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INTRODUCTION 

1. On March 30, 2012 (the “Filing Date”), Sino-Forest Corporation (“Sino-Forest” 

or the “Company”) filed for and obtained protection under the Companies’ 

Creditors Arrangement Act, R.S.C. 1985, c. C-36, as amended (the “CCAA”).  

Pursuant to the Order of this Honourable Court dated March 30, 2012 (the 

“Initial Order”), FTI Consulting Canada Inc. (“FTI Canada”) was appointed as 

the Monitor of Sino-Forest (the “Monitor”) in the CCAA proceeding.  The Initial 

Order provided, inter alia, for a stay of proceedings through to and including 

April 29, 2012.  The proceedings commenced by the Company under the CCAA 

will be referred to herein as the “CCAA Proceedings”. A copy of the Initial 

Order is attached as Appendix “A” hereto. 

2. On the Filing Date, the Court also issued an Order authorizing the Company to 

conduct a Sale Process (the “Sale Process Order”). A copy of the Sale Process 

Order is attached as Appendix “B” hereto. 
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Purpose 

3. The purpose of this First Report of the Monitor (the “First Report”) is to: 

(a) provide this Honourable Court with information pertaining to the initial 

activities of the Company since the date of the Initial Order in respect of 

the following: 

(i) Events since the commencement of the CCAA proceedings;  

(ii) The Company’s actual receipts and disbursements for the period 

from March 31, 2012 to April 6, 2012; 

(iii) The Company’s post-filing consolidated cash position and liquidity 

as detailed in the Company’s April  11 Forecast (defined below); 

(iv) The Monitor’s other activities since filing; and  

(b) Support the Company’s motion and recommend that the Court grant an 

order extending the stay of proceedings (the “Stay Period”) to and 

including July 9, 2012.  

4. In preparing this First Report, the Monitor has relied upon unaudited financial 

information of the Company, the Company’s books and records, certain financial 

information prepared by the Company, the Reports of the Independent Committee 

of the Company’s Board of Directors dated August 10, 2011, November 13, 2011, 

and January 31, 2012, and discussions with the Company’s management.  The 

Monitor has not audited, reviewed or otherwise attempted to verify the accuracy 

or completeness of the information. Accordingly, the Monitor expresses no 

opinion or other form of assurance on the information contained in this First 

Report or relied on in its preparation.  Future oriented financial information 

reported or relied on in preparing this First Report is based on management’s 

assumptions regarding future events; actual results may vary from forecast and 

such variations may be material.  
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5. Unless otherwise stated, all monetary amounts contained herein are expressed in 

US Dollars.  

6. The terms “Sino-Forest Companies” and “Sino-Forest” refer to the global 

enterprise as a whole but do not include references to the Greenheart Group 

(defined below).  

7. Capitalized terms not defined in this First Report are as defined in the pre-filing 

report of the proposed monitor dated March 30, 2012 (the “Pre-Filing Report”) 

and the affidavit of W. Judson Martin sworn March 30, 2012 (the “Initial Order 

Affidavit”). 

GENERAL BACKGROUND 

Sino-Forest Business 

8. Sino-Forest conducts business as a forest plantation operator in the People’s 

Republic of China (“PRC”). Its principal businesses include ownership and 

management of forest plantation trees, the sale of standing timber and wood logs, 

and complementary manufacturing of downstream engineered-wood products. 

9. The Company is a public holding company whose common shares are listed on 

the Toronto Stock Exchange.  Prior to August 26, 2011 (the date of the Cease 

Trade Order, defined below), the Company had 246,095,926 common shares 

issued and outstanding and trading under the trading symbol “TRE” on the TSX. 

10. On June 2, 2011, Muddy Waters, LLC (“MW”), which held a short position on 

the Company’s shares, issued a report (the “MW Report”) alleging, among other 

things, that Sino-Forest is a “ponzi-scheme” and a “near total fraud”.  The MW 

Report was issued publicly and immediately caught the attention of the media on 

a world-wide basis.   

11. Subsequent to the issuance of the MW Report, the Company devoted extensive 

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

well as responding to additional inquiries from, among others, the Ontario 
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Securities Commission, the Royal Canadian Mounted Police and the Hong Kong 

Securities and Futures Commission. 

12. In view of the MW Report, the subsequent litigation and regulatory investigations 

and other issues continue to have a significant negative impact on the Company 

and have threatened the long term viability of Sino-Forest’s operations.  For the 

reasons discussed in the Pre-Filing Report and the Initial Order Affidavit, the 

Company and the business was placed into a stalemate that could not be resolved 

without the Court supervised solution offered by the CCAA Proceedings. 

13. The Pre-Filing Report and the Initial Order Affidavit provide a detailed outline of 

Sino-Forest’s corporate structure, business, reported assets and financial 

information as well as a detailed chronology of the Company and its actions since 

the issuance of the MW Report in June 2011.     

EVENTS SINCE THE PROCEEDINGS 

Cooperation with Management and the Establishment of Protocols 

14. As was set out in both the Pre-Filing Report and the Initial Order Affidavit as well 

as stated in submissions during the Initial Order hearing on March 30, 2012, Sino-

Forest, for all intents and purposes, does not have any business operations in 

Canada.  Instead, the Company’s operations are carried on through its subsidiaries 

primarily in Hong Kong and the PRC.   

15. As such, it has been the priority of the Monitor (both directly as well as through 

FTI Consulting (Hong Kong) Limited (“FTI HK”) to establish communication 

protocols and reporting mechanisms with Sino-Forest in Hong Kong and the PRC.  

It is the Monitor’s view that establishing and maintaining these protocols are 

essential in order for the Monitor to fulfill its powers, duties and obligations under 

the Initial Order as well as for the Company to comply with its obligations under 

the Support Agreement.   

16. Although it remains early into the proceedings, to date, Sino-Forest’s 
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management has been cooperative in establishing necessary communication and 

reporting protocols as set out above.   

17. The Monitor has held in-person meetings with Senior Management in both 

Toronto and Hong Kong to outline the Monitor’s responsibilities and information 

required by the Company immediately and on an ongoing basis. 

18. The Monitor has held numerous conference calls with the financial advisors and 

legal counsel to the noteholders (the “Advisors to the Noteholders”), as well as 

with the Noteholders.  The Monitor has participated in in-person meetings with 

the Advisors to the Noteholders both in Toronto and Hong Kong. 

Ontario Securities Commission (“OSC”) 

19. As was outlined in the Pre-Filing Report and the Initial Order Affidavit, 

subsequent to the release of the MW Report, the OSC announced that it was 

launching an investigation into the conduct and affairs of the Company.  On 

August 26, 2011, the Commission issued a temporary cease trade order (“CTO”) 

in respect of the Company’s securities as well as in respect of Allen Chan, Albert 

Ip, Alfred Hung, George Ho and Simon Yeung.  The CTO was subsequently 

extended and remains in effect as of the date of this Report. 

20. On April 5, 2012, the Company advised the Monitor that it had received an 

“enforcement notice” (the “Notice”) from the OSC.  The Company also advised 

the Monitor that it was aware that notices had also been issued to Mr. Chan, Ip, 

Ho and Yeung as well as to David Horsley, the Company’s chief financial officer. 

21. The Monitor and its counsel were provided a copy of the Notice.  However, given 

the confidential nature of OSC enforcement proceedings, the Monitor and its 

counsel provided a confidentiality undertaking with respect to the contents of the 

Notice.   

22. The Company has advised the Monitor that it is currently considering the 

allegations made in the Notice and the appropriate next steps to take.  The 
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Monitor will continue to monitor and consult in the situation as it continues to 

develop. 

The Comeback Date 

23. Pursuant to the endorsement of Justice Morawetz in connection with the Initial 

Order and the Sale Process Order (the “April 2 Endorsement”) a comeback date 

was scheduled for April 13, 2012.  A copy of the April 2 Endorsement is attached 

as Appendix “C” hereto.   

24. Since the Filing Date, the Monitor or its counsel has had conversations with the 

majority of those parties who appeared on the initial hearing to determine whether 

any such parties intended to seek relief at the comeback motion.   

25. On April 10, 2012 counsel for the “Ad Hoc Committee of Purchasers of the 

Applicant’s Securities, including the Representative Plaintiffs in the Ontario Class 

Action against the Applicant” served a notice of motion returnable on the 

comeback date seeking extensive relief with respect to the Company’s CCAA 

proceedings.  A 9:30 chambers appointment was held on April 11, 2012 to discuss 

certain aspects of that motion, including scheduling.  At the chambers 

appointment, those parties present agreed upon language for an endorsement with 

respect to the bulk of that motion.  A copy of the endorsement is attached as 

Appendix “D”.   There were two aspects of the motion as set out in paragraph 2(a) 

and (b) of the notice of motion for which there are ongoing discussions regarding 

scheduling.  As of the writing of this Report, a court conference call has been 

scheduled for April 12, 2012 at which time, the Monitor expects further progress 

to be made on that matter. 

RECEIPTS AND DISBURSEMENTS FOR THE PERIOD TO APRIL 6, 2012 

Cost Reduction and Cash Management 

26. Since the Filing Date, the Monitor has also been focussed on working with the 

Company to reduce its projected cash spend during the CCAA proceedings.  
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Given the nature of the proceedings and the fact that the Company, itself, has little 

or no operations, the majority of the projected cash outflow during the CCAA 

proceedings consists of professional fees. 

27. The March 29 Forecast was prepared by the Company in consultation with the 

proposed monitor based on the historical spend on professional fees prior to the 

commencement of the CCAA proceedings.  However, given the Initial Order 

(including importantly the stay of proceedings) and the Company’s obligation to 

produce a Restructuring Budget (as defined in and pursuant to the Support 

Agreement) to the Ad Hoc Bondholders, the Company and the Monitor have now 

reviewed these expenses with a view to reducing fees where the Company is able. 

28. These efforts have resulted in a net reduction in the same 13-week period of 

CDN$3.9 million and are further described and reflected in the summary of the 

Company’s revised cash flow forecast set out below. 

Actual Receipts & Disbursements for the Period March 31, 2012 to April 6, 2012 

29. The Company’s actual net cash flow for the period from March 31 to April 6, 

2012 (the “Current Period”) together with an explanation of key variances as 

compared to the March 29 Forecast (as defined in the Monitor’s Pre-filing Report) 

is described below. Actual net cash flows for the Current Period were 

approximately $1.9 million higher than forecast and summarized as follows:   
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Forecast Actual Difference

Cash inflow

Interest Income -$          2$             2$             

Total cash inflows -$          2$             2$             

Cash outflow

Payroll and Benefits -$          -$          -$          

Board & Committee Fees 71$           -$          (71)$          

Travel  26$           15$           (11)$          

Rent,Communication & Utilities 1$             7$             6$             

Taxes & Other 33$           3$             (30)$          

Total cash outflows 131$         25$           (106)$        

Net Operating Cashflow (131)$        (23)$          108$         

Restructuring Costs

Professional Fees  1,910$      46$           (1,864)$     

Total Restructuring Costs 1,910$      46$           (1,864)$     

Net Cash Flow (2,041)$     (69)$          1,972$      

Opening Cash Balance 67,846$    67,834$    (12)$          

Net Cash Balance (2,041)$     (69)$          1,972$      

Ending Cash Balance 65,805$    67,765$    1,960$      

$ 000 CAD

 

30. The key variance in actual receipts and disbursements compared to the March 29 

Forecast is a favourable variance of $1.9 million relating to professional fees.  

This variance is temporary in nature and is expected to reverse in the coming 

weeks as invoices are submitted by the professionals and paid by Sino-Forest. 

THE COMPANY’S CASH FLOW FORECAST  

Cash Flow Projections 

31. The Company has prepared a revised cash flow forecast for the period April 7, 

2012 to July 13, 2012 (the “April 11 Forecast”).  A copy of the April 11 Forecast 

is attached as Appendix “E”. The April 11 Forecast shows a negative net cash 

flow of approximately $16.6 million, and is summarized below: 
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  $000 CAD

Cash inflow

Interest Income 412$            

Total cash inflows 412$            

Cash outflow

Payroll and Benefits 211$            

Board & Committee Fees 483$            

Travel  341$            

Rent,Communication & Utilities 76$              

Taxes & Other 197$            

Total cash outflows 1,308$         

Net Operating Cashflow (895)$           

Restructuring Costs

Professional Fees  15,714$       

Total Restructuring Costs 15,714$       

Net Cash Flow (16,609)$      

Opening Cash Balance 67,765$       

Net Cash Balance (16,609)$      

Ending Cash Balance 51,156$       

 

32. It is anticipated that the Company’s projected liquidity requirements throughout 

the CCAA Proceedings will be met by existing cash available to the Company.   

EXTENSION OF THE STAY PERIOD 

33. The initial 30-day stay period provided by the Initial Order expires on April 29, 

2012.  In order to allow the Company sufficient time to continue toward its 

restructuring goals, Sino-Forest is requesting that the stay period be extended to 

July 9, 2012.   

34. The Monitor believes that the proposed extension is fair and reasonable in the 

circumstances.  As set out in the Sale Process Order, the Phase 1 Bid Deadline 

expires June 28, 2012.  The Monitor is of the view that the Company will require 

the protection of the stay of proceedings throughout this time to determine 

whether there is any preliminary interest in the business, as marketed pursuant to 
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the Sale Process Order.  The proposed extension will also provide the Company 

(in consultation with the Monitor and others) with a short window after the Phase 

1 bid deadline to consider next steps based on the results. 

35. The Monitor believes that Sino-Forest is acting in good faith and with due 

diligence in taking steps to facilitate is restructuring and sale of its operations. 

OTHER ACTIVITIES OF THE MONITOR 

36. Pursuant to the Initial Order, on April 5, 2012, the Monitor published a notice in 

the Wall Street Journal and the Globe and Mail. Copies of the notices published 

by the Monitor are attached hereto as Appendices “F” and “G”. 

37. On April 4, 2012, the Monitor also completed its mailing of a notice of the CCAA 

Proceedings. The mailing was sent to all known creditors.   

38. On March 31, the Monitor posted a copy of the Support Agreement and the 

Joinder Agreement on the Monitor’s Website (defined below). 

39. The Monitor has made various materials relating to the CCAA proceedings 

available on a website being maintained by the Monitor at: 

http://cfcanada.fticonsulting.com/sfc/ (the “Monitor’s Website”), including, the 

Pre-filing Report, the Company’s Application Materials, the Initial Order, a list of 

the Company’s known creditors as at March 30, 2012 and the service list. The 

Monitor will continue to update the website by posting Monitor’s reports, motion 

materials and Orders granted in the CCAA proceedings. 

40. The Monitor has also established a hotline (416-649-8094) to allow creditors and 

other interested parties to contact the Monitor to obtain additional information 

concerning the CCAA Proceedings. As of the date of this report, the Monitor has 

received over 30 calls and emails. The Monitor continues to respond to these 

enquiries in a timely manner. 

41. In accordance with section 23 of the CCAA, the Monitor filed the following 

documents with the Superintendent of Bankruptcy within the prescribed 
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deadlines: 

(a) Form 1- Information pertaining to the Initial Order; 

(b) Copies of the initial application and the Initial Order; and 

(c) Form 2- Debtor Company Information Summary (Commencement of 

Proceedings). 

CONCLUSION 

42. For the reasons set out above, the Monitor supports and recommends the 

Company’s request for an extension of the Stay Period to July 9, 2012. 





 
 

 

APPENDIX “A” – INITIAL ORDER 
 

Attached.































































 
 

 

APPENDIX “B” – SALE PROCESS ORDER 
 

Attached.















































 
 

 

APPENDIX “C” – APRIL 2 ENDORSEMENT 
 

Attached. 
 
 
 



















 
 

 

APPENDIX “D” – APRIL 11 ENDORSEMENT 
 

Attached. 
 
 
 







 
 

 

APPENDIX “E” – APRIL 11th FORECAST 
 

Attached. 
 



Sino-Forest Corporation

Cash Flow Forecast  

 (CAD $000)
 

  Week 1  Week 2  Week 3  Week 4  Week 5  Week 6  Week 7  Week 8  Week 9  Week 10  Week 11  Week 12  Week 13  Week 14  Total 

Week Ending  13-Apr 20-Apr 27-Apr 4-May 11-May 18-May 25-May 1-Jun 8-Jun 15-Jun 22-Jun 29-Jun 6-Jul 13-Jul 14 Week Total

Cash inflow

Interest Income -$                 -$           -$           -$           -$           -$           -$           -$           -$           -$           -$           412$          -$           -$           412$                 

Total cashinflow -$                 -$           -$           -$           -$           -$           -$           -$           -$           -$           -$           412$          -$           -$           412$                 

Cash outflow

Payroll and Benefits 30$                  -$           -$           30$            -$           30$            -$           30$            -$           30$            -$           30$            -$           30$            211$                 

Board & Committee Fees -$                 -$           -$           91$            -$           -$           -$           91$            -$           -$           -$           -$           301$          -$           483$                 

Travel  26$                  26$            26$            26$            26$            26$            26$            26$            26$            26$            26$            -$           26$            26$            341$                 

Rent,Communication & Utilities 16$                  1$              1$              1$              1$              16$            1$              1$              1$              16$            1$              -$           1$              16$            76$                   

Taxes & Other 16$                  13$            14$            29$            9$              13$            29$            13$            9$              13$            9$              -$           18$            10$            197$                 

Total cash outflow 89$                  40$            41$            178$          37$            86$            56$            162$          37$            86$            37$            30$            346$          83$            1,308$              

Net Operating Cashflow (89)$                 (40)$           (41)$           (178)$         (37)$           (86)$           (56)$           (162)$         (37)$           (86)$           (37)$           382$          (346)$         (83)$           (895)$                

Restructuring Costs

Professional Fees  1,635$             844$          1,774$       844$          844$          860$          1,840$       860$          860$          860$          860$          1,915$       860$          860$          15,714$            

Total Restructuring Costs 1,635$             844$          1,774$       844$          844$          860$          1,840$       860$          860$          860$          860$          1,915$       860$          860$          15,714$            

Net Cash Flow (1,723)$            (884)$         (1,815)$      (1,022)$      (880)$         (946)$         (1,896)$      (1,022)$      (897)$         (946)$         (897)$         (1,533)$      (1,206)$      (943)$         (16,609)$           

Opening Cash Balance 67,765$           66,041$     65,158$     63,343$     62,321$     61,441$     60,495$     58,599$     57,577$     56,680$     55,734$     54,837$     53,305$     52,098$     67,765$            

Net Cash Balance (1,723)$            (884)$         (1,815)$      (1,022)$      (880)$         (946)$         (1,896)$      (1,022)$      (897)$         (946)$         (897)$         (1,533)$      (1,206)$      (943)$         (16,609)$           

Ending Cash Balance 66,041$           65,158$     63,343$     62,321$     61,441$     60,495$     58,599$     57,577$     56,680$     55,734$     54,837$     53,305$     52,098$     51,156$     51,156$            

Notes

1

2

3

4

5

6 Estimated restructuring costs are based on projected costs associated with legal and professional fees relating to the CCAA 
Proceedings.   

The purpose of this Cash Flow Forecast is to determine the liquidity requirements for Sino-Forest Corporation during the CCAA 
Proceedings.

Receipts have been forecast based on historical payment patterns.

Payroll costs  and other operating expenses are forecast based on historical analysis and management forecast.

Board and Committee Fees are based on board resoultions passed to date.

Travel costs have been forecast based on expected travel costs to be incurred throughout the CCAA proceedings between Canada 
and Hong Kong.



 
 

 

APPENDIX “F” – WALL STREET JOURNAL NOTICE 
 

Attached. 
 





 
 

 

APPENDIX “G” – GLOBE AND MAIL NOTICE 
 

Attached. 
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