the cause of sotion get
forth In 8, 137 of the 854,
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112, Bino fssved the June 2009 and December 2009 Prospectuses, which contained the
Representation and the other misrepresentations that are alleged above to have been coniained,
In those Prospectuses ox inthe Sino dlsclosure dosuments Incorporated therein by reference,

Unifuse Brerichement of Chan and Horsley

113, Asaresultofthe Representationand the othermistepresentations particularlzed above,
Sino's shares aded, and were sold by Chan and Horaley st artifiefally inflated prioes during
the Class Period.

114,  Accordingly, Chan and Horaley wers snriched by thelr wiongfil acts and omissions
durlng the Class Perfod, end the Class Members who putchased Sino shares from such
Defondants sufferad a corresponding deprivation, '

115, Thero was no juristio roasen for the resulting enrlchment,
116, Acoordingly, the Class Members who purchaszed Sino shares from Chan-and Hersley

during the Clasy Period axe entitled 1o the difference between the. price they pald fo such
Defendants for such sheres, aud the price that they would have paid had the Defendants net

... nade the Representation and the other mistepresentations partioularized above, and had not

committed the wrongful aots and omisslona particularized above,

Unjust Enrichmentof Sine

117, Throughout the Class Perdod, Sino made the Offerings. Suoh Offertngs were made via
various docutnents, partiouiatkzed above, fhet confalned the Representatlon end the
mispepresentations partioularized above

118, Thesecurities sold by Sino via the Offsrings were sold at artificlally thflated prices as
& result of the Representatlon and the others migepresentations partioularized above,
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118, Sino wes enrlehed by, md those Clags Members who putchased seourliles via the
Offerings were deprived of, av smount equivalent to the differencs betwesn the amount for
which the seouritles offered were actuslly sold, and the amownt for which such securltles
would have been sold had the Offerings not lncluded the Represemtation and the
misrepresentations partieularized above,

120, The Offerings violated Sino's dlselosure obligetions wnder the Secwmitles Loglslation

and the varions Instrusnents promulgeted by fhe seourities repuintors ofthe Provinss inwhich,
such Offerings were taade. Thore was to jurstie neason for the enrivhment of Bino.

Oppresslon

121, In the ciroumstances alleged hereln, the Pleintifl and the other Class Membets had a
reasonable and legitimate expestation that Sitio and the lndividual Defendants would wse thelr
powers to divect the company Tor Sino's best inferests and, in turn, In the interests of ie
ssourttyholders. More specifically, the Plaintiffand the other Class Members had s reasonable
expoctation tha:

() Btno and the Individual Defendants would comply with GAAP, and eause Sinp to-comply
with GAAR,

(b) Sinc end the Individned Defondants would taktj,‘:ciqionable steps to engute that the Class

Members were made aware on atimely basis of meterial developments tn Sino’s business pand
affalrs;

{c) Sine and the ndividual Defendants would implement adequate corporate governance
procedures and internal controls fo ensure that Blno dlsolosed materiel facts and materlul
ohanges fn the company's business and affaiss on a tinely basls;

() Sino and the Indlvidual Defendats would not meks the misrepresentationa particularized
above;

(&) Sine stook options would not be backdated or otherwise mispriced; sud

() the Individual Defendanty would adhers 1o the Code,
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122.  Suchreasonable expeotations were not mef as!
(e) Sino dld net oomply with GAAT,

{b) the Class Members were 10t made aware on a thmely basls of materfal developments in

Sino’s business and affels;

{e) Sino's corporate governance procedures and Internal controls were Inadequate;
{d) the misrepresentations partionlarized above wers made;

(&) stock options were backdated end otherwise misprioed; and

{f) the Individual Defendants did not adhere to the Code

123, Sino’sand the Individual Defendants’ conduot was oppressive and unfaltly prejudicial
{0 the Plainiiff and the ather Class Members and wifiirly disregarded thelr Interesty, These
defendants wers ohargod with the operation of Sino for the benefit of all of its sharsholders,
The value of the shareholders’ investments was based on, among ofher things:

(&) the profitability of Sino;

(b} the integrity of Sino's management and s ability to run the company In the tnterests of all

shareholders

(c) Bino’s compiliance with its disclosme obligations,
(@) Sing’s ongoing representntion that iy corporate goverpance procadures met with

regsonable standards, and that the bustuess of the company wes sublecter to ressonable

soruting; and
(&) Blno’s ongolng representation that e afaivs and financial teporting were belng sonductad
In accordanos with GAAP,

124, "Thisoppressive conduct impalrad the abillly of the Plalatiff and other Class Metmbets
to make Informed investment declslons about Sino’s securities, But for that conduct, the
Plainiiff and the other Class Members wounld not have suffered the damages alleged hoveln,
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(6) general

125,

The Plainfiff pleads and reliss on:
(8) The Class Actions Aet, 8,8, 2001, ¢,-C12.01, ay amended;
(b) The Canada Business Corporations Aot, R.5, 1985, ¢, C-44, as am,, ineluding ss.
238 and 241,
(0) The Pre-Judgment Interest Aok, 5.8, 1984-85-85, 0, P.22.2, ug am,, 1nclucimg 8
S
() The Securities Avt, 8.8, 1988-89, 0, 8-42.2, agamended; and
(8) The Queen’s Banch Rules, neluding 1rules 588 and 394,

(7} relief sought

126,

The Pladniiff therefore oladme, on behalf of himself and the Class!
(e an order that Bino’s affairy have been conducted in a manner that 1s oppressive,
nifalrly prafjudicial to and which unfalsly disregards the inferests of Class Members,
within the meaning of s, 241;
(b)ageravated and compotiseiory damages agatnst the Defendants in an amouat fo be
determined af trlal;
(o) pumlttve darnages agalnst the Defbndants;
{d) prejudgment interost;

e (Ey st ieliding the vostsof notleeand of admintsterlng the plan ofdistributlorrof the: -

recovery in this action plus applicabls taxes| and

() such further and other rellef as this Honourable Court deems just,

DATED st Regina, Saskatchewan, on the 19 day of Dsnembm

Dolivered By MERCHANT LAW GROQUP LLP,
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Address for Service; 100-2401 Saskatchewan Dilve
Regina, Sagkatohewnn
34 448,
Lawyer in Charge: B, R, Avfhony Merchant, QL

Tel: (306) 3597777
Fax: (306) §22-3299,

Counse] for the Plaintiffy,
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SUPREME COURT OF THE STATE OF NEW YORK
COUNTY OF NEW YORK

DAVID LEAPARD and IMF FINANCE SA. on their
own behalf and on behalf of all others similarly situated,

Plaintiffs,
Y.

ALLEN T.Y. CHAN, DAVID J, HORSLEY, KAL KIT
POON, BANC OF AMERICA SECURITIES LLC,
CREDIT SUISSE SECURITIES (USA)LLC, SINO-
FORRST CORPORATION, BRNST & YOUNG
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Plaintiffs, David Leapard and IMF Finance SA, on behalf of themselves and all others
similarly situated (the “Clags”™ or “Clags Members™), allege the followlng upon personal
knowledge as o themselves and their own acts and upen information and belief ag to all other
matters. Plaintiffs’ information and belief is based on the jnvestigation of cowmse: including,
inter alia, review and analysia of (f) government and regulatory documents relating fo Defendant
Sino-Forest Corporation (“Sino-Forest” or the “Company™); (i) press releases, Company filings
and other public statements by 'Sl'.IIO-:FOl’BSt; (1) zeports of ses}uities.._gmlysts;‘ and (iv) other
publicly available materials. Many of the fapts related to Plaintiffy’ allegations are known only
fo Defendants or are exclusively within thelr custody or control.  Plaintiffs believe that
substantial additional evidentiazy support for the allepations set forth below will be developed

after reasonable opportunity for discovery.

L INTRODUCTION

1. Plaintiffs bring this class action on behalf of (1) all persons or enfities who, from
March 19, 2007 through August 26, 2011 (the “Class Perlod”) purchased the common. stock of
Sino-Forest on the Over-the-Counter (“OTC™) market and who were damaged thereby; and (1)
all persons or entities who, during the Class Period, purchased debt securitics issued by Sine-
Forest other fhan, in Canada and who were damaged thereby.

2. Bino-Forest is & Canadian compeany ongaged o the commercial forest planiation
business whose principal operations ate in the People’s Republic of China (“PRC™ or “China™).
Among Sino-Forest’s businesses are the ownership and management of forest plastation frees,
sales of standing timber and wood logs, and fhe manufacture of related wood products,
Substantially all of the Company’s sales for 2008, 2009 and 2010 were supposedly generared in

the PRC. The Company maiatains offices in Toronto, Hong Kong and the PRC. Tis common
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stock is registered in Canada and trades on the Toromto Stock Exchange, and also trades in the
United States on the OTC market, Sino-forest’s debt securities are also traded in the open
market.

3. Sine-Forest portrayed itself as one of the woild’s largest and most successfnl
forestry companies, According to the Company™s Annual Information Form for the year ended
December 31, 2010 (the “2010 Anmual Form™) Sino-Forest “had approximately 788,700 hectares
of forest plantations under management which are located primarily in scuthern and eastern
China.” Between 2006 and 2010, Sino-Forest's assets (primarily plantation acreage) purportedly
grew neady fve-fold from approximately $1.2 billion to over $5.7 billion, while revenves grew
from $355 million to $1.9 billion and net income more than ftipled from $113 million to $395
million as reflected in the Company’s fnancial statements’ From 2007 through 2010, the
Compeny’s financial statements were audited by Defendant Bmst & Young LLF which certified
they had been prepared in accordance with Canadian Generally Accepted Accounting Principles
(“Canadian GAAP”) and that the sudit had been conducted in conformance with Cenadian
Generally Accepted Auditing Standards (“Canadian GAAS™),

4. Sino-Fotest’s tremendous growth was ostensibly fueled by increasingly large
sequisitions of valuable tree plantations and revenuss generated from o-pe.rat'ions relating to that
business. In addition, the Company’s escalating growth allowed it to raise enormous sums of
capital from investors around the world through the sale of debt gecurities and common stock,
including the sale of $600 million in notes which occwrred in October 2010 (the “Note

Offering™) that will come due in 2017 (the “2017 Notes™), The Note Offering was underwritien

! Bxeept where otherwise indicated, all amovnts in this Complaint ave in U.8. dollars,
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by Defendants Bane of Ametica Securities LLC and Credit Suigse Securities (USA) LLC. In
total, the Commpany issued over §1.8 billion in debt instrurments during the Class Peried.

5. However, in statk contrast to the mvesting public’s perception of an enormously
successful forestry business in the fast growing PRC market, Sino-Forest was, in fact, materially
misleading both Investors and regulators, Sino-Forest's assets, revenues and income were all
materially overstated. In addition, the Company’s financial statements and other disclosures
were materially rrisleading berause they failed to disclose that many of Sino-Forest’s significant
business transactions were with unknown or related partles. Purther, Sino-Forest had
misrepresented. and fajled to disclose the frue terms of certain agreements 1t had entered into in
the PRC for the asquisition of plantation acreage, vastly overstating the amount of timbez it had
acquired duting the Class Period.  In many instances, no documentation or inadequate
documentalion existed to support Slino—Forest’s timber heldings and related assets and the
valuations attributed to those properties on Sino-Forest’s financial statements, Sino-Forest failed
to disclose that the Company lacked adequate infernal controls to substantizfe is financial
performance or vesify its assets and contractual relationships; thet its operations were permeated
by unsubstantiated and wmdisclosed related party {ransactions; and that its finasiciel statements
were misleading and not prepared in accordance with the appliceble accounting standards.

6. Information regarding Sine-Forest’s fraud first came to light on Juse 2, 2011,
when Muddy Waters, a {irm that specializes In analyzing Chinese companies whase stock trades

in the U.8. and Canada, published a detailad meport alleging improper and illegal conduct at the

Company. Over the ensuing weeks, there was a flurry of articles, investigations, and news,

reports about the Cornpany’s miscoaduct, as well as denials by the Company of the allegations

published by Muddy Waters. Or June 18, 2011, The Globe and Mail reported on its own
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investigation. regarding some of the allegations agaeinst Sino-Forest, finding that the:re‘ wers
“doubts about the company’s public statements regarding the vatue of [its] assets™ and “broader
questions about its business practices,”

7. Ultimately, in late Augost 2011, the Ontarlo Stock Compmission (‘OSC™)
confirmed that there was evidence of fraud at Sino-Forest and ordered a balt in trading of Sino-
Fores’s common steck on the Toronto Stock Iéxchange, effective Augnet 26th, Reportedly, the
08C accused Sino-Forest of “fraudulently inflating its revenues and exai.ggcratiug the extent of
itg timber holdings.”* The O8C also noted that the Company had “engeged in significant non-
arms-length transactipns.”  Similarly, trading of Sino-Forest common stoek was halied in the
U.8, on the OTC Bulletin Board, Two days later it was reported that the Company’s CEO,
Defendant Chan, had resigned; that three of the Company’s vice-presidents weme placed on
leave; and that another senior vice-president was relieved of most of his duties. Sino-Forest has
since not filed any required periodic reports or issued financial statements for the third quarter of
2011, On Novewber 11, 2011, the Company announced that it was also the subject of a criminal
investigation by the Royal Canadian Mounted Police with respect to the allegations surrounding
its business and finances, Sino-Forest has failed to make the most rocent paymen's due on its
oﬁtstandiug debt, been forced to seek waivers of default from its debt holders and has now
belatedly advised the investing pubHe that its historical financial statements and andit reports
should not be relied vpon,

8, The disclosures relating to Defendants’ misconduct cavsed the treding prices of
the Company’s stock and its debt seourities to decling dramatically, thereby damaging Class

Members. Sino-Forest’s common stock, which traded ag high as $26.64, last traded at $1.38
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. before trading wes b,alltsd inthe U8, Moreover, Sino-Forest’s debt securities are now priced at a
fraction of their original value.

9. The Individual Defendants earned millions of dollars in compensation because of
Sino-Forest’s artifictally inflated stock price. Moreover, thelr misleading porirayal of the
Company’s finances allowed Sino-Forest to raise billions of dotlars by issuing debt and equity
securities to iﬁvestors, This was critical to the Company’s survival since the Company bad a
negative cash flow -- it was spending more money than It was Taldi}g in - yet was spending
enormons sums purportedly to purchase néw agsets, Sino-Forest’s nflated stock prilca also
allowed it to use ifs shares as currency o acquire other companies and assets,

10. It was only because of Defendants’ concealment of Sino-Forest’s tre financial

condition that the Company was able to complete the $600 million Note Offering in October

2010, Investors would not have purchased these notes or would not have purchased them at the
prices they did, if the fruth abowt Sino-Forest had been known.

11, Thus, during the Class Period, Defendants, acting tn concert with others, made
materially false statements and misleading statements and omitted material facts about the frue
finaneial condition and business operations of Sino-Forest, causing the prices of Sino-Forest’s
common stock and Debt Secuuities '%o be artificially inflated during the Class Period. With
respect to the claims asserted agalost the Banc of America Securities LLC, Credit Suisse
Becourities (UBA) LLC, Emst & Young Global Limited, and Hmst & Young LLP, which are
based on negligence, negligent misrepresentation, gross negligence and breach of fductary duty,

Plamtiffs specifically disclaim any allegations of fraud or fraudulent intent.
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o PARTIRS

A Plaintiffs
12.  Plaintiff David Leapard is a resident of South Carolina and purchased the

common stock of Sino-Forest during the Class Period in the OTC market and suffered damages
when the price of those shares declined as a result of Defendants® misconduet,

13.  Plaintiff IME Finance SA (“YXME™) is an entity with offices in the British Virgin
Ilands and purchased 2017 Notes pursuant fo the Qctober 2010 Note Offering and suffered
damages when the price of the 2017 Notes declined as a result of Defendants’ misconduct.
Plainfiff IMF asgserts claims on behalf of purchasers of Sino-Forest debt securities including
purchasers of the 2017 Notes.

B. Drefendants

14, Defendant Sino-Forest purports to be a commereial forest plantation operator,
principatly in the PRC but with additional operations in. o&m locations. At all material times,
Sino-Forest had its registered office located in Mississauge, Ontario and its common stock traded
| on the OTC market in the United States using the symbol “SNOFF” As a reporting issner in
Ontaxio, Canada, Sino-Forest was required to file certain periodic reporis regarding ifs business
and operations, ineluding audited financial statements, which were made available to investors.
Sino-Forest’s common stock and various debt instruments are iraded in Caneda, the United
states and elsewhere.

15, Sinmo-Forest derives substantial revenue from interstate or international conumerce,

16, Defendant Allen T. Y. Chan is & co-founder of Sino-Forest and was the
Chaitroan, Chief Executive Officer and a director of the Company from 1994 until his recent

regignation in the wake of the disclosure of the misconduct described in this Complaint, As
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Sino-Forest’s CEO, Chan certified the acowracy of the Company’s seourities filings, including its
finencial statements, during the Class Period, Chan signed each of the Company’s Annual
Conselidated Financial Statements fasued from 2006 through 2010, Chan is & resident of Hong
Kong and, on information and belief, is a citizen of the PRC,

17. During the Clase Period, Chan received substantial compensation fiom the
Company, For example, for 2008 to 2010, Chan’s total compensation was, respectively, $5.0
million, §7.6 million, and 9.3 million, In addition, during the Class Period, while in possession
of material adverse informaton regarding the business and finances of S8ing-Forest, Chen sold
nearly $3 million worth of Sine-Forest common stock 1o unsuspecting investors.

18, AsofMay 1, 1995, shortly affer Sino-Forest became a reporting issuer, Chan held
18,3% of Sino-Forest’s outslanding common shares and 37.5% of its preference shares. As of
April 29, 2011, he held 2.7% of Sino-Forest’s common shares.

19.  Defendant David J. Horsisy has been Sine-Forest's Chief Pinancial Officer
(“CRO™), since October 2005, In his position as Sino-Forest’s CFO, Horsley was responsible for
the Company’s accounting, internal controls and financial reporting, including the preparation of
the Company’s {imancial stafements, THorsley signed and certified the Company’s disclosure
documents during the Class Period, Horsley resides in, Ontario.

20, Duing the Class Period, Horsley received substantial compensation from Sino-
Forest. For 2008 to 2010, Homsley's totdl compensation was, respectively, $1.7 million, $2.5
willion, and $3,1 million, Dwing the Class Perlod, while in possession of material adverse
information concering the business and finances of Sino-Forest, Horgley sold almost §11

million worth of shares of Bino-Forrest common stock,
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21, Defendant Kai Kit Poon is a co-founder of Sino-Forest, a member of ity Board of
Directors and has been President of the Company since 1994, Poon resides in Hong Kong and,
on information and bellef, is & citizen of the PRC, During the Class Perlod, while in possession
of material adverse information concetning the business and finances of Sino-Forrest, Poon. sold
alraost $30 million worth of sharey of Sino-Forsst comupon stock,

22, Defendanty Chan, Horsley and Poon are collectively referred to as the Individual
Defendants. The Individunal Defendants and Sino-Forest are collectively referred to as the Sino-
Forest Defendants,

23, Defendant Bauc of Amexica Securifies LLC (“BOA™) is a financial services
company which, using the name “BofA Mermill Lynch,” acted as one of two “Joint Global
Coordinators and Lead Bookmnning Managers” for the Offering, In this capacity, BOA acted as
an underwriter for the Offering. BOA operates in end has ifs principal place of business in New
York County, New York, Defendant BOA and Defendant Credit Suisse Securitles (USA) TLC
are collectively reforred to as the Underwriter Defendants, This Complaint seelcs damages on
bebalf of the purchesers of {he 2017 Né)tes against any avd all Bank of America entities that may
be liable for the misconduet described herein.

24,  Defendant Credit Suisse Securities (USA) LLC (“Credit Sulsse”) is a financial
services company which acted as one of two *Joint Global Coordi»;mtors and Lead Bookrunning
Menagers” for the Note Offering, In this capacity, Credit Sulsse acted as an undervniter for fhis
offering, Credit Suisse operates in and has offices in New York County, New York, This
Complaint seeks damages on behalf of the purchasers of the 2017 Notes against any and el

Credit Sulsse entities that may be lable for the misconduct described herein,
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25.  BOA. and Credit Suisse are collectively referred 1o as the Underwriter
Defendapts, The Underwriter Defendanis who are located in New York, WY, offered and sold
the 2017 Notes pursuant to a maierially false and misleading Offering Memorandum. dated
October 14, 2010 (the “Cffering Memorandum®) to certain Class Members in the United States
who purportedly satigfied the requirements to be considered & “gualified ingtitutional buyer”
pursuant to Rule 144 of the U.S. Securities and Exchange Commission (“SEC”). The
Underwriter Defendants also sold certain notes in the offering to forelgn investors refying on the
exemption set forth in SEC Regulation S,

26, Defendant Ernst & Young Global Limited is a UK private company limited by
puarantee which operstes worldwide and which, through 'afﬁliaied entities, provides audit,
accoﬁnting and other services, Defendant Ernst & Young LLP, a part of Emst & Young Global
Limited , has offices in Toronto, Canada, has been Sino-Forest’s auditor since August 13, 2007
and was also Sino-Forest’s auditor from 2000 to 2004, This Complaint seeks damages against
any and all Brast & Young entities that may be lable for the misconduct described herein,

27.  Emst & Young Global Limited and Brost & Young LLP are collectively refemred
to a8 “B&Y™ or as “the E&Y Defendants” E&Y does business in New York,

28, F;')I‘ Sino-Forest’s 2007 through 2010 fiscal years, B&Y provided an “Audifor’s
Report” addressed directly to Sino-Forest's shareholders, which gave the Company a “clean”
andit opinion on its financial stafements. At all material Himes, BE&Y knew that jts andit opinion
wag directed to Sino-Forest’s shareholders, prospective shareholders and prospective purehasers
of Bino-forest’s seenrities, and that investors would and did rely on E&Y's statemenss relating to
Sino-Forest in making their investment decisions, E&Y's opinion informed the Company’s

investors and the purchasers of ifs securities thet, based on its audit, Sino-Forest's financial
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. statements were prosented in accordance with Canadian GAAYP and that it had performed its
audit in accordance with applicable auditing standards. E&Y’s andit opinion wes materially
false and misleading and was recklessly or negligently issued fo imvestors, including Plaintiffs
and Clags Members.

29.  The Individual Defendants, as the most senior officers of Sino-Forest, are Hable to
Plaintiffs and the Cless because they knew of, directed and participated in the misconduct
described in this Complaint and alse essisted and oouspire& with others invelved in the
misconduct, Sino-Forest is lisble for the misconduet of its employees and agents. Furthermore,
the represmﬂati—cns; made in the financial statements and In the Offering Merorandum were
materially inaccmate and inconsistent with the truth such that theit falsity would have been
discovered with minimal due diligence. Nevertheless, despite the obviously false and misleading
nature of (hese statements, BE&Y and the Underwriter Defendants vecklessly or negligently
facilitated the hnp‘roper conduet of Sino-Forest and the Individual Defendants; B&Y by
certifying the Company’s financial statements; and the Underwriter Defendants by failing fo
perform adequate due diligence and disserninating the misleading Offering Memorandum to
investors.

C.  Jurisdiction and Yenue

30, The Court possesses furisdiction over this action pursuant to NYCPLR §§ 301 and
302(a).

31, This coust has jurisdiction, and venue i proper because, in copnection with the
Note Offering, Sino-Forest ©... imrevocably and unconditionally submits to the non-exclusive
jurisdiction of any New York Stete or United States Federal court sitting in the Borough of

Manhattan, New York City over any suit, action or proceeding arising out of or relating to this

Lo
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Indenture, any Note or any Subsidiary Guarantee.” In addition, the Indenture provides that “[a)s
leng as any of the Notes remain Ouistanding, the Compa.,ny and each of the Subsidiary
Guarantors will at all times have an authorized agent In New York City, upon whom process
may be served in any legal action or proceeding arising out of or relating to this Indenture, any
Note or any Subsidiary Guerantee,” Finally, a3 conternplated by the Indenture, “{zlach of the
Notes, the Subsidiary Guarantees and the Indenture shall be govaned by, and construed in
accerdancs with, the laws of the State of New York”

32,  In addition, the Underwritet Defendants are located in New York end all
Defendants do substemtial business in New York, All Defendants participated in certain
fransactions and activities in New York relating to the Note Offering. Also, purchases and sales
of Sino-Forest common stock oceurrad on the QTC market in the United States, including New
York. Moreover, the trustee for the 2017 Notes is the Law Debentuwre Tiust Company of New

York which is located at 400 Madison Avenue, Suite 4D, New York, New York 10017,

L, BACKGROUND

33, Although ostensibly a forestry company, Sino-Forest’s purported busiuess was, in
many respects, more that of a tader or financial intermediary than of & traditioual forestry
oompeny, The Company seldom. sold wood products fo end-user customers. Instoad, it claimed
that most of ity earnings came from buying logs and buying ihe right to harvest trees and then
reselling these logs and rights to harvest frees at higher prices.

34.  Sino-Forest’s corporate structure is a complex web of dozens of interconnected
Canadian, Chinese, Hong Kong, Cayman Islands and British Virgin Tslands subsidiaries, most of

which are wholly-owned or in which the Company has a imajorlly interest. Sino-Forest's most

11
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recently released corporate organizational chert, attached as Exhibit A, illustrates in part, the
complexity.

| 35, Que specific example of this complexity is Sino-Forest’s relationship with one of
its most important subsidiaries, Greenheeart Group Ltd, (“Greenheart”), Sino-Forest’s 64 percent
interest in. Greenheart was soquired using shares of Company stock, Creenheart trades on the
Hong Kong Stock Bxchange, Greepheart conirols most of Sino-Forest’s supposedly substantial
forestry asssts outside of China. But, Sino-Rorest also holds a 39.6 percent stake in Oreenheart
Resources Holdings Ltd, (“GRH™), & subsidiary of Greenheart. GRH, in tum, }.ndirectly PWNS
100 percent of Greenheart's forest agsets and olpemt'ions in the western part of Swiname,
supposedly one of Bino-Forest’s principal timber holdings.

36, Sino-Forest’s business model is further complicated by the fact that much of its
business is done through what it describes as “Anthorized Tutermediaries™ (“Als™), suppesedly
indeperndent co:tﬁpmnies which are largely regponsible for the actual sale of forestry products {o
the users of these products. Despite the critical role that these Authorized Intermediaries play in
its business, little is known of the financlal relationships with these Als and Sino-Forest has, with
one exception, refused to disclose the identity of these companies.

37. Becanse Sino-Forest principally operates in Chira, Sino-Forest’s comvoluted
sttucture and business practicos did not initially arouse investor suspicions, Because of the
unusual aspects of doing business in China, which tightly regulates foreign investment, a munber
of legitimate foreign companies who operate in that country have wnusually complex structures,
But, unbeknownst fo investors, there was little or no business justification for the way Sino-

Forest structured itself and s operations, Sino-Forest’s structure was not meant to facilitate
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compliance with Chinese law, but 1o make it easier for Defendauts to materially mislead
investors about the Compaty’s, cperafions, reveaue, earnings and assets.

38.  Imvestors were further assured of the legitimacy of Sino-Forest's finances and
operations because of annually issued clean audit opinions from BE&Y and by the due diligence
puzportedly conducted by BOA and Credit Suisse in connection with the Company’s offering of
the 2017 Notes.

39, The purported steady and impréssive growth of Sinc-Forest helped fuel a series of
capital rlaising activities by the Company. By making the Company appear-te be on a much more
economically sound footing than was actually the case, Sino-Forest was able to raise the funds it
neeﬁeci to finence its rapid expansion, Because the Company's cash flow did not cover its
operating expenses, the Company would not have been able o contimie fo operato absent cash
infiigions from debt and equity investors.

40.  Dudng the Class Perlod, Sino-Forest conducted numerous debt end equity
offerings, issuing over $1.8 billion in debt securifies to investors and also sold investors hundreds
of miltions of dollars of common stock.  Specifically, the following securities were issued to
investors:

e  On July 17, 2008, the Corapany closed an offering of convertible guarantesd
senjor notes (the #2013 Convertible Notes™) for gross prooeeds of $300,000,000,
On August 6, 2008, the Company isseed an additional $45,000,000 of 2013
Convertible Notes pursuant te the exercise of an over-allotment option granted to
the wnderwriters in connection with the offering, increasing the gross procesds to

$345,000,000.
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On hine 24, 2009, the Cormppany offered to eligible holders of ouistanding Senjor
Notes cue in 2011 (the “2011 Senior Notes”) to exchange these notes for up to
$300,000,000 of new gueranteed senion notes due 2014 (the “2014 Semior
Notes™, On July 27, 2009, the Compeany completed fhis exchange offer, issuing
an aggregete principal amovmt of $212,330,000 of 2014 Senjor Notes,
representing approzimately 70,8% of the aggregete principal amount of the 2011
Senior Notes,

In June 20(39, the Company completed a publie offering and taternational private
placement of 34,500,000 common shares (including 4,500,000 corumon, shares
igsued upon the exercise of the underwriters’ over-allotment option) for gross
proceeds of epproximately $339,810,000,

On December 17, 2009, the Compapy closed an offering of convertible
guaranteed senior notes (the “2016 Convertible Notes™) for gross proceeds of
$460,000,000,

In December 2009, the Company completed a public offering of 21,850,000
common shares (including an overallotment oxercise) for gross proceeds of
approximately §345 ,?;1 8,000.

In May 2010, Sino-Forest issued 1,990,566 shares of common stook as a $33.3
million payrment to acquire 34% of Greenheart Resources.

In August 2010, the Company issued $2.3 million shares of cormmon sieck in
" partial payment of its acquisiton of Mandra Forestry Holdings Limited, a
company which supposedly owned the rights to technology relevant to the

Company’s business. In comnection with this acquisition of Mandra, the
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Company also sxchanged nearly $195 million of Mandra notes for Sino-Forest

notes—the Sino-Forest notes had a longer duration and lower interest rate. than the
Mandra notes for which they were exchanged.
& On October 21,2010, the Company completed the $600,000,000 Note Offering of
the 2017 Notes.
41,  Thus, during the Class Period, wbiIf; Defendants wers issuing materially falsé and
misleading financial statsments and other TEports 1o investqrs, Sino-Forest was taking advantage
of the lusery growth portrayed to investors through these iarga debt and equity offerings, which

in less than three years, cumulatively totaled over §2.5 billion,

IV, FALSE AND MISIEADING STATEMENTS

42:  During the Clasg Pei‘iod? Defendants made munerous statements that were
materislly false a.n_d migleading and which had the effect of artificially inflafing the vaiue of
Sino-Forest’s seoutities, These false etatements were contained in the Company’s public filings,
press releases, reports and other staternents to the investing public. In general, during the Clasy
Period, the Company reported steadily increasing holdings of timber assets (mostly in the PRC)
achieved 'th;roug.h acquisifions and purchases, and inereasing revenues and eamings, all of which
contributed 1o the Company’s rising stock price and its ability to issue additional debt and equity
secuities to investors, |

A.  Misrepresentations and OQmissions With Respect to Sino-Foyest’s Finaneial
Statements

43, Sino-Forest’s financial statements, which it published to investors on a guarterly
and annual basis via press releases and public filings, consistently portrayed Sino-Forest as a

profitable and rapidly expanding company. As set forth in Sino-Forest's 2006 Annual
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Consolidated Firancisl Stetements, dated March 19, 2007, its 2007 Annual Consolidafed
Financial Staternents dated Mazch lé, 2008; itz 2008 Annual Consolidated Financial Staiements
dated March 16, 2009; its 2009 Annual Consolidated Finencial Statements dated March 16,
2010; and ity 2010 Armual Consolidated Financial Statements dated March 15, 2011, the

Company’s revenne, sarnings ang assets supposedly grew during the Class Period as fol].ows:

2006 2007 2008 2009 2010

LAssets | $1,207,255,000 | $1,837,497,000 | $2,603,924,000 | $3,963,899,000 | $5,729,033,000

{ Revenue | §555,480,000 | $713,866,000 | $896,045,000 | $1,238,185,000 | $1,923,536,000
Net :
Income | $113,480,000 138152,273,000 | $228,593,000 | $286,370,000 | $395,426,000

44,  Each of the ammal financiel statements, except for the 2006 statements, were
acoompanied by an andit opinfon from B&Y stating that B&Y had conducted anmal andits in
accordence with Canadizn GAAS and fhat these financial statements were presented in
accordance with Canacian GAAP, Defendant Chan signed each anaual fSnancial stetement.

45, The Company also issued materially false and misleading ynaudited “Tnterim
Financial Staternents,” during the Class Perlod, which incorporated prior period audited financial
staternents and  similarly overstated the Cdmpany’s yeyenue, carnings and assets,  The
Company’s materially false and misleading quarterly finaucial statements (through 2010) which,
like the su;muai financial statements, showed increasing revenue, earnings and assets, were

]

released on the following daies:

Date of
Document _ Riling
2007 Q-1 Juterim Financial Statements | 5/14/2007
2007 (-2 Interim Financial Statements 8/13/2007
2007 -3 Interim Finencial Statements ] 1142/2007
2008 Q-1 Tnterim Financiel Statements 5{13/2008
2008 Q-2 Inferim Financial Statements 8/12/2008
2008 Q-3 Interim Financial Statements 11/13/2608
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Date of

Document Filing
2009 Q-1 Interitm Financial Statements 51172009
2009 -2 Interim Financial Statements | 8/10/2009
2009 Q-3 Tnterim Financial Statements 11/12/2009
2010 Q-1 Interim Pinancial Statemernts 5/1242010
2010 Q-2 Interim Finencial Statements 8/10/2010
2010 Q-3 Interim Finanoial Statements | 11/10/2010

46,  Sino-Forest’s quarterly and amnual financial statements (hrough December 31,
2010) were materially false and misleading because they failed to comply with Canedian GAAP,
Specifically, at the time each of these financial statements was issued, they overstated the
Company’s assets, inflated the reported revenue and eamings and misied investors regarding the
Company’s then current fmancial sitnation and its future progpects. DBecause, among other
things, the Company lacked adequate Internal controls to substantiate its financial performance,
and s operations were permeated by wnsubstantisted and undisclosed related party fransactions,
these financial stetements were not prepared in accordance with the applivable accounting
stendards, Sino-Forest's quarerly financiel statements for the first two quarters of fiscal year
2011 also overstated the Company’s assefs, revenues and net eamings at the time they wers
issued and were not presented in accordance with the applicable Canadian accouuting sta;ndards.

B, Other Misrepreseniations and Omissions Jo Annual And Quarterly Filings

47, Inaddition to filing false and misleading financial stateanents, the Company also
made nummerous other faise and misleading statements to investors In other periodic secwities
filings made pursvant to Canadian disclosure regulations. During the Class Period, the Sino-
Forest Defendants repeatedly made statements in Sino-Forest’s periodic filings that falsely and
misleadingly deseribed the Company a3 a fast-growing, legitimate business which followed good

corporate governance practices.
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48,  The Company’s periodic reports to investors ineluded {in addition to the
separately filed financial statements) a “Management Discussion and Analyeis” (“MD&A™) that
Sino-Forest filed each quarter during the Class Period, “Annual Information Forms™ (*AlFg™)
end anoual reports.  These documents provided narrative explanetions .c}f the Company’s
business, operations and financial performance for the specific period, and of the Company’s
financial condition and future prospects. Canadian law specifically requires that the MD&A
discuss important trends and risks that have affsoted the Company and that are reasonably likely

fo affect it int fixture. The dates of these false and misleading statements are set out in the table

below.,

Docwment Date of Filing
2006 MD&A 3/19/2007
2006 ALF | 3/3012007
2006 Annval Report 5/4/2007
2007 Q-1 MD&A, 5/1412007
2007 Q-2 MD&A 8/13/2007
2007 Q-3 MD&A. 1111242007
2007 MD&A, 3/18/2008
2007 AIR | 32802008
2007 Annual Report 5/6/2008

9008 Q-1 MDE&A 5/1312008
2008 Q-2 MD&A, 8/12/2008
2008 Q-3 MD&A, 11/13/2008
2008 MD&A. 3/16/2009
2008 ATR | 3/31/2009
2008 Annue] Report 57472009
2009 Q-1 MD&A { 51112009

2009 Q-2 MD&A | 871012009
2009 Q-3 MD&A | T4/12/2009
2009 MD&A 3/16/2010
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Document Date of Filing
2000 AR 3/31/2010
2009 Annual Report 311172010
2010 Q-1 MD&A. 5/12/2010
2010 Q-2 MD&A, 8/10/2610
2010 Q-3 MD&A, 11/10/2010
2010 MD&A 3/1572011
2010 AIF 3/3172011%

{ 2010 Anmyal Report 5/10/2011

49, Thus, beginning at iéast gs early as March 19, 2007, the Company’s MD&A and
annual filings were materially false and misleading with respect to the Company’s operations
and finavcial performance because they desoribed the Company as a fast-growing, legitimate
buginess which followed good comporate governance practices, while failing 1o disclose that the
Company lacksd adequate Luternal controls to substantiate its financial petrformance or verify its
pssets and confractual busimess relationships, that its operations were permeated by
wnsubstantiated end undisclosed related party transactions and that the Company’s actual
financial condition and future prospects were nuch worse than these public statements indicated.

C, False Certifications

50.  Bach amual financial statement, AIF and MD&A filing wes accompanied by
separate eertifications signed by Chan and Harsley which asserted the following: |

1. Review: 1 have seviewed the AIF, if any, annual finencial
statements and apnnal MD&A, including, for greater certaloty, all
documents and information that are incorporated by reference in
the AIF (together, the “annual filings™) of Sino-Forest Corporation
(the “issuer™) for the financial year ended December 31, .,

2, No migreprescpiations: Baged on my lnowledge, having
exercised reasonable diligence, the anncal fillngs do not coptain
eny untrue statement of & material fact or omit to stete & material
fact required to be stated or that is necessary to make a. statement
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51,

MD&As were aecompanied by separate certifications signed by Chan and Horsley which also

not misleading in light of the circumstances wnder which it was
made, for the period covered by the anxual filings,

3. Fair presentation: Based on my knowledge, having exercised
reasonable ditigence, the annual financial stetements together with
the other financial information. incloded in the annual filings fairly
present in all material respects the financial condition, results of
operations and cash, flows of the Issuer, as of the date of and for the
pericds presented in the annual filings,

Similarly, each of the quertesly interim financial statemnents and quarterly

asserted the following:

52,
because the Company’s quarterly and annnal financial statements overstated its assets, revennes
and earnings, and the narmative statements were taterially false and misleading.
statements failed o disclose that the Company lacked adequate internal controls to substaniiate
its financial performance or verfy its essefs and confraciual business relationships, that the

Company and its operations were permeated by unsubstentiated and undisclosed related party

1. Review: I have reviewed the interim financial report and interim
MD&A (togeiher, the “mterim. flings™) of Sino-Forest Corporation
(the “issuer™) for the interim period ended. ...

Z. No misrepresentations: Based on my knowledge, having
exercised reasonable diligence, the interim filings do not contain
aty unirue statement of a material fact or omit to state a material
fact required. to be stated or that is necessery to make a statement
not rdsleading in light of the circumstances wnder which it was
made, with respect to the period covered by the Interim. filings,

3. Fair presentation: Based on my knowledge, having exercised
reasonable diligence, the interim financial report together with the
other financiel information included in the interim flings fairly
present in all material respects the finmncial condition, financial
performance and cash flows of the issuer, as of the date of and for
the periods presented in the interim filings.

However, these publicly filed certifications were materially faise and misleading
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transactions, end that the dooument being certified contained materially false and misieading
information which materially overstated the Company’s current financial sifuation and its firture
prospecis,

D. Misrepresentations and Omisgions Relating To Yunnan Forestry Apsety

53, On March 23, 2007 Sino-Forest issued a press release announcing that it had
entered into an agreement fo gell 26 million shares to several institutional investors for gross
proceeds of $200 million and that the procesds would be used for the acquisition of standing

timber including, pursuant {0 a new agreement, the purchase of standing timber in Chine’s

Yumnan Province. The press release further stated that Sino-Forest-Panel (Asia) Inc, (“Stno-

Horest-Peamel™), a wholly-owned sgbsidiaw of Bino-Forest, had entered into (on that same day} an
agreement with Cengma Dal and Wa Triber Autonomous Region Forestry Company Lid,,
(“Gengme Forestty™) in Lincang City, Yunnan Provinee in the PRC. Under that Apresment,
Sino-Porest-Panel would acquire approximately 200,000 hectarcs of non-state owned
commercial standing timber in Lincang City and swrounding cities in Yunnan for $700 million
to $1.4 billion over & 10-year perind,

54.  Similar representations regarding the acquisition of these assets were also made in
Sino-Torest’s Q1 2007 MD&A, Moreover, throughout the Class Period, Sino-Forest discugsed
its purported Yumoan acquisitions in other flings and public stajerents. In the Company’s 2019
AR, filed on Mareh 31, 2010, the Company agserted. that “{als of December 31, 2010, we have
acquited approximately 190,300 hectares of plantation frees for 178$925.9 million. wder the
terms of the master agreement” which had been entered into in March 2007, It made a similar

staternent in ity 2010 annual report, which was filed on May 10, 2011,
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55, However, as subsequendly disclosed, Sino-Forest's and Defendants’ statements
concerning the acquisition of assels In Yunnan Provines were materfelly false and misleading
because, among ofber reasons, Sino-Forest hed acquired the rights to far less timber than the
Company had claimed and/or the value atfributed to the timber assets purportedly owned by
Sino-Forest was materfally overstated. As g vesult, the Company’s representations releting to its
financial results and business were materfally misleading as Defendants failed to disclose the
true amount of timber acquirsd from Gengma Forestry, thereby overstating e assois camried on

the balanes sheet,

. Misrepresentations and Omissions Relatioy fo the Offering of 2017 Notes
56, ©On Ovlober 14, 2010, Sino-Forest, through the Underwriter Defendants, offered

and sold the 2017 Notes. The Underwriter Defendants served as Joint Global Ceordinators and
Lead Bookrumning Managers, The 2017 Notes were purportedly exempt fom registration under
the U.8, Securities Act because they were offered, pursuant to SEC Rule 1444, to qualified
nstitrtional buyers (ncluding those in the U.8.), and in offshore transactions to investors other
than U.8, persons nader SEC Regulation S.

7. The 2017 Notes were sold pursuant. to the Offering Memorandum, which was
materially false and misleading as described below, and which was prepared by the Sine-Forest
Defendants and the Underwriter Defendauts.  The Offering Memorandum specifically
incorporates by reference Sino-Forest’s misleading 2007, 2008 and 2009 annual fnanclal
statei:uants, its vmandited interin financial stafements for the six months ended fune 30, 2009 and
June 30, 2010, and Defendant E&Ys audit reports dated March 13, 2009 and March 16, 2010
(with B&Y's consent). The Offering Memorandum. states that the documents incorporated by

reference “form [an] integral part of [the] Offering Memorandum,”
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58, Asunderwiiters of the Note Offering, the Underwriter Defendants had a duty to
investors to conduct an adequate due diligence with regpect to the representations in the Offering
Memorandum.,  The Underwriter Defendants were teckless or negligent in perfonming due
diligence on the Note Offering by failing, among other things, fo determine the legitimacy of the

multiple related party transactions at the Company or to ascertain the frue value of the assefs,

properties and. business of Sino-Forest, resulting in the issuance of a materially false and

misleading Offering Memorandurn.

59, The Offering Document was signed by the Underwriter Defendants and confained
both Sino-Forest’s misleading financial statements and the mdsleading narrative description of
the Company and its future prospects, tncluding the portrayal of the Company as a fast-growing,
legitimate business which followed good corporate governance practices with positive futire
prospects for growth. o particular, the Offering Memorandum cited the Cpmpamf’s competitive
strepgths including, among others, the following: () “Leading comimercial forest plantation
operator in the PRC with established track record;™ (1) “First mover advantage with strong track
record of obtaining and developing commercial free plantations and ability to leverage our
industry foresight;” (it} “Future growth supported by Iong-t‘eljm master agreements at agreed
capped prices;” (iv) “Strong research and ‘development capaTIJility, with extensive forestry
mandgement expertise in the PRC;” and (v) “Diversified revenue and asset bags,”

60,  As described above, the statements in the Offering Document wers materially
false and misieading because, contrary to the financial results reported in its financial statements,
and contrary to the description of Company with major strengths as a forest plantation operator,
the Company was engaged in fraudulent practices, resulting fn the overstatement of sssets,

revenues and earmnings, and misleading staternents abowt ifs contractual relationships with certain
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parties in the PRC related to the purchase of timber acreage, Thus, at the time of the Note
Offering, investors were misled beoanse the Comprny’s actual financial condition and future

prospects were much worse than these public statements indicated,

B, Misrepresentations and Omissions Relating to Code of Business Condugt
61, At all material thmes, Stno-Forest maintained it had in place & Code of Business

Conduct (the “Code™), which governed its employees, officers and directors. TIE}.B fidl text of the
code was posied on the Company’s Infernet site and available to investors, If stated that the
members -of sendor menagement “are expected to Jead according to high standards of ethical
conduet, in both words and. actions” The Code further required that Sino-Forest repregentatives
act in the best interests of sharsholders, that corporate oppertunities not be used for personal
gain, that ingiders not trade In Sine-Forest secwritips based on undisclosed lméwledge stemming
from their position or employment with Sino-Forest, that the Company’s books and records be
honest and accurate, that conflicts of interest be avelded, and that any viciafions or suspected
violations of the Code, and any concerns regarding accounting, financial statement disclosure,
internal ageounting or disclosure controls or auditing matfers, be reported,

62. Ncnetheless? ay explained in this Complaint, the publicly disclosed Code
conained materially false and misleading statoments because, as described herein, Sino-Forest’s

top executives did not actually follow the provisions of the Code,

Y. INJTIAL DISCLOSURE OF FRAUD AT SINQ-FOREST

63. A report published on Jane 2, 2011 by Muddy Waters (the “Report™), a research
firm that specializes in analyzing Chinese companies traded in the Uniled States and Canada,

teported that Sino-Foredt aid ity fidaricial staternents were permeated by fravd.,
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64.  The Report detailed the extensive investigative effort and resources that Muddy
Waters had undertaken to discover the fruth about the Company:
[ order to conduct our research, we utilized & team of 10 persons
who dedicated most to all of thelr time over two months to
analyzing [Sino-Forest]. The team included professionals who
focus on China from the disciplines of accounting, law, finance,
and manufachrmg,  Our team read over 10,000 pages of
documents in Chinese perfaining to the company. We deployed

professional investigators to five cities. We retained four law
firns as outside counsel to assist with our analysis.

65, The Muddy Waters report concluded that the Company was extensively invelved
in business practices that were “blatantly Hllegal” and that the Corpany’s financiel statements
and other, reports fo invesiors were permeated by fraud. According to the Report, Sino-Forest's
remarkably consistent growth during the Class Period was fHusory - simply the result of “a
Ponzi scherme,” vather than a real expansion in Stno-Forest’s business, According to Muddy
Waters, the Company uged its supposed growth and profitability to raise money fror private
lenders and the financial meskets, This money, in turn, wes used to bolster an appearance of
further growth and inoyeased profitability, which in tum opened the door fo additional funding
from privaie lenders and the capital markets, According to the Report, however, the capital
raised by Sino-Forest was not used fo expand the Company’s business, but was instead largely
siphoned off by insiders in undisclosed related party transactions,

66. At the heart of the misconduct at Sino-Forest, according to Muddy Waters, is the
Company’s use of Als, The Repott noted that Als apparently act as both buyers and sellers in
Sino-Forest tmansactions, For example, in one cast uncovered by Muddy Waters, an Al
purchased logs from Sino-Forest and delivered them to a chipping facility, Once the logs
reached the facility they were sold back to Sino-Forest. Sino-Forest then turned around and gold

the logs back to the Al who then proceeded to furn the logs into wood chips. The purpose of
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thege transactions, which were pointless from a business perspective, was to creafe the
appearance of additional revenue for Sino-Forest,

67.  The Report also disclosed that Sino-Forest had vastly overstated its forestry
assets. In China’s Yurman Province alone the oversteternent is potentially hundreds of milttons
of dollars, As noted sbove, in March 2007 Sino-Forest publicly announced that if had enfered
into an agreement to purchage up to 200,000 hectares of trees in Lincang City in Yvnman for
$700 million to $1.4 billion, but a review of relevant government documents by Muddy Waters
indicated that the actual size of this purchase wag about 40,000 hectares,

68.  Purthermore, although Sino-Forest generslly does not identify the companies
from which, it purchases forestry assets, Muddy Waters wag able 1o identify many of these
companies by means that included careful review of povermment records, Muddy Waters visited
meny of these entities, finding that they “generally operated ot of apartments whils pupertedly
cach doing annual revepue in the hundreds of millions from TRE [Sino-Forest] aloge,” This
cﬁscov‘ery supports Muddy Waters” conclusion that & substantial portion of the Company’s
reported purchases of forestry assets were preatly exaggerated or never ocourred at all,

69, The Report also noted that Sino-Forest had engaged in dubstantial transactions
with undisclosed related parties, transactions which are in ‘Ifiolaﬁon of the applicable aceounting
rules and which require disclosure of relafed perty fransections, An example s Jiangxd
Zhonggan Industial Development Company Ltd., which was incorporated just months before
Sino-Forest entered into an approximately $700 million contract with it in June 2009. The legal
representalive and President of this cornpany Is Sino-Forest Executive Vice President, Lam Hong
Chiu, According to Muddy Waters, Zhonggan’s 2008 and 2009 audit report shows “numacrous

large transactions between the Company, TRE, and other parties.” Separately, Muddy Waters
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identificd Huaibua Yuda Wood Company Lid., as “an undisclosed TRE subsidiary that has been
receiving massive amownts of money from TRE's subgidiaries,”

70. . On publication of the Muddy Waters Report, the price of Sino-Forest's securities
dropped dramatically. On June 2, 2011, the Company’s sharas, which had ended trading af
$18.64 on June 1, ended trading on the OTC market at $7.33 and then fell further, to $5.41 on
June 3, a price drop of 71% over two days on substantielly larger volume than normal, The

prices of the Company’s debt securities also declined significantly,

VI SINQ-FOREST'S DENIALS AND FURTHER MISLEADING STATEMENTS

71, Soon after publication of the Muddy Waters Report, Defendants began an
organized campaign to further mislead investors by falsely clabming that there wag no
misconduct at the Company, These misleading statements (1§ 72-7¢) continued 0 prop up the
prices of Sino-Forest securities until frading was halted on August 26, 2011.

72.  In a Jume 3, 2011 press release, the Company asserted thet “[tthe Board of
Directors and meanagement of Sino-Forest wish to state clearly that there is no material change in
it business or inaccuracy contained in its corporate reports and filings that needs to be brought
to the attention of the market, Further we recommend shareholders take extreme caution in
responding to the Muddy Waters report.” The release also quoted Chan as saying the following:
“let mo say clearly that the allegations contained in this report by Muddy Waters] are inacourate
and unfounded.” The release quoted Horsley as saying “T am confident that the [Sinc-Forest
Board of Directors’] independent committee’s examination will find these allegations to be
ds;nonsﬁ:a.bly wiong.”

73, Toa June 6, 2011 press release, Sino-Forest further sfated that “The Commpany

believes Muddy Waters® report to be tnacourate, spurious and defamatory.” The press release
1%
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guoted Chan as saying the following: ‘7 staud by our audifed financtal statements, including the
revenue and assefs shown therein, All material related party transactions are appropriately
disclosed in owr financial st'atemenfs. We do business with the parties identified in the report at
" arm’s length., Those parties are nof related or comnected to the Company or any of ifs
tmanagement.”

74, During a June 14 conference call with investors, Chan suggested tha! the Muddy
‘Watets allegations were entirely naccurate, aceusing Muddy Waters of a “pattemn of sloppy
diligence and gross inaccuracy.”

’75. Morsover, even affer the release of the Muddy Waters Report, the Sino-Forest
Defendanis continued their practice of making false and misleading statements sbout Sino-
Forest's financlal condition and future prospects. On both June 14, 2011 and August 15, 2011,
Sino-Forest filed, respectively, its Interim Financial Statements and i1s MD&A covering the first
quarter, These filings (which investors were later told they should not rely upon) confained
material misrepresentations and omissions similar to those made in filings earlier in the Class
Period: they felsely portrayed the Company as & fast-growing, legiimate business which,
followed good corporate governance practices with pogitive firture prospects for growth and they
materially overstated the Company’s revenue, earmings and assets,

760, The Aungnst 13, 2011 MD&A glso made the following false staternent: “[uinder
the mmaster agreement entered In March 2007 to acquire 200,000 heotares of plantation trees over
a 10-year period in Yugnan, the Company has aotuz{lly acquired 230,200 hectares of planiation
trees for $1,193,459,000 as at March 31, 2011" In fact, as the Muddy Waters Report had
disclosed, the Company had vastly overstated the value of its holdings in Yunnan ynder the

Maxch 2007 agreement,
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VII. CONFIRMATION OF THE FRAUR

77.  After publication of the Muddy Waters Report, additional investigations and
disclosures evidencs that mumerous statements by Sino-Forest during the Class Period were
materially false and misleading or canitied material information.

A The Globe and Muil Investigation

78, A June 18, 2011 article in the highly respected Globe and Mail, Canada’s largest-
ciroulation national newspaper, confirmed thet Sino-Forest had provided materielly inaccurate
information about the Company’s holdings in Yunpan, which comprised a substantie! portion of
the Company’s supposed forsstry &s;sets. The article stated, in part:

The (Globe’s investigation raises partioularly hard questions about a
key agreement in March, 2007, that Sino-Foest says gave it the
right to buy timber rights for up to 200,000 hectarss of forest in
Yonnan over a 10-year period for between §700-million (U.8.) and
$LAbilion. The trees were to be bought through o series of
agreements with an entity cafled Gengma Dai and Wa Tribes
Autonomous Region Forestry Co. Lid, also knowm as Gengma

Forestry,

The company says It has fulfilled virteally all of the agreement
with Gengme end now owns more fhen 200,000 hectarss in
Yunnan,

But officials with Gengma Forestry, ineluding the chairman,
dispute the company®s account of the deal, telling The Glode and
Mail that the actual numbers are much smaller.

79, The Globe and Mail article reported that in an Inferview with officials involved in
the Sino-Forest ransactions indicated that it had acquired less than 14,000 hectares, The article

went on {0 say:

Mr, Xie's account comreborates the essertions of senior forestry
officials in the provines, Speeking on condition of anenymity,
these-officinls challenged the compainy’s staternents that i controls
more than 200,000 hectares of Yunnau frees, and said they are now
Investigating,
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80.  The Globe and Mail further reported:

In a written, response to guestions from The Globe, Sino-Forest
said it stands by its public statements regarding its Yunnan
holdings. The company said it hag purchased abouf 13,300
hectares of ‘forestry assets and leased Jand’ directly from Gengma
Forestry, and anofher 180,000 hectares of ‘forestry assels only”
from other sellers, using Gengma as a purchasing agent,

“The agreement has not been yet fulfilled as we have not
completed the purchase of 200,000 hectares,’ the company
gaid! :

That statement from Sino-Forest appears to coutradict its own
publicty filed finapeial reports. Yn its ficst quarter 2011 report,
the company said that ‘under the magter agreement enfered in
March 2007 to acquire 200,000 hectares of plantation {rees
aver a 10-year period in Yunnan, the Company has actually
acquired 230,200  hectares of plantation frees for
$1,193,4589,000 as at March 31,2011,

The comparny’s 2010 annual information form flled with regulators
carlier this year said that as of December 31, 2010, Sino-Forest had
‘acquired approximately 190,300 heotares of plantation frees fox
$925.9-millior (U.8,) under the terims of the master agreemext.”

The Globe’s investigation of the company’s dealings and
holdings in Yunnan points to nconsistencies in the company’s
acconnting of ity timber rights and rajses broader questions
about its business practices.

B1. I addition, it was reported that;

As of the end of 2010, the company claimed conirol of about
800,000 bectares of frees in nine Chinese provinces plus New
Zeatand, Its operation In Yunmnan provines, in addition to being is
largest, is elso the one for which it has made additional disclosures
recently in an atfempt to defuse the allegations made in the Muddy
Walers report,

So far, however, it has disclosed purchase agreesnents as well as
forest and woodland rights cortificates for about 7,000 hectares of
forest in Yunnan, The company has not disclosed signifieant

*Unless otherwise indicated, all emphagis in quotations is added,
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documentation regarding its forestry holdings in other
provinces.

To find Gengma Forestry, Sino-Forest’s local partoer in the so-
called “Yunnan master agreement’ —the 2007 deal said 1o be worth
as much as $1.4-billion — you have to duck down an alleyway
behind the drugstore on the main street of this nondescript trading
city, then up a dusty cement stajrcase.

On the landing ig the litter-stre'wn office with an open door and a
window protected by metal bars. Despite signing a deal with Sino-
Forest that should guarantee a windfall, the company hag clearly
fallen on hard timwes. ‘Qur relations with [Sino-Forest] were not
totally good. They talked about e lot of things, but in the end it
was hard to get money from them,” dald Zhang Ling, Gengina
Forestry*s office manager,

Staterents of local officials in Yinnan provines also coniradict the reported size

of Sino-Forest’s holdings:

83,

Senior forestry officials in the province challenged the company’s
assertion that it controls about 200,000 hestares of forest in the
region, Speaking on condition they net be identified, they said
their records showed Sino-Forest manages far less then that and
said the Ywuman Foregiry Bureau would begin an investigation
aimed at determining the company’s trus holdings,

Not only have the size of the holdings been questioned, but so has the value as

reported in The Globe and Mall:

Tn addition fo fas questions about Sino-Forest's disclosures on the
gize of its holdings, forestry officiels, as well as local timber
brokezs who spoke to The Globe raised guestions regarding the
valie Sino-Forest aflributes to Itz Yunoan assets,

“H's very hard for anyone to say what the value of their property
18,” said one forestry official, adding that forested Jand in Yunvan
needed {0 be evaluated by a special body jointly appointed by the
Forestry Bureau and the Ministry of Finance, Sino-Forest has not
requested such an official valuation of its land, he said, ‘(The
valuation) rust have two chops (official seals) and two forestry
resvuree evaluation experts and two leensed evatuators.., . Bvenl
can’t just go there and give it a value.’
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84. .Subsequently, in early September 2011, The Globe and Mail reported that “A
Clobe investigation, based on interviews with people associated with Sino-Forest and an
examination of legal and regulatory documents in Hong Kong and mainland China, has
uncovered a pattem of questionable deals and disclosures from the company that date back io iis
earliest days,”

B, Imvestizations and Regulatory Actions

85.  On August 26, 2011 the Ontario $tock Commission issued a “Temporary Order”
that said the following; “Sino-Forest and certain of its officers and dircctursl inclnding Chan
appear to be engaging or participating In acts, practices or a course of conduct related fo ifs
secugities which it and/or they know or reasonably ought to koow perpetuate a fraud on any
person or company conftary {o section 126.1 of the [Outario Seourities] Act and contrary to the
public interest.;’

86.  The Commission halted trading in Sino-Forest's stock on the Toromio Stock
Exchange effsctive August 26, 2011 and demanded that several of Sino-Forest’s execuiives
resign, Trading was halted in the U.5, en the OTC Bulletln Board at 5330 p.n. on August 26,
2011,

87.  On Angust 28, The Globe and Mail reported that CEOQ Chen had resigned. The
newspaper also reported that “[(Jhree Sine-Forest-Forest vice-presidents — Alfred Thng, George
Ho end Stmen Yeung - have been placed on administrative leave, Senior vice-president Albert
I has been relieved of most of big duties buf remaing with the Company fo assist the internal
probe,” The newspaper also explained why Chan’s departure had occumed:  “According to
people famitiar wilk the case, Mr, Chen was confronted by company officials in Hong Kong last

week after a review of e-mail acoounts cutside the company’s network revesled questionable
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transactions end money fransfers,” Despite this evidence of misconduct, Chan remains with the
Company, baving been granted the title “Founding Chairmen Bmetitus.”’

88, In late August Standard & Poor’s Ratings Services amnounced that it was
withdrawing its ratings on the Company's debt because “[r]ecent developments point towards a
higher likelihood that allegations of fraud af the company will be substantiated.”

89,  As aresult of the suspension in the trading of Sino-Forest’s common stock and
disclosure of the suspected fraud, the shares are now virtually worthiess and “the»val,lue of its Debt
Securities, including the 2017 Notes have declined substantially, On November 11, 2011, it was
annowngced that the Royal Canadien Mounted Polige had commenced & criminal nvestigation,

90,  Subsequently, on Janvary 10, 2012, Sino-Forest annovnced that investors should
no longer rely wpon its historical financial staterents and related audit reports, The Company
stated that there was “no agsurance” that it would be able 1o release third quarter financial results
or audited financial statements for its 2011 fiscal year. The Company further disclosed in. the
Jarmary 10, 2012 amouncement thet it was stil wnable to explain or resolve ouistanding fssues,
relating to is financial results and business relationships, including matters raised by documents

ideniified by its auditor B&Y and the OSC.

YIOL MOTIVATION YOR FRAUD

91.  The Sino-Forest Defendants had ample motive to commit fraud: the exaggerated
revenne, earnings and assets allowerd the Company to continve to raige substantial funds from
lenders and investors, inflated the Company’s stock price and provided a personal financial
vindfail to the Individual Defendants who sold highly inflated stork to unsuspecting investors,

92. I addition to the billions of dollars raited By Sinc-Farest during the Class Period

(described. above), Company insiders also benefited directty by the inflated value of Sinp-

33

233



234

Forest’s stoeck because of thelr substantial stock holdings and because part of thelr compensation
was in the form of stock options, Documents filed by the Company revealed that the Individua)

Defendants have sold over $44 million of Compeny stock since 2006,

Defendants’ Sales Of Shares During Class Period

Defendant Met Shares Sold | Yalue $Can Value §US,
. : (on 1115711
SCan 1 =3US 0,95494)
Chan 182.000.00 1 $3,003,200,20 $2,957.970
Horsley 1531,431.00 1 h1,157,960.93 $10,989.900
Poon 3,087,900 _ $30,054,387.32 $29,601,800
'_TOTAL 1 3,_7551,331 1 $44,215,550.45 $43,545.670

IX. CLASS ALLEGATIONS

93.  Plaintlffs bring this action on their ovwn behalf and, pursuant to Article 8 of the
New York Civil Practice Law and Rules {“CPLR™), as & vlass action on behsalf of themselves and
all persons or entities who purchased (1) Sino-Forest’s common stock during the Class Period on
the QTC market who were damaged théreby; and (i1) all persons or entities who, during the Class
Period, purchased Debt Securities issued by Sino-Forest other than in Canada and whc}l were
damaged thereby. Excluded fiom the Class are Defendants, the officers and directors of Sino-
Forest during any portion of the Class _P'Blji@dp members .'Of the immediate families of the
foregoing persons and the legal representatives, heirs, successors I{‘),r assigns of such persdns and
eny entity in which any Defendant has or had a controlling interest. The Class specifically
excludes any investor who purchased Sino-Forest securities on the Toronto Stock Exchange or in
Canada.

94, The clajms of Plaintiffs and the merbers of the Class have a common origin and
share a common basis, The olaims of all Clags Members ovigivate from the same Improper

conduct and arise from securities purchases enterad nto an the basis of the same materially
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misleading staterments end omissions by Defendants during the Class Period, If brought and
prosecuted Individually, each Class Member would necessarily be required to prove their
respective claims upon the same facts, upon the same legal theories and would be seeking the
same of similar relief, rssuiting in duplication and waste of judicial resouroes.

95, The members of the Class are so numerous that joinder of all mombers is
impracticable. Although all Class Members cennot be identified without discovery, Pleintiff
believes that there ave many thousands of class members, Sino-Forest has over 246 million
shares outstanding which actively traded on the OTC market (as well ag in Canada on the
Torento Stook Exchange) and there are approximately $1.8 billion in Debt Securities outstanding
including, approximately, $600 million in 2017 Notes,

96. Cbumom questions of law and fact exist as to &}l members of the Class and
predominate over any questions solely affecting individuel members of the Class. Among the
questions of lav and fact common to the Class are;

a. Whether Defendants made materially false and misleading statements or
omissions; :

b, Whether Defendants engaged in any acts that operated ag a frand or deceit,
or negligently misrepresented the Company’s financial condition to the
Class,

c. Whether Defendants breached thelr fiduciary duties to Plaintiffs and the
class or were nogligent in the performeance of thelr dulies;

d. Whether Defendants” acts proximately caused injury to the Class or
ireparably harmed the Class, and if so, theappropriate relief to which the
Clags is entitied; and,

e, Whether Defondands’ acts constitute violations of law for which the Class
is entitled to recover damages or other relief.
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97, The prosecution of separate actions by individual members of the Class would
also create a risk of inconsistent or varying adjudications with respect to Individual members of
the Class which would establish incompatible rights and standards of conduct for the parties
tnvolved in this case. The prosecution of separate actions by individual members of the Class
would also create & risk of adjudications with respect to individual members of the Class which
would, ag a practical matter, be dispositive of the inferests of other members of the Class or
substaptially fmpair or impeds their ability to prot-ect their interests.

98,  Plaintiffs have engaged coungel experienced in complex class litigation and will
fairly and adequately represent the interests of the Class, Plaintiffs® intervests are co-gxtensive
with and not antagonistic to those of the absent members of the Class.

99, The members of the Class cannot reasonably be expected fo lifigate this matter
individually, Whether Lifigated individually or as a class, the causes of action asgerted in this
Complaint invelve complex issues of law and will lkely require extensive and costly factual
discovery, especially 11 this case proceeds to trial. The costs of sucoessfully presecuting such

litigation will ikely be beyond the resources of most members of the Class.

¥ APPLICATION OF THE FRAUD ON THE MARKEY PRESUMPTION

100, Dhing the Class Period, Sino-Forest wes a high profils Company which regularly
provided purportedly acourate information to investors about the Company’s operations, The
Company was followed by IRMEons securities analysts, The securities at issue, Sino-Forest
common stock and debt securities, were actively traded on efficient wmarkets and publicly
diselosed information about the Company was incorporated in the price of these securities within,

a reagonabie amount of time,
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A, Comumon Stoek

101, Puring the Class Period, Sino-Forest common stock was traded on the OTC
market in the United States, which 18 an open, well-developed and efficient market. Sino-Forest
cormmion Stock was traded. on the Toronto Stock Exchange, an open, well developed and efficient
market. There was & substantial volume of frading in both the United States and Cenada and the
price of the shares fraded in the United States was affected i the same way as the price of shares
traded in Canada.

102.  The OTC market has no fixed location but investors &u‘oughém the Uni‘r,eci States,
including in New York County, New York, can purchase OTC securities through registered
brokers, The principal regulator of the OTC ma.rket is the Finencial Industry Regulatory

Authority which has its principal offices in New York, NY aud Washingtor, DC.

B. 2017 Notes and Other Debt Secyyities

103, According to the Company, the 2017 Notes “offering was made on & private
placement basgis in Canada, the Uniied States and imternationally pursuant ‘o available
exemptions, through a syndicate of inftial purchesers.” The indenture agreement which governs
the 2017 Notes provided that the nb‘{;@slar‘e governed by New Youk law.

104, The 2017 Notes were Initially purchased by the Underwriter Defendants. In the
purchase agreernent between the Underwriter Defendants and Sino-Forest, Bane of Amerles
Securities LLC listed its address as One Bryant Park, New York, NY 10036 and Credit Suisse
Secvrities (USA) LLC listed its sddress as Bleven Madison Avenve New York, NY 10010,
During the Class Period and after their issuance there was an sfficient market for the 2017 Notes.

105, The 2017 Notes could only be legally sold to non-U0.8, persons and to U.S.

persons whe were qualified institutional biyers. There is an open and well developed market for
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such securities which are fssued by large and well known issuers suoh as Sino-Forest and,
specifically, there was an retive and well-developed maerket for the 2017 Nofes and binc-Forest's
other Debt Becurities during the Class Period,  Class Members were able fo purchase 2017
Notes and ofher Debt Securities in the OTC markef.

106, Accordingly, Class Members who purchased Sing-Forest commen stock or 2017
Notes, and other Debt Securities in the secondary market are entitled to a presurnption of reliance

on the accuracy of the prices paid.

XY,  CAUSES OF ACTION

COUNT ONE.
AGAINST SINO-FOREST. AND THE INDIVIDUAL DEFENDANTS FOR FRAUD

107, Plainfifls repeat and realloge each of the allegations set forth in above. This claim
is asseried against Sino-Forest and the ndividual Defendants for common law frand.

108,  As set forth hersin, Sino-Ferest and the Individval Defendants knowingly or
recklessly engaged and participated in a continuous course and scheme of fraudulent conduct to
dissemirate materially false information about Sino-Forest’s financial condition or fajled 1o
disclose material information with the purpose of inflating the prices of Bino-Forest’s common
stock, the 2017 Notes and Sino-Forest’s ather debt securities, As i;;tandad by the Sino-Forest
Defendants, Plaintiffs and Class Members reascnably relied on thess false and misleading
statements and failures to di;sc]ose and suffered substantial damages as a result,

109, Asa direct and proximate result of Sino-Forest and the Individual Defendants®
fraud, Plaintiffs and the Class have suffered sconomic logses in an amount to. be determined at
trial, Sino-Forest and the Individual Defendants are jointly and severally Liable to the Class for

commen law frand,
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COUNT TWO :
AGAINST SINO-FOREST AND THE INDIVIDUAL DEFENDANTS FOR CIViL
CONSPIRACY TO DEFRAUD

110, Plaintiffs repeat and reallege each of the allegations set above, This claim is
asserted against Sino-Forest and the Individual Defendants for civil conspiracy to compmit fraud.

111, In firtherance of a scheme to defraud investors, the Sino-Forest Defendants
corruptly agreed to combine their respective skills, expertise, resources, and reputations, thereby
causing injury to Plaintiffs and {he Class,

112, As set forth in defail above, que or more of the conspirators made false
representations of material facts, with sclenter, and Plaintiffs’ and Clags Members justifiably
relied upon these mistepresentations and were hyjured as a result,

113, As a divect and proximate consequence of the foregoing, Plaintiffs and the Class
have suffered economie losses in an ameunt fo be determined at trial, Because Sino-Forest and
the Individual Defendants conspired amongst themselves and with others to camy out this
frandulent scheme, the Sino-Forest Defendants are jointly and scverally liable both for their own

knowledge and conduct and for the knowledge and conduct of their co-conspirators in

Furtherance of the faud,
COUNT THRER
AGAINGT SINO-FOREST AND THE INDIVIDUAL DEFENDANTS FOR AIDING AND
ABETTING FRAUD

114, Plaintiffs repeat and reallege each of the allegations set forth above, This claim is
asserted against Sino-Forest and the Individual Defendants for aiding and abetting common. law
fraud. The Sino-Forest Defendants were aware of the fravdulent schems thaf is the subject of
this Complaint and each of these Defendants provided substantial assistance to the perpetrators

of this scheme,
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115, As a direot aud proximate result of the Sino-Forest Defendants” afding and
abefting of the frand, Plaintiffs and the Class have suffered economic losses in an amount to be
determined at frial. Sino-Forest and the Individual Defendants are jolutly and severally liable to

the Clags for aiding and abetting common law frand.

COUNT FOUR
AGAINST SINO-FOREST FOR UNJUST ENRICHMENT

116, Plaintiffs 1'e.peat.and realiege each of the allegations set forth above. This claim is
asserted againgt Stno-Forest for unjust enrichment,

117, In conneotion with the frandulent scheme set out in this Complaint Defendant
Sino-Forest received payment for the sale of the 2017 Nofes. Defendant Sino-Forest would not
have been able to sell the 2017 Noles or would only have been able to sell these notes at a lowes
price had the true facts about Sino-Forest’s buginess and financial condition been Jnown.
Consecuently, Sino-Forest unjustly received money from the purchasers of its securitios and it
would be unjust to allow Sino-Forest fo keep this impropetly carned money and should be

required to repay it,

COUNT FLVE
AGAINST E&Y YOR BREACH OF FIDUCIARY DUTY

118,  Plaintiffs repeat and reallege each of the allegations set forth above. This claim is
asserted agatust the B&'Y Defendants for breach of fiduciary duties, Plaintiffs specifically
disclaim any allegation of fraud or frauduelent intent of B&Y with respect to this count.

119, The B&Y Defendants had a fiduciary relationship to Plaintiffs and Class
Members in that the E&Y Defendants owed Plaintiffs and Class Members a duty of ordinary aund

reasonable care and good faith which arose from the relationships between the B&Y Defendants
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and the Plaintiffs and Class Members who were the Intended wsers of the financiel statements
certified by the B&Y Defendants, The B&Y Defendants breached these fiduciary duties by
certifying materially false and misleading financial statements, having known of the material
migstatements or omissions, or having failed o do reasonsble due diligence which would have
discovered the false and misleading nature of these financial statements. '

120. The B&Y Defendants breached their fiduciary dutics to Pleintiffs by failing to
perform their andits of Sino-Parest’s final statements in accordance with Canadlan GAAS by,
inter alia, failing to obtain compelent evidentiary materiel in support of the Company’s
representations in its financial stalements and B&'Y’s andit opinion,

121, Asadirect and proximate result of the B&Y Defendants’ breach of fidaciary duty,
Plaintiffs and the Class have suffered econemic losses in an awount to be determined according
to proof at trial. The B&Y Defendants are jointly and severally liable to the Class for breach of
fiductary duty.

COUNT SIX
AGAINST B&Y FOR NEGLIGENT MISREPRESENTATION

122,  Plaintiffs repeat and reallege each of the allegations set forth above. This claim ig
asserted against the B&Y Defendants for negligent mistopresentation. Plaintiffs specifically
exclude any allegations of frand or frandulent intent of B&Y with respect to this cownd,

123, The B&Y Defendants had a special relationship of trust and confidence with
Plaintiffs and Class Members because of thelr status as ouiside aunditors of Sino-Forest that gave
rise to a duty to exerciss due care in the performance of their duties, Thess Defendants knew or
were reckless in nof knowing that Plaintiffs and Class Members were relying on them to exercise

reasonable care inthe performance of their duties,
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124, As set forth herein, the E&Y Defendants negligently made false and misleading

statements thet nflafed the price of Sino-Forest’s securities, ineluding by negligently failing to-

disclose material information they were obligated to disclose. The BE&Y defendants negligently
misrepregented to Plaintiffs and Class Members that they had performed audits of Sine-Forest’s
fingncial Statements in accordance with Canadian GAAS and that the Company’s financial
statement were properly presented in accordance with Canadian GAAP.

125, Plaintiffs and Class Members reasonably relied om these false and misleading
statemonts and failures to disclose and suffered substantial damages as a result. The B&Y
Defendants were at least negligent i making such staternents, including because they failed to
conduct appropriate due diligence belore melding such statements by, inter ali, failing fo obtain
competent evidentisry material in support of the Compeny’s representations in its financial
statements and B&Y andit opinion,

126, As a direct and proximate result of the B&Y Defendanls’ negligent
misrepresentations, Plaintiffs and the Class have suffered ecoromic losses in an amount to be
determined acoarding to proof af trial. The HE&'Y Defendants are jointly and severally Lable to

the Class for negligent misrepresentation.

COUNT SEVEN
AGAINST E&Y FOR GROSS NEGLIGENCE

127, Plainiiffs repeat and reallege each of the allegations set forth above, This ¢laim is
agserted against the B&Y Defendants for gross negligence. Plaintiffs specifically exclude any
allegations of fraud or fraudulent intent of E&Y ith respect to this count,

128, 'The E&Y Defendants had a special relationship with Plaintiffs and Class

Members because of thelr status as outside auditors of Sino-Forest, & relationship that gave rise
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10 a duty to exercise due care in th;a performance of the E&Y Defendants’ duties. The BE&Y
Defendants knew or were reckless in not knowing thet Class Members were relying on them to
exercise re,asoné.bIE-diligance in the performance of thelr dufies, The BE&Y Defendants were
grossly negligent in the pexformance of their duties, including by failing to conduct adequate due
diligence. The E&Y Defendants breached their finding changes to Plaintiffs by failing 1o
perform their andits of Sino-Ferest's final statements in accordance with Canadian GAAS by,
inter alia, failing to obtain competent evidentiary matefial in support of the Cornpany’s
representations in its financial statements and &Y audit opinien.

129, As a direct and proximate result of the E&Y Defondants’ gross negligence,
Plaintiffs and the Class have suffered cconomic losses In ap amount o be determined by proof &t

trial, The E&Y Defendants are joiutly and severally liable to the Class for gross negligence.

COUNT EICAT
AGAINST E&Y FOR NEGLIGENCE

130.  Plaintiffs repeat and reallege each of the allegations set forth above, This claim ig
aggerted against the E&Y Defendauts for negligence.  Plaintiffs specifically exclhude any
allsgations of frand or fraudylent intent of B&'Y with respect to this count.

131, The B&Y Defendants had a special relationship with Class Members because of
their statug as independent awditor of Sin_o—Forest, a relationship that gave rise to a duty to
exercige due care in the performance of the BE&Y Defendants’ dufies. The B&Y Defendants
knew or were reckless in not knowing that Plaintiffe and Class Members were relying on the
E&Y Defendants fo exercise reagonable diligence in the performance of their duties. The E&Y
Defendants were negligent in the performance of thelr duties; specifically the BE&Y Defendants

breached their duties to Plaintiffs by failing to pecform their audits of Sino-Forest’s final
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staternents in accordance with Canadian' GAAS, including by failing to conduct adequate due
diligence by, inter alia, failing fo obtain competent evidentiary meterial in support of the
Company’s representations in its financial staterments and B&Y audit opinion.

132, As a direct and proxtmate result of the B&Y Defendaunts’ negligence, Plaintifls
and the Class have suffered cconomio losses in an amount to be' determined by proof st trial,

The B&Y Defendants are joinfly and severally liable to the Class for negligence,

COQUNT NINE
AGAINST THE UNDERWRITER DEFENDANTS FOR NEGLIGENT,
MISREPRESENTATION

133,  Plaintiff IMF repeats and realleges each of the allepations set forth above, This
clajm iz asserted aga,ins;; the Underwriter Defendants for negligent misrepresentation on behalf of
all Class Members who purchased the 2017 Notes on the Offering, Plaintiff IMF specifically
excludes any allegations of fand or fraudulent intent of Underwriter Defendants with yespest to
this count.

134, The Underwriter Defendants had a special relationship with IMF and those Class
Members who purchased the 2017 Notes from. the Underwriter Defendants because of their
status ag underwriters, which gave rise 1o a duty to exercise due care in the performanpe of their
duties, The Underwriter Defendants knew or were reckless in not knowing that each Class
Member who purchased the 2017 Notes was relying on them to exercise reasonable care in the
performance of their duties.

135.  As set forth herein, the Upderwriter Defendants neglipently made false and
misleading statements that inflated the price of the 2017 Notes, including by negligently failing
to disclose materisl information they were obligated to disclose, Plaintiff IMF and Class

Membets reasonably relied on these false and misleading statements and failures to disclose and
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suffered substantial damages as a result. The Underweiter Defendants were at least negligent in
making such statements, fneluding because they failed to conduct appropriate due diﬁgence
before meking such staterpents,

136, As a direct and proximate result of the Underwsiter Defendants™ negligent
misrepresentation, Plaintiffs end the members of the Class have suffered economic losses in an
amount 1o be defermined by proof at trial. The Underwriter Defendants are jointly end severally

lighle 1o the Class for negligent misrepresentation,

COUNT TEN
AGAINST THE UNDERWRITER DEFENDANTS FOR GROSS NEGLIGENCE

137, Plaintiff IMF repeats end reelleges each of the allegations set‘above, This clain
is asserted against the Underwriter Defendants for negligent misrepresentation o behalf of all
Class Members who purchased the 2017 Notes on the Offering, Plaintiffs specifically exclude
any allegations of fraud or frandulent intent of the Underwriter Defendants with respect to this
couait.

138, The Underwriter Defendants had a special relationship with Plaintiff IMF end
Clasgs Merobers because of thelr status as undervatiters that gave rise fo a duty to exercise due
care in the performance of their dutiss, These bcfandants koew or were reckloss o not knowing
that Class Members were relying on them to exercise reasonable diligence in the performance of
thetr duties, Thess Defendants were grossly negligent in the performance of thelr dutles,
Including by failing to conduct adeguate due diligence.

139, Asadirsct and prozimate result of the Underwiriter Defendants’ gross negligence,

Plaintiff IMF and the Class have suffered economic logses In an amount to be determined by
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proof at trial. The Underwriter Defendants are jointly and severally liable to Plaintiff IMF and

the Clags for gross negligence.

COUNT ELEVEN
AGAINST THY, UNDERWRITER DEFENDANTS FOR NEGLIGENCE

140, Plaintiff IMF repeats and realleges each of the allogations set forth above, This

claim is asserted against the Underwriter Defendants for negligence on behalf of Plaintiff IMF
and all Class Members who purchased the 2017 Notes on the Offering, Plalntiff specifically
excludes any allegations of fraud or fraududent intent of the Underwriter Defendants with respect
to this count, |

141, The Underwriter Defendants had a special relationship with Class Members who
purchased the 2017 Notes from them. because of their status as underwriters that gave rise to a
duty 1o exercise due care i fhe petformance of their dufies. The Underwriter Defendants knew
or were reckless in not knowing that Plaintiff IMF and Class Members swere relying on them. to
exeicise reasonable diligence in the performance of their duties, The Underwriter Defendants
were negligent in the performance of their duties, including by failing to conduet due diligence,

142.  As a direot. and proximate resolt of the Undérwiter Defenclants’ negligence,
Plaintiff IMF and the Class have suffered ecanomic 1ossels in an amount to be determiped af trial.
The Underwriter Defendands are jointly and severally liable to Plaintiff IMF and the Class for

negligence.

X, PRAYER FOR REFIER AND JURY DEMAND

WHEREFORE, Plaintiffs and the Class hereby demands a tdal by jury, and seek a

judgment:
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A, Awarding Plainttffs and the Class all compensatory damages they suffered,
including lost profits and consequential and eidenta) damages, a8 a result of the
wrongthl conduct of tha Defendants, in an amount to be determined at trial;

B, Awarding Plaintiffs and the Class damages arising from Defendants' unjust
sntichment;

C. Awerding Plaintiffs mad the Cless punitive damages i an smount fo be
determined at trial;

D, Awanding Plaintiffs end the Class pre-judgment and post-Judgment interest;

B, Awarding Plaintiffs and the Class their costs, expert fees, expenges and attorneys’
fees incurred in connection with this action to the magiznmt extent permitted by
law;

K. Awapding Plaintiffs and the Class such other end further rolief as the Court finds
Just and proper,
Dated: Jannary 27, 2012 Respectfully submitted,

COHEN MILSTEIN SELLERS &
L4 PLLC

She R

ichard 8. Speirs
Kenneth M. Rehns

&8 Pine Strest 14th Floor
New York, NY 10005
JThene: (212) 83847757
Faegimile: (212} 838-7745

AL

Steven I, Toll

Matthew B. Kaplan

1100 New York, Ave, N.W,
West Tower, Sulte 500
Whashington, D.C, 200035
Fhone: (202) 408-4600
Facsimile; (202) 4084699

Attorneys for Plufniff and the Proposed
Class
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SUPREME COURT OF THE STATE OF NEW YORK
COUNTY OF NEW YORK

DAVID LEAPARD and IMF FINANCE 8A on their
own behalf and op behalf of all others similarly siinated,
Plaintlffs, NDEX NO.
\2 YERIFICATION

ALLEN T.Y, CHAN, DAVID I, HORSLEY, KAIKIT
POON, BANC OF AMBRICA SECURITIES LLC,
CREDIT SUISSE SBCURITIES (USA) LLC, SINO-

- FOREST CCRPORATION, BRNST & YOUNG
GLORAL LIMITED, and BRNST & YOUNG LLP,

Defandants,

L S R SRS WL P L WL N N NP S N P S

STATE OF NEW YORK )
CITY OF NEW YORK )
COUNTY OF NBW YORK, )

Renuneth M, Rehns, being duly sworn, states that he is one of the attorneys for Plajutiffs
in this action and that the foregoing complaint is true to his own knowledgs, except as to matters
therein staled on information and bellef and as to those matters he believes to be tme; that the
growid of his belief as to all matiers not stated upon hls knowledge are upon review of publicly
available securities filings, media and newspaper articles and Information contained on the
Triternet; and that the reason why the verification is not made by Plaintiffs David Leepard and
IMF Finance SA is that these Plaintiffs are not in the sounty where Plaintiff’s attorney has his

“Kenneth M., Rehns

. L%
Sworn before me this day of Tanvazy, 2012

JESSE J LEE
b, Stete of New Yark
o Pu TMNEGTY?%ECOUH
aiified in Naw Yor
G@%&nlasion Faplres Juue 4, 20, J‘D
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THIS IS EXHIBIT “E” TO
THE AFFIDAVIT OF ELIZABETH FIMIO
SWORN JUNE 8, 2012

A Commissioner, ete.

Daniel Holden
Barrister & Solicitor



- Sino-Forest Corporation

Sino-Forest Announces that Approximately 72% of Noteholders
have signed Support Agreement

TORONTO, CANADA - June 8, 2012 — Sino-Forest Corporation (“Sino-Forest’ or the
“Company”) announced foday that holders of approximately 72% of the aggregate
principal amount of the Company's outstanding notes have agreed to be parties to the
restructuring support agreement (the "Support Agreement"} entered into by, among
others, the Company and an ad hoc committee of its noteholders (the "Ad Hoc
Committee") on March 30, 2012, which provides for the material terms of a transaction
(the "Transaction") which would involve either a sale of the Company to a third party or
a restructuring under which the noteholders would acquire substantially all of the assets
of the Company, including the shares of all of its direct subsidiaries which own, directly
or indirectly, all of the business operations of the Company.

On March 30, 2012, the Company announced that it had reached agreement with the
Ad Hoc Committee on the material terms of the Transaction. On March 30, 2012, the
members of the Ad Hoc Committee, who hold approximately 40% of the aggregate
principal amount of the Company's 5% Convertible Senior Notes due 2013, 10.25%
Guaranteed Senior Notes due 2014, 4.25% Convertible Senior Notes due 2016 and
6.25% Guaranteed Senior Notes due 2017 (collectively, the "Notes" and holders of
Notes, the "Noteholders") executed the Support Agreement in which they agreed to
support and vote for the Transaction. As announced on March 30, 2012, the Company
continued to solicit additional Noteholder support for the Transaction and all
Noteholders who wished to become "Consenting Noteholders" and participate in the
Early Consent Consideration (as defined in the Support Agreement) were invited and
permitted to do so until the early consent deadline of May 15, 2012.

Noteholders holding in aggregate approximately 72% of the principal amount of the

Notes, and representing over 66.67% of the principal amount of each of the four series
of Notes, have now agreed to be parties to the Support Agreement.

Inquiries

All inquiries regarding the Company's proceedings under the Companies’ Credifors
Arrangement Act ("CCAA") should he directed to the Monitor via email at:
sfc@fticonsulting.com, or telephone: (416) 649-8094, Information about the CCAA
proceedings, including copies of all court orders and the Monitor's reports, are avallable
at the Monitor's website hitp://cfcanada.fticonsulting.com/sfc.

FOR OTHER INQUIRIES PLEASE CONTACT:
BRUNSWICK GROUP LIMITED
Tel: + 1 646 625 7452

FOR MEDIA INQUIRIES PLEASE CONTACT:
BRUNSWICK GROUP LIMITED

Email: sinoforest@brunswickgroup.com
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New York
Stan Neve
Tel: +1 212 333 3810

Hong Kong
Tim Payne
Cindy Leggett-Flynn
Tel. +852 3512 5000

252



IN THE MATTER OF THE COMPANIES CREDITORS' ARRANGEMENT ACT, R.S.C. 1985, ¢. C-36, AS AMENDED AND IN THE
MATTER OF A PLAN OR COMPROMISE OR ARRANGEMENT OF SINO-FOREST CORPORATION

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

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

Proceedings commenced in Toronto

AFFIDAVIT OF ELIZABETH FIMIO
(Sworn June 8, 2012)

BENNETT JONES LLP
One First Capadian Place
Suite 3400, P.O. Box 130
Toronto, Ontario

M5X 1A4

Robert W. Staley (LSUC #271153)
Kevin Zych (LSUC #33129T)
Derek J. Bell (LSUC #434207)
Jonathan Bell (LSUC #55457P)
Tel: 416-863-1200

Fax: 416-863-1716

Lawyers for the Applicant

574
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Court of Appeal File Number: M41654/ M41655/ M41656
Superior Court File No. CV-12-9667-00CL
COURT OF APPEAL FOR ONTARIO

IN THE MATTER OF THE COMPANIES’ CREDITORS
ARRANGEMENT ACT, R.S.C, 1985, ¢. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF SINO-FOREST CORPORATION

AFFIDAVIT OF ELIZABETH FIMIO
(Sworn September 10, 2012)

I, ELIZABETH FIMIO, of the City of Burlington, in the Regional Municipality of

Halton, AFFIRM;

1. T am an assistant at Bennett Jones LLP, counsel for Sino-Forest Corporation, and as such,
have personal knowledge of the matters set out below, except where otherwise stated. Where I
do not possess personal knowledge, I have stated the source of my information and I believe

such information to be true.

2, Attached as Exhibit "A" is a copy of the Stay Extension Order of the Honourable Justice

Morawetz dated May 31, 2012,

3.  Attached as Exhibit "B" is a copy of the Notice of Motion (Motion Regarding the Status of
Shareholder Claims and Related Indemnity Claims under the CCAA) filed by Sino-Forest

Corporation in the within application on July 8, 2012,
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4,  Attached as Exhibit "C" is a copy of the Plan Filing and Meeting Order and Endorsement

of the Honourable Justice Morawetz dated August 31, 2012,

5. Each of the moving parties served their respective Notices of Motion for leave to appeal
the Equity Claims Order on August 16,2012, A copy of the covering emails from BDO Limited,

Ernst & Young LLP and the underwriters named in the class actions are attached as Exhibit "D".

AFFIRMED BEFORE ME at the City of
Toronto, in the Province of Ontario this 10"

S N N N N

day of Septe er/l’/i M s JD
/ ‘ / /%?/\ | Elizabeth Fimio
-
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THIS IS EXHIBIT “A” TO
THE AFFIDAVIT OF ELIZABETH FIMIO

SWORN SEPTEMBER 10, 2012

A Commissioner, etc.
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Court File No, CV-12-9667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE MR, ) THURSDAY, THE 31%
)
JUSTICE MORAWETZ ) DAY OF MAY, 2012

IN THE MATTER OF THE COMPANIES' CREDITORS
ARRANGEMENT ACT, R.S.C. 1985, ¢. C-36, AS AMENDED

f””’ﬁ‘f%g{\\m IN THE MATTER OF A PLAN OF COMPROMISE OR
S

' %’? r 5 B MGEMENT OF SINO-FOREST CORPORATION
\ﬂ‘ A7 ”L’L
I,_‘l?'
& &,
B & ORDER

(Stay Bxtension)

THIS MOTION, made by Sino-Forest Corporation (“SFC") for the relief set out in
SEC's notice of motion dated May 25, 2012 was-heard this day at 330 University Avenue,

Toronto, Ontario,

ON READING the affidavit of W. Judson Martin sworn May 25, 2012 (the "Martin
Affidavil") and the Exhibits thereto and the third report of FTI Consulling Canada Inc, in ils
capacity as monitor (the "Monitor") dated May 25, 2012 (the "Third Report") and on hearing
submissions of counsel for SFC, the Monitor, the board of directors of SFC, the Ad Hoc

Noteholders and those other parties present,
SERVICE

1. THIS COURT ORDERS that the time for the service of the Nolice of Motion, the Third
Report and the Motion Record is hereby abridged so that this Motion is properly returnable today
and horeby dispenses with further service thereof,

2. THIS COURT ORDERS that capitalized terms used herein and not otherwise defined
shall have the meaning given to them in the Martin Affidavit,
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EXTENSION OF THE STAY PERIOD

3. THIS COURT ORDERS that the Stay Period (as defined in the Initial Order) be and is
hereby exlended to September 28, 2012,

FOREIGN PROCEEDINGS

4. THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,
regnlatory or administrative body having jurisdiction in Canada, the United States, Barbados, the
British Virgin Islands, Cayman Islands, Hong Kong, the People's Republic of China or in any
other foreign jurisdiction, to give effect to this Order and to assist the Applicant, the Monitor and
thelr respective agents in carrying out the terms of this Order. All courts, tribunals, regulatory
and administrative bodies are hereby respectfully requested to make such orders and to provide
such assistance to the Applicant and to the Monitor, as an officer of this Court, as may be
necessary or desirable to give effect to this Order, to grant representative status to the Monitor in
any foreign proceeding, or 1o assist the Applicant and the Monitor and their respective agents in

carrying out the {erms of this Order,

5, THIS COURT ORDERS that ¢ach of the Applicant and the Monitor be at liberty and is
hereby authorized and empowered o apply to any court, tribunal, regulatory or administrative
body, wherever Jocated, for the recognition of this Order and for assistance in carrying out the

terms of this Order and any other Order issued in these proceedings.

ENTERED AT 7 INSCRIT A TORONTO
ON /BOOK NO:

LE / DANS LE REGISTRE N%/
MAY 3 1 2012




IN THE MATTER OF THE COMPANIES CREDITORS' ARRANGEMENT ACT, R.S.C. 1985, c. C-36, AS AMENDED AND IN THE
MATTER OF A PLAN OR COMPROMISE OR ARRANGEMENT OF SINO-FOREST CORPORATION
Court File No. CV-12-9667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
{COMMERCIAL LIST)

Proceedings commenced in Toronto

ORDER

BENNETT JONES LLP
One First Canadian Place
Suite 3400, P.O. Box 130
Toromnto, Ontario

Ms5X 1A4

Robert W. Staley (LSUC#27115J)
Kevin Zych (LSUC #33129T)
Derek J. Bell (LSUC #434207)

Raj Sahni (LSUC #42942U)
Jonathan Bell (LSUC #55457F)
Tel: 416-863-1200

| Fax: 416-863-1716

Lawyers for the Applicant
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THIS IS EXHIBIT “B” TO
THE AFFIDAVIT OF ELIZABETH FIMIO

SWORN SEPTEMBER 10, 2012

2

A Commissioner, etc.
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Court File No, CV-12-9667-00CL
ONTARIO

SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE COMPANIES CREDITORS'
ARRANGEMENT ACT, R.8,C, 1985, ¢. C-36, AS AMENDED
AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT IN THE MATTER OF SINO-FOREST
CORPORATION
NOTICE OF MOTION
(Motion Regarding the Status of Shareholder Claims
and Related Indemnity Claims under the CCAA)
The applicant, Sino-Forest Cotporation ("SFC"), will make a motion to the Honourable
Mz, Justice Morawetz of the Commercial List court on Friday, June 15M, 2012 at 10:00 a.m., or

as soon after that time as the motion can be heard, at 330 University Avenue, Toronto, Ontario,
PROPOSED METHOD OF HEARING: The motion is to be heard orally,

THE MOTION IS FOR:

1, An order that the claims against SFC resulting from the ownership, purchase or sale of an
equity interest in SFC, including, without limitation, the claims by or on behalf of currentl
or former shareholders asserted in the proceedings listed in Schedule "A" (collectively,
the "Shareholder Claims") are "equity claims" as defined in section 2 of the Companies’
Creditors Arrangement Acr (the "CCAA"), being claims in respect of monetary losses

resulting from the ownership, purchase or sale of an equity interest, being shares in SFC;




4,

»

An order that any indemnification claims against SFC related to or arising from the
Shareholder Claims, including, without limitation, by or on behalf of any of the other
defendants fo the proceedings listed in Schedule "A" (the "Related Indemnity Claims"),
are "equity claims" under the CCAA, being claims for contribution or indemnity in

respect of a claim that is an equity claim,

A direction that the order is without prejudice to SFC's right to app‘ly. for a similar order
with respect to (1) any claims in the Statement of Claim that are in respect of Securities

other than shares and (ii) any indemnification claims against SFC related thereto; and

Such further and other relief as counsel may request and this Honourable Court deems

just,

THE GROUNDS FOR THE MOTION ARR:

BACKGROUND

On March 30, 2012, this Honourable Court made an Initial Order granting a stay of
proceedings in relation to SFC and its business and property and appointing FTI

Consulting Canada Inc. as the Monitor in the CCAA proceedings;

Also on March 30, 2012, this Honourable Court made the Sale Process Order approving
the sale process prooedures aftached thereto and authorizing and directing SFC, the

Monitor and Houlihan Lokey to carry out the sale process;

At the commencement of these proceedings, SFC advised that it was very important for

these proceedings to be successfully completed as soon as possible in order to, among
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other things, (i) enable the business operated in the People's Republic of China (the
"PRC") to be separated from SFC and put under new ownership; (if) enable the
restructured business to participate in the Q4 sale season in the PRC market, and (iii)
maintain the confidence of stakeholders in the PRC (including local and national
governmental bodies, PRC lenders and other stakeholders) that the business in the PRC
can be successfully separated from SFC and opérate in the ordinary course in the near
future. As summarized by the Monitor in paragraph 21 of its Report dated March 30,
2012, "In symmary, Sino-Forest’s state of affairs is such that it cannot maintain a status

quo for much longer."

To that end, and consistent with the Support Agreement that SFC has negotiated with the
ad hoc committee of noteholders, SFC intends to file a plan of compromise or
arrangement (the "Plan") under the CCAA by no later than August 27, 2012, based on the
deadlines set out in the Support Agreement and the commercial reality that SFC must

complete its restructuring as soon as possible;

Noteholders holding in excess of $1,296,000 and approximately 72% of the total debt of
approximately $1.8 billion of SFC's notcholder debt have executed written support
agreements to support the plan outlined in the announced SFC CCAA plan of March 30,
2012.  Accordingly, there is significant support for SFC to emerge from CCAA to
maximize value for all stakeholders and ensure certainty with the overall business of SFC

and its subsidiaries;

On May 14, 2012, this Honourable Court issued a Claims Procedure Order which

established June 20, 2012 as the Claims Bar Date;
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w4

By Statement of Claim (as defined below), the class action plaintiffs have made
significant Shareholder Claims against SFC and other defendants, and certain of these
defendants have stated in these proceedings that they have significant, related indemnity
claims against SFC in respect of the Shareholder Claims made against them, and have not

confirmed that these claims are not "equity claims";

In light of the need to complete these restructuring proceedings as soon as possible, and
with a view to having a meeting of creditors in Avgust, 2012, it is necessary to have the
legal status of these Shareholder Claims against SFC and Related Indemnity Claims
confirmed as "equity claims" as soon as possible in order to ensure that the CCAA
proceedings advance in an efficient and effective manner so as to best ensure the business

and operations of SFC are protected under the current circumstances;
SHAREHOLDER CLAIMS

By Fresh as Amended Statement of Claim dated April 26, 2012 (the "Statement of
Claim"), the Trustees of the Labourers' Pension Fund of Central and Eastern Canada, the
Trustess of the International Union of Operating Engineers Local 793 Pension Plan for
Operating Engineers in Ontario, Sjunde Ap-Fonden, David Grant and Robert Wong have
asserted various claims against SFC, certain of its current and former officers and
directors, Ernst & Young LLP ("E&Y"), BDO Limited ("BDO"), and SFC's underwriters

(collectively, the "Underwriters");

The Statement of Claim purports to advance claims on behalf oft (i) all persons "wha

purchased [SFC's] Securities in the secondary market from March 19, 2007 to and

including June 2, 2011"; and (ii) all persons who purchased SFC shares and notes in
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11,

12,

13,

14,

15,

-5.

various offerings from 2009 to 2010, The term "Securities” used in the Statement of

Claim refers to SFC shares and SFC notes;

The Statement of Claim seeks damages in the amount of approximately $9.2 billion

. against SFC and the other defendants; |

The Statement of Claim states on several occasions that the damages suffered relate to
purchasing Securities "at inflated prices during the Class Period" and that absent the
alleged misconduct, sales of such Securities "would have ocourred at prices that reflected
the true value" of the Securities. It is further alleged that "the price of Sino's securities
was directly affected during the Class Period by the issuance of the Impugned

Documents";

Similar Shareholder class -actions have also been commenced in other jurisdictions in
Canada and the United States, asserting the same or substantially similar allegations with

tespect to SFC shares;

As such, the Shareholder Claims in these actions are "equity claims" as defined in the
CCAA, being claims asserting a monetary loss from the ownership, purchase or sale of an

equity interest in a debtor, SFC,;
RELATED INDEMNITY CLAIMS

In connection with the Statement of Claim, E&Y has asserted that it has contractual
claims of indemnification against SFC in respect of the claims against it for all relevant

years in respect of its annual audits, the prospectuses and the note offerings, It has stated
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16,

17.

18,

19,

20,

e

that it has "statutory and common law claims of contribution and/or indemnity against

Sine-Forest and its subsidiaries for all relevant years";

In connection with the Statement of Claim, BDO has asserted that it has claims of
indemnification against SFC, including contractual rights of indemnity in respect of the
claims against it in the Statement of Claim in each of the engagement letters signed in

relation to BDO's audit reports;

In connection with the Statement of Claim, the Underwriters have asserted that certain
agreements with SFC and certain of its subsidiaries contain indemnity provisions in
connection Wit "an array of matters that could arise from the Offerings" and that these
provisions are applicable to support claims for indemmnification in respect of the claims

against the Underwriters in the Statement of Claim;

The foregoing are only examples of the indemmification claims which have been

advanced to date by certain parties;

As the Related Indemnity Claims are claims for contribution or indemnity in respect of
the Shareholder Claims, the Related Indemnification Claims are "equity claims" under

section 2 of the CCAA;
MISCELLANEOQUS

It is just and convenient and in the interests of all creditors and interested parties, and this

restructuring proceeding overall, that the order sought herein be granted;
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22,

23,

24,

25,

e

The making of the ordet sought will assist the Company to proceed with its restructuring

in an efficient and effective manner;

The making of the order sought will assist in the efficient administration of the CCAA

proceedings and with matters related to the CCAA plan;
The ad hoc committee of noteholders support the motion;

The provisions of the CCAA and the inherent and equitable jurisdiction of this

Honourable Court; and

Such further and other grounds as counsel may advise and this Honourable Court may

permit,

THE FOLLOWING DOCUMENTARY EVIDENCE will be used at the hearing of the

motion:

1, the affidavit of Elizabeth Fimio swomm June 8, 2012;

2. the Motion Records and Factums filed by E&Y, BDO and the Underwriters in connection
with the May 8, 2012 scope of stay motion in this proceeding; and

3 such further or other material as counsel may advise and this Honourable Court deems

just,
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June 8, 2012

TO: THE SERVICE LIST

-8 .

BENNETT JONES LLP
One First Canadian Place
Suite 3400, P.O, Box 130
Toronto, Ontario

MS5X 1A4

Robert W, Staley (LSUC #27115))
Kevin Zych (LSUC #33129T)
Derek J. Bell (LSUC #434207)
Raj Sahni (LSUC #42942U)
Jonathan Bell (LSUC #55457P)
Tel: 416-863-1200

Fax: 416-863-1716

Lawyers for the Applicant
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SCHEDULE A

. Trustees of the Labourers' Pension Fund of Central and Eastern Canada et al. v. Sino-
Forest Corporation et al, (Ontario Supetior Court of Justice, Court File No, CV-11~
431153-00CP)

. Guining Liu v. Sino-Forest Corporation et al. (Quebec Superior Court, Court File No:
200-06~000132-111)

. Allan Haigh v. Sino-Forest Corporation et al. (Saskatchewan Court of Queen's Bench,
Court File No, 2288 of 2011)

. David Leapard et al. v. Allen T.Y, Chan et al, (District Court of the Southern District of
New York, Court File No, 650258/2012)
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IN THE MATTER OF THE COMPANIES CREDITORS' ARRANGEMENT ACT, R.S.C. 1985, ¢. C-36, AS AMENDED AND

IN THE MATTER OF SINO-FOREST CORPORATION.
__Court File No. CV-12-9667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

Proceedings commenced in Toronto

NOTICE OF MOTION
{Motion Re the Statas of Shareholder
Claimis and Related Indeinnity Claims

under the CCAA)

BENNETT JONES LLP
One First Canadian Place
Suite 3400, P.O. Box 130
Toronto, Ontario M5X 1A4

Robert W. Staley (ILSUC #271157)
Kevin Zych (LSUC #33129T)
Derek J. Bell (LSUC #434207)
Raj Sahni (LSUC #429420)
Jonathan Bell (LSUC #55457P)
Tel: 416-863-1200

Fax: 416-863-1716.

Lawyers for the Applicant
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THIS IS EXHIBIT “C” TO
THE AFFIDAVIT OF ELIZABETH FIMIO
SWORN SEPTEMBER 10, 2012

A Commissioner, etc.
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/ ERFH T 0, Court File No. CV-12-9667-00CL

[y

ONTARIO
SUPERIOR COURT OF JUSTICE
, COMMERCIAL LIST e
\ f , 3’/
«Fi;}sr}«H@NO URABLE MR, )
)
JUSTICE MORAWETZ )

IN THE MATTER OF THE COMPANIES' CREDITORS
ARRANGEMENT ACT, R.8.C, 1985, ¢, C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF SINO-FOREST CORPORATION

PLAN FILING AND MEETING ORDER

THIS MOTION, made by Sino-Forest Corporation (the “Applicant” or “SFC”) for an
order, infer alia, (a) accepting the filing of the Plan, (b) authorizing the classification of creditors
for purposes of voting on the Plan, (c) authorizing and directing the Applicant to call, hold and
conduct a meeting of Affected Creditors to consider and vote on a resolution to approve the Plan,
(d) authorizing and directing the mailing and distribution of the Meeling Materials, (e) approving
the procedures to be followed with respect to the meeting of Affected Creditors, (f) sefting a date
for the hearing of the Applicant’s motion for Court approval of the Plan and (g) amending the
Claims Procedure Order to call for monetary Claims of the Ontario Securities Cormmission, was

heard this day at 330 University Avenue, Toronto, Ontario.

ON READING the Applicant’s Notice of Motjon, the affidavit of W. Judson Martin
sworn on August 14, 2012, the affidavit of Audra Hawkins sworn on August 15, 2012, the
affidavit of Blizabeth Fimio swom on August 27, 2012 and the Seventh Report of FTI
Consulting Canada Ine. (the ““Monitor™) dated August 17, 2012 (the *Monitor's Seventh
Report™), and on hearing the submissions of counsel for the Monjtor, no one appearing for the
other parties served with the Applicant’s Motion Record, although duly seryed as appears from

the affidavit of service, filed;



e

AND FURTHER TO the endorsement of this Honourable Court made August 31, 2042

(the “Endorsement™):
SERVICE

1, THIS COURT ORDERS that the time for service of the Notice of Motion, the
Applicant’s Motion Record and the Monitor's Seventh Report is hereby abridged and validated
such that this Motion is properly refurnable today and service upon any interested party other

than those parties served is hereby dispensed with.
MONITOR’S ROLE

2. THIS COURT ORDERS that the Monijtor, in addition to its prescribed rights and
obligations under (i) the CCAA, (ii) the Initial Order, (iii} the Order of this Court dated April 20,
2012 expanding the powers of the Monitor and (iv) the Claiins Procedure Order, is hereby
directed and empowered 10 take such other actions and fulfill such other roles as are authorized

by this Meeting Order,

3. THIS COURT ORDERS that: (i) in carrying out the terms of this Meeting Order, the

Monitor shal) have all the protections given 1o it by the CCAA, the Initial Order, the Order of

this Court dated April 20, 2012 expanding the powers of the Monitor, or as an officer of the
Court, including the stay of proceedings in its favour; (ii) the Monitor shall incur no liability or
obligation as a result of carrying out the provisions of this Meeting Order, save and except for
any gross negligence or wilful misconduct on its part; (iit) the Monitor shall be entitled (o rely on
(he books and records of the Applicant and any information provided by the Applicant without
independent investigation; and (iv) the Monitor shall not be liable for any claims or damages

resulling from any errors or ormissions in such books, vecords or information,

4, THIS COURT ORDERS that the Monifor and the Applicant, with the consent of the
Monitor, are hereby authorized to relain such agents as they deem to be advisable to assist them
in connection with calling and conducting the Meeting, including with respect to the distribution
of Meeting Materials, the identification of the applicable Ordinary Affected Creditors and

Noteholders, and the solicitation of proxies from Persons entitled to vote at the Meeting,
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DEFINITIONS

5. THIS COURT ORDERS that any capitalized terms used herein but not otherwise defined

herein have the meanings ascribed thereto in the Plan.

6. THIS COURT ORDERS that for the purposes of this Meeting Order, in additjon fo the
terms defined elsewhere in this Meeting Order or in the Plan, the following terms shall have the

following meanings:

(a)

(b)

(©)

(d)

(e)

(0

(8)

“A ffected Creditor” means a Person with an Affected Creditor Claim, but only

with respect to and to the extent of such Affected Creditor Claim;

“Affected Creditor Claim” means any Ordinary Affected Creditor Claim or
Noteholder Claim;

“Beneficial Noteholder” means a beneficial owner of any Noles as at the Voling
Record Date (or, if applicable, an invesiment advisor, manager or representative
with voling discretion over the Notes owned by such beneficial owners),
regardless of whether such beneficial owner is a Registered Noteholder -or an

Unregistered Noteholder;
“DTC” means The Depository Trust Company, or any successor thereof}

“BEquity Claim” means a Claim that meets the definition of “equity elaim” in
section 2(1) of the CCAA and, for greater certainly, includes any claim that has

been determined to be an Equity Claim by the Courd in these proceedings;

“Equity Claimant™ means any Person having an Equity Claim, but only with

respect to and (o the extent of such Equity Claim;

“Bquity Claims Order” means the Order of this Court dated July 27, 2012, in
respect of Shareholder Claims and Related Indemnity Claims against SFC, as

such terms are defined therein;
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(o)
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“Information Circular” means the information circular in respect of the Plan and
the Meeting substantially in the form filed by the Applicant prior to the date

hereof, as the same may be amended, supplemented or restated from time {o time;

“Instructions fo Ordinary Affected Creditors” means the instructions

substantially in the form altached as Schedule “C™ hereto;

“Imstructions to Participant Holders” means the instructions substantially in the

form attached as Schedule “B* hereto;

“Instructions to Registered Noteholders” means the instruclions substantially in

the form attached as Schedule D herelo;

“Instructious to Unregistered Noteholders” means the insiructions substantially

in the form atlached as Schedule “E” hereto;

“Mailing Date” means the dale to be selecled by the Monitor (in consultation
with the Applicant and counsel to the Initial Consenting Noteholders) on which
the Monitor shall make the mailings conterplated by paragraphs 18 and 20 of this
Meeting Ovder, which date shall be within twenty (20) days of the date of his
Meeting Order (unless extended with the consent of the Applicant and counsel to

the Initial Consenting Noteholders);

“Meeting” means the meeting of Affected Creditors, and any extension or
adjournment thereof, that is called and conducted in accordance with this Meeting

Order for the purpose of considering and voting on the Plang

“Meeting Date” means the date and time for the Meeting to be selected by the
Monitor {in consultation with the Applicant and counsel to the Initial Consenting
Noteholders), which date shall be within thirly (30) days of the Mailing Date
(unless extended with the consent of the Applicant and counsel to the Initial

Consenting Noteholders);

“Meeting Materials” means (he Noteholder Meeting Materials and the Ordinary
Affected Creditor Meeting Materials;
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(r)

(s)

(t)

(w)

(v)

(W)
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“Meeting Order” means this Order, as it may be amended by any further Order
of the Court;

“Noteholder Claim” imeans any Claim by a Beneficial Noteholder (or a Trustee
or other representative on such Beneficial Noteholder's behalf) in respect of or in
relation (o Notes, including all principal, Accrued Interest and any amounts

payable pursuant to the Notes or the Note Indentures;

“Noteholder” means, as at the Voling Record Date, any Registered Noteholder,
Unregistered Notcholder, Paticipant Holder or Beneficial Noteholder, as the
context requires, in such capacity;

“Noteholder Meeting Materials” means copics of?

) the Notice to Affected Creditors;

(i) the Play;

(i)  the Information Circular;

(iv)  the Meeting Order and Endorsement;

(v)  ablank form of the Noteholders’ Proxy;

(vi)  the Instructions to Registered Noleholders; and

(vii)  the Instructions to Unregistered Noteholders;

“Notcholders® Proxy” means a proxy substantially in the form of Schedule “F”,

to be submitted to the Monitor by any Beneficial Noteholder that wishes to vote

by proxy at the Meeting;

“Notes” means, collectively, the 2013 Noftes, the 2014 Notes, the 2016 Notes and
the 2017 Notes;

“Notice to Affected Creditors” means the notice to Affected Creditors

substantially in the form atfached as Schedule “A* hereto;



(x)

)

(z)

(an)

(bb)

-6~

“Ordinary Affected Creditor” means a Person with an Ordinary Affected

Creditor Claim;

“Ordinary Affected Creditor Claim” means a Claim that is not; an Unaffected
Claim; a Noleholder Claim; an Equity Claim; a Subsidiary Intercompany Claim; a
Noteholder Class Action Claim; or a Class Action Indeninity Claim (other than a
Class Action Indemnity Claim by any of the Third Party Defendants in respect of
the Indemnified Noteholder Class Action Claims);

“Ordinary Affected Creditor Mecting Materials™ means copies of:

() the Notice to Affected Creditors;

()  the Plan;

(iit)  the Information Circular;

(iv)  the Meeting Order and Endorsement;

(v)  ablank form of the Qrdinaty Affected Creditors’ Proxy; and

(vi)  the Instructions to Ordinary Affected Creditors;

“Ordinary Affected Creditors’ Proxy” means a proxy substantially in the form

attached as Schedule “G" herelo, o be submifted to the Monitor by any Ordinary
Affected Creditor who wishes o vote by proxy al the Meeting;

“Participant Holder” means a Person whose name appears on any of the
Participant Holders Lisls as at the Voting Record Date but who is not a Beneficial

Noteholder;

“Participant Holders Lists” means the lists of DTC participant holders of Notes
as at the Voting Record Date to be provided to the Monitor by DTC or any similar
depository or trust company with respect to each series of Notes in accordance

with paragraph 23 of this Meeting Order;

“Plan” means the plan of compromise and reorganization proposed by the
Applicant as described in the Martin Affidavit and attached as Exhibit “B” to the
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affidavit of Elizabeth Fimio, as such plan of compromise and reorganization may

be amended from time 1o time in accordance with its terms;

“Plan Supplement” means the supplement(s) to the Plan, which shall contain
draft copies of the Lifigation Trust Agreement, relevant documents concerning
Newco (including the terms of the Newco Shares and the Newco Notes) and such
other documents as the Applicant and the Monitor may consider appropriate -or

necessary for purposes of the Meeting and voling on the Plan;

“Proof of Claim™ means the “Proof of Claim” referred {o in the Claims Procedure

Order, substantially in the form attached to the Claims Procedure Order;

“Registered Noteholder” means a Noteholder who is the legal owner or holder
of one or more Notes and whose name appears on any Registered Noteholder

List;

“Registered Noteholder List” means each list of Registered Notcholders as at
the Voting Record Date provided by the Trustees to the Monitor in accordance

with paragraph 21 of this Meeling Order;

“Required Majority” means a majority in number of Affected Creditors with
Voting Claims, and two-thirds in value of the Voting Claims held by such
Affected Creditors, in each case who vote (in person or by proxy) on the Plan at

the Meeting;

“Sanction Hearing Datfe” means the date to be selected by the Monitor for the
Sanction Hearing (in consultation with the Applicant and counsel (o the Initial
Consenting Noteholders), which date shall be within seven (7) days of the
Meeting Date (or such other date on or after the Meeting Date as may be set by
the Monitor or the Court);

“Shareholder Claims” has the meaning ascribed thereto in the endorsement of

this Court dated July 27, 2012 in these proceedings;
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an “Unregistered Noteholder” means a Noteholder whose name does not appear on

any Registered Noteholder List;

(mm) “Unresolved Claim” means an Affected Credilor Claim in respect of which a
Proof of Claim has been filed in a proper and timely manner in accordance with
the Claims Procedure Order but that, as at any applicable time, has not been (i)

determined to be a Voting Claim or (ii) finally disallowed,;

(nn)  “Voting Claim” means an Affecled Credifor Claim to the extent that such
Affected Creditor Claim has been accepted by the Monitor solely for purpose of
voting on the Plan (which acceptance for the purpose of voting shall have no
effect on whether such Claim js a Proven Claim for purposes of the Plan), in each
case in. accordance with the provisions of the Claims Procedure Order or any

other Order, as applicable;
(00) “Voting Record Date” means the date of this Meeting Order; and

(pp)  “Website” means the website maintained by the Monitor in respect of the CCAA

proceedings pursuant to the Initia] Order at -the following web address: -

http://cfeanada.fticonsulting.com/sfe/,

7. THIS COURT ORDERS that all references to time herein shall mean Jocal time in
Toronto, Ontario, Canada, and any reference to an event occurring on a Business Day shall mean

priot to 5:00 P.M. on such Business Day unless otherwise indicated herein,

8. THIS COURT ORDERS that all references to the word “including” shall mean

“including without limitation®.

9. THIS COURT ORDERS that, unless the context otherwise requires, words importing the
singular shall include the plural and vice versa, and words importing any gender shall include all

genders,
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THE PLAN

10, THIS COURT ORDERS that the Plan is hereby accepted for filing, and the Applicant js
hereby authorized and directed to call and hold a meeling of Affected Creditors to vote on {he

Plan in the manner set forth herein,

It.  THIS COURT ORDERS that the Applicant may, al any lime and from time to time prior
to or at the Meet{ng, amend, restate, modify and/or supplement the Plan, subject fo the terms of
the Plan, provided that: (i) the Monitor, the Applicant or the Chair shall communicate the details
of any such amendments, restatements, modifications and/or supplements to Affected Creditors
present at the Meeling prior to any vole being taken at the Meeting; (i) the Applicant shall
forthwith provide notice to the service list of any such amendments, restatements, modifications
and/or supplements and shall file a copy thereof with this Court forthwith and in any event prioy
to the Sanction Hearing; and (iii) the Monitor shall post an elecironic copy of any such
amendments, restatements, modifications and/or supplements on the Website forthwith and in

any event prior to the Sanction Hearing,

2. THIS COURT ORDERS that the Applicant shall serve and file the Plan Supplement, and
the Monitor shall post the Plan Supplement on the Website, no Jater than seven (7) days prior o
the Meeting. Thereafter, the Applicant may, at any {ime and from time to time prior to or at the
Meeting, amend, restate, modify and/or supplement the Plan Supplement, subject to the terms of
the Plan, provided that: (i) the Moniior, the Applicant or the Chair shall communicate the details
of any such amendments, restalements, modifications and/or supplements to Affecled Creditors
present al the Meeting prior {0 any vote being taken at the Meeting; (ii) the Applicant shall
forthwith provide notice 1o the service list of any such amendments, resiatements, modifications
and/or supplements and shall file a copy thereof with this Court forthwith and in any event prior
to the Sanclion Hearing; and (ifj) the Monitor shall post an elecironic copy of any such
amendments, restatements, modifications and/or supplements on the Website forthwith and in

any event prior to the Sanction Hearing,.
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FORMS OF DOCUMENTS

13.  THIS COURT ORDERS that the forms of Information Circular, Notice {o Affected
Creditors, Ordinary Affected Creditors’ Proxy, Noteholders’ Proxy, Instructions to  Ordinary
Affected Creditors, Instructions to Registered Noteholders, Instructions to Unregistered
Noteholders and Instructions to Participant Holders are hereby approved. The Applicant, with
the consent of the Monitor, may (x) make any changes to such materials as are necessary or
desirable to conform the content thereof lo the terms of the Plan or this Mesting Order, and (y) at
any time and from time to time prior (o or at the Meeting, amend, restate, modify and/or
supplement any of such materials, subject to the terms of the Plan, provided that: (1) the Monitor,
the Applicant or the Chaiv shall communicate the details of any such amendments, restatemers,
modifications and/or supplements to Affected Creditors present at the Meeting prior fo any vote
being taken af the Meeting; (ii) the Applicant shall forthwith provide notice to the service list of
any such amendments, restatements, modifications and/or supplements and shall file a copy
thereof with this Court forthwith and in any event prior to the Sanction Hearing; and (iii) 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,
VOTING BY CREDITORS

14, THIS COURT ORDERS that, the Affected Creditors shall constjtute a single class, the

“Affected Creditors Class”, for the purposes of considering and voting on the Plan.
15, [Intentionally deleted]

16, [Intentionally deleted]

NOTICE TO ORDINARY AFFECTED CREDITORS

17, THIS COURT ORDERS that the Monitor shall, no later than three (3) Business Days
following the date of this Meeting Order, post an electronic copy of the Nofice 1o Affected
Creditors, the Plan and the Information Circular (in the form provided by the Applicant as at the
date of this Meeting Order) on the Website.
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18, THIS COURT ORDERS that the Monitor shall, on the Mailing Date, deliver the
Ovdinary Affected Creditor Meeting Materials by covrier, personal delivery or email to each
Ordinary Affected Creditor with a Voting Claim and/or an Unresolved Claim at the address set
out in such Ordinary Affected Creditor’s Proof of Claim (or in any other written notice that has
been received by the Monitor in advance of such date regarding a change of address for an
Ordinary Affected Creditor),

NOTICE TO NOTEHOLDERS

19, THIS COURT ORDERS that, no later than three (3) Business Days following the date of
this Meeting Order, the Monitor shall post an electronic copy of the Notice to Affected Creditors,
the Plan and the Information Circular (in the form provided by the Applicant as at the date of this

Meeting Order)on the Website.

20,  THIS COURT ORDERS that the Monitor shall, on the Mailing Date, deliver the

Noteholder Meeting Materials by courier, personal delivery or email to the Trustees and DTC.

21, THIS COURT ORDERS that, no later than four (4) Business Days following the date of
this Meeting Order, each of the Trustees shall provide to the Applicant and the Monitor a
Registered Nofeholder List for each series of Notes in respect of which such Trustee acts as
trustee, each of which Registered Noteholder Lists shall list the Registered Noteholders of the
applicable series of Notes as at the Voling Record Date and their respective addresses, slephone

numbers, fax numbers and email addresses, to the extent available.

22, THIS COURT ORDERS that, on the later of (i) the Mailing Date and (ii) the date upon
which the Monitor receives a Registered Noteholder List from any Trustee as provided for in
paragraph 21, the Monitor shall send the Noteholder Meeting Materials o each Person listed on

the Registered Noteholder List.

23, THIS COURT ORDERS that: (i) no Jater than four (4) Business Days following the date
of this Meeting Order, DTC shall provide to the Applicant and the Monitor a Participant Holders
List in respect of the Notes; and (ii) as soon as practicable following the date of this Meeling
Order and in any event within four (4) Business Days of receiving notice from the Monitor of

this Meeting Order, any other Registered Noteholder (if any) who holds Notes on behalf of one
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or more Participant Holders shall provide to the Applicant and the Monjtor a Participant Holders
List in respect of the Notes, In each case the Participant Holder List so provided shall list the
Participant Holders as at the Voling Record Date and their respeclive addresses and telephone

numbers, fax numbers and email addresses, to the extent available,

24, THIS COURT ORDERS that, upon receipt by the Monitor of the Participant Holders
Lists, the Monitor shall contact each Participant Holder listed thereon to determine the number of
copies of the Noteholder Meeting Materials such Participant Holder requires in order to provide
one copy of the Noteholder Meeling Materials 1o each of its customers or principals who are
Unregistered Noteholders as at the Voting Record Date, and each Participant Holder shall
provide the Monitor with a response as {0 the number of copies of the Noteholder Meeting

Materials required within two (2) Business Days of being so contacted by the Monitor.

25, THIS COURT ORDERS that on the later of (i) the Mailing Date, and (ii) the date upon
which the Monitor receives the information referred to in paragraph 24, the Monitor shall
deliver by courier, personal delivery or email to such Participant Helder a copy of the
Instructions to Pacticipant Holders together wilh that number of copies of the Noteholder
Meeting Materials required by such Participant Holder for distribution to the Unregistered

Noteholders that are its customers or principals.

26,  THIS COURT ORDERS that, within five (5) Business Days of any Participant Holder's
receipt of the Noteholder Meeting Materials from the Monitor pursuant to paragraph 25, such
Participant Holder shall: (i) complete and sign the applicable section .of the Noteholders' Proxy
relating to Participant Holders for each Unregistered Noteholder that has an account (directly or
throngh an agent or custodian) with such Participant Holder; and (ii) deliver by courier or
personal delivery to each such Unregistered Noteholder the Noteholders® Proxy as so completed
and signed together with one copy of the Noteholder Meeting Materials. Each Participant
Holder shall take any other action reasonably required to enable any Unregistered Noteholder
that has an account (directly or through an agent or custodian) with such Participant Holder to
provide a Noteholders® Proxy to the Monitor with respect to the Notes owned by or held for the

benefit of such Unregistered Noteholder.
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27. THIS COURT ORDERS that where: (1) a Participant Holder or its agent has a standard
practice for distribution of meeting materials fo Unregistered Noteholders and for the gathering
of information and proxies or voting instructions from Unregistered Noteholders; (if) the
Participant Holder has discussed such standard practice in advance with the Applicant, the
Monitor and counsel to the Initial Consenting Noteholders; and (iii) such standard practice is
acceptable to the Applicant, the Monitor and counsel to the Initial Consenting Noteholders, such
Participant Holder or its agent may, in lieu of following the procedure setl out in paragraph 26
above, follow such standard practice provided that all applicable proxies or voting instructions
are received by the Monitor no later than 5:00 P.M. on the third Business Day before the
Meeting,

NOTICE, SERVICE AND DELIVERY

28, THIS COURT ORDERS that the Monilor’s fulfillment of the notice, delivery and
Website posting requirements set out in this Meeting Order shall constitute good and sufficient
notice, service and delivery thereof on all Persons who may be entitled to recejve notice, service
or delivery thereol or who may wish to be present or vote (in person or by proxy) at the Meeting,
and that no other form of notice, service or delivery need be given or made on such Persons and

no other document or material need be served on such Persons.
CONDUCT OF MEETING AND DELIVERY OF PROXIES

29, THIS COURT ORDERS that the Applicant js hereby authorized and directed to call the
Meeting and to hold and conduct the Meeting on the Meeling Date at the offices of Bennett
Jones LLP, 3400 One First Canadian Place, Toronto, Onfario, for the purpose of seeking
approval of the Plan by the Affected Creditors with Voting Claims at the Meeting in the manner
set forth herein, In the event that the Meeting Date s extended after the Mailing Date, the
Monitor shatl post notice of the extension of the Meeting Date on the Website and provide nofice

of the extension of the Meeting Date to the service list,

30, THIS COURT ORDERS that Greg Watson or another representative of the Monitor,
designated by the Monitor, shall preside as the chair of the Meeting (the “Chair’) and, subject to
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this Meeting Order or any further Order of the Courl, shall decide all matters relating to the

conduct of the Meeting.

31, THIS COURT ORDERS that the Monitor may appoint scrutineers for the supervision
and tabulation of the attendance at, quorum at and votes cast at the Meeting (the “Serutineers”),

A person designated by the Monitor shall acl as secretary of the Meeting (the “Secretary™).

32, THIS COURT ORDERS that the quorum required at the Meeting shall be one Affected

Creditor with a Voting Claim present at the Meeting (in person or by proxy).

33, THIS COURT ORDERS that if the requisite quorum is not present at the Meeting, or if
the Meeting is postponed by the vole of a majority in value of Voting Claims of the Affected
Creditors present at the Meeting (in person or by proxy), then the Meeting shall be adjourned by
the. Chair {o a later date, time and place as designated by the Chair, The Chair shall be entitled to
adjourn and further adjourn the Meeting at the Meeting or at any adjourned Meeting. Any
adjournment or adjournments described in this paragraph 33 shall be for a period of not more
than thirty (30) days in tolal unless otherwise agreed to by the Applicant, the Monijtor and
counsel 10 the Initial Consenting Noteholders. In the event of any adjournment deseribed in this
paragraph 33, no Person shall be required lo deliver any notice of the adjournment of the
Meeting or adjourned Meeting, provided that the Monitor shall: (i) announce the adjournrment at
the Meeting or adjourned Meeting, as applicable; (i) post notice of the adjournment at the
originally designated time and location of the Meeting or adjourned Meeting, as applicable; (iii)
forthwith post notice of the adjournment on the Website; and (iv) provide notice of the
adfournment to the service list forthwith. Any Ordinary Affected Creditor Proxies and
Noteholder Proxies validly delivered in connection with the Meeting shall be accepted as proxies

in respect of any adjourned Meeling.

34, THIS COURT ORDERS that the only Persons entitled {0 attend and speak at the Meeting
are: (i) the Affected Creditors entitled to vote at the Meeling (or, if applicable, any Person
holding a valid Ordinary Creditors’ Proxy or Noteholders' Proxy on behalf of one or more such
Affected Credifors) and any such Affected Creditor’s or valid proxyholder’s legal counsel and
financial advisors; (ji) the Chair, the Scrutineers and the Secretary; (iii) one or more

representatives of the Monitor and the Monitor’s legal counsel; (iv) one or more represeniatives
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of the current board of directors andfor senior management of Applicant, as selected by the
Applicant, and the Applicant’s legal counsel and financial advisors; (v) counsel to the Directors
and Officers; ‘(vi) one or more tepresentatives of the Initial Consenting Noteholders and the
Initial Consenting Noteholders’ legal counsel and financial advisors; and (vii) the Trustees and

their respective legal counsel. Any other person may be admitted to the Meeting on invitation of

the Chai,

15, THIS COURT ORDERS that the Monitor may, with the consent of the Applicant, waive
in writing the time limits imposed on Affecled Creditors as set out in this Meeting Order
(including the schedules hereto), generally or in individual circumstances, if the Monitor deems

it advisable 1o do so.
ASSIGNMENT OF AFFECTED CLAIMS PRIOR TO THE MEETING

36,  THIS COURT ORDERS that, subject to any restrictions contained in Applicable Laws,
an Ordinary Affected Creditor may (ransfer ot assign the whole of its Ordinary Affected Creditor
Claim prior to the Meeting (or any adjournment thereof), provided that neither the Applicant nor
the Monitor shall be obliged lo deal with any transferee or assignee thereof as an Ordinary
Affected Creditor in respect of such Ordinayy Affected Creditor Claim, including allowing such
fransferee or assignee 1o allend or vote at the Meeting, unless and unfil actual notice of the
transfer or assignment, together with satisfactory evidence of such transfer or assignment, has
been received and acknowledged by the Applicant and the Monitor, which receipt and
acknowledgment must have oceurred on or before § p.m. (Toronto time) on the date that is seven
(7) days prior 1o the date of the Meeting (or any adjoutnment thereof), failing which the original
{ransferor shall have all applicable rights as the “Ordinary Affected Creditor™ with respect to
such Ordinary Affected Creditor Claim as if no transfer of the Ordinary Affecled Creditor Claim
had occurred, If such receipt and acknowledgment by the Applicant and the Monitor have
occurred on or before 5 p.m. (Toronlo time) on the date that is seven (7) days prior 1o the date of
the Meeting (or.any adjournment thereof): (i) the transferor of the applicable Ordinary Affected
Creditor Claim shall no longer constilute an Ordinary Affected Creditor in respect of such
Ordinary Affected Creditor Claim; and (ii) the transferee or assignee of the applicable Ordinary

Affected Creditor Claim shall, for all purposes in accordance with this Meeting Order, constitute
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an Ordinary Affected Creditor in respect of such Ordinary Affected Creditor Claim and shall be
bound by any and all notices previously given to the (ransferor or assignor in respect thereof and
shall be bound by any Ordinary Credijtors’ Proxy duly submitled to the Monitor in accordance
with this Meeting Order. For greater certainty, the Applicant and the Monitor shall not recognize

parlial transfers or assignments of Ordinary Affected Creditor Claims,

37,  THIS COURT ORDERS that only those Beneficial Noteholders that have beneficial
ownership of one or more Notes as at the Voling Record Date shall be entitled to vote at the
Meeting (whether jn person or by proxy). Nothing in this Meeting Order restricts the Beneficial
Noteholders from transferring or assigning such Notes prior to or after the Voling Record Dale,
provided that if such transfer or assignment occurs after the Voting Record Date, only the
original Beneficial Noteholder of such Nofes as at the Voting Record Date (and not any
transleree) shall be treated as a Beneficial Noteholder for purposes of this Meeting Order and the

Meeting.
VOTING PROCEDURE

38, THIS COURT ORDERS fhat at the Meeting, the Chair shall direct a vole, by written

ballot, on a resolution to approve the Plan and any amendments thereto.

39.  THIS COURT ORDERS that, subject to paragraph 49, the only Persons entitled to vote at
the Meeting (whether in person or by proxy) are: (i) Beneficial Noteholders with Voting Claims
that have beneficial ownership of one or more Notes ag at the Voting Record Date (or any such
Beneficial Noteholder’s validly appointed holder of its Noteholders® Proxy); and (i) Ordinary
Affected Creditors with Voting Claims as at the Voting Record Date (which, for greater
certainty, includes any transferee of an Ordinary Affected Creditor-Claim that is a Voting Claim,
provided that such lransferee has been recognized as an Ordinary Affected Creditor in respect of
such transferred Ordinary Affected Credifor Claim in accordance with paragraph 36) (or any
such Ordinary Affected Credilor’s validly appointed holder of its Ordinary Affected Creditors’
Proxy).
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40,  THIS COURT ORDERS that each Ordinary A ffected Creditor with a Voting Claim shall
be entitled to one vote as a member of the Affected Creditors Class, which vote shall have a

value equal 1o the dollar value of such Ordinary Affected Creditor’s Voting Claim,

41, THIS COURT ORDERS that each Beneficial Noteholder with a Voting Claim shall be
entitled to one vole as a member of the Affected Creditors’ Class, which vote shall have a value
equal 1o the principal and Accrued Interest owing under the Notes owned by such Beneficial
Noteholder as at the Voting Record Date. For greater certainty, with respect to voting by
Beneficial Noteholders, only (he Beneficial Noteholders, and not Registered Noteholders or
Participant Holders (unless any such Registered Noteholder or Participant Noteholder is itself a
Beneficial Noteholder), shall be entitled to vole on the Plan as provided for in this Meeting

Order,

42, THIS COURT ORDERS that for the purpose of calculating the two-thirds majority in
valug of Voling Claims, the aggregate amount of Voting Claims held by all Affected Creditors
that vote in favour of the Plar (in person or by proxy) shall be divided by the aggregale amount
of all Vofing Claims held by all Affected Crediiors that vote on the Plan (in person or by proxy).
For the purpose of calculating a majority in number of Affected Creditors voting on the Plan, (i)
each Ordinary Affected Creditor that votes on the Plan (in petson or by proxy) shall only be

counted once, without duplication; and (ii) each individual Beneficial Noteholder that votes on

the Plan (in person or by proxy) shall only be counted once, without duplication, even if that

Beneficial Noteholder holds Notes through more than one Registered Noteholder or Participant
Holder,

43, THIS COURT ORDERS that, for purposes of tabulating the votes cast on any matter that
may come before the Meeting, the Chair shall be entitled to rely an any vole cast by a holder of
an Ordinary Affected Creditors’ Proxy and/or a Noteholders® Proxy thal has been duly submitted

to the Monitor in the mamner set forth in this Meeting Order.

44.  THIS COURT ORDERS that any Ordinary Affected Creditor or Beneficial Notcholder
that is entitled (o vote al the Meeting and that wishes to vote at the Meeling in person must: (i)
duly complete and sign an Ordinary Creditors’ Proxy or a Noteholders’ Proxy, as applicable; (i)

identify itself in the Ordinary Creditors’ Proxy or a Noteholders® Proxy, as applicable, as the
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Person with the power lo attend and vote at the Meeting on behalf of such Ordinary Affected
Creditor or Beneficial Noteholder, as the case may be; and (iii) deliver such Ordinary Affected
Credilors® Proxy or Noteholders' Proxy, as the case may be, to the Monitor so that it is received
on or before 5:00 p.m. on the third Business Day before the Meeting (or any adjoumment
thereof), and such delivery must be made in accordance with the instructions accompanying such

Ordinary Affected Creditors’ Proxy or Noteholders” Proxy.

45.  THIS COURT ORDERS that any Ordinary Affected Creditor or Beneficial Noteholder
that isentitled to vote at the Meeting and that wishes to appoint a nominee to vote on its behalf at
the Meeting must: (i) duly complete and sign an Ordinary Creditors’ Proxy or a Noteholders’
Proxy, as applicable; (ii) identify ils desired nominee in the Ordinary Creditors’ Proxy or a
Noteholders® Proxy, as appljcable, as the Person with the power fo altend and vote at the Meeting
on behalf of such Ordinary Affected Creditor or Beneficial Noteholder, as the case may be; and
(iif) deliver such Ordinary Affected Creditors’ Proxy or Noteholders’ Proxy, as the case may be,
to the Monitor so that it {s received on or before 5:00 p.m. on the third Business Day before the
Meeting (or any adjournment thereof), and such delivery must be made in accordance with the

instructions accompanying such Ordinary Affected Creditors’ Proxy or Noteholders’ Proxy.

46.  THIS COURT ORDERS that, in order to be effective, any Noteholders' Proxy must
clearly stale the name and contain the signature of the applicable Participant Holder, the
applicable account number or numbers of the account or accounts maintained by the applicable
Beneficial Noteholder with such Paricipant Holder, and the principal amount of Notes
(excluding any pre-or post-filing interest) that such Beneficial Noteholder holds in each such
account or accounts. Where a Beneficial Noteholder holds Notes through more than one
Participant Holder, its Noteholders’ Proxy is required to be execuied by only one of those
Participant Holders, provided that the Beneficial Noteholder shall provide the information
required in its Noteholders” Proxy with respect to its Notes held with all Participant Holders to
allow the Monitor 1o verify the aggregate amount of Notes held by such Beneficial Noteholder

for the purposes of voting on the Plan,

47.  THIS COURT ORDERS that notwithstanding anything in paragraphs 44, 45 or 46 or

any minor error oromission in any Ordinary Affected Creditors’ Proxy or Noteholders’ Proxy
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that is submitted to the Monitor, the Chair shall have the discretion to accept for voting purposes
any Ordinary Affected Credifors’ Proxy or Noteholders® Proxy submitted to the Monitor in

accordance with the Meeling Order,

48.  THIS COURT ORDERS that if there is any dispute as to the principal amount or number
of Notes held by any Beneficial Noteholder, the Monitor will request the Participant Holder, if
any, who maintains book entry records or other records evidencing such Beneficial Noteholder’s
ownership of Notes, to confirm with the Monifor the information provided by such Beneficial
Noteholder, If any such dispute is not resolved by such Beneficial Noteholder and the Monitor
by the date of the Meeting (or any adjournment thereof), the Monitor shall tabulate the vote for
or against the Plan in respect of the disputed principal amount of such Beneficial Noteholder’s
Notes separately. If: (i) any such dispute remains varesolved as of the date of the Sanction
Mearing; and (il) the approval or non-approval of the Plan would be affected by the votes cast in
respect of such disputed principal amount of Notes, then such result shall be reported to the
Court al the Sanction Hearing and, if necessary, the Monitor may make a request to the Court for

directions.
VOTING OF UNRESOLVED CLAIMS

49.  THIS COURT ORDERS that notwithstanding anything to the contrary herein or in the
Plan, each Affected Creditor with an Unresolved Claim as at the Voling Record Date shall be
entitled to attend the Meeting and shal} be entitled to one vote at the Meeting in respect of such
Unresolved Claim. Any vote cast in respeet of an Unresolved Claim shall be dealt with in
accordance with paragraph 50, unless and until ¢and then only to the extent that) such
Unresolved Claim is ultimately determined to be: (i) a Voting Claim, in which case such vote
shall have the dollar value attributable to such Voting Claim; or (ii) disallowed, in which case

such vote shall not be counted for any purpose