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Plaintiffs, David Leapard and IMF Finance SA, on behalf of themselves and all others
similarly situated (the “Class” or “Class Members™), allege the following upon personal
knowledge as to themselves and their own acts and upon information and belief as to all other
matters. Plaintiffs’ information and belief is based on the investigation of counsel including,
inter alia, review and analysis of (i) government and regulatory documents relating to Defendant
Sino-Forest Corporation (“Sino-Forest” or the “Company”); (ii) press releases, Company filings
and other public statements by Sino-Forest; (iii) investigation related documents released by the
Company and the Ontario Securities Commission (“OSC”); (iv) reports of securities analysts;
and (v) court records and other publicly available materials, Many of the facts related to
Plaintiffs’ allegations are known only to Defendants or are exclusively within their custody or
control. Plaintiffs believe that substantial additional evidentiary support for the allegations set

forth below will be developed after reasonable opportunity for discovery.

I INTRODUCTION

1. Plaintiffs bring this class action on behalf of (i) all persons or entities who, from
March 19, 2007 through August 26, 2011 (the “Class Period”) purchased the common stock of
Sino-Forest on the Over-the-Counter (“*OTC”) market and who were damaged thereby; and (ii)
all persons or entities who, during the Class Period, purchased debt securities issued by Sino-
Forest other than in Canada and who were damaged thereby (the “Class”).

2. The Class Period begins on March 19,. 2007 — the date the Company’s 2006
Consolidated Financial Statement was filed.

3. Sino-Forest is a Canadian company engaged in the commercial forest plantation
business whose principal operations are in the People’s Republic of China (“PRC” or “China™),

Among Sino-Forest’s businesses are the ownership and management of forest plantation trees,



325

sales of standing timber and wood logs, and the manufacture of related wood products.
Substantially all of the Company’s sales during the Class Period were supposedly generated in
the PRC. The Company maintains offices in Toronto, Hong Kong and the PRC, Its common
stock is registered in Canada and traded on the Toronto Stock Exchange and in the United States
on the OTC market, Sino-Forest’s debt securities are also traded in the open market. As a result
of the fraudulent conduct described herein, trading in Sino-Forest common stock was halted on
August 26, 2011 and, to date, has not resumed trading,

4, In stark contrast to the investing public’s perception of an enormously successful
forestry business in the fast growing PRC market, during the Class Period Sino-Forest was, in
fact, materially misleading both investors and regulators. Sino-Forest’s assets, revenues, and
income were all materially overstated in the Company’s financial statements, and other
disclosures were materially misleading because they failed to disclose that many of Sino-Forest’s
significant business transactions were with unknown or related parties. Further, Sino-Forest
misrepresented and failed to disclose the true terms of certain agreements it entered into in the
PRC for the acquisition of plantation acreage, vastly overstating the amount of timber it acquired
during the Class Period. In many instances, no documentation or inadequate documentation
existed to support Sino-Forest’s timber holdings and related assets and the valuations attributed
to those properties on Sino-Forest’s financial statements. Among other things, Sino-Forest failed
to disclose (1) that it engaged in multiple fraudulent transactions which resulted in the
overstatement of assets, revenues and income; (2) that the Company lacked adequate internal
confrols to substantiate its financial performance or verify its assets and contractual relationships;

(3) that its operations were permeated by unsubstantiated and undisclosed related party
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transactions; and (4) that its financial statements were materially misleading and not prepared in
accordance with the applicable accounting standards,

5. The massive fraud perpetrated on investors by Sino-Forest and the Individual
Defendants could not have been accomplished without the abject failure of the gatekeepers
(Sino-Forest’s auditors and underwriters) to perform their duties to investors. Notwithstanding
the fact that the fraud permeated virtually every aspect of Sino-Forest’s business, and that these
gatekeepers were fully aware of both the lack of transparency and lack of internal controls over
financial reporting, they ignored or recklessly disregarded numerous “red flags” indicating the
existence of fraudulent transactions including the simple fact that the Company did not have
sufficient proof of ownership of “a majority of its standing timber assets” as described herein,
As a result, during the Class Period, Sino-Forest issued years of materially false and misleading
financial statements that, among other things, overstated its assets, revenues, and income. These
financial statements were purportedly audited by Defendant E&Y and repeatedly published in
offering documents used for billions of dollars of securities sold to investors by the Underwriter
Defendants and others.

6. Certain information regarding Sino-Forest’s questionable financial practices first
came to light on June 2, 2011 when Muddy Waters, a firm specializing in the analysis of Chinese
companies whose stock trades in the U.S. and Canada, published a detailed report alleging
improper and illegal conduct at the Company. Over the ensuing weeks, there was a flurry of
articles, investigations, and news reports about the Company’s misconduct, as well as the
Company’s denials of the Muddy Waters allegations. On June 18, 2011, The Globe and Mail
reported on its own investigation regarding some of the allegations against Sino-Forest, finding

that there were “doubts about the company’s public statements regarding the value of [its]
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assets” and “broader questions about its business practices.,” The Company denied the
allegations in statements issued over the next two months,

7. Ultimately, in late Auvgust 2011, the Ontario Stock Commission (“OSC”)
confirmed that there was evidence of fraud at Sino-Forest and ordered a halt in frading of Sino-
Forest’s common stock on the Toronto Stock Exchange, effective August 26, 2011, Reportedly,
the OSC accused Sino-Forest of “fraudulently inflating its revenues and exaggerating the extent
of its timber holdings.” The OSC also noted that the Company “engaged in significant non-
arms-length transactions,” Similarly, trading of Sino-Forest common stock was halted in the
U.S. on the OTC Bulletin Board, Two days later it was reported that the Company’s CEO,
Defendant Chan, resigned; that three of the Company’s vice-presidents were placed on leave;
and that another senior vice-president was relieved of most of his duties, On November 15,
2011, Sino-Forest announced that it was deferring the release of its interim financial report for
the third quarter of 2011, To date, Sino-Forest has not filed any required periodic reports or
issued financial statements for the third quarter of 2011 or later.

8. On November 11, 2011, the Company announced that it was also the subject of a
criminal investigation by the Royal Canadian Mounted Police (“RCMP”) regarding the
allegations surrounding its business and finances, Sino-Forest has failed to make payments due
on its outstanding debt and belatedly advised the investing public that its historical financial
statements and audit reports should not be relied upon.

9, On March 30, 2012, Sino-Forest filed for protection under the Ontario Companies
Creditors Arrangement Act (“CCAA”), which is similar to a bankruptcy filing in the United

States. Numerous entities have or are conducling investigations regarding Sino-Forest’s

' The financial year-end of Sino-Forest is December 31,
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financial reporting. In addition to the OSC and RCMP, the Company appointed an Independent
Committee of the Board of Directors (the “IC”) to investigate, and the Hong Kong Securities and
Futures Commission (“HKSFC”) commenced an investigation. The IC issued three reports (the
“IC Reports”) describing its investigation (principally into the Muddy Waters allegations) and
the OSC issued a Statement of Allegations (“OSC Allegations”) setting forth claims of fraud
against Sino-Forest and Defendants Chan and Horsley. On April 30, 2012, Defendant Ernst &
Young resigned as the Company’s independent auditor.

10.  The OSC Allegations describe a fraudulent scheme that inflated the assets and
revenues of Sino-Forest and resulted in the issuance of materially misleading financial
statements and other misleading statements to investors. As described by the OSC, Sino-Forest
and the Individual Defendants engaged in fraudulent conduct with respect to (i) the assets and
revenues derived from the purchase and sale of standing timber; (ii) the acquisition of Greenheart
Limited Group (“Greenheart Acquisition”); (iii) false evidence of ownership of a vast majority of
the Company’s timber holdings; and (iv) failure to disclose that the Company’s internal controls
were insufficient to protect against the significant fraudulent transactions and misconduct
alleged.

11.  Notwithstanding Sino-Forest’s and the Individual Defendants’ fraudulent conduct,
E&Y and the Underwriter Defendants were forewarned about the Company’s lack of
transparency and internal control weaknesses, yet allowed such misconduct to continue for years,
while ignoring the inadequate processes and lack of competent evidentiary material supporting
the Company’s financial results. Among some of the “red flags” ignored by E&Y and the

Underwriter Defendants were the following:
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a, Sino-Forest’s admitted lack of segregation of duties, which created risk in
terms of measurement and completeness of transactions as well as the possibility of non-
compliance with existing internal controls, either of which may lead to the possibility of
inaccurate financial reporting;

b. The lack of transparency into Sino-Forest’s complex corporate structure
and opaque business practices and relationships with its Suppliers, Als, and other nominee
companies in the BVI Network, Sino-Forest established a collection of “nominee”/“peripheral™
companies that were controlled, on its behalf, by various “caretakers.” Sino-Forest conducted a
significant level of its business with these companies, the true economic substance of which was
misstated in Sino-Forest’s financial disclosures;

c. Sino-Forest’s lack of proof of ownership for the vast majority of its timber
holdings which included backdated Purchase Contracts and Sales Confracts, and missing
supporting documentation. Sino-Forest then relied upon these documents to evidence the
purported purchase, ownership, and sale of Standing Timber in the BVI Model;

d. The missing documentation from Sino-Forest’s BVI timber purchase
contracts, in particular failure to have as attachments either (i) Plantation Rights Certificates
from either the Counterparty or original owner or (ii) villager resolutions, both of which are
contemplated as attachments by the standard form of BVI timber purchase contract employed by

Sino-Forest;

? These “nominee”/“peripheral” companies and “carctakers” are described in greater detail in
paragraphs 93-95,
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e. Sino-Forest’s BVI Subs failure to obtain certificates of ownership of
Standing Timber from the PRC and the fact that purported confirmations from forestry officials
were not recognized as evidence of ownership of timber assets in PRC;

f, Sino-Forest’s 2010 sale of Standing Timber, despite the fact that these
same Standing Timber assets were offered as collateral for a bank loan by Sino-Forest in 2011;
so the sale of those assets in 2010 could not have taken place and been recorded as revenue in
that year;

g, Circular cash flows and unusual offsetting arrangements by which money
flowed between various Sino-Forest controlled companies;

h. The lack of bank records or other adequate documentation confirming
cash flows from complex and unusual transactions involving Suppliers and Authorized
Intermediaries; and

i The recognition of revenues from sales of standing timber where sales
contracts were not created until the quarter after the date of the alleged sale,

12.  Thus, the entities who were in the best position to protect investors from the
massive fraud that occurred here (E&Y and the Underwriter Defendants) missed every potential
warning sign in their audits and due diligence of Sino-Forest, despite being armed with the
knowledge that hundreds of millions of dollars in transactions were ultimately controlled by a
handful of individuals, through a murky structure of corporate entities from around the world,
while relying on a deeply flawed process for verifying transactions and business relationships.
E&Y’s and the Underwriter Defendants’ reckless disregard for these red flags in the face of the
Company’s inadequate internal controls and processes constitutes gross recklessness which

resulted in the publication of misleading financial statements and audit reports, and the issuance
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of inflated securities to investors, Strikingly, it was only after an investigation by an eutside
securities analyst who, unlike Defendant BE&Y and the Underwriter Defendants, had no access to
internal Company documents or personnel that these fraudulent activities came to light. Indeed,
many of the fraudulent activities were unsophisticated and simply disregarded by E&Y and the
Underwriter Defendants — e.g. the creation of purchase or sales documents after the end of a
quarter and backdating of documents to support transactions; missing attachments from
significant transaction documents; lack of bank statements or confirmations of off-book financial
transactions, and the use of mulliple related parties to facilitate fraudulent transactions,

13.  The disclosures relating to Defendants” misconduct and the ultimate halt in
trading occasioned by the OSC charges of fraud caused the trading prices of the Company’s
stock and its debt securities (o decline dramatically, thereby damaging Class Members. Sino-
Forest’s common stock, which traded as high as $26.64, last traded at $1.38 before trading was
halted in the U.S and is now virtually worthless. Moreover, Sino-Forest’s debt securities are
now priced at a fraction of their original value.

A, Jurisdiction and Venue

14,  The claims asserted herein arise under and pursuant to Sections 10(b) and 20(a) of
the Exchange Act and Rule 10b-5 promulgated thereunder by the SEC, and Sections 12 and 15
of the Securities Act.

15.  This Court has jurisdiction over the subject matter of this action pursuant to 28
U.S.C. § 1331, Section 27 of the Exchange Act, and Section 22 of the Securities Act. This Court
also has supplemental jurisdiction under 28 U.S.C. § 1367(a) over all state law claimns asserted

by Plaintiffs and Class Members because they arise from the same nucleus of operative facts
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alleged in this Complaint, and are so related to the Exchange Act claims over which this Court
has original jurisdiction that they form part of the same case or controversy.

16.  Venue is proper in this District pursuant to 28 U.S8.C. § 1391(b), Section 27 of the
Exchange Act, and Section 22 of the Securities Act, Many of the acts alleged herein, including
the preparation and dissemination of materially false and misleading information, occurred in
substantial part in the District,

17.  This Court also has jurisdiction, and venue is propet, because, in connection with
the sale of $600 million in notes which occurred in October 2010 (the “Note Offering” or
“Offering”) that will come due in 2017 (the “2017 Notes”), Sino-Forest “... irrevocably and
unconditionally submits to the non-exclusive jurisdiction of any New York State or United States
Federal court sitting in the Borough of Manhattan, New York City over any suit, action or
proceeding arising out of or relating to this Indenture, any Note or any Subsidiary Guarantee.”
In addition, the Indenture provides that “[a)s long as any of the Notes remain Outstanding, the
Company and each of the 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 Guarantee,” Finally, as contemplated
by the Indenture, “[e]ach of the Notes, the Subsidiary Guarantees and the Indenture shall be
governed by, and construed in accordance with, the laws of the State of New York.”

18. In addition, the Underwriter Defendants are located in New York and all
Defendants do substantial business in New York. Also, purchases and sales of Sino-Forest
common stock occurred on the OTC market in the United States, including New York,
Moreover, the trustee for the 2017 Notes is the Law Debenture Trust Company of New York

which is located at 400 Madison Avenue, Suite 41D, New York, New York 10017,
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19.  In connection with the acts alleged in this Complaint, Defendants, directly or
indirectly, used the means and instrumentalities of interstate commerce, including, but not
limited to, the mails, inferstate telephone and Internet communications, and the facilities of the

national securities markets,

1T, PARTIES
A, Plaintiffs

20,  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 in the United States as
set forth in the attached Certification and suffered damages when the price of those shares
declined as a result of Defendants’ misconduct.

21.  Plaintiff IMF Finance SA (“IME”) is an entity with offices in the British Virgin
Islands (“BVT?) and purchased 2017 Notes from Defendant Credit Suisse pursuant to the
October 2010 Note Offering as set forth in the attached Certification and suffered damages when
the price of the 2017 Notes declined as a result of Defendants” misconduct. Plaintiff IMF asserts
claims on behalf of purchasers of Sino-Forest debt securities, including purchasers of the 2017
Notes.

B. Defendants

22,  Defendant Sino-Forest purports to be a commercial forest plantation operator,
principally based in the PRC but with additional operations in other locations. At all material
times, Sino-Forest’s registered office was located in Mississauga, Ontario and its common stock
traded on the OTC market in the United States using the symbol “SNOFFE.” As a reporting issuer
in Ontario, Canada, Sino-Forest was required to file certain periodic reports (described below)

regarding its business and operations, including audited financial statements, which were made

10
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available to investors. Sino-Forest’s common stock and various debt instruments were traded in
Canada, the United States and elsewhere. Sino-Forest derives substantial revenue from interstate
or international commerce,

23, Sino-Forest was required to file Management Discussion and Analysis Reports
(“MD&ASs”), which are a narrative explanations 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 are reasonably likely to
affect the company’s business in the future. MD&As are filed quarterly and at fiscal year end.

24, Another required filing, Annual Information Forms (“AlFs”), are annual
disclosure documents 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,

25,  The Company also filed its audited financial statements, which were included in
Annual Reports disseminated to investors,

26,  As directors, board members, and executives in Sino-Forest during the Class
Period, the Individual Defendants controlled the contents of its MD&As, financial statements,
AlFs, Annual Reports, and other documents particularized herein and the misrepresentations and
omissions made therein were made by the Individual Defendants as well as the Company itself.

27,  Defendant Allen T. Y. Chan is a co-founder of Sino-Forest and was the
Chairman, Chief Executive Officer, and a director of the Company from 1994 until August 28,
2011, when he resigned in the wake of the disclosure of the misconduct described in this

Complaint. As Sino-Forest’s CEO, Chan certified the accuracy of the Company’s securities

11
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filings, including its financial statements, during the Class Period. Chan signed each of the
Company’s Annual Consolidated Financial Statements issued from 2006 through 2010. Chan is
a resident of Hong Kong and, on information and belief, is a citizen of the PRC,

28.  Chan certified cach of materially false and misleading annual and quarterly
MD&As and financial statements issued by Sino-Forest during the Class Period. During the
Class Period, Chan signed each of Sino-Forest’s materially false and misleading annual financial
statements, Chan reviewed and approved the financial statements, public filings, and other
statements issued by the Company and caused Sino-Forest to make the misrepresentations
particularized below.

29,  During the Class Period, Chan received substantial compensation from 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 information regarding the business and finances of Sino-Forest, Chan sold
nearly $3 million worth of Sino-Forest common stock to unsuspecting investors. Chan also
received millions in undisclosed compensation through certain hidden related party transactions,
including the acquisition of Greenheart, as described below,

30. AsofMay 1, 1995, shortly after Sino-Forest became a reporting issver, Chan held
18.3% of Sino-Forest’s outstanding common shares and 37.5% of its preference shares, As of
April 29, 2011, he held 2.7% of Sinc-Forest’s common shares,

31,  Defendant Albert Ip is a former senior executive for Sino-Forest who engaged in
a fraudulent scheme to inflate the assets and revenue of Sino-Forest and made materially
misleading statements in Sino-Forest’s public filings and other statements related to its business

and financial results,

12
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32.  Defendant Alfred C.T. Hung is a former senior executive for Sino-Forest who
engaged in a fraudulent scheme to inflate the assets and revenue of Sino-Forest and made
materially misleading statements in Sino-Forest’s public filings and other statements related to
its business and financial results.

33,  Defendant George Ho is a former senior executive for Sino-Forest who engaged
in a fraudulent scheme fo inflate the assets and revenue of Sino-Forest and made materially
misleading statements in Sino-Forest’s public filings and other statements related to its business
and financial results

34. Defendant Simon Yeung is a former senior executive for Sino-Forest who
engaged in a fraudulent scheme to inflate the assets and revenue of Sino-Forest and made
materially misleading statements in Sino-Forest’s public filings and other statements related to
its business and financial results,

35, Defendant David J. Horsley, former Senior Vice President and Chief Financial
Officer (“CFO™) of Sino-Forest, was responsible for the Company’s accounting, internal
controls, and financial reporting, including the preparation of the Company’s financial
statements. Horsley signed and certified the Company’s disclosure documents during the Class
Period. Horsley resides in Ontario.

36. Horsley certified each of Sino-Forest’s Class Period materially false and
misleading annual and quarterly MD&As and financial statements. Horsley signed each of Sino-
Forest’s Class Period materially false and misleading annual financial statements. As an officer,
he caused Sino-Forest to make the misrepresentations particularized below.

37, During the Class Period, Horsley received substantial compensation from Sino-

Forest. For 2008 to 2010, Horsley’s total compensation was, respectively, $1.7 million, $2.5

13
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million, and $3.1 million, During the Class Period, while in possession of material adverse
information concerning the business and finances of Sino-Forest, Horsley sold almost $11
million worth of shares of Sino-Forest common stock,

38, Defendant Kai Kit Poon is a co-founder of Sino-Forest, a member of its Board of
Directors and has been President of the Company since 1994, Poon resides in Hong Kong and,
on information and belief, is a citizen of the PRC. During the Class Period, while in possession
of material adverse information concerning the business and finances of Sino-Forest, Poon sold
over $30 million worth of shares of Sino-Forest common stock.

39, While Poon was a board member, he caused Sino-Forest to make the
misrepresentations or omit material facts particularized below.

40.  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
meeting, or less than 13% of all board meetings held during that period.

41,  Defendant W, Judson Martin has been a director of Sino-Forest since 2000, and
was appointed vice-chairman in 2010, On or about August 25, 2011, Martin replaced Chan as
Chief Executive Officer of Sino-Forest. Martin was a member of Sino-Forest’s audit committee
prior to early 2011 and, as a member of the audit committee, was responsible for reviewing and
approving the Company’s audited and unaudited financial statements. Martin has made in
excess of $474,000 through the sale of Sino-Forest shares. He resides in Hong Kong. As a
board member, he reviewed and approved the financial stafements, public ﬁlings and other
statements issued by the Company and caused Sino-Forest to make the misrepresentations or

omit material facts particularized herein,

14
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42.  Defendant Edmund Mak is a director of Sino-Forest and has held this position
since 1994, Mak was a member of Sino-Forest’s audit committee prior to early 2011 and, as a
member of the audit committee, was responsible for reviewing and approving the Company’s
audited and unaudited financial statements, Mak and persons connected with Mak have made in
excess of $6.4 million tﬁrough sales of Sino-Forest shares. Mak resides in British Columbia, As
a board member, he reviewed and approved the financial statements, public filings and other
statements issued by the Company and caused Sino-Forest to make the misrepresentations or
omit material facts particularized below.

43,  Defendant James M. E. Hyde is a director of Sino-Forest, and has held this
position since 2004. Hyde was previously a partner of E&Y, Hyde is the chairman of Sino-
Forest’s Audit Committee and, as a member of the Audit Committee, was responsible for
reviewing and approving the Company’s audited and unaudited financial statements, Hyde is
also a member of the Compensation and Nominating Committee, Hyde has made in excess of
$2.4 million through the sale of Sino-Forest’s shares. Hyde resides in Ontario. As a board
member, he reviewed and approved the financial statements, public filings and other statements
issued by the Company and caused Sino-Forest to make the misrepresentations or omit material
facts particularized below,

44,  Defendant William E. Ardell is a director of Sino-Forest, and has held this
position since January 2010. Ardell is a member of Sino-Forest’s audit committee and, as a
member of the Audit Committee, was responsible for reviewing and approving the Company’s
audited and unaudited financial statements. Ardell resides in Ontario, As a board member, he

reviewed and approved the financial statements, public filings and other statements issued by the
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Company and caused Sino-Forest to make the misrepresentations or omit material facts
particularized below,

45,  Defendant James P. Bowland was a director of Sino-Forest from February 2011
until his resignation from the Board of Sino-Forest in November 2011, While on Sino-Forest’s
board, Bowland was a member of Sino-Forest’s Audit Committee and, as a member of the Audit
Committee, was responsible for reviewing and approving the Company’s audited and unaudited
financial statements. Bowland resides in Ontario. As a board member, he reviewed and
approved the financial statements, public filings and other statements issued by the Company and
caused Sino-Forest to make the misrepresentations or omit material facts particularized below.

46,  Defendant Garry J, West is a director of Sino-Forest, and has held this position
since February 2011. West was previously a partner at E&Y, West is a member of Sino-
Forest’s Audit Committee 2011 and, as a member of the Audit Committee, was responsible for
reviewing and approving the Company’s audited and unaudited financial statements, West
resides in Ontario, As a board member, he reviewed and approved the financial statements,
public filings and other statements issued by the Company and caused Sino-Forest to make the
misrepresentations or omit material facts particularized below,

47.  Defendants Martin, Mak, Hyde, Ardell, Bowland, and West are referred to herein
as the Audit Committee Defendants. Defendants Chan, Ip, Hung, Ho, and Yeung are referred
to herein as Overseas Management Defendants, The Overseas Management Defendants
together with Defendant Horsley are referred to herein as the Officer Defendants, The Officer
Defendants and Sino-Forest are collectively referred to as the Sino-Forest Defendants.
Defendants Martin, Mak, Hyde, Ardell, Bowland, West, Chan, Ip, Hung, Ho, Yeung, and

Horsley are herein referred to as the Individual Defendants.
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48.  As officer and/or directors of Sino-Forest, the Individval Defendants were
fiduciaries of Sino-Forest, and they made the misrepresentations or omitted material facts
alleged herein, and/or caused Sino-Forest to make such misrepresentations and omissions. In
addition, Defendants Chan, Poon, Hotsley, Martin, Mak, and Murray were unjustly enriched in
the manner and to the extent particularized below.

49,  Defendant Poyry (Beijing) Consulting Company Limited (“Poyry”) is an
international forestry consulting firm which purported to provide certain foresiry consultation
services to Sino-Farest.

50.  Poyry, in providing what it purported to be “forestry consulting” services to Sino-
Forest, made statements that it knowingly intended to be, and which were, disseminated to Sino-
Forest’s current and prospective security holders. At all material times, Poyry was aware of that
class of persons, intended to and did communicate with them, and intended that prospective
investors and the market, among others, would rely on Poyry’s statements relating to Sino-
Forest, which they did to their detriment,

51.  Poyry 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 207,

52,  Defendant Bane of America Securities LLC (“BOA”) is a financial services
company which, using the name “BofA Merrill Lynch” or “Merrill Lynch Canada”, acted as one
of two “Joint Global Coordinators and Lead Bookrunning Managers” for the October 2010
Offering, BOA’s affiliate, Merrill Lynch, Canada, acted as an underwriter for the June 2007,
July 2008, June 2009, and December 2009 Offerings. In this capacity, BOA acted as an

underwriter in one or more of the Offerings, BOA operates in and has its principal place of
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business in New York County, New York. This Complaint secks damages on behalf of the
purchasers of the 2017 Notes against any and all Bank of America entities that may be liable for
the misconduct described herein,

53.  Defendant Credit Suisse Securities (USA) LLC (“Credit Suisse”) is a financial
services company which acted as one of two “Joint Global Coordinators and Lead Bookrunning
Managers” for the following Note Offerings: July 2008 and October 2010, Credit Suisse’s
affiliate, Credit Suisse, Canada, acted as an underwriter for the June 2007, June 2009, and
December 2009 Offerings. In this capacity, -Credit Suisse acted as an underwriter for this and
additional Offerings. 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 all
Credit Suisse entities that may be liable for the misconduct described herein,

54, BOA and Credit Suisse are collectively referred to as the Underwriter
Defendants, The Underwriter Defendants who are located in New York, NY, offered and sold
the 2017 Notes pursuant to a materially false and misleading Offering Memorandum dated
October 14, 2010 (the “Offering Memorandum™) fo certain Class Members in the United States
who purportedly satisfied the requirements to be considered a “qualified institutional buyer”
pursuant to Rule 144 of the U.S. Securitics and Exchange Commission (“SEC”). The
Underwriter Defendants also sold certain notes in the Offering to foreign investors relying on the
exemption set forth in SEC Regulation S,

55.  In connection with the Offerings made pursuant to the June 2007, June 2009, and
December 2009 Prospectuses, the Underwriters who underwrote these Offerings were paid,
respectively, an aggregate of approximately $7.5 million, $14.0 million, and $14.4 million in

underwriting commissions, In connection with the offerings of Sino-Forest’s notes in July 2008,
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December 2009, and October 2010, BOA and Credit Suisse were paid, respectively, an aggregate
of approximately $2.2 million, $8.5 million, and $6 million, Those commissions were paid in
substantial part as consideration for the Underwriters’ purported due diligence examination of
Sino-Forest’s business and financial condition.

56.  None of the Underwriters conducted a reasonable due diligence into Sino-Forest
in connection with any of the Offerings. None of the Underwriters had reasonable grounds to
believe that there was no material misrepresentation or material omissions in any of the
representations made to investors, The Underwriter Defendants ignored the existence of
multipie warning signs regarding the misconduct described herein, and permitted Sino-Forest to
go forward with the sale of securities inflated to investors based on materially false and
misleading offering documents which the Underwriter Defendants assisted in preparing and
provided to investors.

57.  In the circumstances of this case, including the facts that Sino-Forest operated in
an emerging economy, Sino-Forest entered Canada’s capital markets by means of a reverse
merger, and Sino-Forest reported extraordinary results over an extended period of time that far
surpassed those reported by Sino-Forest’s peers, the Underwriter Defendants 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-Forest’s true
financial results and performance, and the Class Members to whom they owed their duties would
not have sustained the losses that they sustained on their Sino-Forest investments,

58.  Defendant Ernst & Young LLP, a part of Emst & Young Global Limited, has
offices in Toronto, Canada. Emst & Young LLP has been Sino-Forest’s auditor since August 13,

2007 and was also Sino-Forest’s auditor from 2000 to 2004. Sino-Forest’s shareholders,
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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, This Complaint secks damages against any and all Ernst &
Young entities that may be liable for the misconduct described herein,

59.  Ermst & Young LLP Chartered Accountants is referred to as “E&Y”. For Sino-
Forest’s 2007 through 2010 fiscal years, E&Y provided an “Auditor’s Report” addressed directly
to Sino-Forest’s sharcholders, which gave the Company a “clean” audit report on its financial
statements. At all material times, E&Y knew that its audit report was directed to Sino-Forest’s
shareholders, prospective sharcholders and prospective purchasers of Sino-Forest’s securities,
and that investors would and did rely on E&Y’s statements relating to Sino-Forest in making
their investment decisions, Each of E&Y’s audit reports informed the Company’s investors and
the purchasers of its securities that, based on its audits, Sino-Forest’s financial statements were
presented in accordance with Canadian GAAP and that it had performed its audits in accordance
with applicable Canadian auditing standards. E&Y’s audit report was materially false and
misleading and omitted material facts as described herein,

60,  The Individual Defendants earned millions of dollars in compensation because of
Sino-Forest’s artificially inflated stock price, Moreover, their misleading portrayal of the
Company’s finances allowed Sino-Forest to raise billions of dollars by issuing debt and equity
securities to investors. This was critical to the Company’s survival since the Company had a
negative cash flow -- it was spending more money than it was taking in ~- yet was spending
enormous sums purportedly to purchase new assets. Sino-Forest’s inflated stock price also

allowed it to use its shares as currency to acquire other companies and assets,
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61. It was only because of Defendants’ concealment of Sino-Forest's true 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 truth about Sino-Forest had been known,

62.  Thus, during the Class Period, Defendants, acting in concert with others, made
materially false statements and misleading statements and omitted material facts about the true
financial condition and business operations of Sino-Forest, causing the prices of Sino-Forest’s
common stock and Debt Securities to be artificially inflated during the Class Period. Despite the
obviously false and misleading nature of these statements, E&Y and the Underwriter Defendants
facilitated the improper conduct of Sino-Forest and the Individual Defendants — E&Y by
repeatedly ignoring red flags which would have led to the discovery of the Sino Forest
Defendants’ misconduet, and repeatedly certifying that the Company’s financial statements were
prepared in compliance with applicable accounting standards; and the Underwriter Defendants
by failing to perform adequate due diligence on muliiple occasions and disseminating the
misleading Offering Memorandum to investors.

.  BACKGROUND

63.  During the Class Period, Sino-Forest conducted its business through a network of
approximately 137 related entities: 67 PRC incorporated entities (with 12 branch companies), 58
BVI incorporated entities, 7 Hong Kong incorporated entitics, 2 Canadian entities, and 3 entities
incorporated in other jurisdictions.

64,  Sino-Forest portrayed itself as one of the world’s largest and most successful
forestry companies. According to the Company’s Annval Information Form for the year ended

December 31, 2010 (the “2010 Annual Form”) Sino-Forest “had approximately 788,700 hectares
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of forest plantations under management which are located primarily in southern and eastern
China.” Between 2006 and 2010, Sino-Forest’s assets (primarily plantation acreage) purportedly
grew nearly five-fold from approximately $1.2 billion to over $5.7 billion, while revenues grew
from $555 million to $1.9 billion and net income more than tripled from $113 million to $395
million, as reflected in the Company’s financial statements®

65,  In addition, from June 30, 2006 to March 31, 2011, Sino-Forest’s share price rose
from $5.04 (US) to $26.08 (US), By March 31, 2011 Sino-Forest’s market capitalization was
well over $6 billion dollars,*

66,  From 2007 through 2010, the Company’s annual financial statements were
audited by Defendant E&Y which certified that they had been prepared in accordance with
Canadian Generally Accepted Accounting Principles (“Canadian GAAP?) and that the audit had
been conducted in conformance with Canadian Generally Accepted Auditing Standards
(“Canadian GAAS”).

67.  Sino-Forest’s tremendous growth was ostensibly fueled by increasingly large
acquisitions of valuable tree plantations and revenues generated from operations 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 securities and common stock,
including the sale of $600 million in notes which occurred in October 2010 (the “Offering”) that
will come due in 2017 (the “2017 Notes”). The Note Offering was underwritten by Defendants
Banc of America Securities LLC and Credit Suisse Securities (USA) LLC. In total, the

Company issued over $1.8 billion in debt instruments during the Class Period,

* Except where otherwise indicated, all amounts in this Complaint are in U,S. dollars,
% This figure is an extrapolation from 12/31/10 number,
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68,  Moreover, Defendant E&Y annually audited Sino-Forest’s financial statements
and reviewed its interim financial information for compliance with Canadian GAAP, For fiscal
years 2007 through 2010 E&Y gave Sino-Forest a “clean” audit opinion.

A, SINO-FOREST’S OPAQUE BUSINESS MODEL

69.  Although ostensibly a forestry company, Sino-Forest’s purported business was, in
many respects, more that of a trader or financial intermediary than of a traditional forestry
company. The Company seldom sold wood products directly to end-user customers. Instead, it
claimed that most of its earnings came from buying logs and the right to harvest trees and then
reselling these logs and harvesting rights at higher prices,

70.  Sino-Forest’s corporate structure is a complex web of dozens of interconnected
Canadian, Chinese, Hong Kong, Cayman Islands and British Virgin Islands subsidiaries, most of
which are wholly-owned or in which the Company has a majority interest. A total of 137 entities
make up the Sino-Forest Companies: 67 PRC incorporated entities (with 12 branch companies),
58 BVI incorporated entities, 7 Hong Kong incorporated entities, 2 Canadian entities, and 3
entities incorporated in other jurisdictions.® .

71,  Sino-Forest is the sole sharcholder of Sino-Panel Holdings Limited (incorporated
in the BVI), Sino-Global Holdings, Inc, (incorporated in the BVI), Sino-Panel Corporation
(incorporated in Canada), Sino-Wood Partners Limited (incorporated in Hong Kong), Sino-
Capital Global Inc. (incorporated in the BVI), and Sino-Forest International (Barbados)

Corporation (incorporated in Barbados). Sino-Forest also holds all of the preference shares of

* Sino-Forest’s recently released corporate organizational chart, attached as Exhibit A, illustrates
in part, the complexity
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Sino-Forest Resources, Inc. (incorporated in the BYI), Some of these subsidiaries have further
direct and indirect subsidiaries.

72.  Sino-Forest’s business model is further complicated by the fact that much of its
business is done through “Authorized Intermediaries” (“Als”), supposedly independent
companies that are largely responsible for the actual sale of forestry products to the users of these
products. Despite the critical role that these Authorized Intermediaries play in its business, little
is known of the financial relationships with these Als and Sino-Forest has, with one exception,
refused to disclose the identity of these companies. As Defendant Martin acknowledged in Sino-
Forest’s creditors proceedings, “there has always been very little insight into the business of the
Als including their books and records, cash collections and disbursements.” Martin further noted
that there continue to be “on-going issues with respect to many of the business transactions
between Sino-Forest and the Als, including the nature of many of these relationships.”

73.  Because Sino-Forest principally operates in China, Sino-Forest’s convoluted
structure and business practices did not initially arouse investor suspicions, Because of the
unusual aspects of doing business in China, where foreign investments are tightly regulated, a
number of legitimate foreign companies operating in that country have unusually complex
structures. But, unbeknownst to investors, there was little or no business justification for the way
Sino-Forest structured itself and its operations, Sino-Forest’s structure was not meant to
facilitate compliance with Chinese law, but rather to make it easier for Defendants to materially
mislead investors about the Company’s operations, revenue, earnings, and assets.

74,  One specific example of this complex organization is Sino-Forest’s relationship
with one of its most important subsidiaries, Greenheart Group Lid. (“Greenheart”), a public

company listed on the Hong Kong Stock Exchange. In 2010, following a complex series of
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transactions, Sino-Forest completed the purchase of a controlling interest in Greenheart, Sino-
Forest’s 64% interest in Greenheart was acquired using cash and shares of Company stock.
Greenheart holds natural forest concessions, mostly in Suriname,

75,  Greenheart controls most of Sino-Forest’s supposedly substantial forestry asscts
outside of China. But, Sino-Forest also holds a 39.6% stake in Greenheart Resources Holdings
Ltd. (“GRH™), a subsidiary of Greenheart. GRH, in turn, indirectly owns 100% of Greenheart’s
forest assets and operations in the western part of Suriname, supposedly one of Sino-Forest’s
principal timber holdings.

76, In its Annuval Information Form (“AIF”) for 2010, Sino-Forest stated that its
operations were comprised of two core business segments which it titled “Wood Fibre
Operations” and “Manufacturing and Other Operations.,” Wood Fibre Operations had two
subcomponents entitled “Plantation Fibre” and “Trading of Wood Logs.”

77.  According to Sino-Forest, the Plantation Fibre subcomponent of its business was
derived from the purported acquisition, cultivation, and sale of either “standing timber” or “logs”
in the PRC, For the purpose of this Amended Complaint, the Plantation Fibre subcomponent of
Sino-Forest’s business will be referred to as “Standing Timber” as most, if not all, of the revenue
from the sale of Plantation Fibre was derived from the sale of “standing timber.”

78,  From 2007 to 2010, Sino-Forest reported Standing Timber revenue totaling
approximately $3.56 billion, representing about 75% of its total revenue of $4.77 billion, The
following table provides a summary of Sino-Forest’s stated revenue growth for the period from
2007 to 2010 and illustrate the importance of the revenue derived from the sale of Standing

Timber;

| 2007 | 2008 | 2009 | 2010 | TOTAL
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Plantation Fibre
(defined as

Standing Timber
herein) $521.5m | $685.4m $954.2m $1,401.2m $3,562.3m

Trading of Wood
Logs $1540m | $153.5m $237.9m $454.0m $999.4m

TOTAL Wood
Fibre
Operations $675.5m | $838.9m $1,192.1m $1,855.2m $4,561.7m

H Ak Fokok ok Fkk Fok ik LT

Manufacturing
and Other
Operations $38.4m $57.1m $46.1m $68.3m $209.9 m

TOTAL
REVENUE $713.9m | $896.0m $1,238.2m $1,923.5m $4,771.6m

79.  Standing Timber was purchased, held, and sold by Sino-Forest in two distinct
legal structures or models: the “BVI Model” and the “WFOE Model.”

80. In the BVI Model, Sino-Forest’s purchases and sales of Standing Timber in the
PRC were conducted using wholly owned subsidiaries of Sino-Forest incorporated in the British
Virgin Islands (the “BVT Subs”). The BVI Subs purported to enter into written purchase
contracts (“Purchase Contracts™) with suppliers in the PRC (“Suppliers”) and then purported to
enter into written sales contracts (“Sales Contracts™) with its Als.

81, In the WFOE Model, Sino-Forest used subsidiaries incorporated in the PRC
called Wholly Foreign Owned Enterprises (“WFOEs”) to acquire, cultivate, and sell the Standing
Timber., The Sino-Forest WFOEs also entered into Purchase Contracts and Sales Contracts with
other parties in the PRC.

B, SINO-FOREST’S UNDISCLOSED FRAUDULENT TRANSACTIONS

1. The Standing Timber Fraud
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82.  During the Class Period, Sino-Forest and the Individual Defendants engaged in
numerous deceitful and dishonest courses of conduct (the “Standing Timber Fraud”) that
ultimately caused the assets and revenue derived from the purchase and sale of Standing Timber
(which constituted the majority of Sino-Forest’s business) to be fraudulently overstated, thereby
misleading Plaintiffs and Class Members.

83,  The Standing Timber Fraud was primarily comprised of three elements:

a. Sino-Forest concealed its control over Suppliers, Als, and other nominee
companies and misstated the true economic substance of the relationships in

Sino-Forest’s financial disclosures;

b, Sino-Forest falsified the evidence of ownership for the vast majority of its
timber holdings by engaging in a deceitful documentation process; and

¢. Sino-Forest concealed internal control weaknesses/failures that obscured the
true nature of transactions conducted within the BVI Network,

84. Placed on notice of Sino-Forest’s internal control weaknesses/failures and its
inadequate processes E&Y (which had access to both company personnel and documents, infer
alia) should have scrutinized the related parties or the transactions at issue during the course of
its audit — particularly the incomplete documentation process by which the purchase, sale, and
ownership of Standing Timber were supposedly evidenced. Had BE&Y fulfilled its obligations as
an auditor in certifying the accuracy of Sino-Forest’s purchase, sale, and ownership records and
in determining the nature of the related parties involved in the transactions, this fraudulent
scheme would likely have been detected sooner, Similarly, the Underwriter Defendants, having
known of Sino Forest’s internal control weaknesses, should have examined the related party

transactions during the course of their due diligence.
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85.  As set out in paragraph 93, the vast majority of Sino-Forest’s Standing Timber
assets were held in the BVI Model. However, the available undetlying documentation for these
Standing Timber assets does not provide sufficient evidence of legal ownership of those assets,
As of this date, the OSC has found that Sino-Forest has not been able to confirm full legal
ownership of the Standing Timber assets that it claims to hold in the BVI.

86.  The following examples detail the fraudulent course of conduct that Sino-Forest
and the Individual Defendants perpetrated with respect to financial transactions involving its
timber assets, resulting in the issuance of materially false and misleading financial statements to
investors.

a. “off-book” transactions and undocumented set-offs;
b, the Dacheng Fraud,;

c. the 450,000 Fraud;

d. Gengma Fraud #1; and

e. Gengma Fraud #2.

87.  On December 31, 2010, Sino-Forest reported total timber holdings of $3,1 billion,
comprising 799,700 hectares. About $2.5 billion or approximately 80% of the total timber
holdings (by value) were held in the BVI Model, comprising approximately 467,000 hectares of
Standing Timber, The WFOE Model purportedly held approximately 97,000 hectares of
Standing Timber valued at $295.6 million, or approximately 10% of the total timber holdings (by
value). The timber holdings in the BVI Model and the WFOE Model comprised approximately
90% of the total timber holdings (by value) of Sino-Forest as of December 31, 2010,

2. Off-Book Traunsacetions and Undocumented Set-Offs
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88, The cash-flows associated with the purchase and sale of Standing Timber
exceuted in the BVI Model took place “off-book” pursuant fo a payables/receivables
arrangement (the “Offsetting Arrangement”), whereby the BVI Subs would not directly receive
the proceeds on the sale of Standing Timber from the purchasing AI. Rather, Sino-Forest would
direct the Al that purchased the timber to pay the sales proceeds to a new Supplier in order to
buy additional Standing Timber, Consequently, Sino-Forest also did not make payment directly
to Suppliers for purchases of Standing Timber.

8%,  According to the OSC, Sino-Forest did not possess the appropriate records to
confirm that these “off-book” cash-flows in the Offsetting Arrangement actually took place. Set-
off documentation was inadequate as it did not relate to a particular sales transaction and was not
a record of a BV sales transaction, Nor did Sino-Forest have any other documentation besides
the set-off to evidencing payment and sale of the earlier timber sales This lack of transparency
within the BVI Model meant that independent confirmation of these “off-book” cash-flows was
reliant on the good faith and independence of Suppliers and Als.

90.  Further, pursuant to the terms of Sales Contracts entered into between a BVI Sub
and an Al, the AT assumed responsibility for paying any PRC taxes associated with the sale that
were owed by the BVI Sub, This obligation purportedly included paying the income tax and
valued added tax on behalf of Sino-Forest.

91.  Sino-Forest dealt with relatively few Suppliers and Als in the BVI Model, For
example, in 2010, six Suppliers accounted for 100% of the Standing Timber purchased in the
BVI Model and five Als accounted for 100% of Sino-Forest’s revenue generated in the BVI

Model.
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92.  From 2007 to 2010, revenue from the BVI Model totaled $3.35 billion,
representing 94% of Sino-Forest’s reported Standing Timber revenue and 70% of Sino-Forest’s
total revenue, The importance of the revenue from the BVI Model is demonstrated in the

following table:

2007 2008 2009 2010 TOTAIL
BVI Model
Revenue $501.4m $644.9m $882.1m $1,326m $3,354.4m
WEROE Model '
Revenue $20.1m $40.5m $72.1m $75.2m $207.9m
Standing
Timber
Revenue $521.5m $685.4m $954.2m $1,401.2m $3,562.3m
TOTAL
REVENUE | $713.9m $896m $1,238.2m $1,923.5m $4,771,6m
BVI Model as
% of Total _
Revenue 70% 72% 71% 69% 70%

3, Undisclosed Control Over Parties within the BVI Network

93,  Almost all of the buying and selling of Standing Timber in the BVI Model was
generated through transaction between BVI Subs and a small number of Suppliers and Als.
Sino-Forest also conducted a significant level of this buying and selling with companies that are
described in various Sino-Forest documents and correspondence as “peripheral” companies.
Sino-Forest established and used a network of “nominee” companies that were controlled, on its
behalf, by various so-called “caretakers.”

94,  For the purpose of this Amended Complaint, the BVI Subs, Suppliers, Als,
“nominee” companies, and “peripheral” companies involved in the buying and selling of

Standing Timber in the BVI Model are collectively referred to as the “BVI Network.” Some of
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the companies within the BVI Network were also involved in the buying and selling of Standing
Timber within the WFOE Model.

95.  One Sino-Forest document (the “Caretaker Company List”) lists more than 120
“peripheral” (nominee) companies that are controlled by 10 “caretakers” on behalf of Sino-
Forest. The “caretakers” include Huang Ran (legal representative of Huaihua City Yuda Wood
Ltd. (“Yuda Wood”), described in greater detail in paragraphs 99 to 108 below), a relative of
Chan, a former Sino-Forest employee, the sole director/sharcholder of Montsford Ltd. (an
acquaintance of Chan and Chan’s nominee in the Greenheart Transaction as outlined in
paragraphs 169 to 173 below), a former shareholder of Greenheart Resources Holdings Limited
(“GRHL”) and a shareholder of Greenheart, and an individual associated with some of Sino-
Forest’s Suppliers.

96.  The control and influence that Sino-Forest exerted over certain Suppliers, Als,
and peripheral companies within the BVI Network bring the bona fides of numerous contracts
entered into in the BVI Model into question. Sino-Forest wielded this control and influence
through the Qverseas Management Defendants and these caretakers, Sino-Forest’s control of, or
influence over, certain parties within the BVI Network was not disclosed to Plaintiffs and Class
Members,

97.  Some of the counterparties to the transactions described below (Dacheng Fund,
the 450,000 Fraud, Gengma Fraud #1, and Gengma Fraud #2) are companies that are included in
the Caretaker Company List, as outlined in more detail in paragraphs 135 to 166 below.

98,  Among other undisclosed relationships, Sino-Forest did not disclose the true
nature of its relationship with the following two key companies in the BVI Network: Yuda Wood

and Dongkou Shuanglian Wood Company Limited (“Dongkou™).
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i, Sino-Forest Controlled Yuda Wood, a Major Supplier

99,  Huaihua City Yuda Wood Co, Ltd., based in Huaihua City, Hunan Province
(“Yuda Wood™), was a major supplier of Sino during the Class Period. Yuda Wood was founded
in April 2006 and, from 2007 until 2010, its business with Sino totaled approximately 152,164
Ha.

100. Yuda Wood was a Supplier that was controlled by Sino-Forest during the Class
Period. In the Second Interim Report, the Independent Committee of the Board of Directors of
Sino-Forest Corporation (“IC”) acknowledged that “fhere is evidence suggesting close
coaperation [between Sino and Yuda Wood] (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)” [emphasis added].

101,  The fact that Yuda Wood was a related party of Sino-Forest during the Class
Period was a material fact and was required to be disclosed under Canadian GAAP, but, during
the Class Period, that fact was not disclosed by Sino-Forest in any of the Financial Statements,
MD&As, Prospectuses, Offering Memoranda, or otherwise.

102. From 2007 to 2010, Yuda Wood was purportedly Sino-Forest’s largest Supplier,
accounting for 18% of all purchases in the BVI Model. Sino-Forest claimed to have paid Yuda
Wood approximately $650 million during that time. Because Yuda Wood was Sino-Forest’s
largest Supplier, both E&Y (during the course of its audits) and the Underwriter Defendants (as
part of their due diligence) should have closely scrutinized the relationship between the Yuda

Wood and Sino-Forest and the transactions between the companies,
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103. Yuda Wood was registered and capitalized by certain Individual Defendants,
including Defendants Yeung, Ip, Ho, Hung, who also controlled bank accounts of Yuda Wood
and key elements of its business,

104, The legal representative of Yuda Wood is Huang Ran, a former employee of
Sino-Forest and also a sharcholder and director of Hong Kong Sonic Jita Engineering Co., Ltd.
(“Sonic Jita”), the sole shareholder of Yuda Wood, In addition, Huang Ran had significant
interests in other éuppliers of Sino-Forest and was identified as the “caretaker” of several
nominee/peripheral companies.

105. Yuda Wood and other companies controlled by Sino-Forest through Huang Ran
were used to perpetrate portions of the Standing Timber Fraud including the Dacheng Fraud, the
450,000 Fraud, Gengma Fraud #1 and Gengma Fraud #2,

106. During the Class Period, Sino-Forest had at least thirteen (13) Suppliers for which
former Sino-Forest employees, consultants, or others are or were directors, officers and/or
shareholders. Due to these and other connections between these Suppliers and Sino-Forest, some
or all of these Suppliers were, in fact, undisclosed related parties of Sino-Forest, These facts
suggest that these relationships resulted in improper control over these related parties,

107.  Including Yuda Wood, the thirteen (13) Suppliers referenced above accounted for
43% of Sino-Forest’s purported plantation purchases during the Class Period,

108. Sino-Forest failed to disclose, in Financial Statements, Offering Memoranda,
MD&As, AlFs, or other documents, that any of these Suppliers were related parties, nor did it
disclose sufficient information regarding its relationship with such Suppliers as would have

enabled investors to ascertain that those Suppliers were related parties and that the transactions
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with these entities should have been identified in Sino Forest’s financial statements and other
disclosures as related party transactions,
ii. Sino-Forest Controlled Dongkou, a Major Al

109. Dongkou was an Al that was controlled by Sino-Forest during the Class Period.

110. In 2008, Dongkou was Sino-Forest’s most significant Al, purportedly purchasing
approximately $125 million in Standing Timber from Sino-Forest, constituting about 18% of
Sino-Forest’s Standing Timber revenue for that year. Because Dongkou was a significant Al,
both E&Y and the Underwriter Defendants should have closely scrutinized the relationship
between Dongkou and Sino-Forest and the transactions between the companies,

111.  Sino-Forest controlled Dongkou through one of its WFOE subsidiaries, Shaoyang
Jiading Wood. Products Co. Ltd. (“Shaoyang Jiading”). Correspondence indicates that,
according to an agreement dated November 18, 2006, Shaoyang Jiading purchased Dongkou for
approximately $200,000,

112, By November 2006, the six original shareholders of Dongkou had been replaced
with two Sino-Forest employees. These two people became the sole Dongkou shareholders with
Shareholder #1 holding 47.5% and Shareholder #2 holding 52.5%.

113.  Also, in 2007, at the direction of Defendant Ip and others, employees of Sino-
Forest drafted purchase contracts to be entered into by Dongkou and its suppliers (other than
Sino-Forest). Essentially, Sino-Forest, through Individual Defendants, controlled Dongkou’s
business with certain counterparties and these transactions should have been identified in Sino
Forest’s financial statements and other disclosures as related party transactions.

D. Creation and Backdating of Sales Contracts and Other Documents

i, Purchase Contracts in the BVI Model
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114,  As set out in paragraph 87, approximately 80% (by value) of Sino-Forest’s timber
assets were held in the BVI Model as of Deceraber 31, 2010,

115.  Sino-Forest used the Purchase Contracts to acquire and evidence ownership of
Standing Timber in the BVI Moedel. The Purchase Contracts purported to have three
attachments;

a. Plantation Rights Certificates (“Certificates™) or other ownership
documents;

b. TFarmers’ Authorization Letters (“Farmers’ Authorizations™); and

c. Timber Survey Reports (“Survey Reports™).

116, The Purchase Contracts and their attachments were fundamentally flawed in at
least four respects, thereby making those transactions suspect and unverifiable.

117, First, Sino-Forest did not hold Certificates evidencing ownership of the Standing
Timber allegedly purchased by the BVI Subs, Instead, Sino-Forest claimed that, since the BV
Subs could not obtain Certificates from the PRC government to evidence ownership, it purported
to rely on confirmations issued by the forestry bureaus in the PRC as such evidence
(“Confirmations™). However, Confirmations are not legally recognized documents evidencing
ownership of timber assets in the PRC. These Confirmations were purportedly granted to Sino-
Forest as favors by the PRC forestry business. According to Sino-Forest, the PRC forestry
bureaus did not intend that these Confirmations would be disclosed to third parties. Also, certain
PRC forestry bureau employees obtained gifts and cash payments from Suppliers of Sino-Forest,

further undermining the value of the Confirmations as evidence of ownership,
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118, If E&Y had conducted a proper audit of Sino-Forest, the inadequacy of the
Confirmations as proof of ownership and the questionable circumstances by which these
Confirmations were issued likely would have been discovered sooner,

119, Second, during the Class Period, Sino-Forest employed a systematic quarterly
documentation process in the BVI Model whereby the purported Purchase Contracts were not
drafted and executed until the quarter after the date in which the purchase allegedly occurred,
although the transaction was accounted for in the preceding fiscal quarter., This was in violation
of both the Company’s accounting policies and relevant accounting principles.

120, Like the Purchase Contracts, the Confirmations were also created by Sino-Forest
and backdated to the previous quarter. These Confirmations were created contemporancously
with the creation of the corresponding Purchase Contracts, These Confirmations were then
allegedly provided tolthe relevant PRC forestry bureau for verification and execution,

121. Third, the Purchase Contracts referred to Farmers’ Authorizations as additional
proof of Sino Forest’s ownership of the assets, However, none were attached. In the absence of
Farmers’ Authorizations, there is no evidence that ownership to the Standing Timber was
properly transferred to Sino-Forest or to the Supplier prior to the purported transfer of ownership
to Sino-Forest. Ownership of the Standing Timber would have remained with the original
Certificate holder and the related transaction should not have been booked,

122, Fourth, the Survey Reports, which purported to identify the general location of the
purchased timber, were all prepared by a single firm during the Class Period. A 10% shareholder
of this survey firm was also an employee of Sino-Forest. Drafts of certain Survey Reports

purportedly prepared by this independent survey company were located on the computer of
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another employee of Sino-Forest, Like the Purchase Contracts and Confirmations, these drafts
of the Survey Reports were backdated to the quarter prior to their creation,

123. In the absence of both Certificates and Farmers’ Authorizations, Sino-Forest
relied on the validity of the Purchase Contracts and the Confirmations as proof of ownership of
the Standing Timber it held in the BVI Model. However, the Purchase Contracts and available
attachments, including Confirmations, were prepared after the close of the quarter as outlined
above, and do not constitute proof of ownership of the trees purported to have been bought by
Sino-Forest in the BVI Model,

124,  Moreover, the Purchase Contracts and readily available attachments, including the
Confirmations, did not identify the precise location of the Standing Timber being purchased such
that the existence of this Standing Timber could not be readily verified and valued
independently.

ii. Sales Contracts in the BVI Model

125. Like the Purchase Contracts, many of the Sales Contracts purportedly entered into
by the BVI Subs in the BVI Model were not actually created and executed until the quarter after
the date of the alleged transaction.

126. In fact, in its 2010 Annual Report, the Company expressed the following revenue
recognition policy: “The timing of recognition of revenue from plantation fibre sales is
dependent on the terms and conditions of the Company’s contractual arrangements with its
customers. To date, substantially all of the Company’s plantation fibre revenue has been
recognized when the Company and the buyer enter into a binding sales agreement. In situations
where the Company is harvesting the plantation fibre and is responsible for all such related

harvesting costs, revenue is recognized at the point in time when the logs are delivered to the
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buyer.” This revenue recognition policy is consistent with those reported in other Annual
Reports.®

127.  Accordingly, the revenue from the Sales Contracts in the BVI Model was
improperly recognized in the quarter prior to the creation of the Sales Contracts, Therefore, the
Financial Statements and public statements of Sino-Forest regarding its revenue from Standing
Timber were materially false and misleading as revenue was improperly recognized in violation
of applicable Company policies and accounting principles,

E. | Undisclosed Internal Control Weaknesses/Failures

128, Inits MD&A for 2010 dated March 15, 2011, Sino-Forest stated the following on
page 27 regarding its “Disclosure Control and Procedures and Internal Controls Over Financial
Reporting™:

The success of the Company’s vision and strategy of acquiring and
selling forestry plantations and access to a long-term supply of
wood fibre in the PRC is dependent on senior management. As
such, semior management plays a significant rele in
maintaining customer relationships, negotiating and finalizing
the purchase and sale of plantation fibre contracts and the
settlement of accounts receivable and accounts payable
associated with plantation fibre contracts, This concentration of
authority, or lack of segregation of duties, creates risk in terms of
measurement and completeness of iransactions as well as the
possibility of non-compliance with existing controls, either of
which may lead to the possibility of inaccurate financial reporting.
By taking additional steps in 2011 to address this deficiency,
management will continue to monitor and work on mitigating this
weakness, [Emphasis added]

129, Sino-Forest made similar disclosure in its annual MD&A from 2006 to 2009

regarding this concentration of authority or lack of segregation and the risk resulting from these

¢ See Sino-Forest Corporation Condensed Interim Consolidated Financial Statements For the Six
Months Ended June 30, 2011; 2007 MD&A; 2008 Annual Report; 2009 Annual Report.
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weaknesses. These material weaknesses were not remedied during the Class Period by Sino-
Forest, Overseas Management, the Audit Committee Defendants or Defendant Horsley.

130. Sino-Forest failed to disclose the extent of the concentration of duties in Overseas
Management. It did not disclose that Overseas Management and their nominees had complete
control over the operation of the BVI Model, including control over related parties, described in
paragraphs 93 to 113, the creation and execution of the Purchase Contracts and Sales Contracts,
described in paragraphs 114 to 127 and the extent of the “off-book” cash flow, set out in
paragraphs 88 to 92. This concentration of control in the hands of Overseas Management
facilitated the fraudulent course of conduct perpetrated in the BVI Model.

131, Although Sino-Forest did state that the concentration of authority in Overseas
Management, their improper control over significant transactions and related entities, and lack of
segregation of duties created a risk in terms of “measurement and completeness of transactions,”
and of “non-compliance with existing controls,” Defendants omitted the fact that these were not
simply risks but were, in fact, actually causing the issuance of materially false and misleading
financial statements in violation of Canadian GAAP.

F. Four Examples of Fraudulent Transactions within the Standing
Timber Fraud

132, During the Class Period, the Sino-Forest Defendants engaged in significant
fraudulent transactions related to their purchase and sale of Standing Timber. These fraudulent
transactions overstated Sino-Forest’s assets, revenue, and income during the Class Period.

133, By way of example, four series of fraudulent transactions are detailed below: (i)

the Dacheng Fraud; (ii) the 450,000 Fraud; (iii) Gengma Fraud #1; and (iv) Gengma Fraud #2,
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134, In these transactions, Sino-Forest used certain Suppliers, Als, and other nominee
companies that it controlled to falsify the financial disclosure of Sino-Forest, including the value
of its Standing Timber assets, revenue, and income.”

i The Dacheng Fraud

135. Sino-Forest and the Individual Defendants committed fraud (the “Dacheng
Fraud”) in a series of purported transactions commencing in 2008, related to purchases of timber
plantations (the “Dacheng Plantations”) from a Supplier called Guangxi Dacheng Timber Co.
Lid, (“Dacheng™). Companies controlled by Sino-Forest through Huang Ran were used in the
Dacheng Fraud,

136. The Dacheng Fraud involved duplicating the same Standing Timber assets within
the Dacheng Plantations in the records of two Sino-Forest subsidiaries. Sino-Forest recorded the
same assets once in the WFOE Model and again in the BYI Model.

137. In 2008, these Standing Timber assets were recorded at a value of RMB 47
million (approximately $6.3 million) in the WFOE Model and this amount was paid to Dacheng,
These funds were then funneled through Dacheng back to other subsidiaries of Sino-Forest, as
the purported collection of receivables.

138, At the same time, Sino-Forest recorded these Standing Timber assets in the BVI
Model at a value of approximately $30 million, In 2009, Sino-Forest purported to sell the
Standing Timber assets from the Dacheng Plantations held in the BVI Model for approximately
$48 million, This revenue was recorded in Q3 of 2009,

139, As a result of the Dacheng Fraud, in 2008, Sino-Forest overstated the value of

certain Standing Timber assets by approximately $30 million and, in 2009, Sino-Forest

" These fraudulent transactions have been identified by the OSC.
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overstated its revenue by approximately $48 million. The effect of this revenue overstatement in
Q3 of 2009 is set out in the table below:

Approximately Effect of the Dacheng Fraud on Q3 of 2009 ($ millions)

Quarterly Reported Revenue 367.0
QOverstated Revenue 47.7
Overstated Revenue as a % of Quarterly

Reported Revenue 13,0%

140, Sino-Forest improperly reported this revenue for Q3 of 2009 on page 20 of its
annual MD&A for 2009 (dated March 16, 2010) and page 87 of its 2009 Annunal Report,
summarizing the “2009 Quarterly Highlights.” Accordingly, Sino-Forest’s Financial Statements
for 2009 were also materially false and misleading,

ii, The 450,000 Fraud

141, Sino-Forest and Individual Defendants committed fraud (the “450,000 Fraud”) in
a complex series of transactions involving the purchase and sale of 450,000 cubic meters of
timber in Q4 of 2009, again utilizing companies controlled by Sino-Forest through Huang Ran,
In an email, Defendant Yeung described this purchase and sale of timber as “a pure accounting
arrangement.”

142. Three subsidiaries of Sino-Panel (the “Sino-Panel Companies™) purported to
purchase 450,000 cubic meters of Standing Timber at a cost of approximately $26 million from
Guangxi Hezhou Yuangao Forestry Development Co. Ltd. (“Yuangao™) during October 2009,

143, In Q4 of 2009, the Sino-Panel Companies purportedly sold this Standing Timber
to the following three customers:
a. Gaoyao City Xingi Forestry Development Co., Ltd. (“Xingi”);

b, Guangxi Rongshui Meishan Wood Products Factory (“Meishan™); and
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C. Guangxi Pingle Haosen Forestry Development Co,, Lid, (“Haosen”).

144, The sales price for this Standing Timber was approximately $33 million for an
apparent profit of approximately $7.1 million.

145.  The purported supplier (Yuangao) and the purported customers (Xingi, Meishan,
and Haosen) are all so-called “peripheral” companies of Sino-Forest, 7.e., they are nomince
companies controlled by Huang Ran on behalf of Sino-Forest. Xingi, Meishan, and Haosen are
also companies included in the Caretaker Company List, and Haung Ran is identified as the
“caretaker” of each company. See § 93 herein.

146. This $33 million sale of Standing Timber was recorded in Sino-Forest’s WFOE
Model, as opposed to its BVI Model. As noted in paragraph 88, the BVI Model employs the
Offsetting Arrangement whereby payables and receivables are made and collected “off-book.”
However, in the WFOE Model, Sino-Forest takes receipt of the sales proceeds directly or “on-
book.”

147. By July 2010, none of the sales proceeds had been collected and the receivable
was long overdue, In order to evidence the “collection” of the $33 million in sales proceeds,
Sino-Forest devised two separate “on-book” payables/receivables offsetting arvangements, one in
2010 and one in 2011, whereby Sino-Forest made payments to various companies, including
Yuangao and at least two other Sino-Forest nominee companies.®

148. To account for the purported profit of $7.1 million, Sino-Forest had to “collect”
more than just the purchase price ($26 million). Consequently, Sino-Forest ereated additional

“payables” to complete the circular flow of funds needed to collect the sales proceeds of $33

¥ Dao County Juncheng Forestry Development Co,, Ltd. And Guangxi Rongshui Taiyuan Wood
Co., Ltd,
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million. These “on-book™ offsetting arrangements, therefore, included the purported setflement
of various accounts payable, not just the Yuangao payable arising from the 450,000 Fraud.

149. The companies funneled the money to Xingi, Meishan and Haosen who, in turn,
repaid the money to the Sino-Panel Companies to achieve the purported collection of the $33
million in revenue.

150.  The “on-book” offsetting arrangements required that Suppliers and customers
have bank accounts through which the funds could flow. In July and August 2010, Sino-Forest
set up bank accounts for the suppliers and customers associated with the 450,000 Fraud to
facilitate the circular cash flows, These bank accounts were overseen by Defendants Ip and Ho,
as well as a former Sino-Forest employee and his associate,

151. Had the E&Y properly conducted its audit properly, utilizing procedures designed
to obtain competent evidence of these transactions, the true substance of these transactions would
have been revealed.

152, These circular cash-flows commenced in July 2010 and continued until February
2011, The circular flow of funds underlying the 450,000 Fraud demonstrates that the sales
contracts purportedly entered into between the Sino-Panel Companies and Xingi, Meishan, and
Haosen are fraudulent and have no true economic substance, As a result of the 450,000 Fraud,
Sino-Forest overstated the value of its revenue by approximately $30 million for Q4 of 2009.
The effect of this revenue overstaternent on the financial statements of Sino-Forest for Q4 of
2009 is set out in this table:

Approximately Effect of the 450,000 Fraud on Q4 of 2009 (8 millions)

Quarterly Reported Revenue 469.6
Fraudulently Overstated Revenue 30.1
Fraudulently Overstated Revenue as a % of 6.4%
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| Quarterly Reported Revenue ! !

153, Sino-Forest reported its revenue for Q4 of 2009 at page 20 of its annual MD&A
for 2009 (dated March 16, 2010) and page 87 of its 2009 Annual Report, summarizing the “2009
Quarterly Highlights.;’ Accordingly, Sino-Forest’s Financial Statements for 2009 were also
materially false and misleading as they overstated revenue, income and assets,

iii, Gengma Fraud #1

154, Sino-Forest entered into a fraudulent transaction in 2007 related to Standing
Timber assets purchased from Gengma Dai and Wa Tribe Autonomous Region Forestry Co,,
Ltd. (“Gengma Forestry”) by Sino-Panel (Gengma) Co., Ltd. (“Sino-Panel Gengma”), a Sino-
Forest subsidiary (“Gengma Fraud #1”),

185, In 2007, Sino-Panel Gengma purchased certain land use rights and Standing
Timber for approximately $14 million from (Gengma Forestry. These contracts were signed by
Chan. However, this transaction between Sino-Panel Gengma and Gengma Forestry was not
recorded. Instead, Sino-Forest purported to putchase the same assets from Yuda Wood,
allegedly paying approximately $68 million for the Standing Timber in 2007 and approximately
$15 million for certain land use rights during the period from June 2007 to March 2009. This
purchase was recorded and these Standing Timber assets remained on the books of Sino-Forest
until 2010.

156. These frandulent fransactions resulted in an overstatement of Sino-Forest’s timber
holdings for 2007, 2008, and 2009,

187. In 2010, this Standing Timber was purportedly sold for approximately $231

million. However, these same Standing Timber assets were offered as collateral for a bank loan
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by Sino-Forest in 2011, so the sale of those assets in 2010 could not have taken place and been
recorded as revenue in that year,

158, Sino-Forest included these revenues in its reports for Q1 and Q2 at page 20 of its
annual MD&A for 2010 (dated March 15, 2011) and page 88 of its 2010 Annual Report,
summarizing the “2010 Quarterly Highlights,”

The Gengma Fraud #1’s Effect on the Reported Revenue of Sino-Forest
159. Gengma Fraud #1 resulted in Sino-Forest fraudulently overstating its revenue for

Q1 and Q2 of 2010 as set out in the table below:

Q12010 Q22010
Quarterly Reported
Revenue 251.0 305.8
Amount Overstated
Revenue 73.5 157.8
Fraudulently Overstated
Revenue as a % of
Quarterly Reported
Revenue 29.3% 51.6%

160, This income fraudulently inflated Sino-Forest’s revenue, income, and assets for
Q1 and Q2 of 2010, misleading Class Members.
iv.  Gengma Fraud #2
161, 1In 2007, Sino-Forest and the Individual Defendants committed fraud in another
series of transactions to artificially inflate its assets and revenue from the purchase and sale of
Standing Timber.
162, In September 2007, Sino-Forest recorded the acquisition of Standing Timber from

Yuda Wood at a cost of approximately $21.5 million related to Standing Timber in Yunnan
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Province (the “Yunnan Plantation”), However, Yuda Wood did not actually acquire these assets
in the Yunnan Plantation until in September 2008 — one year later, (“Gengma Fraud #2%)

163, In 2007, Sino-Forest also purportedly purchased the land vse rights to the Yunnan
Plantation from Yuda Wood at a cost of approximately $7 million, about 99% of which was paid
to Yuda Wood during the period from January 2009 to April 2009, Sino-Forest then fabricated
the sale of the land use rights to Guangxi Hezhou City Kun’an Forestry Co., Ltd. (“Kun’an”)
pursuant to a contract dated November 23, 2009, Kun’an was controlled by Sino-Forest through
Person #1 and is a company included in the Caretaker Company list referred to in paragraph 93
above,

164. Sino-Forest then purported to sell the Standing Timber in the Yunnan Plantation
in a series of transactions between March 2008 and November 2009 for approximately $49
million, As Yuda Wood did not own this Standing Timber asset until September 2008, Sino-
Forest could not have recorded sales of this Standing Timber prior to that time, Accordingly,
Sino-Forest's Financial Statements for 2007 through 2009 were materially false and misleading
as they overstated revenues, income, and assets.

The Gengma Fraud #2’s Effect on the Reported Revenue of Sino-Forest

165, The purported transactions underlying Gengma Fraud #2 resulted in Sino-Forest
fraudulently overstating its revenue for Q1, Q2, Q3 of 2008, and Q4 of 2009 as set out in this
table:

Approximate Effect of Gengma Fraud #2 on Q1, Q2, and Q3 of 2008 and Q4 of 2009
($ millions)

Q12008 Q2 2008 Q3 2008 Q4 2009
Quarterly Reported
Revenue 136.1 187.1 295.5 469.6
Fraudulently 5.7 4.9 5.9 32,6
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Overstated Revenue

Fraudulently
Overstated Revenue as
a % of Quarterly
Reported Revenue 4.2% 2.6% 2.0% 6.9%

166, Sino-Forest reported its revenue for Q1, Q2, and Q3 of 2008 at page 19 of its
annual MD&A for 2008 (dated March 16, 2009) and page 73 of its 2008 Annual Report
summarizing the “2008 Quarterly Highlights.,” Revenue for Q4 of 2009 was reported as set out
above in paragraph 141. Accordingly, Sino-Forest’s Financial Statements for 2008 and 2009
were also materially false and misleading as they overstated revenues, income, and assets,

G, The Greenheart Transaction

167. In 2010, following a complex series of transactions, Sino-Forest completed the
purchase of a controlling interest in Greenheart Group Ltd. (“Greenheart™), a public company
listed on the Hong Kong Stock Exchange. Sino-Forest’s 64% interest in Greenheart was
acquired for approximately $120 million in cash and Company stock. Greenheart holds natural
forest concessions, mostly in Suriname. Greenheart controls most of Sino-Forest’s supposedly
substantial forestry assets outside of China. Sino-Forest also holds a 39.6% stake in Greenheart
Resources Holdings Ltd. (“GRH”), a subsidiary of Greenheart. GRH, in turn, indirectly owns
100%of Greenheart’s forest assets and operations in the western pait of Suriname, supposedly
one of Sino-Forest’s principal timber holdings.

168. The Sino-Forest Defendants made materially misleading statements in Sino-
Forest’s AlFs for 2008, 2009, and 2010 by not disclosing Chan’s interest in the Greenheart

Transaction, These misleading statements were also contained in Sino-Forest’s short form
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prospectuses filed in 2009 (which incorporated by reference the relevant AIFs and MD&A as
required by Ontario securities law).’

169, Two of the companies holding shares of GRHL, thus benefitting from’ the
Greenheart Transaction, were Fortune Universe Ltd. (“Fortune Universe”) and Montsford Ltd,
(“Montsford”). Both Fortune and Montsford were BVI shelf companies incorporated in 2004
and subsequently acquired by, or for the benefit of, Chan in 2005,

170, As a result of the Greenheart Transaction, Fortune Universe and Montsford
received over $22.1 million, comprised of approximately $3.7 million in cash and approximately
$18.4 million in securities of Sino-Forest. The Sino-Forest securities received by Fortune
Universe and Montsford appreciated in value and were subsequently sold for a total of
approximately $35 million. With the help of Chan’s assistant, these securities were sold through
brokerage accounts.of Fortune.Universe and Montsford, which were opened at her direction on
the instructions of Chan. However, Chan arranged for the sole director/shareholder of Fortune
Universe and the sole director/sharcholder of Montsford to act as Chan’s nominees. Chan was
the true beneficial owner of Fortune Universe and Montsford.

171.  The sole director/shareholder of Fortune Universe was the legal representative
and director of one of Sino-Forest’s largest Suppliers during the Class Period, The sole
director/shareholder of Montsford was an acquaintance of Chan based in the PRC,

172.  While Sino-Forest disclosed that another director of Sino-Forest had an interest in
the Greenheart Transaction in its AIFs for 2008, 2009, and 2010, it did not disclose that Chan
benefitted directly or indirectly from the Greenheart Transaction through Fortune Universe and

Montsford,

? See also the Company’s short form prospectuses filed in 2008 and 2010,
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173, Chan failed to disclose his substantial personal interest in the Greenheart
Transaction and the over $22 million received by entities under his control. Chan and Sino-
Forest misled the investing public in Sino-Forest’s filings and public statements, Chan falsely
certified the accuracy of Sino-Forest’s AIFs for 2008, 2009, and 2010, as these documents failed
to disclose his interest in the Greenheart Transaction. Accordingly, Sino-Forest’s Financial
Statements for these years were also materially false and misleading for improperly reporting

related party transactions.

1V,  SINO-FOREST’S MATERIALLY FALSE AND MISLEADING STATEMENTS

174, During the Class Period, Sino-Forest made numerous statements that were
materially false and misleading and which had the effect of artificially inflating the value of
Sino-Forest’s securities. These false statements were contained in the Company’s public filings,
press releases, reports and other statements to the investing public. As described above, during
the Class Period, the Company reported steadily increasing holdings of timber assets (mostly in
the PRC) achieved through acquisitions and purchases, and increasing revenues and earnings, all
of which contributed to the Company’s rising stock price and its ability to issue additional debt
and equity securities to investors.

175, By omitting material facts and failing to disclose the improper recognition of
revenues, overstatement of assets, and other misconduct described above, the Sino-Forest
Defendants made materially misleading statements or omitted material facts in its filings to the
Ontario Securities Commission during the Class Period. The materially false and misleading
statements or omitted facts related to Sino-Forest’s business and financial results were contained

in (or absent from) the Company’s public filings, including its audited annual financial
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statements, AlFs, prospectuses, and MD&As filed with the Ontario Securities Commission
during the Class Period as required by Canadian securities law.

176, Besides the issuance of false and misleading financial statements, examples of
other materially false and misleading statements include:

a, Sino-Forest’s statement in its 2010 AIF that the Company applied for Plantation
Rights Certificates and obtained confirmation of ownership from the forestry bureaus: “For our
purchased plantations, we have applied for the corresponding Plantation Rights Certificates with
the relevant local forestry bureaus. As the relevant locations where we purchased our purchased
plantations have not fully implemented the new form of Plantation Rights Certificate, we are not
able to obtain all the corresponding Plantation Rights Certificates for our purchased plantations.
Instead, we obtained confirmation of our ownership of our purchased plantations from the
relevant forestry bureaus. Based on the relevant purchase contracts and the approvals issued by
the relevant forestry bureaus, we legally own our purchased plantations,”

b. Sino-Forest’s statement in its 2010 AIF that “The PRC government is in the
process of gradually implementing the issuance of the new form of certificates on a nationwide
scale. However, the registration and issuance of the new form plantation rights certificates by the
PRC State Forestry Administration have not been fully implemented in a timely manner in
certain parts of the PRC. 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
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the plantation rights certificates for those plantations for which we have not obtained such
certificates,™®

177, Thus, beginning at least as 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 financial performance because they described the Company as a fast-growing, legitimate
business that followed good corporate governance practices, while failing to disclose: (1) thaf the
Company engaged in multiple fraudulent transactions which resulted in the overstatement of
assets, revenues and income; (2) that the Company lacked adequate internal controls to
substantiate its financial performance or verify its assets and contractual relationships; (3) that its
operations were permeated by unsubstantiated and undisclosed related party transactions; and (4)
that its financial statements were materially misleading and not prepared in accordance with the
applicable accounting standards These material facts were omitted from the Company’s filings
and reports listed in Paragraphs 190 and 192 herein,

178, These misleading statements and omissions, including the assets, revenue, and
income recorded as a result of the Standing Timber Fraud, among other things, were material as
they related to Sino-Forest’s primary business in the BVI Model and the WFOE Model,
representing approximately 90% of Sino-Forest’s stated timber assets as of December 31, 2010
and 75% of its stated revenue from 2007 to 2010,

179, In addition, Sino-Forest’s statements in its public disclosures, including its AIFs
and its MD&As filed with the Ontario Securities Commission during the Class Period, regarding

the extent of its internal control weaknesses and deficiencies were wholly inadequate and

' See also the Company’s 2007, 2008, and 2009 AlFs wherein the Company gives conflicting
responses as to the issuance of plantation rights certificates,
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misleading in light of the pervasive control management had over the transactions and entities
Sino-Forest conducted business with and their ability to circumvent the Company’s accounting
practices and policies,

C. Misrepresentations and Omissions With Respect to Sino-Forest’s Financial
Statements

180. Sino-Forest’s financial statements, which were disseminated on a quarterly 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
Consolidated Financial Statements, dated March 19, 2007; its 2007 Annual Consolidated
Financial Statements, dated March 18, 2008; its 2008 Annual Consolidated Financial Statements,
dated March 16, 2009; its 2009 Annual Consolidated Financial Statements, dated March 16,
2010; and its 2010 Annual Consolidated Financial Statements, dated March 15, 2011, the

Company’s revenue, earnings, and assets supposedly grew during the Class Period as follows:

2006 2007 2008 2009 2010

Assets | $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 | $152,273,000 | $228,593,000 | $286,370,000 | $395,426,000

181. Each of the annual financial statements, except for the 2006 statements, were
accompanied by an audit opinion from E&Y stating that E&Y had conducted annual audits in
accordance with Canadian GAAS and that these financial statements were presented in
accordance with Canadian GAAP, Defendant Chan signed each annual financial statement,

182, 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
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Memoranda, of its audit reports on Sino’s Annual Financial Statements issued during the Class
Period,

183, Defendants Hyde and West are former E&Y partners and employees. They
served on Sino-Forest’s Audit Committee but purported to exercise oversight of their former
E&Y colleagues. In addition, Sino-Forest's Vice-President, Finance (Corporate), Thomas M.
Maradin, is a former E&Y employee. Also, during the Class Period, af least 3 other former E&Y
staff members were employed by Sino-Forest.

184. The charter of Sino-Forest’s Audit Commitiee required that Ardell, Bowland,
Hyde, and West review and take action to eliminate all factors that might impair, or be perceived
to impair, the independence of the Auditor. Sino-Forest’s practice of hiring numerous former
E&Y staff and appointing former E&Y partners to its board and the audit committee — and
paying them handsomely (for example, Hyde was paid $163,623 by Sino-Forest in 2010,
$115,962 in 2009, $57,000 in 2008, and $55,875 in 2007, plus stock options and other
compensation) — undermined the Audit Committee’s oversight of E&Y,

185. E&Y’s independence was further 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.

186, As described above, the Sino-Forest Defendants created and executed the
Purchase Contracts in the BVI Model in the quarters after the assets acquired in those
transactions were recognized, This made Sino-Forest’s audited annual financial statements,
AlFs, and MD&A for the years 2006, 2007, 2008, 2009, and 2010 materially false and
misleading as revenues, income, and assets were all overstated, See paragraphs 114 to 124

above,
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187, Further, given that Sino-Forest did not have sufficient proof of ownership of the
majority of its Standing Timber assets due to the conduct described above, the information
regarding Sino-Forest’s timber holdings in its audited annual financial statements, AlFs, and
MD&As for the years 2006, 2007, 2008, 2009, and 2010 were materially false and misleading,.
For the same reasons, the information regarding Sino-Forest’s timber holdings in its short form
prospectuses filed in 2007 and 2009 (which incorporated by reference the relevant audited
annual financial statements, AlFs, and MD&As as required by Ontario securities law) was
materially false and misleading as revenues, income, and assets were all overstated,

188. In addition, the creation and execution of sales contracts in the BVI model
following the close of a quarter where the revenue related to those transactions was recognized,
was contrary to the revenue recognition process set out in Sino-Forest’s public filings including
its MD&A and the notes to its audited annual financial statements — making those
representations therefore, materially false and misleading as revenues, income, and assets were
all overstated. See paragraphs 126 to 127 above,

189, The Company also issued materially false and misleading unaudited “Interim
Financial Statements” during the Class Period, which incorporated prior period audited financial
statements and similatly overstated the Company’s revenue, earnings, and assets. The
Company’s materially false and misleading quarterly financial statements (through 2010) which,
like the annual financial statements, showed increasing revenue, earnings, and assets, were

released on the following dates:

Date of
Document Filing
2007 Q-1 Interim Financial Staternents 5/14/2007
2007 Q-2 Interim Financial Statements 8/13/2007
2007 Q-3 Interim Financial Statements 11/12/2007
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Date of

Document Filing
2008 Q-1 Interim Financial Statements 5/13/2008
2008 Q-2 Interim Financial Statements 8/12/2008
2008 Q-3 Interim Financial Statements 11/13/2008
2009 Q-1 Interim Financial Statements 5/11/2009
2009 Q-2 Interim Finaneial Statements 8/10/2009
2009 Q-3 Interim Financial Statements 1171272009
2010 Q-1 Interim Financial Statements 5/12/2010
2010 Q-2 Interim Financial Statements 8/10/2010
2010 Q-3 Interim Financial Statements 11/10/2010

Each of the financial statements listed above, as well as the reports listed in Paragraph 192,
contained materially false and misleading financial statements and statements regarding the

Company’s financial results that omitted material facts described in Paragraph 191,

190. Sino-Forest’s quarterly and annual financial statements (through December 31,
2010) were materially false and misleading because they failed to comply with Canadian GAAP.
Specifically, at the time each of these financial statements was issued, it overstated the
Company’s agsets, inflated the reported revenue and earnings, and misled investors regarding the
Company’s then-current financial situation and future prospects. Defendants failed to disclose to
investors that: (1) the Company engaged in multiple fraudulent transactions which resulted in
the overstatement of assets, revenues, and income; (2) the Company lacked adequate internal
controls to substantiate its financial performance or verify its assets and contractual relationships;
(3) the Company’s operations were permeated by unsubstantiated and undisclosed related party
transactions; and (4) the Company’s financial statements were materially misleading and not
prepared in accordance with the applicable accounting standards, Sino-Forest’s quarterly

financial statements for the first two quarters of fiscal year 2011 also overstated the Company’s
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assets, revenues, and net earnings at the time they were issued and were not presented in
accordance with the applicable Canadian accounting standards.

D. Qther Misrepresentations and Omissions In Annual And Quarterly Filings

191. In addition to filing false and misleading financial statements, the Company made
numerous other false and misleading statements to investors in other periodic securities filings
made pursuant 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 described the Company as a fast-growing, legitimate business that followed good
corporate governance practices.

192, The Company’s periodic reports to investors included (in addition to the
separately filed financial statements) a “Management Discussion and Analysis” (“MD&A”) that
Sino-Forest filed each quarter during the Class Period, “Annual Information Forms” (“AIFs”)
and annual reports. These documents provided to investors and others gave narrative
explanations of 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 affected the
Company and that are reasonably likely to affect it in future. The dates of these false and

misleading statements are set out in the table below;

Document Date of Filing
2006 MD&A 3/19/2007
2006 AIF 3/30/2007
2006 Annual Report 51472007
2007 Q-1 MD&A 5/14/2007
2007 Q-2 MD&A 8/13/2007
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Document Date of Filing
2007 Q-3 MD&A 11/12/2007
2007 MD&A 3/18/2008
2007 ATF 3/28/2008
2007 Annual Report 5/6/2008
2008 Q-1 MD&A 5/13/2008
2008 Q-2 MD&A 8/12/2008
2008 Q-3 MD&A 11/13/2008
2008 MD&A 3/16/2009
2008 AIF 3/31/2009
2008 Annual Report 5/4/2009
2009 Q-1 MD&A 5/11/2009
2009 Q-2 MD&A 8/10/2009
2009 Q-3 MD&A 11/12/2009
2009 MD&A 3/16/2010
2009 AIF 3/31/2010
2009 Annual Report 5/1172010
2010 Q-1 MD&A 5/12/2010
2010 Q-2 MD&A 8/10/2010
2010 Q-3 MD&A 11/10/2010
2010 MD&A 3/15/2011
2010 AIF 3/31/2011
2010 Annual Report 5/10/2011
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Each of the reports listed above contained materially false and misleading financial statements

and contained statements regarding the Company’s financial results that omitted material facts

described in Paragraph 176.

E.

193.

False Certifications

Each annual financial statement, AIF, and MD&A filing was accompanied by

separate certifications signed by Defendants Chan and Horsley, which asserted the following:
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1. Review: | have reviewed the AIF, if any, annual financial
statements and annual MD&A, including, for greater certainty, 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 misrepresentations: Based on my knowledge, having
exercised reasonable diligence, the annual filings do not contain
any untrue statement of a material fact or omit to state a material
fact required to be stated or that is necessary to make a statement
not misleading in light of the circumstances under which it was
made, for the period covered by the annual filings.

3. Fair presentation: Based on my knowledge, having exercised
reasonable diligence, the annual financial statements together with
the other financial information included 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
periods presented in the annual filings.

194. Similarly, each of the quarterly interim financial statements and quarterly
MD&As were accompanied by separate certifications signed by Defendants Chan and Horsley,
which also asserted the following:

1. Review: I have reviewed the interim financial report and interim
MD&A (together, the “interim filings™) of Sino-Forest Corporation
(the “issuer”) for the interim period ended. ...

2. No misrepresentations: Based on my knowledge, having
exercised reasonable diligence, the interim filings do not contain
any untrue statement of a material fact or omit to state a material
fact required to be stated or that is necessary to make a statement
not misleading in light of the circumstances under which it was
made, 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 financial information included in the interim filings fairly
present in all material respects the financial condition, financial
performance and cash flows of the issuer, as of the date of and for
the periods presented in the interim filings,
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195, However, these publicly filed certifications were materially false and misleading
because the Company’s quarterly and annual financial statements overstated its assets, revenues
and earnings, and the namative statements were materially false and misleading. These
statements failed to disclose (1) that the Company engaged in multiple fraudulent transactions
which resulted in the overstatement of assets, revenues and income; (2) that the Company lacked
adequate internal controls to substantiate its financial performance or verify its assets and
contractual relationships; (3) that its operations were permeated by unsubstantiated and
undisclosed related party transactions; and (4) that its financial statements were materially

misleading and not prepared in accordance with the applicable accounting standards,

F, Misrepresentations and Omissions Relating To Yunnan Forestry Assets

196. On March 23, 2007, Sino-Forest issued a press release announcing that it had
entered into an agreement to sell 26 million shares to several institutional investors for gross
proceeds of $200 million and that the proceeds would be used for the acquisition of standing
timber including, pursvant to a new agreement, the purchase of standing timber in China’s
Yunnan Province. The press release further stated that Sino-Forest-Panel (Asia) Inc, (“Sino-
Forest-Panel™), a wholly-owned subsidiary of Sino-Forest, entered into (on that same day) an
agreement with Gengma Dai and Wa Tribes Autonomous Region Forestty Company Lid,,
(“Gengma Forestry”) in Lincang City, Yunnan Province in the PRC. Under that Agreement,
Sino-Forest-Panel would acquire approximately 200,000 hectares of non-state owned
commercial standing timber in Lincang City and surrounding cities in Yunnan for $700 million
to $1.4 billion over a 10-year period.

197. Similar representations regarding the acquisition of these assets were also made in

Sino-Forest’s Q1 2007 MD&A. Moreover, throughout the Class Period, Sino-Forest discussed
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its purported Yunnan acquisitions in other filings and public statements. In the Company’s 2010
AlF, filed on March 31, 2010, the Company asserted that “[a]s of December 31, 2010, we have
acquired approximately 190,300 hectares of plantation trees for US $925.9 million under the
terms of the master agreement” which was entered into in March 2007, It made a similar
statement in its 2010 annual report, which was filed on May 10, 2011.

198, However, as discussed above in paragraphs above 196 to 198 , Sino-Forest’s and
Defendants’ statements concerning the acquisition of assets in Yunnan Province were materially
false and misleading because, among other reasons, Sino-Forest acquired the rights to far less
timber than the Company claimed and/or the value attributed to the timber assets purportedly
owned by Sino-Forest was materially overstated, As a result, the Company’s representations
relating to its financial results and business were materially misleading as Defendants failed to
disclose the true amount of timber acquired from Gengma Forestry, thereby overstating the
assets carried on the balance sheet,

G, Misrepresentations and Omissions Relating fo the Offering of 2017 Notes

199, On October 14, 2010, Sino-Forest, through the Underwriter Defendants, offered
and sold the 2017 Notes. The Underwriter Defendants served as Joint Global Coordinators and
Lead Bookrunning Managers. The 2017 Notes were purportedly exempt from registration
requirements under the U.S. Securities Act because they were offered, pursuant to SEC Rule
144A, to qualified institutional buyers (including those in the U.S.), and in offshore transactions
to investors other than U.S. persons under SEC Regulation S,

200, 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 Sino-Forest

Defendants and the Underwriter Defendants.  The Offering Memorandum specifically
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incorporates by reference Sino-Forest’s misleading 2007, 2008, and 2009 annual financial
statements, its misleading unaudited interim financial statements for the six months ended June
30, 2009 and June 30, 2010, and Defendant E&Y’s audit reports dated March 13, 2009 and
March 16, 2010 (with E&Y’s consent), The Offering Memorandum states that the documents
incorporated by reference “form [an] integral part of [the] Offering Memorandum.”

201, As underwriters of the Note Offering, the Underwriter Defendants had a duty to
investors to conduct an adequate due diligence with respect to the representations in the Offering
Memorandum. The Underwriter Defendants were reckless or negligent in performing due
diligence on the Note Offering by failing, among other things, to determine the legitimacy of the
Company’s revenues, earnings and income, its lack of internal controls, the existence of multiple
related party transactions or to ascertain the true value of the assets, properties and business of
Sino-Forest, resulting in the issuance of a materially false and misleading Offering
Memorandum,

202. The Offering Document was signed by the Underwriter Defendants and contained
both Sino-Forest’s misleading financial statements and the misleading narrative description of
the Company’ results and its future prospects, including the portrayal of the Company as a fast-
growing, legitimate business which followed good corporate governance practices with positive
future prospects for growth. In particular, the Offering Memorandum cited the Company’s
competitive strengths including, among others, the following: (i) “Leading commercial forest
plantation operator in the PRC with established track record;” (ii) “First mover advantage with
strong track record of obtaining and developing commercial tree plantations and ability to

leverage our industry foresight;” (iii) “Future growth supported by long-term master agreements
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at agreed capped prices;” (iv) “Strong research and development capability, with extensive
forestry management expertise in the PRC;” and (v) “Diversified revenue and asset base.”

203. As described above, each of these additional statements in the Offering Document
were materially false and misleading because, contrary to the financial results reported in ifs
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 in the
overstatement of assets, revenues and earnings, and misleading statements about its contractual
relationships with certain parties in the PRC related to the purchase of timber acreage. Thus, at
the time of the Note Offering, investors were misled because the Company’s actual financial
condition, results of operation, and future business prospects were much worse than these public
statements indicated.

H,  Misrepresentations and Omissions Relating to Code of Business Conduct

204, At all material times, Sino-Forest maintained it had in place a Code of Business
Conduct (the “Code”), which governed its employees, officers and directors. The full text of the
code was posted on the Company’s Internet site and available to investors. It 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-Forest representatives
act in the best interests of shareholders, that corporate opportunities not be used for personal
gain, that insiders not trade in Sino-Forest securities based on undisclosed knowledge 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 avoided, and that 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.
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205, Nonetheless, as explained in this Complaint, the publicly disclosed Code
contained materially false and misleading statements because, as described herein in paragraphs
204-205 Sino-Forest’s top executives placed their own interests ahead of the Company’s and did
not actually follow the provisions of the Code in that they sold Sino-Forest stock while in
possession of material, non-public information and profited from transactions entered into with
related parties,

G. Misrepresentations and Omissions Relating to Poyry’s Valuation of Sino-
Forest’s Forestry Assets

206. As particularized above, Sino-Forest overstated its forestry assets in Yunnan and
Jiangxi Provinces in the PRC and in Suriname. Accordingly, Sino-Forest’s total assets ave
overstated to a material degree in all of the Financial Statements, Annual Reports, MD&As,
AlFs, and other investor documents, in violation of Canadian GAAP, and each such statement of
Sino’s total assets constitutes a mistepresentation or omission of material fact,

207, In addition, during the Class Period, Poyry and entities affiliated with it made
staternents that are misrepresented Sino-Forest’s Yunnan Province “assets,” namely:

a. In a report dated March 14, 2008, filed on SEDAR (the System for
Electronic Document Analysis and Retrieval of the Canadian Securities
Administrators) on March 31, 2008, (the “2008 Valuations”), Poyry: (a)
stated that it determined the valuation of the Sino-Forest assets to be $3.2
billion as of December 31, 2007, (b) provided tables and figures regarding
Yunnan; (c) stated that “Stands in Yunnan range from 20 ha to 1000 ha,”
that “In 2007 Sino-Forest purchased an area of mixed broadleaf forest in

Yunnan Province,” that “Broadleaf forests already acquired in Yunnan are
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all mature,” and that “Sino-Forest is embarking on a series of forest
acquisitions/expansion efforts in Hunan, Yunnan, and Guangxi;” and (d)
provided a detailed discussion of Sino-Forest’s Yunnan “holdings” at
Appendices 3 and 5. Poyry’s 2008 Valuations were incorporated in Sino-
Forest’s 2007 Annual MD&A, amended 2007 annual MD&A, 2007 AIF,
each of the Q1, QW2, and Q3 2008 MD&As, Annual 2008 MD&A,
amended Annual 2008 MD&A, each of the Q1, Q2, and Q3 2009, annual
2009 MD&A, and July 2008 and December 2009 Offering Memoranda,

In a report dated April 1, 2009 and filed on SEDAR on April 2, 2009 (the
“2009 Valuations”), Poyry stated that “[t]he area of forest owned in
Yunnan has quadrupled from around 10,000 ha to almost 40,000 ha over
the past year,” provided figures and tables regarding Yunnan, and stated
that “Sino-Forest has increased its holding of broadleaf crops in Yunnan
during 2008, with this province containing nearly 99% of its broadleaf
resource.” Poyry’s 2009 Valuations were incorporated in Sino-Forest’s
2008 AlF, each of the Ql, Q2, and Q3 2009 MD&As, Annual 2009
MD&A, June 2009 Offering Memotandum, 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™), Poyry stated that “Guangxi, Hunan, and
Yunnan are the three largest provinces in terms of Sino-Forest’s holdings.
The largest change in area by province, both in absolute and relative terms

[sic] has been Yunnan, where the area of forest owned has almost tripled,
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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 “[allmost 97% of the broadleaf forest is in Yunnan,” and provided
a detailed discussion of Sino-Forest’s Yunnan “holdings” at Appendices 3
and 4. Poyry’s 2010 Valuations were incorporated in Sino-Forest’s 2009
AlIF, the annual 2009 MD&A, each of the Q1, 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, Poyry
provided tables and figures regarding Yunnan, stated that “[t]he major
changes in area by species from December 2009 to 2010 has been in
Yunnan pine, with acquisitions in Yunnan and Sichuan provinces” and
that “[a]nalysis of [Sino’s] inventory data for broadleaf forest in Yunnan,
and comparisons with an inventory that 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 Yumnan pine in
Yunnan and Sichuan provinces was derived from data collected in this
species in these provinces by Poyry during other work;” and

In a press release titled “Summary of Sino-Forest’s China Forest Asset

2010 Valuation Reports” and which was “jointly prepared by Sino-Forest
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and Poyry to highlight key findings and ontcomes from the 2010 valuation
reports,” Poyry reported on Sino’s “holdings” and estimated the market
value of Sino’s forest assets on the 754,816 ha to be approximately $3.1
billion as of December 31, 2010.

208. These Poyry reports were materially false and misleading based on the lack of

evidence that Sino-Forest owned the assets described therein,.

V. INITIAL DISCLOSURE OF FRAUD AT SINO-FOREST

209. A report published on June 2, 2011 by Muddy Waters (the “Report”), a research
firm that specializes in analyzing Chinese companies traded in the United States and Canada,
reported that Sino-Forest and its financial statements were permeated by fraud,

210.  The Report detailed the extensive investigative effort and resources that Muddy
Waters had undertaken to discover the truth about the Company:

In order to conduct our research, we ulilized a team of 10 persons
who dedicated most to all of their time over two months to
analyzing [Sino-Forest]. The team included professionals who
focus on China from the disciplines of accounting, law, finance,
and manufacturing,. Our team read over 10,000 pages of
documents in Chinese pertaining to the company. We deployed

professional investigators to five cities. We retained four law
firms as outside counsel to assist with our analysis.

211, The Muddy Waters report concluded that the Company was extensively involved
in business practices that were “blatantly illegal” and that the Company’s financial statements
and other reports to investors were permeated by fraud. According to the Report, Sino-Forest’s
remarkably consistent growth during the Class Period was illusory - simply the result of “a
Ponzi scheme,” rather than a real expansion in Sino-Forest’s business. According to Muddy

Waters, the Company used its supposed growth and profitability to raise money from private

66



390

lenders and the financial markets, This money, in turn, was used to bolster an appearance of
further growth and increased profitability, which in turn opened the door to additional funding
from private lenders and the capital markets. According to the Report, however, the capital
raised by Sino-Forest was not used to expand the Company’s business, but was instead largely
siphoned off by insiders in undisclosed related party transactions.

212. At the heart of the misconduct at Sino-Forest, according to Muddy Waters, is the
Company’s use of Als. The Report noted that Als apparently act as both buyers and sellers in
Sino-Forest transactions. For example, in one case wncovered 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 sold
the logs back to the AT who then proceeded to turn the logs into wood chips. The purpose of
these transactions, which were pointless from a business perspective, was to create the
appearance of additional revenue for Sino-Forest. This type of “circular” transaction was also
found by the Ontario Securitics Commission during its investigation of the Company.

213. The Report also disclosed that Sino-Forest vastly overstated its forestry assets. In
China’s Yunnan Province alone, the overstatement is potentially hundreds of millions of dollars.
As noted above, in March 2007 Sino-Forest publicly announced that it had entered into an
agreement to purchase up to 200,000 hectares of trees in Lincang City in Yunnan 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 was about 40,000 hectares.

214, Furthermore, although Sino-Forest generally does not identify the companies
from which it purchases forestry assets, Muddy Waters was able to identify many of these

companies by means that included careful review of government records, Muddy Waters visited
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many of these entities, finding that they “generally operated out of apartments while purportedly
each doing annual revenue in the hundreds of millions from TRE [Sino-Forest] alone.” This
discovery supports Muddy Waters’® conclusion that a substantial portion of the Company’s
reported purchases of forestry assets were greatly exaggerated or never occurred at all.,

215, The Report also noted that Sino-Forest had engaged in substantial transactions
with undisclosed related parties, transactions which are in violation of the applicable accounting
rules and which require disclosure of related party transactions. An example is Jiangxi
Zhonggan Industrial Development Company Ltd., which was incorporated just months before it
entered into an approximately $700 million contract with Sino-Forest in June 2009, The legal
representétive and President of this company is Sino-Forest Executive Vice President, Lam Hong
Chiu, According to Muddy Waters, Zhonggan’s 2008 and 2009 audit report shows “numerous
large transactions between the Company, TRE, and other parties,” Separately, Muddy Waters
identified Huaihua Yuda Wood Company Ltd,, as “an undisclosed TRE subsidiary that has been
receiving massive amounts of money from TRE’s subsidiaries.”

216. On publication of tl?e Muddy Waters Report, the price of Sino-Forest’s securities
dropped dramatically. On June 2, 2011, the Company’s shares, which ended trading at $18.64
oﬁ 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 substantially larger volume than normal. The prices of the

Company’s debt securities also declined significantly,

VI. SINO-FOREST’S DENIALS AND FURTHER MISLEADING STATEMENTS

217. Soon after publication of the Muddy Waters Report, Defendants began an

organized campaign to further mislead investors by falsely claiming that there was no
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misconduct at the Company. These denials and misleading statements (1 174-179) continued to
prop up the prices of Sino-Forest securities until trading was halted on August 26, 2011,

218, In a June 3, 2011 press release, the Company asserted that “[t]he Board of
Directors and management of Sino-Forest wish to state clearly that there is no material change in
its 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 repott.” The release also quoted Defendant Chan as saying the
following: “let me say clearly that the allegations contained in this report [by Muddy Waters]
are inaccurate and unfounded.” The release quoted Defendant Horsley as saying “I am confident
that the [Sino-Forest Board of Directors’] independent committee’s examination will find these
allegations to be demonstrably wrong.”

219, In a June 6, 2011 press release, Sino-Forest further stated that “The Company
believes Muddy Waters’ report to be inaccurate, spurious and defamatory.” The press release
quoted Defendant Chan as saying the following: “I stand by our audited financial statements,
including the revenue and assets shown therein, All material related party transactions are
appropriately disclosed in our financial statements. We do business with the parties identified in
the report at arm’s length. Those parties are not related or connected to the Company or any of
its management,”

220.  During a June 14 conference call with investors, Defendant Chan suggested that
the Muddy Waters allegations were entirely inaccurate, accusing Muddy Waters of a “pattern of
sloppy diligence and gross inaccuracy.”

221. Moreover, even after the release of the Muddy Waters Report, the Sino-Forest

Defendants continued their practice of making false and misleading statements about Sino-
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Forest’s financial condition and future prospects, On both June 14, 2011 and August 15, 2011,
Sino-Forest filed, respectively, its Interim Financial Statements and its MD&A covering the first
quarter which were materially false and misleading,

222,  The Auvgust 15, 2011 MD&A also made the following false statement: “[u]nder
the master agreement entered in March 2007 to acquire 200,000 hectares of plantation trees over
a 10-year period in Yunnan, the Company has actually acquired 230,200 hectares of plantation
irees for $1,193,459,000 as at March 31, 2011, In fact, as the Muddy Waters Report disclosed,
the Company vastly overstated the value of its holdings in Yunnan under the March 2007
agreement. The statements set forth in paragraphs 196 to 198 and the financial statements and
results in the June 14th and August 15th filings (which investors were later told they should not
rely upon) contained material misrepresentations and omissions similar to those made in filings
carlier in the Class Period: they falsely portrayed the Company as a fast-growing, legitimate
business that followed good corporate governance practices with positive future prospects for

growth and they materially overstated the Company’s revenue, earnings, and assets,

ViI. CONFIRMATION OF THE FRAUD

223, After publication of the Muddy Waters Report, additional investigations and
disclosures evidence that numerous statements by Sino-Forest during the Class Period were
materially false and misleading or omitted material information.

A, The Globe and Muail Investigation

224, A June 18, 2011 article in the highly respected Globe and Mail, Canada’s largest-
circulation national newspaper, confirmed that Sino-Forest provided materially inaccurate
information about the Company’s holdings in Yunnan, which comprised a substantial portion of

the Company’s supposed forestry assets, The article stated, in part:
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The Globe’s investigation raises particularly hard questions about a
key agreement in March, 2007, that Sino-Forest says gave it the
right to buy timber rights for up to 200,000 hectares of forest in
Yunnan over a 10-year period for between $700-million (U.S.) and
$1.4-billion. The trees were to be bought through a series of
agreements with an entity called Gengma Dai and Wa Tribes
Autonomous Region Forestry Co. Ltd., also known as Gengma
Forestry.

The company says it has fulfilled virtually all of the agreement
with Gengma and now owns more than 200,000 hectares in
Yunnan,

But officials with Gengma Forestry, including the chairman,
dispute the company’s account of the deal, telling The Globe and
Mail that the actual numbers are much smaller,

394

The Globe and Mail article reported that an interview with officials involved in

the Sino-Forest transactions indicated that the Company acquired less than 14,000 hectares. The

article went on to say:

226.

Mr., Xie’s account corroborates the assertions of senior forestry
officials in the province, Speaking on condition of anonymity,
these officials challenged the company’s statements that it controls
more than 200,000 hectares of Yunnan trees, and said they are now
investigating,.

The Globe and Mail further reported:

In a written response to questions from The Globe, Sino-Forest
said it stands by its public statements regarding its Yunnan
holdings. The company said it has purchased about 13,300
hectares of ‘forestry assets and leased land’ directly from Gengma
Forestry, and another 180,000 hectares of ‘forestry assets 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
said,"

That statement from Sino-Forest appears to contradict its own
publicly filed financial reports. In its first quarter 2011 report,

' Unless otherwise indicated, all emphasis in quotations is added.
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the company said that ‘under the master agreement entered in
March 2007 to acquire 200,000 hectares of plantation frees
over a 10-year period in Yunnan, the Company has actually
acquired 230,200 hectares of plantation trees for
$1,193,459,000 as at March 31, 2011.

The company’s 2010 annual information form filed with regulators
earlier this year said that as of December 31, 2010, Sino-Forest had
‘acquired approximately 190,300 hectares of plantation trees for
$925.9-million (U.S.) under the terms of the master agreement.’

The Globe’s investigation of the company’s dealings and
holdings in Yunnan points to inconsistencies in the company’s
accounting of its timber rights and raises broader questions
about its business practices,

[n addition, it was reported that:

As of the end of 2010, the company claimed control of about
800,000 hectares of trees in nine Chinese provinces plus New
Zealand. Its operation in Yunnan province, in addition to being its
largest, is also the one for which it has made additional disclosures
recently in an attempt to defuse the allegations made in the Muddy
Waters report. '

So far, however, it has disclosed purchase agreements as well as
forest and woodland rights certificates for about 7,000 hectares of
forest in Yunnan. The company has not disclosed significant
documentation regarding its forestry holdings in other
provinces.

To find Gengma Forestry, Sino-Forest‘s local partner in the so-
called ‘' Yunnan master agreement’ — the 2007 deal said to 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 staircase,

On the landing is the litter-strewn 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 has clearly
fallen on hard times, ‘Our relations with [Sino-Forest] were not
totally good. They talked about a lot of things, but in the end it
was hard to get money from them,’ said Zhang Ling, Gengma
Forestry’s office manager.
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Statements of local officials in Yunnan province also contradict the reported size

of Sino-Forest’s holdings:

229,

Senior forestry officials in the province challenged the company’s
assertion that it controls about 200,000 hectares of forest in the
region, Speaking on condition they not be identified, they said
their records showed Sino-Forest manages far less than that and
said the Yunnan Forestry Bureau would begin an investigation
aimed at determining the company’s true holdings.

Not only have the size of the holdings been questioned, but so has the value as

reported in The Globe and Mail:

230.

In addition to the questions about Sino-Forest‘s disclosures on the
size of its holdings, forestry officials, as well as local timber
brokers who spoke to The Globe raised questions regarding the
value Sino-Forest attributes to its Yunnan assets.

‘It’s very hard for anyone to say what the value of their property
is,” said one forestry official, adding that forested land in Yunnan
needed to 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) must have two chops (official seals) and two forestry
resource evaluation experts and two licensed evaluators.., . Even |
can’t just go there and give it a value.’

Subsequently, in early September 2011, The Globe and Mail reported that “A

Globe 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 pattern of questionable deals and disclosures from the company that date back to its

earliest days.”

B.
231

Investigations and Regulatory Actions

On August 26, 2011 the Ontario Stock Commission issued a “Temporary Order”

stating: “Sino-Forest and certain of its officers and directors including Chan appear to be

engaging or participating in acts, practices or a course of conduct related to its securities which it
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and/or they know or reasonably ought to know perpetuate a fraud on any person or company
contrary to section 126.1 of the [Ontario Securities] Act and contrary to the public interest.”

232, The Commission halted trading in Sino-Forest’s stock on the Toronto Stock
Exchange effective August 26, 2011 and demanded that several of Sino-Forest’s executives
resign. Trading was halted in the U.S. on the OTC Bulletin Board at 5:30 p.m, on August 26,
2011.

233, On August 28, 2011, The Globe and Mail reported that CEQ Chan had resigned.
The newspaper also reported that “[t]hree Sino-Forest-Forest vice-presidents — Alfred Hung,
George Ho and Simon Yeung — have been placed on administrative leave. Senior vice-president
Albert Ip has been relieved of most of his duties but remains with the Company to assist the
internal probe.” The newspaper also explained why Chan’s departure occurred: “According to
people familiar with the case, Mr, Chan was confronted by company officials in Hong Kong last
week after a review of e-mail accounts outside the company’s network revealed questionable
fransactions and money transfers,” Despite this evidence of misconduct, Chan remains with the
Company, having been granted the title “Founding Chairman Emeritus.”

234, In late August 2011, Standard & Poor’s Ratings Services announced that it was
withdrawing its ratings on the Company’s debt because “[r]ecent developments point towards a
higher likelihood that allegations of fraud at the company will be substantiated,”

235,  As a result of the suspension in the trading of Sino-Forest’s common stock and
disclosure of the suspected fraud by the OSC, the shares are now virtually worthless and the
value of its securities, notes, bonds, efc. that were issued by the Company and outstanding during

the Class Period (“Debt Securities™), including the 2017 Notes, have declined substantially, On
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November 11, 2011, it was announced that the Royal Canadian Mounted Police had commenced
a criminal investigation,

236, Subsequently, on January 10, 2012, Sino-Forest announced that investors should
no longer rely upon its historical financial statements and related audit reports. The Company
stated that there was “no assurance™ that it would be able to release third quarter financial results
or audited financial statements for its 2011 fiscal year. The Company further disclosed in the
January 10, 2012 announcement that it was still unable to explain or resolve outstanding issues,
relating to its financial results and business relationships, including matters raised by documents
identified by its auditor E&Y and the OSC,

237, Sino-Forest was required to file its 2011 audited annual financial statements with
the Ontario Securities Commission by March 30, 2012, That same day, Sino-Forest initiated
proceedings in front of the Superior Court of Justice (Ontario) requesting protection from its
creditors. Sino-Forest has never filed its 2011 audited annual financial statements with the
Commission.

238. On April 4, 2012, the auditors of Sino-Forest, Defendant E&Y, resigned.

239. OnMay 9, 2012, the Toronto Stock Exchange delisted the shares of Sino-Forest.

240. On May 22, 2012, the Ontario Securities Commission filed its Statement of
Allegations in the Matter of Sino-Forest Corporation, Allen Chan, Albert Ip, Alfred C.T, Hung,
George Ho, Simon Yeung, and David Horsley,

VIII. ADDITIONAL SCIENTER ALLEGATIONS

241, As alleged herein, the Sino-Forest Defendants and E&Y acted with scienter in
that they knew that the public documents and statements issued or disseminated in the name of

the Company or in their own names were materially false and misleading or were extremely

75



399

reckless in not so knowing; knew that such statements or documents would be issued or
disseminated to the investing public or were extremely reckless in not so knowing; and
knowingly, or acting with extreme recklessness, substantially participated or acquiesced in the
issuance or dissemination of such statements or documents as primary violations of the federal
securities laws, As set forth elsewhere herein in detail, the Sino-Forest Defendants and E&Y
knew or were deliberately reckless in not knowing the true facts regarding Sino-Forest that were
concealed as a result of the fraud alleged herein.

242, Given the scale of the fraud alleged herein, and the degree to which it affected
Sino-Forest’s central business operations, there is a strong inference that the Sino-Forest
Defendants and E&Y knew of the misconduct alleged herein, or, at a minimum, were
deliberately reckless in not so knowing,

A. Individual Defendants Scienter Allegations

243,  As alleged herein, each of the Individual Defendants acted with scienter in that
they knew that the public documents and statements issued or disseminated in the name of the
Company or in their own names were materially false and misleading or were extremely reckless
in not so knowing; knew that such statements or documents would be issued or disseminated to
the investing public or were extremely reckless in not so knowing; and knowingly, or acting with
extreme recklessness, substantially participated or acquiesced in the issuance or dissemination of
such statements or documents as primary violations of the federal securities laws,

244, Based on the facts specified above, the Sino-Forest Defendants participated
directly in the scheme to falsify the Company’s financial statements and financial results, and
orchestrated the use of related parties to accomplish that scheme, which resulted in overstatement

of revenues, earnings, and assets. Among other things:
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a. The  Sino-Forest  Defendants  established a  collection  of
“nominee”/“peripheral” companies that were controlled, on its behalf, by various “caretakers”
which they utilized to engage in improper transactions. Sino-Forest conducted a significant level
of its business with these companies, the true economic substance of which was misstated in
Sino-Forest’s financial disclosures;

b. The Sino-Forest Defendants falsified purchase, sale, and ownership
documents related to the vast majority of Sino-Forest’s timber holdings, which included the
creation of backdated Purchase Contracts and Sales Contracts and related documentation, The
Sino-Forest Defendants then relied upon these documents to evidence the purportfed purchase,
ownership, and sale of Standing Timber in the BVI Model;

c. The Sino-Forest Defendants bypassed or ignored internal controls and
accounting processes in order to complete improper transactions;

d. The Sino-Forest Defendants failed to properly document the BVI timber
purchases, in particular by failing to obtain required proof of ownership documents including (i)
Plantation Rights Certificates from either the Counterparty or original owner or (ii) villager
resolutions;

e, In 2010, Sino-Forest improperly recognized revenues from the purported
sale of Standing Timber, despite the fact that these same Standing Timber assets were offered as
collateral for a bank loan by Sino-Forest in 2011; so the sale of those assets in 2010 could not
have taken place and been recorded as revenue in that year; and

f. The Sino-Forest Defendants engaged in and structured “circular” cash
flows and unusual offsetting arrangements by which money flowed between various Sino-Forest

controlled companies,
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245,  In addition, the Audit Committee Defendants knew or were extremely reckless in
not knowing of the financial misconduct occurring at the highest levels of Company
management. Among other duties, members of the Audit Committee are required to oversee (i)
“the accounting and financial reporting processes of the Corporation.....and their appropriateness
in view of the Corporation’s operations and current GAAP”; (ii) “the adequacy and effectiveness
of management’s system of internal controls and procedures”; (iii) “the quality and integrity of
the Corporation’s...financial reporting and disclosure”; (iv) “the relationship with the external
auditor,..”; and (v) “compliance with laws, regulations and guidelines affecting the Corporation
which relate to the duties and functions of the Audit Committee.” In addition, the Audit
Committee is “primarily responsible for satisfying itself and on behalf of the Board, that the
Corporation (including its subsidiaries) fulfill all of its audit and financial reporting
obligations....”

246. As reflected in Paragraphs 183 to 184, above, each of the Audit Committee
Defendants knew of the multitude of red flags, questionable transactions, and murky corporate
relationships, all of which indicated the potential for management to commit fraud and issue
misleading financial statements. As directors of the Company, they had direct access to senior
management and as members of the Audit Committee they had the ability and duty to investigate
the “quality and integrity” of the Company’s financial reporting and disclosure which, in the face
of obvious red flags, they failed to do.

B. E&Y Scienter Allegations

247. 1In April 2012, E&Y resigned as Sino-Forest’s independent auditor and took the

highly unusual step of disassociating itself from Sino-Forest’s financial statements, which E&Y

had previously audited and given a clean opinion.
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248,  As articulated by the staff of the OSC in a report issued on March 12, 2012
related to a review of public companies in Ontario, the “[i]ntegrity of public disclosure is the
bedrock of investor protection,” In that regard, the “external auditor has a unique role in the
reporting process for annual financial statements which are relied upon by the board, audit
committee and most importantly, investors to provide an independent assessment of
whether the information presented in the issuer’s annual financial statements has been
fairly presented.” [Emphasis added].

249, In February 2012, the Canadian Public Accountability Board (“CPAB”) issued a
“Special Report” regarding auditing in foreign jurisdictions, which consisted of a “review of
audit files for Canadian public companies with their primary operations in China.” Audits of
twenty-four higher risk issuers were reviewed, The Special Report noted that it viewed its
results as “a wake-up call for Canada’s auditing profession.” The Special Report stated: “CPAB
is disappointed by the results of its review. In too many instances, auditors did not properly
apply procedures that would be considered fundamental in Canada, such as maintaining control
over the confirmation process. CPAB’s findings indicate that auditors often did not
appropriately identify and assess the risks of material misstatement in the financial statements,
through a sufficient understanding of the entity and its environment. CPAB also found a lack of
professional skepticism when auditors were confronted with evidence that should have raised red
flags regarding potential fraud risk.”

250. Among the significant findings, which reads like a textbook of the audit
deficiencies in this case, the CPAB found the following: (i) failure to control the confirmation
process; (ii) reliance on confirmations with questionable reliability; (iii) insufficient evidence to

support the ownership or existence of significant assets; (iv) inadequate procedures to identify
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related party transactions; (v) insufficient evidence to support the recognition of revenue; and
(vi) insufficient evidence to support the appropriateness of the income tax rate used. The Special
Report outlines specific audit procedures that should be used in foreign jurisdictions like China
to combat fraud,™
251, As set forth above, the fraudulent practices at Sino-Forest were so widespread and
material that numerous red flags should have alerted E&Y to the materially misleading financial
statements issued by Sino-Forest. That E&Y certified Sino-Forest’s Financial Statements year
after year and never once alerted investors or regulators to these fraudulent transactions shows
that their audits were extremely reckless,
252,  Although financial reporting requirements may vary from couniry to country,
basic audit principles remain constant. These fundamental auditing principles require that:
(a)  financial statements reflect the true financial condition of the company;
(b) financial statements are informative and complete;
(¢)  financial statements do not mischaracterize an item or omit any
information if that would result in a misleading statement;
(d) related—party transactions are disclosed and subjected to scrutiny because
the terms cannot be assumed to be the result of arms-length dealings; and
(¢)  in performing an audit, the auditor must obtain sufficient information to
support a reasonable basis for an opinion regarding the truth, accuracy,

and integrity of the financial statements.

> On February 21, 2012, The Globe and Mail reported that when asked, CPAR’s Chief
Executive Officer, Brian Hunt, would not comment on whether Sino-Forest was one of the audits
scrutinized and E&Y would not comment on the Special Report.
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253, E&Y ignored and/or violated applicable auditing and accounting standards
including the basic auditing principles enumerated above in the face of warning signs and
numerous red flags described herein, If E&Y had complied with these standards and principles,
the auditors would certainly have detected and reported the multitude of improper and fraudulent
and related party transactions (which involved both large transactions and important business
partners). Such transactions should have received extraordinary scrutiny particularly in light of
the well-known deficiencies in the Company’s internal controls, A proper audit of either Sino-
Forest related party transactions or its most significant transactions, would have revealed this
fraud.

254, Despite these serious audit deficiencies, E&Y misrepresented to the investing
public and regulators that it had audited Sino-Forest’s Financial Statements in compliance with
applicable auditing standards and that the Company’s financial statements were presented in
accordance with Canadian GAAP,

E&Y’s Materially Misleading Auditors’ Reports

255, OnMarch 11,2011 E&Y issued an Auditor's Report for Sino-Forest’s 2010 fiscal
year, addressed “To The Shareholders of Sino-Forest Corporation (the “2010 Auditors Report™),
In the 2010 Auditors Report, E&Y stated:

Our responsibility is to express an opinion on these consolidated financial

statements based on our audits. We conducted our audits in accordance with

Canadian generally accepted auditing standards. Those standards require that we

comply with ethical requirements and plan and perform the audit to obtain

reasonable assurance about whether the consolidated financial statements are free

from material misstatement.

An audit involves performing procedures o obtain audit evidence about the

amounts and disclosures in the consolidated financial statements. The procedures

selected depend on the auditors’ judgment, including the assessment of the risks
of material misstatement of the consolidated financial statements, whether due to



fraud or error. In making those risk assessments, the auditor considers internal
control relevant to the entity’s preparation and fair presentation of the
consolidated financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness on the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness
of accounting estimates made by management, as well as evaluating the overall
presentation of the consolidated financial statements,

We believe that the audit evidence we have obtained in our audits is sufficient and
appropriate to provide a basis for our audit opinion.

In our opinion, the consolidated financial statements present fairly, in all material
respects, the financial position of Sino-Forest Corporation as at December 31,
2010 and 2009 and the results of its operations and cash flows for the years then
ended in accordance with Canadian generally accepted accounting principles,
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256.

On March 15, 2010, E&Y issued an Auditor’s Report for Sino-Forest’s 2009

fiscal year, addressed “To the Shareholders of Sino-Forest Corporation” {the “2009 Auditors

Report™). In the 2009 Audit Report, E&Y stated:

We conducted our audits in accordance with Canadian generally accepted
auditing standards. Those standards require that we plan and perform an audit to
obtain reasonable assurance whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation,

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 for the years then
ended in accordance with Canadian generally accepted accounting principles.

257. On March 13, 2009, E&Y issued an Auditor’'s Report for Sino-Forest's 2008

fiscal year, addressed “To the Sharcholders of Sino-Forest Corporation” (the “2008 Auditors

Report™), Inthe 2008 Audit Report, E&Y stated:

We conducted our audits in accordance with Canadian generally accepted
auditing standards. Those standards require that we plan and perform an audit to
obtain reasonable assurance whether the financial statements are free of material
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misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, An audit also includes
assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all

material respects, the financial position of the Company as at December 31, 2008

and 2007 and the results of its operations and its cash flows for the years then

ended in accordance with Canadian generally accepted accounting principles,

258. On March 12, 2008, E&Y issued an Auditor’s Report for Sino-Forest's 2007
fiscal year, addressed “To the Shareholders of Sino-Forest Corporation” (the “2007 Auditors
Report™), In the 2007 Audit Report, E&Y stated:

We conducted our audits in accordance with Canadian generally accepted

auditing standards, Those standards require that we plan and perform an audit to

obtain reasonable assurance whether the financial statements are free of material

misstatement. An audit includes examining, on a test basis, evidence supporting

the amounts and disclosures in the financial statements. An audit also includes

assessing the accounting principles used and significant estimates made by

management, as well as evaluating the overall financial statement presentation,

In our opinion, these consolidated financial statements present fairly, in all

material respects, the financial position of the Company as at December 31, 2007

and the results of its operations and its cash flows for the years then ended in

accordance with Canadian generally accepted accounting principles.

259, These statements were materially false and misleading when made becavse E&Y
knew, or recklessly disregarded the facts that: a) it failed to conduct its audit in compliance with
Canadian GAAS; and b) Sino-Forest’s financial statements were not presented in accordance
with Canadian GAAP as they were materially false and misleading with respect to revenues,
assets, earnings, and related party transactions,

260. The fact that the Company alerted its auditors to the material weaknesses in its

internal controls (/.e. “This concentration of authority, or lack of segregation of duties, creates

risk in terms of measurement and completeness of fransactions as well as the possibility of non-
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compliance with existing controls, either of which may lead to the possibility of inaccurate
financial reporting.”) was a clear red flag to E&Y, which had a duty to expand its audit
procedures to inquire further into the nature of transactions and compliance with existing
controls, Similarly, Sino-Forest’s declaration that these risks “mmay lead to the possibility of
inaccurate financial reporting” should have served as an additional red flag requiring B&Y to
serutinize Sino-Forest’s financial statements, All of these facts, including the red flags described
in Paragraph 10, required E&Y to conduct an even more rigorous audit to confirm the accuracy
Sino-Forest’s financial statements and the evidentiary material supporting the Company’s
presentation, Defendant E&Y was extremely reckless in either failing to modify its audit
procedures in light of the Company’s known internal control problems and lack of transparency
or recklessly disregarded the red flags existing at the time of the audit.

261, Given the nature of Sino-Forest’s business and lack of transparency, E&Y was
required to exercise due professional care in performing its audit; to adequately plan its audit; to
obtain a sufficient understanding of Sino-Forest’s internal controls; and to obtain sufficient,
competent evidence in auditing Sino-Forest’s revenues, assets, and related party transactions.
E&Y failed to conduct its audits in compliance with these fundamental Canadian GAAS
provisions, Had E&Y performed its audits in compliance with Canadian GAAS, it would have
uncovered Sino-Forest’s overstatements of revenues, assets, income, and improper related party

transactions.

IX. MOTIVATION FOR FRAUD

262, The Sino-Forest Defendants had ample motive to commit fraud: the exaggerated

revenue, earnings, and assets allowed the Company to continue to raise substantial funds from
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lenders and investors, inflated the Company’s stock price and provided a personal financial
windfall to the Individual Defendants who sold highly inflated stock to unsuspecting investors.

263. The purported steady and impressive growth of Sino-Forest helped fuel a series of
capital raising activities by the Company. By making the Company appear to be on a much more
economically sound footing than was actually the case, Sino-Forest was able to raise the funds it
needed to finance its rapid expansion. Because the Company’s cash flow did not cover its
operating expenses, the Company would not have been able to continue to operate absent cash
infusions from debt and equity investors,

264, During the Class Period, Sino-Forest conducted numerous debt and equity
offerings, issuing over $1.8 billion in debt securities to investors and also selling investors
hundreds of millions of dollars of common stock, Specifically, the following securities were
issued to investors;

e On July 17, 2008, the Company closed an offering of convertible guaranteed
senior notes (the *“2013 Convertible Notes™) for gross proceeds of $300,000,000.
On August 6, 2008, the Company issued an additional $45,000,000 of 2013
Convertible Notes pursuant to the exercise of an over-allotment option granted to
the underwriters in connection with the offering, increasing the gross proceeds to
$345,000,000.

e On June 24, 2009, the Company offered to eligible holders of outstanding Senior
Notes due in 2011 (the “2011 Senior Notes”) to exchange these notes for up to
$300,000,000 of new guaranteed senior notes due 2014 (the “2014 Senior
Notes™). On July 27, 2009, the Company completed this exchange offer, issuing

an aggregate principal amount of $212,330,000 of 2014 Senior Notes,
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representing approximately 70.8% of the aggregate principal amount of the 2011
Senior Notes.

In June 2009, the Company completed a public offering and international private
placement of 34,500,000 common shares (including 4,500,000 common shares
issued upon the exercise of the underwriters’ over-allotment option) for gross
proceeds of approximately $339,810,000.

On December 17, 2009, the Company 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 exercise) for gross proceeds of
approximately $345,318,000,

In May 2010, Sino-Forest issued 1,990,566 shares of common stock as a $33.3
million payment to acquire 34% of Greenheart Resources,

In August 2010, the Company issued $2.3 million shares of common stock in
partial payment of its acquisition of Mandra Forestry Holdings Limited, a
company which supposedly owned the rights to technology relevant to the
Company’s business. In connection with this acquisition of Mandra, the
Company also exchanged 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.
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265,  Thus, during the Class Period, while Defendants were issuing materially false and
misleading financial statements and other reports to investors, Sino-Forest was taking advantage
of the illusory growth portrayed to investors through these large debt and equity offerings, which
in less than three years, cumulatively totaled over $2.5 billion,

266, In addition to the billions of dollars raised by Sino-Forest during the Class Period
(described above), Company insiders also benefited directly by the inflated value of Sino-
Forest’s stock because of their substantial stock holdings and because part of their compensation
was in the form of stock options, Documents filed by the Company revealed that the Individual

Defendants have sold over $44 million of Company stock since 2006.

Defendants’ Sales Of Shares During Class Period

Defendant Net Shares Sold Value $Can Value $U.S.
: (on 1115711
$Can 1 =3US 0.98494)
Chan 182,000.00 $3,003,200.,20 $2,957,970
Horsley 531,431.00 $11,157,962.93 $10,989,900
Poon 3,037,900 $30,054,387.32 $29,601,800
TOTAL 3,751,331 $44,215,550.45 $43,549,670

X, CLASS ALLEGATIONS

267, Plaintiffs bring this action as a class action pursuant to Federal Rule of Civil
Procedure 23(a) and (b)(3) on behalf of a class consisting of all persons or entities who
purchased (i) Sino-Forest’s common stock during the Class Period on the OTC market who were
damaged thereby; and (ii) all persons or entities who, during the Class Period, purchased Debt
Securities issued by Sino-Forest other than in Canada and who were damaged thereby. Excluded
from the Class are Defendants, the officers and directors of Sino-Forest during any portion of the
Class Period, members of the immediate families of the foregoing persons and the legal

representatives, heirs, successors or assigns of such persons and any entity in which any
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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,

268. The claims of Plaintiffs and the members of the Class have a common origin and
share a common basis, The claims of all Class Members originate from the same improper
conduct and arise from securities purchases entered info on the basis of the same materially
misleading statements and omissions by Defendants during the Class Period. If brought and
prosecuted individually, each Class Member would necessarily be required to prove his
respective claims upon the same facts, upon the same legal theories and would be seeking the
same or similar relief, resulting in duplication and waste of judicial resources.

269, The members of the Class are so numerous that joinder of all members is
impracticable. Although all Class Members cannot be identified without discovery, Plaintiffs
believe that there are many thousands of class members. Sino-Forest has over 246 million shares
outstanding which actively traded on the OTC market (as well as in Canada on the Toronto Stock
Exchange) and there are approximately $1.8 billion in Debt Securities ountstanding including,
approximately, $600 million in 2017 Notes.

270, Common questions of law and fact exist as to all members of the Class and
predominate over any questions solely atfecting individual members of the Class. Among the
questions of law and fact common to the Class are:

a. Whether Defendants made materially false and misleading statements or
omissions regarding Sino-Forest’s financial statements and operations;

b. Whether Defendants engaged in any acts that operated as a fraud or deceit,
or negligently misrepresented the Company’s financial condition to the
Class;

c. Whether the Company issued materially false and misleading financial

statements and Defendant E&Y issued materially false audit opinions
regarding Sino-Forest’s financial statements;
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d. Whether Defendants” acts proximately caused injury to the Class or
irreparably harmed the Class, and if so, the appropriate relief to which the
Class is entitled; and,

e. Whether Defendants’ acts constitute violations of law for which the Class
is entitled to recover damages or other relief,

271. 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
involved in this case. The prosecution of separate actions by individual members of the Class
would also create a risk of adjudications with respect to individual members of the Class which
would, as a practical matter, be dispositive of the interests of other members of the Class or
substantially impair or impede their ability to protect their interests.

272, Plaintiffs have engaged counsel experienced in complex class litigation and will
fairly and adequately represent the interests of the Class, Plaintiffs’ interests are co-extensive
with and not antagonistic to those of the absent members of the Class.

273, The members of the Class cannot reasonably be expected to litigate this matter
individually. ‘Whether litigated individually or as a class, the causes of action asserted in this
Complaint involve complex issues of law and will likely require extensive and costly factual
discovery, especially if this case proceeds fo trial. The costs of successfully prosecuting such

litigation will likely be beyond the resources of most members of the Class,

XI. APPLICATION OF THE FRAUD ON THE MARKET PRESUMPTION

274, During the Class Period, Sino-Forest was a high profile Company which regularly
provided purportedly accurate information to investors about the Company’s operations. The

Company was followed by numerous securities analysts including Dundee Capital Markets,
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RBC, and JP Morgan. The securities at issue, Sino-Forest common stock and debt securities,
were actively traded on efficient markets and publicly disclosed information about the Company
was incorporated in the price of these securities within a reasonable amount of time,

A, Common Stock

275. During the Class Period, Sino-Forest common stock was traded on the OTC
market in the United States, which is an open, well-developed and efficient market. Sino-Forest
common stock was simultaneously traded on the Toronto Stock Exchange, an open, well
developed and efficient market. There was a substantial volume of trading in both the United
States and Canada and the price of the shares traded in the United States was affected in the same
way as the price of shares traded in Canada. During the Class Period over 146 million shares of
Sino-Forest common stock traded in the OTC market.

276. The OTC market has no fixed location, but investors throughout the United
States, including in New York County, New York, can purchase OTC sccurities through
registered brokers, The principal regulator of the OTC market is the Financial Industry
Regulatory Authority, which has its principal offices in New York, NY and Washington, DC.

B. 2017 Notes and Other Debt Securities

277, According to the .Campany, the 2017 Notes “offering was made on a private
placement basis in Canada, the United States and internationally pursuant to available
exemptions, through a syndicate of initial purchasers.” The indenture agreement, which governs
the 2017 Notes, provided that the notes are governed by New York law.

278, The 2017 Notes were initially purchased by the Underwriter Defendants and then
sold to Plaintiff and other investors on the initial Offering, In the purchase agreement between

the Underwriter Defendants and Sino-Forest, Banc of America Securities LLC listed its address
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as One Bryant Park, New York, NY 10036 and Credit Suisse Securities (USA) LLC listed its
address as Eleven Madison Avenue New York, NY 10010, During the Class Period and after
their issuance, there was an efficient market for the 2017 Notes,

279,  The 2017 Notes could only be legally sold to non-U.S. persons and to U.S.
persons who were qualified institutional buyers. There is an open and well developed market for
such securities, which are issued by large and well known issuers such as Sino-Forest and,
specifically, there was an active and well-developed market for the 2017 Notes and Sino-Forest’s
other Debt Sccurities during the Class Period. Class Members were able to purchase 2017 Notes
and other Debt Securities in the OTC market,

280, Accordingly, Class Members who purchased Sino-Forest common stock or 2017
Notes, and other Debt Securities in the secondary market are entitled to a presumption of reliance

on the accuracy of the prices paid.

XII, LOSS CAUSATION

281, During the Class Period, as detailed herein, Sino-Forest and the Individual
Defendants engaged in a scheme to deceive the market and a course of conduct that artificially
inflated the prices of Sino-Forest stock by failing to disclose and misrepresenting the adverse
facts detailed herein, When their misrepresentations and fraudulent conduct were disclosed and
became apparent to the market, the price that purchasers were willing to pay for Sino-Forest
stock fell precipitously as the prior artificial inflation came out of the stock’s price. Moreover, as
a direct and foreseeable result of their fraud, trading in Sino-Forest stock was halted and
eventually de-listed, making the stock virtually worthless and impossible to sell. Consequently,

Plaintiffs and the other Class Members suffered economic loss as a result of their conduct,
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282, By failing to disclose to investors the adverse facts detailed herein, Sino-Forest,
the Individual Defendants, E&Y, Poyry, and the Underwriter Defendants presented a misleading
picture of Sino-Forest’s business and prospects. Their false and misleading statements had the
intended effect and caused Sino-Forest common stock to trade at artificially inflated levels
throughout the Class Period, reaching as high as $26.08 per share on March 31, 2011,

283. The decline in the price of Sino-Forest shares, and the suspension in trading of
these shares, was a direct result of the nature and extent of Sino-Forest and the Individual
Defendants’ fraud. The timing and magnitude of the price decline in Sino-Forest stock negates
any inference that the loss suffered by Plaintiffs and the other Class Members was caused by
changed market conditions, macroeconomic or industry features or Company-specific facts
unrelated to Sino-Forest and the Individual Defendants’ fraudulent conduct. The economic loss
suffered by Plaintiffs and the other Class Members was a direct result of Sino-Forest and the
Individual Defendants’ scheme to artificially inflate the prices of Sino-Forest stock and the
subsequent significant decline in the value of Sino-Forest stock when Sino-Forest and the
Individual Defendants® prior misrepresentations and other fraudulent conduct were revealed and

when regulators de-listed Sino-Forest stock as a result of the fraud,

X1l CAUSES OF ACTION

COUNT ONE
AGAINST SINO-FOREST, THE INDIVIDUAL DEFENDANTS, AND E&Y FOR
VIOLATION OF SECTION 10(b) OF THE EXCHANGE ACT AND RULE 10b-5

284,  Plaintiffs repeat and reallege each of the allegations set forth above, This claim is
asserted against Sino-Forest, the Individual Defendants, and E&Y for violation of Section 10(b)

of the Exchange Act and Rule 10b-5.

285,  Sino-Forest, the Individual Defendants, and E&Y:
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a. Knew or recklessly disregarded the material, adverse non-public
information about Sino-Forest’s financial results and then-existing
business conditions, which was not disclosed; and

b. Participated in drafting, reviewing, and/or approving the misleading
financial statements, releases, reports and other public representations of
and about Sino-Forest,

286, During the Class Period, with knowledge of or reckless disregard for the truth,
Sino-Forest, the Individual Defendants, and/or E&Y disseminated or approved the false
statements specified above, which were misleading in that they contained misrepresentations and
failed to disclose material facts necessary in order to make the statements made, in light of the
circumstances under which they were made, not misleading.

287. As described herein, Sino-Forest, the Individual Defendants, and/or E&Y made or
caused to be made a series of false statements and failed to disclose various material information
concerning Sino-Forest. Those material misrepresentations and omissions created a false
assessment of Sino-Forest, ifs business, and ifs prospects in the market, and caused the
Company’s securities to be overvalued and artificially inflated at all relevant times.

288. Sino-Forest’s, the Individual Defendants’, and/or E&Y’s false portrayal of Sino-
Forest’s financial results, business operations, and prospects during the Class Period resulted in
Plaintiffs and other members of the Class purchasing Sino-Forest securities at market prices in
excess of the actual value of those securities,

289, Plaintiffs and other members of the Class would not have purchased Sino-Forest
common stock and other securities at the prices they paid, if at all, had they been aware of the

true facts concerning the Company’s financial statements, business operations, and prospects, as

well as the true facts concerning Sino-Forest’s misleading audit reports.

93



417

290, When the market determined that Sino-Forest’s financial resulfs reported during
the Class Period were falsely reported by the Company and/or Individual Defendants, and that
E&Y issued materially false and misleading audit reports, the Company’s stock price decreased
substantially in value and thereby caused injury to Plaintiffs and members of the Class,

291. Sino-Forest, the Individual Defendants, and E&Y have violated § 10(b) of the
Exchange Act and Rule 10b-5 promulgated thereunder in that they:

a. Employed devices, schemes and artifices to defrand;
b. Made untrue statements of material facts or omitted to state material facts
necessary in order to make statements made, in light of the circumstances

under which they were made, not misleading; and/or

c. Engaged in acts, practices and a course of business that operated as a fraud
or deceit upon the purchasers of Sino-Forest stock during the Class Period.

292. At all relevant times, the material financial statement misstatements,
misrepresentations, and omissions particularized herein, directly or proximately cansed or were a
substantial contributing cause of the damages sustained by Plaintiffs and other members of the
Class,

293. Plaintiffs and the Class have suffered damage because, in reliance on the integrity
of the market, they paid artificially inflated prices for Sino-Forest stock,

COUNT TWO
AGAINST SINO-FOREST AND THE INDIVIDUAL DEFENDANTS FOR FRAUD

294, Plaintiffs repeat and reallege each of the allegations set forth in above. This claim
is asserted against Sino-Forest and the Individual Defendants for common law frand.

295. As set forth herein, Sino-Forest and the Individual Defendants knowingly or
recklessly engaged and participated in a continuous course and scheme of fraudulent conduct to

disseminate materially false information about Sino-Forest’s financial condition or failed to
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disclose material information with the purpose of inflating the prices of Sino-Forest’s common
stock, the 2017 Notes and Sino-Forest’s other debt securities. As intended by the Sino-Forest
Defendants, Plaintiffs and Class Members reasonably relied on these false and misleading
statements and failures to disclose and suffered substantial damages as a result,

296. As a direct and proximate result of Sino-Forest’s and the Individual Defendants’
fraud, Plaintiffs and the Class have suffered economic losses in an amount to be determined at
trial. Sino-Forest and the Individual Defendants are jointly and severally liable to the Class for

common law fraud.

COUNT THREE
AGAINST SINO-FOREST AND THE INDIVIDUAL DEFENDANTS FOR CIVIL
CONSPIRACY TO DEFRAUD

297. 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 commit fraud.

298, In furtherance 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 the Class.

299, As set forth in detail above, one or more of the conspirators made false
representations of material facts, with scienter, and Plaintiffs and Class Members justifiably
relied upon these misrepresentations and were injured as a result.

300. As a direct and proximate consequence of the foregoing, Plaintiffs and the Class
have suffered economic losses in an amount to be determined at trial. Because Sino-Forest and
the Individual Defendants conspired amongst themselves and with others to carry out this

fraudulent scheme, the Sino-Forest Defendants are jointly and severally liable both for their own
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knowledge and conduct and for the knowledge and conduct of their co-conspirators in

furtherance of the fraud.

COUNT FOUR
AGAINST E&Y AND POYRY FOR AIDING AND ABETTING FRAUD

301. Plaintiffs repeat and reallege each of the allegations set forth above. This claim is
asserted against BE&Y and Poyry for aiding and abetting common law fraud committed by Sino-
Forest and the Individual Defendants. E&Y and Poyry were aware of the fraudulent scheme that
is the subject of this Complaint and each of these Defendants provided substantial assistance to
the perpetrators of this scheme.

302. Asadirect and proximate result of E&Y’s and Poyry’s aiding and abetting of the
fraud, Plaintiffs and the Class have suffered economic losses in an amount to be determined at
trial. E&Y and Poyry are jointly and severally liable to the Class for aiding and abetting

common law fraud,

COUNT FIVE
AGAINST THE INDIVIDUAL DEFENDANTS FOR VIOLATION OF SECTION 20(a)
OF THE EXCHANGE ACT

303. Plaintiffs repeat and reallege each of the allegations set forth above. This claim is
asserted against the Individual Defendants for violation of Section 20(a) of the Exchange Act.

304. The Individual Defendants acted as controlling persons of Sino-Forest within the
meaning of Section 20(a) of the Exchange Act, as alleged herein, By reason of their positions as
officers or directors of Sino-Forest, and their ownership of Sino-Forest stock, the Individual
Defendants had the power and authority to cause Sino-Forest to engage in the wrongful conduct

complained of herein,
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305, At the time they obtained their shares, Plaintiffs and members of the Class did so
without knowledge of the facts concerning the materially {alse and misleading statements alleged
herein.

306. By reason of the foregoing, the Individual Defendants are jointly and severally

liable pursuant to Section 20(a) of the Exchange Act,

COUNT SIX
AGAINST SINO-FOREST FOR UNJUST ENRICHMENT

307, Plaintiffs repeat and reallege each of the allegations set forth above, This claim is
asserted against Sino-Forest for unjust enrichment.

308. In connection with the fraudulent scheme set out in this Complaint, Defendant
Sino-Forest received payment for the sale of the 2017 Notes. Defendant Sino-Forest would not
have been able to sell the 2017 Notes or would only have been able to sell these notes at a lower
price had the true facts about Sino-Forest’s business and financial condition been known.
Consequently, Sino-Forest unjustly received money from the Offering of its securities and it
would be unjust to allow Sino-Forest to keep this improperly earned money and should be
required to repay it.

COUNT SEVEN

AGAINST THE UNDERWRITER DEFENDANTS FOR VIOLATION OF SECTION
12(2)(2) OF THE SECURITIES ACT

309, Plaintiff IMF repeats and realleges each and every allegation contained in this
Complaint as if fully set forth herein only to the extent, however, that such allegations do not
allege fraud, scienter, or the intent of the Underwriter Defendants to defraud Plaintiffs or

members of the Class with respect to this ¢laim,

97



421

310, This Claim is brought against the Underwriter Defendants and is based on the
Offering of 2017 Notes.

311, This Claim is brought pursuant to Section 12(a)(2) of the Securities Act and is
predicated upon Underwriter Defendants’ liability for material misstatements and omissions in
the Offering Documents,

312. This Count is not based on and does not sound in fraud. Any allegations of fraud
or fraudulent conduct and/or motive are specifically excluded from this Count, For purposes of
asserting this claim under the Securitics Act, Plaintiffs do not allege that Underwriter Defendants
acted with scienter or fraudulent intent, Plaintiffs expressly exclude and disclaim any allegation
that could be construed as alleging fraud or intentional or reckless misconduct, as this Count is
based solely on claims of strict liability under the Securities Act.

313. As provided for in Section 12(a)(2) of the Securities Act, the Underwriter
Defendants named in this claim are responsible for the materially false and misleading
statements in the Offering Documents and failed to make a reasonable and diligent investigation
of the statements contained in the Offering Documents to ensure that such statements were true
and correct and that there was no omission of material facts required to be stated in order to
make the statements contained therein not misleading,

314, Plaintiffs and Class Members suffered significant losses and are entitled to
rescission or rescissionary damages under Section 12, Plaintiff and Class Members who
continue to hold the 2017 notes hereby tender their shares to the Underwriter Defendants,

315. At the time they obtained their shares, Plaintiffs and members of the Class did so

without knowledge of the facts concerning the misstatements or omissions alleged herein,
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316, By reason of the foregoing, each of the Defendants named in this claim are jointly

and severally liable for violation of Section 12(a)(2) of the Securities Act.

COUNT EIGHT
AGAINST SINO FOREST AND THE INDIVIDUAL DEFENDANTS FOR VIOLATION
OF SECTION 15(a) OF THE SECURITIES ACT

317.  Plaintiff IMF repeats and realleges each and every allegation contained in this
Complaint as if fully set forth herein.

318, This Count is asserted against Sino-Forest and the Individual Defendants and is
based upon Section 15 of the Securities Act.

319, Sino-Forest and the Individual Defendants acted as controlling persons of the
Underwriter Defendants with respect to the Offering and within the meaning of Section 15 of the
Securities Act, as alleged herein. By reason of their positions as directors and members of the
board, Sino-Forest and those Individual Defendants had the power and authority to cause the
Underwriter Defendants to engage in the wrongful conduet complained of herein,

320. The Individual Defendants at all relevant times participated directly and indirectly
in the conduct of Sino-Forest’s business affairs, As directors and board members of a publicly
owned company, the Individuals Defendants had a duty to disseminate accurate and truthful
information with respect to Sino-Forest’s financial condition and results of operations, Because
of their positions of control and authority as directors and board members of Sino-Forest, the
Individual Defendants were able to, and did, control the contents of the Offering Documents,
which contained materially false and misleading statements and omissions of material facts. The
Individual Defendants’ control and positions made them privy to and provided them with

knowledge of the material facts concealed from Plaintiffs and members of the Class.
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Plaintiff and members of the Class suffered significant losses as a result of these

Defendants’ materially false and misleading statements and omissions of material fact in the

Offering Documents.

322.

By reason of the foregoing, Sino-Forest and each of the Individual Defendant is

jointly and severally Jiable pursuant to Section 15 of the Securities Act.

X1V, PRAYER FOR RELIEF AND JURY DEMAND

WHEREFORE, Plaintiffs and the Class hereby demands a trial by jury, and seek a

judgment:

A, Awarding Plaintiffs and the Class all compensatory damages they suffered,

including lost profits and consequential and incidental damages, as a result of the
wrongful conduct of the Defendants, in an amount to be determined at trial;

. Awarding Plaintiffs and the Class damages arising from Defendants’ unjust

enrichment;

. Awarding Plaintiffs and the Class punitive damages in an amount to be

determined at trial;

. Awarding Plaintiffs and the Class pre-judgment and post-judgment interest;

E. Awarding Plaintiffs and the Class their costs, expert fees, expenses and attorneys’

fees incurred in connection with this action to the maximum extent permitted by
law;

. Awarding Plaintiffs and the Class such other and further relief as the Court finds

Jjust and proper,

100



Dated: September 28, 2012
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Respectfully submitted,
COHEN MILSTEIN SELLERS &

Richard A. Speirs
Kenneth M, Rehns

88 Pine Street 14th Floor
New York, NY 10005
Phone: (212) 838-7797
Facsimile: (212) 838-7745

-and-

Steven J. Toll

1100 New York, Ave, N.W.
West Tower, Suite 500
Washington, D.C. 20005
Phone: (202) 408-4600
Facsimile: (202) 408-4699

Attorneys for Plaintiff and the Proposed
Class
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CERTIFICATION OF PLAINTIFF
PURSUANT 1O FEDERAL SECURITIES L.AWS

LRYID W LEAPHRD , (“Plaintiff") declare, as to the claims ggsérted

under the federal sconritics laws, that:

1. Lhave reviewed a olass action complaint asserting securities claims against Stno-Forest
Corp, (“Sino-Forest” or the “Company™) (OTC: SNOXT), and wish to join as a plaintiff retaining Cohen
Milstein Sellers & Toll PLLC as my counsel.

2 Plaintiff did not purchase the security that is the subjeet of this action. at the direction of
plaintiff's counigel or in order to participate in this private action,

3. Plaintiff is willing to serve as a representative party on behalf of the class, including
providing testimony at deposition and frial, if nsoessary,

4, My teanzactions in against Sino-forest Corp. (“Sino-Forest” ox the “Conpany™) (0TC:
SNOFF) during the Class Pexiod of March 31, 2009 through Avgust 26, 2011 were as follows;

DATE TRANSACTION (buy/sell ) NO, OF SHARES PRICE PER SHARE

FnsZo)) _ Bu) _Zoo Y 4

5, During the thres yoears prior to the date of this Certificate, Plaintitf has not sought to serve
or served as a roprosentative party for a class in any action under the federal securities lavws excopt as
follows:

6. Plaintiff will not accept any payment for serving as a vepresentative party on behalf of the
olags beyond plaintiff's pro ratz shave of any vecovery, exoept such reasonable costs and expenses
(Including lost wages) direetly relating to the representation of the class as ordered or approved by the
coutt.

1 declare under penalty of perjory thet the foregoing e ang correet,
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CERTIFICATION OF PLAINTIFF
PURSUANT TO FEDERAL SECURITIES LAWS

[, IMAD M FATHALLAH, on behalf of IMF FINANCE SA, (“Plaintiff”) declares, as to the
claims asserted under the federal securities laws, that:

1. I have reviewed a clags action complaint asserting securities claims against Sino Forest
Corp. (“Sino-Forest” or the “Company’™) OTC: SNOFF, and wish to join as a plaintiff retaining Cohen
Milstein Setlers & Toll PLLC as my counsel,

2, Plaintiff did not purchase the security that is the subject of this action at the direction of
plaintiff's counsel or in order to participate in this private action,

3. Plaintiff is willing to serve as a representative party on behalf of the class, including
providing testimony at deposition and trial, if necessary.

4, My transactions in Sino Forest Corp. securities during the Class Period of March 19, 2007
through August 26, 2011.

DATE TRANSACTION (QBEW NO, OF SHARES PRICE PER SHARE

14.0¢t 2010 Purchase 500,000 625% Notes G 404 k8 = § 40Y,251
due Oct 2017
3, During the three years prior to the date of this Centificate, Plaintiff has not sought to serve

or served as a representative party for a class in any action under the federal securities laws cxcept as
follows;

6. Plaintiff will not accept any payment for serving as a representative party on behalf of the
class beyond plaintiff's pro rata share of any recovery, except such reasonable costs and expenses
(including lost wages) directly relating to the representation of the class as ordered or approved by the
court,

{ declare under penalty of perjury that the foregoing true and correct.

Executed this 25{_ Day of September, 2012. jﬁjﬂ_{_ﬁ“

IMAD MFATHALLAH,
on behalf of IMF FINANCE SA
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Overview

[1] Sino-Forest Corporation (“SFC” or the “Applicant”) seeks an order directing that ¢laims
against SFC, which result from the ownership, purchase or sale of an equity interest in SFC, are
“cquity claims” as defined in section 2 of the Companies' Creditors Arrangement Act (“CCAA”)
including, without limitation: (i) the claims by or on behalf of current or former sharcholders
agserted in the proceedings listed in Schedule “A™ (collectively, the “Shareholder Claims™); and
(i) any indemnification claims against SFC related to or arising from the Shareholder Claims,
including, without limitation, those by or on behalf of any of the other defendants to the
proceedings listed in Schedule “A™ (the “Related Indemnity Claims™).

[2]  SFC takes the position that the Shareholder Claims are “equity claims” as defined in the
CCAA as they are claims in respect of a monetary loss resulting from the ownership, purchase or
sale of an equity interest in SFC and, therefore, come within the definition. SFC also takes the
position that the Related Indemnity Claims are “equity claims” as defined in the CCAA as they
are claims for contribution or indemmily in respect of a claim that is an equity claim and,
therefore, also come within the definition.

[3]  On March 30, 2012, the court granted the Initial Order providing for the CCAA stay
against SFC and certain of its subsidiaries, FTI Consulting Canada Inc. was appointed as
Monitor.

[4] On the same day, the Sales Process Order was granted, approving Sales Process
procedures and authorizing and directing SFC, the Monitor and Houlihan Lokey to carry out
the Sales Process.

[5] OnMay 14, 2012, the court issued a Claims Procedure Order which established June 20,
2012 as the Claims Bar Datc

[6]  The stay of proceedmgs has since been extended to September 28, 2012,

[7]  Since the outset of the proceedings, SFC has taken the position that it is important for
these proceedings to be completed as soon as possible in order to, among other things, (i) enable
the business operated in the Peoples Republic of China (“PRC”) to be separated from SFC and
put under new ownership; (if) cnable the restructured business to participate in the Q4 sales
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 operate in the ordinary course
in the near future.

[8]  SFC has negotiated a Support Agreement with the Ad Hoc Committee of Noteholders
and-intends to file a plan of compromise or arrangement (the “Plan™) under the CCAA by no
later than August 27, 2012, based on the deadline set out in the Support Agreement and what
they submit is the commerecial reality that SFC must complete its restructuring 23 s0on as
possible.
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[9]  Noteholders holding in excess of §1.296 billion, or approximately 72% of the
approximately $1.8 billion of SFC’s noteholders’ debt, have executed written support
agreements to support the SFC CCAA Plan as of March 30, 2012.

Shareholder Claims Asserted Against SEC
(i) Ontario

[101 By Fresh as Amended Statement of Claim dated April 26, 2012 (the “Ontario Statement
of Claim™), the Trustees of the Labourcrs’ Pension Fund of Central and Eastern Canada and
other plaintiffs asserted various claims in a class proceeding (the “Ontario Class Proccedings™)
against SFC, certain of its current and former officers and directors, Ernst & Young LLP
(“E&Y™), BDO Limited (“BDO”), Poyry (Beijing) Consulting Company Limited (“Poyry™) and
SFC’s underwriters (collectively, the “Underwriters”™),

[11]  Section 1(m) of the Ontario Statement of Claim defines “class” and “class members” as:

All persons and entities, wherever they may reside who acquired Sino’s Securities
during the Class Period by distribution in Canada or on the Toronto Stock
Exchange or other secondary market in Canada, which securities include those
acquired over the counter, and all persons and entities who acquired Sino’s
Securities during the Class Period who are resident of Canada or were resident of
Canada at the time of acquisition and who acquired Sino’s Securities outside of
Canada, except the Excluded Persons.

[12] The term “Securities” is defined as “Sino’s common shares, notes and other securities, as
defined in the OBA”. The term “Class Period” is defined as the period from and including
March 19, 2007 up to and including June 2, 2011.

[13] The Ontario Class Proceedings seek damages in the amount of approximately $9.2 billion
against SFC and the other defendants.

[14]  The thrust of the complaint in the Ontario Class Proceedings is that the class members are
alleged to have purchased securities at “inflated prices during the Class Period” and that absent
the alleged misconduct, sales of such securities “would have occurred 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 Clags Period by the issuance of the Impugned Documents™,

(i)  Quebec

[15] By action filed in Quebec on June 9, 2011, Guining Liu commenced an action (the
“Quebec Class Proceedings’™) against S8FC, certain of its current and former officers and
dircctors, E&Y and Poyry. The Quebec Class Proceedings do not name BDO or the
Underwriters as defendants. The Quebec Class Proceedings also do not specify the quantum of
damages sought, but rather reference “damages in an amount equal to the losses that it and the
other members of the group suffered as a result of purchasing or acquiring securities of Sino at
inflated prices during the Class Period”.
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[16] The complaints in the Quebec Class Proceedings centrc on the effect of alleged
misrepresentations on the sharc price. The duty allegedly owed to the class members is said to
be based in “law and other provisions of the Securities Act”, 1o ensure the prompt dissemination
of truthful, complete and accurate statements regarding SFC's business and affairs and to correct

any previously-issued materially inaccurate statements.
(ili)  Saskatchewan

[17] By Statement of Claim dated December 1, 2011 (the “Saskatchewan Statement of
Claim™), Mr. Allan Haigh commenced an action (the “Saskatchewan Class Proceedings™) against
SFC, Allen Chan and David Horsley.

[18] The Saskatchewan Statement of Clairn does not specify the quantum of damages sought,
but instead states in more general terms that the plaintiff seeks “aggravated and compensatory
damages against the defendants in an amount to be determined at trial™.

[19] The Saskatchewan Class Proceedings focus on the effect of the alleged wrongful acts
upon the trading price of SFC’s securities:

The price of Sino’s securities was dircetly affected during the Class Period by the
issuance of the Impugned Documents. The defendants were aware at all material
times that the effect of Sino’s disclosure docurnents upon the price of its Sino’s
[sic] securities.

(iv)  New York

[20] By Verified Class Action Complaint dated Janwary 27, 2012, (the “New York
Complaint™), Mr. David Leapard and JMF Finance SA commenced a class proceeding against
SFC, Mr. Allen Chan, Mr. David Horsley, Mr. Kai Kit Poon, a subset of the Underwriters, E& Y,
and Emst & Young Global Limited (the “New York Class Proceedings”).

[21]1 SFC contends that the New York Class Proccedings focus on the effect of the alleged
wrongful acts upon the trading price of 8FC’s securities.

[22] The plaintiffs in the various class actions have named parties other than SFC as
defendants, notably, the Underwriters and the auditors, E&Y, and BDO, as summarized in the
table below, The positions of thosc parties are detailed later in these reagons.

Ontario | Quebec | Saskatchewan | New York

E&YLLP |X X . X

E&Y Global | - - - X

BDO X - - -
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Poyry X X - ’ -

Underwriters | 11 - - 2

Legal Framework

[23] Even before the 2009 amendments to the CCAA dealing with equity claims, courts
recognized that there is a fundamental difference between sharcholder equity claims as they
relate to an insolvent entity versus creditor claims. Essentially, sharcholders cannot reasonably
expect to maintain a financial interest in an insolvent company where creditor ¢laims are not
being paid in full. Simply put, shareholders have no economic interest in an insolvent enterprise:
Blue Range Resource Corp. (Re), (2004) 4 W, W R, 738 (Alta. Q.B.) [Blue Range Resources];
Stelco Inc. (Re), (2006) CanLIl 1773 (Ont. 8.C.J.) [Stelco); Royal Bank of Canada v. Ceniral
Capital Corp. (1996), 27 O.R. (3d) 494 (C.A.).

[24] The basis for the differentiation flows from the fundamentally different nature of debt
and equity investments, Shareholders have unlimited upside potential when purchasing shares.
Creditors have no corresponding upside potential: Nelson Financial Group Limited (Re), 2010
ONSC 6229 [Nelson Financial).

[25] As a result, courts subordinated equity claims and denied such claims a vote in plans of
arrangement: Blue Range Resource, supra; Stelco, supra; EarthFirst Canada Inc, (Re) (2009), 56
C.B.R. (5™ 102 (Alta, Q.B.) [EarthFirst Canadd]; and Nelson Financial, supra.

[26] In 2009, significant amendments were made to the CCAA. Specific amendments were
made with the intention of clarifying that equity claims arc subordinated to other claims.

[27] The 2009 amendments define an “equity claim” and an “equity interest”. Section 2 of the
CCAA. ineludes the following definitions:

“Equily Claim’ means a claim that is in respect of an equity interest, including a
claim for, among others, (...)

(d) a monetary loss resulting from the ownership, purchase or sale
of an equity interest or from the rescission, or, in Quebec, the
annulment, of a purchase or sale of an equity interest, or

(e) contribution or indemnity in respect of a claim referred to in
any of paragraphs () to (d);

“Bquity Interest” means

(a) in the case of a company other than an income trust, a share in the
company — or a warrant or option or another right to acquire a share in the
company — other than one that is derived from 4 convertible debt,
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[28] Section 6(8) of the CCAA prohibits a distribution to equity claimants prior to payrment in
full of all non-equity claims.

[29] Section 22(1) of the CCAA provides that equity claimants are prohibited from voting on
a plan unless the court orders otherwise.

Position of Ernst & Young

[30] E&Y opposes the relief sought, at least as against E&Y since the E&Y proof of claim
svidence demonstrates in its view that E&Y’s claim:

(a) is not an equity claim;
(b) does not derive from or depend upon an equity claim (in whole or in part);

{c) represents discreet and independent canses of action as against SFC and its directors
and officers arising from E&Y’s direct contractual relationship with such parties (or
certain of such parties) and/or the tortious conduct of SFC and/or its directors and
officers for which they are in law responsible to E&Y; and

(d) can succced independently of whether or not the claims of the plaintiffs in the class
actions succeed.

(311 Initd factum, counsel to E&Y acknowledges that during the periods relevant to the Class
Action Proceedings, E&Y was retained as SFC’s auditor and acted as such from 2007 until it
resigned on April 5, 2012,

(32] OnJune 2, 2011, Muddy Waters LLC (*Muddy Waters”) issued a report which purported
to reveal fraud at SFC. In the wake of thai report, SFC’s share price plummeted and Muddy
Waters profited from its short position.

[33] E&Y was served with a multitude of class action elaims in numerous jurisdictions,

[34] The plaintiffs in the Ontario Class Proceedings claim damages in the aggregate, as
apainst all defendants, of $9.2 billion on behalf of resident and non-resident shareholders and
noteholders. The causes of action alleged are both statutory, under the Securities Act (Ontario)
and at common law, in negligence and negligent misrepresentation.

[35] Inits factum, counsel to BE&Y acknowledges that the central claim in the class actions is
that SFC made a series of misrepresentations in respect of its timber agsets, The claims against
B&Y and the other third party defendants are that they failed to detect these misrepresentations
and note in particular that E&Y’s audit did not comply with Canadjan generally accepted
accounting standards. Similar ¢laims are advanced in Quebee and the U.8.

[36] Counsel to E&Y notes that on May 14, 2012 the court granted a Claims Procedure Order

which, among other things, requires proofs of claim to be filed no later than June 20, 2012. E&Y

takes issue with the fact that this motion was then brought notwithstanding that proofs of claim
. and D&O proofs of claim had not yet been filed,
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[37) E&Y has filed with the Monitor, in accordance with the Claims Procedure Order, a proof
of claim against SFC and a proof of claim against the directors and officers of SFC.

[38) E&Y takes the position that it has contractual claims of indemnification against SFC and
its subsidiaries and has statutory and common law claims of contribution and/or indernnity
apainst SFC and its subsidiaries for all relevant years. E&Y contends that it has stand-alone
claims for breach of contract and negligent and/or fraudulent misrcpresentation against the
company and its directors and officers,

[39] Counscl submits that E&Y’s claims against Sino-Forest and the SFC subsidiaries are:

(a) creditor claims;

(b) detived from E&Y retainers by and/or on bchalf of Sino-Forest and the SFC
subsidiaries and E&Y’s relationship with such parties, all of which are wholly
independent and conceptually different from the claims advanced by the class action
plaintiffs;

(c) claims that include the cost of defending and responding to various proceedings, both
pre- and post-filing; and

(d) not equity claims in the sensc contemplated by the CCAA. E&Y’s submission is that
equity holders of Sino-Forest have not advanced, and could not advance, any claims
against SFC’s subsidiaries.

[40] Counsel further contends that E&Y’s claim is distinet from any and all potential and
actual claims by the plaintiffs in the class actions against Sino-Forest and that E&Y’s ¢laim for
contribution and/or indemnity is not based on the claims against Sino-Forest advanced in the
class actions but rather only in part on those claims, as any success of the plaintiffs in the class
actions against E&Y would not necessarily lead to success against Sino-Forest, and vice versa.
Counsel contends that E&Y has a distinet claim against Sino-Forest independent of that of the
plaintiffs in the class actions. The success of E&Y’s claims against Sino-Forest and the SFC
subsidiaries, and the success of the claims advanced by the class action plaintiffs, are not co-
dependent. Consequently, counsel contends that E&Y’s claim is that of an unsecured creditor.

[411 From a policy standpoint, counsel to E&Y contends that the nature of the relationship
between a shareholder, who may be in a position to assert an equity ¢laim (in addition to other
claims) is fundamentally different from the relationship existing between a corporation and its

auditors,
Position of BDO Limited

[42] BDO was auditor of Sino-Forest Corporation between 2005 and 2007, when it was
replaced by E&Y. -

[43] BDO has a filed a proof of claim against Sino-Forest pursuant to the Claims Procedure
Order.
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[44] BDO’s claim against Sino-Forest is primarily for breach of contract.

[45] BDO takes the position that its indemnity claims, similar to those advanced by E&Y and
the Underwriters, are not equity claims within the meaning of s, 2 of the CCAA.

[46] BDO adopts the submissions of E&Y which, for the purposes of this endorsement, are
not repeated.

Position of the Underwriters

[47] The Underwriters take the position that the court should not decide the equity claims
motion at this time because it is premature or, alternatively, if the court decides the equity claims
motion, the equity claims order should not be granted because the Related Indemnity Claims are
not “equity claims” as defined in 5. 2 of the CCAA.

[48) The Underwriters are among the defendants named in some of the class actions. In
connection with the offerings, certain Underwriters entered into agreements with Sino-Forest and
certain of its subsidiaries providing that Sino-Forest and, with respect to certain offerings, the
Sino-Forest subsidiary companies, agree to indemnify and hold harmless the Underwriters in
connection with an array of matters that could arise from the offerings.

[49] The Underwriters raise the following issues:
(1) Should this court decide the equity claims motion at this time?

(if)  If this court decides the equity claims motion at this time, should the equity
claims order be granted?

[50] On the first issue, counsel to the Underwriters takes the position that the issue is not yet
ripe for determination.

[51] Counscl submits that, by seeking the equity claims order.at this time, Sino-Forest is
attempting to pre-empt the Claims Procedure Order, which already provides a process for the
determination of claims, Until such time as the claims procedure in respect of the Related
Indemnity Claims is completed, and those claims are determined pursuant to that process,
counsel contends the subject of the equity claims motion raises a mercly hypothetical question as
the court is being asked to determine the proper interpretation of . 2 of the CCAA before it has
the benefit of an actual claim in dispute before it.

[52] Counsel further contends that by asking the court to render judgment on the proper
interpretation of s. 2 of the CCAA i the hypothetical, S8ino-Forest has put the court in a position
where its judgment will not be made in the context of particular facts or with a full and complete
evidentiary record,

[53] Even if the court determines that it can decide this motion at this time, the Underwriters
submit that the relief requested should not be granted.
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Position of the Applicant

{54] The Applicant submits that the amendments to the CCAA relating to equity claims
closely parallel existing U.S. law on the subject and that Canadian courts have looked 1o U.5.
courts for guidance on the issue of equity claims as the subordination of equity claims has long
been codified there: see e.g. Blue Range Resources, supra, and Nelson Financial, supra,

[35] The Applicant takes the position that based on the plain language of the CCAA, the
Sharcholder Claims are “equity claims” as defined in 5. 2 as they are claims in respect of a
“monetary loss resulting from the ownership, purchase or sale of an equity interest™,

[56] The Applicant also submits the following:

(a) the Ontario, Quebec, Saskatchewan and New York Class Actions
(collectively, the *“Class Actions”) all advance claims on behalf of
sharcholders,

(b) the Class Actions also allege wrongfu! conduet that affected the trading price
of the shares, in that the alleged misrepresentation “artificially inflated” the
share price; and

(¢) the Class Actions scek damages relating to the trading price of SFC shares
and, as such, allege a “monetary loss” that resulted from the ownership,
purchase or sale of shares, as defined in s. 2 of the CCAA.

[57] Counsel further submits that, as the Shareholder Claims are “equity claims”, they are
expressly subordinated to creditor claims and are prohibited from voting on the plan of
arrangement.

[58] Counsel to the Applicant also submits that the definition of “equity claims” in s. 2 of the
CCAA expressly includes indemnity claims that relate to other equity claims. As such, the
Related Indemnity Claims are equity claims within the meaning of s, 2.

[59] Counsel further submits that there is no distinction in the CCAA between the source of
any claim for contribution or indemnity; whether by statute, common law, contracteal or
otherwise. Further, and to the contrary, counsel submits that the legal characterization of a
contribution or indemnity claim depends solely on the characterization of the primary claim upon
which contribution or indemnity 1s sought.

[60] Counsel points out that in Return on Innovation Capital v. Gandi Innovations Limited,
2011 ONSC 5018, leave to appeal denied, 2012 ONCA 10 [Return on Innovation) this court
characterized the contractual indemnification claims of directors and officers in respeet of an
equity claim as “equily claims”,

[61] Counsel also submits that guidance on the treatment of underwriter and auditor
indemnification claims can be obtained from the U.8. experience. In the U.8,, courts have held
that the indemnification claims of underwriters for liability or defence costs constitute equity
claims that are subordinated to the claims of general creditors. Counsel submiis that insofar as
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the primary source of liability is characterized as an equity claim, so too 13 any claim for
contribution and indemnity based on that equity claim.

[62] In this case, counsel contends, the Related Indemnity Claims are clearly claims for
“contribution and indemmity” based on the Shareholder Claims.

Position of the Ad Hoe Noteholders

[63] Counsel to the Ad Hoc Noteholders submits that the Shareholder Claims are “equity
claims” as they are claims in respect of an equity interest and are claims for “a monetary loss
resulting from the ownership, purchase or sale of an equity interest” per subsection (d) of the
definition of “equity claims™ in the CCAA.

[64] Counsel further submits that the Related Indemnity Claims are also “equity claims® as
they fall within the “clear and unambiguous” language used in the definition of “equity claim™ in
the CCAA. Subsection (¢) of the definition refers expressly and without qualification to claims
for “contribution or indemnity” in respect of claims such as the Shareholder Claims.

[65] Counsel further submits that had the legislature intended to qualify the reference to
“contribution or indemnity” in order to exempt the claims of certain parties, it could have done
50, but it did not.

[66] Counsel also submits that, if the plain language of subsection (¢) is not uphcld,
shareholders of SFC could potentially create claims to receive indirectly what they could not
receive directly (i.e., payment in respect of equity claims through the Related Indemmnity Claims)
— a result that could not have been intended by the legislature as it would be inconsistent with the
purposes of the CCAA.

[67] Counsel to the Ad Hoc Notcholders also submits that, before the CCAA amendments in
2009 (the “CCAA Amendments™), courts subordinated claims on the basis of!

(a) the general expectations of creditors and shareholders with respect to priority and
assumption of risks; and

(1) the equitable principles and considerations set out in certain U.8. cases: sec e.g. Rlue
Range Resources, supra.

[68] Counsel further submits that, before the CCAA Amendments took effect, courts had
expanded the types of claims characterized ag equity claims; first to claims for damages of
defrauded shareholders and then to contractual indemnity claims of shareholders; see Blue Range
Resources, supra and EarthFirst Canada, supra.

[69] Counsel for the Ad Hoc Noteholders also submits that indemmnity claims of underwriters
have been treated as equity claims in the United States, pursuant to section 510(b) of the U.S,
Bankruptey Codr: This submission is detailed at paragraphs 20-25 of their factum which reads
as follows:
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20. The desire to more closely align the Canadian approach to equity claims with
the 1.5, approach was among the considerations that gave rise to the codification
of the treatment of equity claims, Canadian courts have also looked to the U.S.
law for guidance on the issuc of equity claims where codification of the
subordination of equity claims has been long-standing,

Janis Sarra at p. 209, Ad Hoe Committee’s Book of Authorities, Tab 10.

Report of the Standing Sepate Committee on Banking, Trade and
Commerce, “Debtors and Creditors Sharing the Burden: A Review of the
Bankrupicy and Insolvency Act and the Companies’ Creditors
Arrangement act” (2003) at 158, [...]

Blue Range [Resources] at paras. 41-57 [...]

21. Pursuant to § 510(b) of the U.S. Bankruptcy Code, all creditors must be paid
in ful] before shareholders are entitled to receive any distribution. § 510(b) of the
U.S. Bankruptcy Code and the relevant portion of § 502, which is referenced in §
510(b), provide as follows:

§ 510. Subordination

(b) For the purpose of distribution under this title, a claim arising from
rescission of a purchase or sale of a security of the debtor or of an affiliate
of the debtor, for damages arising from the purchase or sale of such a
security, or for reimbursement or contribution allowed under 502 on
account of such a claim, shall be subordinated to all claims or interests that
are senior to or equal the claim or interest represented by such security,
except that if such security is common stock, such claim has the same
priority as common stock.

§ 502, Allowance of claims or interests

(e) (1) Notwithstanding subsections (a), (b) and (¢) of this section and
paragraph (2) of this subsection, the court shall disallow any claim for
reimbursement or contribution of an entity that is liable with the debtor on
or has secured the claim of a creditor, to the extent that

(B) such claim for reimbursermnent or contribution is contingent as
of the time of allowance or disallowance of such claim for
reimbursement or contribution; or

(2) A claim for reimbursement or contribution of such an entity that
becomes fixed after the commencement of the case shall be determined,

§3012
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and shall be allowed under subsection (a), (b), or (c) of this section, or
disallowed under subsection (d) of this section, the same as if such ¢claim
had become fixed before the date of the filing of the petition,

22. U.S. appellate courts have interpreted the statutory language in § 510(b)
broadly to subordinate the claims of shareholders that have a nexus or causal
relationship to the purchase or sale of securities, including damages arising from
alleged illegality in the sale or purchase of securities or from corporate
misconduct whether predicated on pre or post-issuance conduct.

Re Telegroup Inc. (2002), 281 F. 3d 133 (3™ Cir. U.S. Court of Appeals)
[...]

American Broadcasting Systems Inc. v. Nugenz, U.S. Court of Appeals for
the Ninth Circuit, Case Number 98-17133 (24 January 2001) {...]

23. Further, U.S. courts have held that indemnification ¢laims of underwriters
against the corporation for liability or defence costs when sharecholders or former
shareholders have sued underwriters constitute equity claims in the insolvency of
the corporation that are subordinated to the claims of general creditors based on:
(a) the plain language of § 510(k), which references claims for “reimbursement or
contribution” and (b) risk allocation as between general creditors and those parties
that play a role in the purchase and sale of securities that give rise to the
shareholder claims (i.e., directors, officers and underwriters).

In re Mid-American Waste Sys., 228 B.R. 816, 1999 Bankr. LEXIS 27

(Bankr. D. Del. 1999) [Mid-American] [...]

I re Jacom Computer Servs., 280 B.R. 570, 2002 Bankr. LEXIS 758
(Bankr. 8.D.N.Y, 2002) [...]

24. In Mid-American, the Court stated the following with respect to the “plain
langnage™ of § 510(b), its origins and the inclusion of “reimbursement or
contribution” claims in that section;

.. 1 find that the plain language of § 510(b), its legislative history, and
applicable case law clearly show thar § 510(b) intends to subordinate the
indemnification claims of officers, directors, and wunderwriters for both
linbility and expenses Incurred in connection with the pursuit of claims for
rescission or damages by purchasers or sellers of the debtor's securities.
The meaning of amended § 510(b), specifically the language "for
reimbursement or contribution . . . on account of [a claim arising from
rescission or damages arising from-the purchase or sale of a security]," can
be discerned by a plain reading of its language.

... it is readily apparent that the rationale for section 510(b) is not limited
to preventing shareholder claimants from improving their position vig-a-

P.013
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vis general creditors; Congress also made the decision to subordinate
based on risk allocation. Consequently, when Congress amended § 510(b)
16 add reimbursement and contribution claims, @t was not radically
departing from an equityholder claimant treatment provision, as NatWest
 Suggests; it simply added to the subordination treatment new classes of
persons and entities involved with the securities transactions giving rise lo
the rescission and damage claims. The 1984 amendment to § 510(b) is &
logical extension of onc of the rationales for the original scetion —
because Congress intended the holders of securities law claims to be
subordinated, why not also subordinate claims of other parties (e.g.,
officers and directors and underwriters) who play a role in the purchase
and sale transactions which give rise to the securities law claims? As |
view it, in 1984 Congress made a legislative judgment that claims
emanating from tainted securities law iransactions should not have the
same priority as the claims of general creditors of the estate. [emphasis
added]

[...]

25. Further, the U.S. courts have held that the degree of culpability of the
respective parties is a non-issue in the disallowance of claims for indemnification
of underwriters; the equities are meant to benefit the debtor’s direct creditors, not
secondarily liable creditors with contingent claims,
I re Dyexel Burnham Lambert Group, 148 B.R. 982 1992 Bankr, LEXIS
2023 (Bankr. S.D.N.Y. 1992) [...]

[70] Counsel submits that there is no principled basis for treating indemnification claims of
auditors differently than those of underwriters.

Analysis

Is it Premature to Determine the Yssue?

[71] The class action litigation was comrenced prior to the CCAA Proceedings. It is clear
that the claims of shareholders as set out in the ¢lass action claims against SFC are “equity
claims” within the meaning of the CCAA.

[72] In my view, this issue is not premature for determination, as is submitted by the
Underwriters.

[73] The Class Action Proceedings preceded the CCAA Proceedings. It has been clear since
the outset of the CCAA Proceedings that this issue — namely, whether the c¢laims of E&Y, BDO
and the Underwriters as against SFC, would be considered “equity claims” — would have to be
determined.
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[74] It has also been clear from the outset of the CCAA Proceedings, that a Sales Process
would be undertaken and the expected proceeds arising from the Sales Process would generate
proceeds insufficient to satisfy the claims of creditors.

[75] The Claims Procedure is in place but, it scems to me that the issue that has been placed
before the court on this motion can be determined independently of the Claims Procedure. 1 do
not accept that any party can be said to be prejudiced if this threshold issue is determined at this
time. The threshold issue does not depend upon a determination of quantification of any claim.
Rather, its effeet will be to establish whether the ¢laims of E&Y, BDO and the Underwriters will
be subordinated purswant to the provisions of the CCAA. This is independent from a
determination as to the validity of any claim and the quantification thereof.

Shouid the Equity Claims Order be Granted?

[76] T am in agreement with the submission of counsel for the Ad Hoc Noteholders to the
effect that the characterization of claims for mdemmity turns on the characterization of the
underlying primary claims.

[77] In my view, the claims advanced in the Shareholder Claims are clearly equity claims.
The Shareholder Claims underlie the Related Indemnity Claims.

[78] In my view, the CCAA Amendments have codified the treatment of claims addressed in
pre-amendment cases and have further broadened the scope of equity claims.

[79] The plain language in the definition of “equity claim™ does not focus on the identity of
the claimant. Rather, it focuses on the nature of the claim. In this case, it scoms clear that the
Sharcholder Claims led to the Related Indemnity Claims. Put another way, the inescapable
conclusion is that the Related Indemnity Claims are being used to recover an equity investment,

[80] The plain language of the CCAA dictates the outcome, namely, that the Shareholder
Claims and the Related Indemnity Claimg constitute “equity claims™ within the meaning of the
CCAA. This conclusion is consistent with the trend towards an expansive interpretation of the
definition of “cquity claims” to achieve the purpose of the CCAA.

[81] 1In Return on Innovation, Newbould J. characterized the contractual indemnification
claims of directors and officers as “equity claims”. The Court of Appeal denied leave to appeal,
The analysis in Return on Innovation leads to the conclusion that the Related Indemnity Claims
are also equity claims under the CCAA.

[82] It would be totally inconsistent to arrive at a conclusion that would enable either the
auditors or the Underwriters, through a claim for indemnification, to be treated as creditors when
the underlying actions of the sharcholders cannot achieve the same status, To hold otherwise
would indeed provide an indirect remedy where a direct remedy is not available,

[83] Further, on the issue of whether the claims of E&Y, BDO and the Underwriters fall
within the definition of equity claims, there are, in my view, two aspects of these claims and it is
necessary to keep them conceptually separate.



JUL-27-2012 18:27 MAG 416327622844}'3016

- Page 15 -

[84] The first and most significant aspect of the claims of E&Y, BDO and the Underwriters
constitutes an “equity claim” within the meaning of the CCAA. Simply put, but for the Class
Action Proceedings, it is inconcejvable that claims of this magnitude would have been launched
by E&Y, BDO and the Underwriters as against SFC. The class action plaintiffs have launched
their actions against SFC, the auditors and the Underwriters. In turn, E&Y, BDO and the
Underwriters have launched actions against SFC and its subsidiaries. The claims of the
shareholders are clearly “equity claims” and a plain reading of s. 2(1)(e) of the CCAA leads to
the same conclusion with respect to the claims of E&Y, BDQ and the Underwriters, To hold
otherwise, would, as stated above, lead to a result that is inconsistent with the principles of the
CCAA. 1t would potentially put the shareholders in a position to achieve creditor status through
their claim against E&Y, BDO and the Underwriters even though a direct claim against SFC
would rank as an “equity c¢laim?”,

[85] 1 also recognize that the legal construction of the claims of the auditors and the
Underwriters as against 8FC is different than the claims of the shareholders against SFC.
However, that distinction is not, in my view, reflected in the language of the CCAA which
makes no distinction based on the status of the party but rather focuses on the substance of the
claim.

[86] Critical to my analysis of this issuce is the statutory language and the fact that the CCAA
Amendments came into force after the cases relied upon by the Underwriters and the auditors.

[87] It has been argued that the amendments did nothing more than codify pre-existing
common law. In many respects, I accept this submission. However, I am unable to accept this
submission when considering s. 2(1) of the CCAA, which provides clear and specific language
directing that “equity claim” means a ¢laim that is in respect of an equity interest, including a
claim for, among other things, “(e) contribution or indemnity in respect of a claim referred to in
any of paragraphs (a) to (d)”.

[88] Given that a sharcholder claim falls within g, 2(1)(d), the plain words of subsecctions (d)
and (g) lead to the conclusions that I have sct out above, '

[89] I fail to sec how the very clear words of subsection (&) ¢can be seen to be a codification of
existing law. To arrive at the conclusion put forth by E&Y, BDO and the Underwriters would
require me to ignore the specific words that Parliament has recently enacted,

[90] I cannot agree with the position put forth by the Underwriters or by the auditors on this
point. The plain wording of the statutc has persuaded me that it does not matier whether an
indemnity claim is seeking no more than allocation of fault and contribution at common law, or
whether there is a free-standing contribution and indemnity claim based on contracts.

[91] However, that is not to say that the full amount of the ¢laim by the auditors and
Underwriters can be characterized, at this time, as an “equity ¢laim”.

[92] The second aspect to the claims of the auditors and underwriters can be illustrated by the
following hypothetical: if the claim of the shareholders does not succeed against the class action
defendants, E&Y, BDO and the Underwriters will not be liable to the ¢lass action plaintiffs,
However, these parties may be in a position 10 demonstrate that they do have a claim against
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SFC for the costs of defending those actions, which claim does not arise as a result of
“contribution or indemmity in respect of an cquity claim®.

[93] It could very well be that each of E&Y, BDO and the Underwriters have expended
significant amounts in defending the claims brought by the class action plaintiffs which, in turn,
could give risc to contractual claims as against SFC. If there is no successful equity claim
brought by the class action plaintiffs, it is argnable that any claim of E&Y, BDO and the
Underwriters may legitimately be characterized as a claim for contribution or indemnity but not
necessarily in respect of an cquity elaim. If so, there is no principled basis for subordinating this
portion of the c¢laim, At this point in time, the quantification of such a claim cannot be
determined, This must be determined in accordance with the Claims Procedure.

[94] However, it must be recognized that, by far the most significant part of the claim, is an
“equity claim”.

[95] In arriving at this determination, | have taken into account the arguments set forth by
E&Y, BDO and the Underwriters. My conclusions recognize the separate aspects of the Related
Indemnity Claims as submitted by counsel to the Underwriters at paragraph 40 of their factum
which reads:

...it must be recognized that there are, in fact, at least two different kinds of
Related Indemnity Claims:

(a) indemnity claims against SFC in respect of Sharcholder Claims against the
auditors and the Underwriters; and

(b) indemnity claims against SFC in respect of the defence costs of the auditors
and the Underwriters in connection with defending themselves against
Sharcholder Claims.

Disposition

[96] In the result, an order shall- issue that the claims against SFC resulting from the
ownership, purchase or sale of equity interests in SFC, including, without limitation, the claims
by or on behalf of current or former shareholders asserted in the proceedings listed in Schedule
“A” are “equity claims” as defined in s. 2 of the CCAA, being claims in respect of monetary
losses resulting from the ownetship, purchase or sale of an cquity interest, It is noted that
counsel for the class action plaintiffs did not contest this issue,

[97]1 TIn addition, an order shall also issue that any indemnification claim against SFC related
to or arising from the Sharsholders Claims, including, without limitation, by or on behalf of any
of the other defendants to the proceedings listed in Schedule “A” are “equity claims” under the
CCAA, being claims for contribution or indemnity in respect of a claim that is an equity claim.
However, I feel it is premature to determine whether this order extends to the aspect of the
Related Indemnity Claims that corresponds to the defence costs of the Underwriters and the
auditors in connection with defending themselves against the Sharecholder Claims.
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[98] A direction shall also issue that these orders are made without prejudice to S8FC’s rights
to apply for a similar order with respect to (i) 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, '
ﬁ T 4

MORAWETZ J.

Date: July 27,2012



JUL-27-2012 18:28 MAG 4163276228 P.019

446

SCHEDULE “A” — SHAREHOLDER CLAIMS

p—y

. Trustees of the Labourers' Pension Fund of Central and Eastern Canada et al. v. Sino-
Forest Corporation et al, (Ontario Superior Court of Justice, Court File No, CV-11-
431153-00CP)

b

Gluining Liu v. Sino-Forest Corporation et al. (Quebec Superior Court, Court File No,:
200-06-000132-111)

hat

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)

TOTAT. P.O18
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THE AFFIDAVIT OF W. JUDSON MARTIN

SWORN NOVEMBER 24 , 2012
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. hing Y
A Commlssmggl%n %Cic;to% *
Reed Smith
Richards Butler
20/F Alexandra House
Hong Kong SAR
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PROOF OF CLAIM AGAINST
SINO-FOREST CORPORATION

1. Original Claimant Identification (the "Claimant”)

Legal Name of Claimant: Ernst & Young LLP < Name of Contact:  Doris Stammil
Address: Title: Chief L, el
Ernst & Young LLP ”

222 Bay Street, P.Q.Box 251 Phone #: 416-943-3039

Ernst & Young: \'I*QWBI". 2! 5‘«(‘[001’

AR

S

me ’E x~cmto - e

e-mail; doris.stamml@ca.ev.co

> .
F \V/\/ AN
\ f \\\ \\ g ) \\\
ig‘h‘ee, if claim\ﬁas bee,n \asmgn‘éﬁ
A A it e

Address

City

Postal/Zip code

3a.

The Applicant was and still is mdebtegi W the Claimamas fa‘l’lows §
BNTIREN ; ; .
Currency Originial (‘mrency “Regtiucturing Claim Secured Claim
Amount St o
CDN MMML o BREY X ]

uuantlf ed/unknovm

amounts as set ou L;M
chedule “A18™. %

AN

usD $1,805,000.000,00, X D4 ]

plus all not yet
guantified /unknown

amounts as setoutin

Schedule “A1"

e
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3h. Claim against Subsidiaries
If you have or intend to make a claim against one or more Subsidiaries which is based in whole or in part on
facts, underlying transactions, causes of action or events relating to a claim made against the Applicant above,

check the box below, list the Subsidiaries against whom you assert your claim, and provide particulars of your
claim against such Subsidiaries,

B 1/we have a claim against one or more Subsidiary

Name(s) of Subsidiaries: o Original

. Currency Amount Amount of Claim
All_amounts claimed 1 unts
in_Schedule "A1" are claimed _ in
also claimed against Schedule "A1"
entities li in are also claimed
Schedule B, against the
entities listed in

Schedule B

N \N(l e
L’rnst & Yosmg LLF‘ reserves all giinst-those entities listed on Schedule “B”, including for
greater czmtzamty all d:réf‘t and md:ra‘::t uil;sfdiarzea. of Suwi?orest Corporation. Ernst & Young LLP has

Dated at Toronto
this 20% day of June, 2012
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6. Tiling of Claim

This Proof of Claim must be received by the Monitor by no later than 5:00 p.m. (prevailing
Eastern Time) on June 20, 2012, by registered mail, courier, personal delivery or electronic or
digital transmission at the following address:

FTI Consulting Canada Inc.
Court-appointed Monitor of Smo F‘m'es& ‘Corporation
TD Waterhouse Tower R g

79 Wellmgten Stx*eet Wes‘t RN

Artentxanf\}odn fforepa NG
c:Telephone! (416) 640\80,,§
A ¥ J}' -
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SCHEDULE “A1”
CLAIM OF ERNST & YOUNG LLP AGAINST SFC AND SUBSIDIARIES

1. Breach of contract;

(a) damages in an amount «yet to be quantified as more particularly set out in

Schedule “A27%;81d™
o \\\\ N

NN \\\,f

amages ;m \‘an:\ am?)unt yﬁ}\ \io“be quantified as more particularly set out in

! %

0’ \

cgi a8 more particularly set out in
0

\\ \\‘

. u

(a) d\amages )r; an dmount yeﬁt té» be q

£

uantxf

(¢) damages in an amount yct to be quantified as more particularly set out in

NN

Schedule “A2™; and

(d) costs and interest,
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5, Reputational Loss:

(a) damages in an amount yet to be quantified as more particularly set out in

Schedule “A2; and

(b)  costs and interest.

LLP in respect of

* \
P N N At
L \\\\\ ‘/,;
N \\\\.Qv

The act}(m( 1?1 @nta;n

1% '\\ :

‘\,

u)*x:edf;by Ernst & Young LLP with
5{ L {( \

! Zfo ’1ts d&fene@f f the a‘é%&\é\i’ »é’ntmg\ed pp@c@edmg

b The action in Quebee/«\S&};e%w? Couﬁ}\F’lhé No 200-06-000132-111 (only as

authorized and given rcpresentaﬁye stéfus):

~ <\
FIRN AN
ir \

\,/\

(i)  unknown and unt;uantlﬁed damages in Canadian dollars;
(i)  unknown and unquantified damages in U.S. dollars;

(ili)  any unknown amounts not yet pleaded or quantified (including interest
and costs) against Ernst & Young LLP in the above-mentioned

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

respect to its defence of the above-mentioned proceeding.

(¢)  The verified complaint in Supreme Court of the State of New York, County of

New York ~ Index No. 6’50258/20]2

(i)

(n)

(ii‘i‘\)’ any unlmnwn amounts not yet pleaded or quantified (including interest

e and (}Qﬁf‘;) agalnst Emst & Young LLP in the above-mentioned

/

Zor to. \g’e\‘l
/;"’:}\\\\\;\

H 8
e ie{ 7 \\) u

\,f

(d)

and costs) agamst Emst;*&\ sY @t;mg LLP in the Other Proceedings; and

E s
!:\\ ( N

s \\
N A ~

(iv)  any amounts in@uz’red or to be incurred by Ernst & Young LLP with

-

respect to the Other Proceedings.

(e) In respect of claims (a)-(d) above, to the date of this proof of claim, Emst &
Young LLP has incurred legal and related costs of approximately $5,000,000 and

continues to incur costs,
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Contribution and indemnity under the Negligence Act, R.S.0 1990, ¢, N-1 and any other

applicable legislation outside of Ontario in respect of the actions and other proceedings

listed in 6 (a)-(d) above and for the costs set out in 6 (e) above.
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THIS 1S EXHIBIT “I” TO
THE AFFIDAVIT OF W. JUDSON MARTIN
SWORN NOVEMBER 29, 2012

vt

A Commissioner, efc.
Chan Ching Yee

Solicitor
Reed Smith
Richards Butler
20/F Alexandra House
Hong Kong SAR
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Legal Name of Clabmant_ BRO . Limitea :‘«‘ . Name of Contact
mge Director, Head of Risk

R

SCHEDULE "D"

PROOF OF CLAIM AGAINST
SINO‘-{QOREST CORPORATION

1. Original Clajmant Idex{ﬁficaﬁbn (the "Claimant“}

i

ZEQ i

Stephen Chan

Address 25 L1 Ii'loor,\ Wlng On Csani:re

Phones +852 2218 82,88

:L:LZL C(mnaught Roa& &en\tral

Fax

g +852 2815 2239

>;)@v /State___. A

et StephenChan@bdo.com.hk

Y -
),,,_,\\:( AN {\i‘/,f/ o o \ N \‘ N ),\
: "’""“z?ea,s »

TN e " AN N N .
A N . O g
AR R St

-

City, N lt’,rantéﬁé,_. ‘_,f - Gmall

Postal/Zpg rode _— S
3a. &moun&:of (‘i;)im\
RS

t”nlly% g}

'fiaf &Exﬁurrency ,,,,,,,,,
I?:\mount \«f\\f{ )
\ o

88,204,375, 00000, /70

\\\ > I\
1y - }
A,

mqmmd

3h.  Clalm against Subsidiaries Lot

----- " \\ i Restmetuﬂngmaim'

Secured Clatm

ooogood

¥ you have or Intend to make a claim against one or more Subsidiaries which is based in whole orin parton
facts, underlying transactions, causes of action or events relating to a claim made against the Applicant above,
check tha box below, list the Substdiaries against whom you assert your claim, and provide particulars of your -

claim against such Subsidiaries.

[7] 1/we have a claim against one or more Subsidiary
Name(s} of Subsidiaries Original

Currency Currency Amount Amount of Claim
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4. Documentation

Provide all particulars of the Claim and supporting documentation, including amount, and description of transacﬁon(s] or
agreement(s), or legal breach{es) giving(ige \tq\the Claim. Zes attached

5. Certification

1 hereby certlfy tk’ia’t* .

L l“g;n thg C]ﬁfmant\or ;lglt;hoﬂzed represenmtive of the Clalmant,
AN lidve knowledgaf all the - clFcumstances connectad with this Claim,
\\\‘ j :.% Soriplete dorumemx\\iaxf fn suppormf this clafm Is attached.

Stephen Chan

G
\ > “ y S "
Ygn 35&23 : ’?\;j

\\ 4

CHEWM?SAIKX@NG SIMON
Solitor, Hong K{mg’ SAR
{Simon *Che:\m%1 & %olagza,
"o 5B, Two Chinachem
135 Des Vom Road Central,
Hong Kong.

digital Wansmis*moxramshﬁt‘cuowing addres:is

P, Conaiﬂiang CanadaIil
Coult-affpol nted: T@@q&éo
TD Waterho uaeff’o'wer
79 Wellingtonsmaet West.
Suite 2010, P.0, By 104

Toronto, Ontario MSK 1(‘8
Attention: Jodi Forepa .

Telephone: (416) 649-809%
B-mail: sfo@ftconsulting.cota

An electronie version of this form (s avallable at httpi//ofeanada fticonsulting.com/sfc,
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Proof of Claim
BDO Limited

L BDO Limited (“BDO”), is a Hong Kong-based accounting firm formerly known as BDO

McCabe Lo Limited that, among othexjmthings, conducts audits of the annual financial statements

of publicly traded companlea BDO é‘s ;‘ted the annual financial statements for the Applicant,
Sino-Forest Corporatmn (‘“Smo”) for the. years ended December 31, 2005 and December 31,
2006. BDO wasg the: audltor for Si n{: gnui off o about August 12, 2007, when BDO was replaced

as audntor by Emst & Young ;\LL‘P (“E&Y”)

others against bmo«F orest\Corporatxon and\eﬂ’xers m‘()ntafmi‘ ;npenor Court of Justice Court File
No, CV-11-431 15'{ 00CP (the “CJntaﬁ\e Class Actim‘i”) ’Ihls«was followed by the delivety of the

3. The Om;amb Clagg «Aéti{m\‘seeks fa wmﬁy an « acum;\ Qn behalf of all persons who
purchased Sino secuﬁﬁes{qa Canada gl‘fﬁ?iﬁ'g ﬂle Cl ass; {Paﬂod ?Whlch’ i defined as March 19, 2007

”

to June 2, 201 1), asAwvell, I‘l dlan reﬁi\de HS who pumﬁasf:d/ Bihg’s securities outside of
g\i.ﬁ 5 \\ ,:;’,7 o Xg‘\\\\
v

i\

Canada.

4. The original claim in the-Ontario Ofass Adtion na n@?i Sir\ib several current and former
officers and directors of Sine; Sind’s. audxtor fmm Ai:gum 2007 until April 2012, E&Y; several
investment dealers that acted as underwrztam for‘au Sories of public offerings of securities by Sino;

and Poyry (Beijing) Consulting Com}mny L:mxted (“POyry Beijing”), which conducted

valuations of Sino’s timber assets during a pottion of the Class Period.

5. On or about January 25, 2012, the Statement of Claim in the Ontario Class Action was
amended to add BDO as a defendant, and it was further amended on April 18, 2012, A copy of
the most recent April 18, 2012 version of the Statement of Claim (the “April 18" Claim”) is
attached at TAB A hereto,
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6. The April 18" Claim secks to certify the Ontario Class Action as a class action and
makes the following damages claims against BDO, along with other defendants to the Ontario
Class Action:

(a) On behalf of all of thy C a\ss Members who purchased Sino’s securities in the
secondary marke‘t dhmg the‘ CIdSS Period (which is defined as the period from
Maroh 19: %Q’% thrbugh J}J % 2@1 1), and as agamst all of the Defendants other

N
NN -~

dismb\xtxon }tn wh
2()09 Pro\spectus”) related~

(@

()

Senior Notes due 2014 pursuaﬁt\m 1he June 2009 Offering Memorandum issued

by Sine (the “June 200920¥fefmg Memorandum™), a olaim for general damages in
the sum of US8$400 million; and

H 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
issued by Sino (the “December 2009 Offering Memorandum”), a claim for

general damages in the sum of US$460 million.
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7. The claims pleaded against BDO in the April 18" Claim stem entirely from allegations
relating to the Audit Reports produced by BDO in relation to its audits of Sino’s 2005 and 2006
annual audited financial statements (respectively, the “2005 Audit Report” and the “2006 Audit
Report” and, collectively, the “BDO Auc\:t Reports™). The 2005 Audit Report was filed in March
2006 and the 2006 Audit Report was il i March 2007.

8. It is alleged in the Aprll }8"’ Clain th‘eu the 2005 Audit Report and the 2006 Audit Report
each contain the. same statement by v BDO‘ a statement that is alleged to have misrepresented that,
in the @pmxon of BDO Smo *@55905 \qnd 2\()06 annual financial statements “...present fairly, in all

\ rbspeot\*s tbe\imaﬁoia pqsmoﬁ {i‘f S‘ino as at December 31, 2005 and December 31, 2006

] f/maiétial‘

§nélp

ouz’mn\g p;

\

9 The clalm‘agam{st BIX} for $6. 5‘ I% ll()ﬁ m dgmég‘és on behalf of purchasers of Sino
securities in the ses:()ndaxy markct ?swbased upon the "r}fﬁal 1ssuance of the BDO Audit Reports in

fdféteﬁee of ;}w BE)Q Audit Reports in those

‘incorpoxatio\z )/ iie}e\nen

o \\\\ N V\*

Memoranda is based upon the mcorpgratmn by reference of the BDO Audit Reports in those
Offering Memoranda. o

12.  The claim as against BDO further atleges that BDO as Sino’s auditor owed and breached
a duty to maintain or 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.
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il -
BDO’s claims for indemnity against Sino and its officers and directors:

13, BDO denies any liability for the aforementioned claims advanced against it and if

required to do so will vigorously defend the claims asserted against it.

\\

14, However, if a Court finds BD@ Hab e for any of the said claims, BDO claims against

Sino for mdemmty pmm&my unde‘r thé terma of ItS engagement agreements with Sino in respect

L /,f\

- i N 7
< stalemefats reg dmg‘ e f’ nanmal s%am ‘c?f Smo inf

referenced helem ‘ﬂns was & a‘amx‘actual Qbhgaim owed by mno to BDO under the terms of the

engagement agreements betWeen S,mo dnci BDO ; B

and 2006 audit years, damd \s‘&
and C hereto,

17.  Under the terms of BDO’s eﬁ@ag&*mfmt Iettens wiﬂY Sméj for the 2005 and 2006 audit
years (Tabs B and C) Sino also égreed 1)1&&’;» 1(8 man&gcment bore pmmary responmbxhty to
K

reporting.

18.  In addition to having claims arising from its reliance on these parties to bear primary
responsibility for the accuracy of Sino’s financial statements, BDO also has contractual rights of
indemnity against Sino in each of the engagement letters signed in relation to the use of BDO’s
audit reports in Sino’s Prospectuses and Offering Memoranda - Copies attached at TABS D, E,
F, G, H, and I hierefo,
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19. Further and in the alternative, BDO is entitled to contribution and indemnity from Sino
and its officers and directors pursuant to the provisions of the Negligence Act, R.S.0. 1990
Chapter N.1.

Costs of defending the ()ntano Cla%& A@{Oﬂ‘
N 2 i

20.  In addition to the amoun‘is cfaﬁned above, BDO also seeks its costs both to date and its

22,

follows:

\\\\\ \\

BDO by urchasérs b\F Smo securities on the
primary market ““““ rsuaxﬁ\to rhe»‘ Pfospec;‘ms‘es ’émd ()ffermg Memoranda referenced
herein - $1,700,035,000'; and RN

(©)  Intespect of BDO's cu \g aﬁ?d“”‘f’uture legal costs - $4,340,000,00.

TOTAL: §8,204,375,000.00

' Thig portion of the claim includes damages claims advanced in the Ontario Class Action that are claimed in both
U.S, and Canadian dollars, As noted above, $1,205,000,000.00 of this portion has been claimed in U.S. dollars,
Under s, 121 of the Courts of Justice Act, R.8,0, 1990, ¢.C.43, foreign money obligations are to be calculated
based upon the applicable exchange rate at the date of judgment. It is assumed, for the purposes of this Proof of
Claim that at the applicable conversion date, the U.S.-Canadian dollar exchange rate will be approximately 1:1,
however this portion of the claim may need to be adjusted depending upon the exchange rate applicable at the
relevant date.
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THIS IS EXHIBIT “J” TO
THE AFFIDAVIT OF W, JUDSON MARTIN

SWORN NOVEMBER 29 , 2012

Nt~

A CommigipNeERlfy Yee
Solicitor
Reed Smith
Richards Butler
20/F Alexandra House
Hong Kong SAR
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COURT OF APPEAL FOR ONTARIO

CITATION: Sino-Forest Corporation (Re), 2012 ONCA 816
DATE: 20121123
DOCKET: C56115, C56118 & C56125

Goudge, Hoy and Pepall JJ.A.

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 of Compromise or
Arrangement of Sino-Forest Corporation

Peter H. Griffin, Peter J. Osborne and Shara Roy, for the appellant Ernst &
Young LLP

Sheila Block and David Bish, for the appellants Credit Suisse Securities
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On appeal from the order of Justice Geoffrey B. Morawetz of the Superior Court
of Justice, dated July 27, 2012, with reasons reported at 2012 ONSC 4377, 92
C.B.R. (5th) 99.

By the Court:

I OVERVIEW

[1] In 2009, the Companies’ Creditors Arrangement Act, R.S.C. 1985, c. C-
36, as amended (“CCAA”), was amended to expressly provide that general

creditors are to be paid in full before an equity claim is paid.

[2] This appeal considers the definition of “equity claim” in s. 2(1) of the
CCAA. More particularly, the central issue is whether claims by auditors and
underwriters against the respondent debtor, Sino-Forest Corporation (“Sino-
Forest"), for contribution and indemnity fall within that definition. The claims arise

out of proposed shareholder class actions for misrepresentation.

[3] The appellants argue that the supervising judge erred in concluding that

the claims at issue are equity claims within the meaning of the CCAA and in
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determining the issue before the claims procedure established in Sino-Forest's

CCAA proceeding had been completed.

[4]  For the reasons that follow, we conclude that the supervising judge did not

err and accordingly dismiss this appeal.

! THE BACKGROUND

(a) The Parties

[6] Sino-Forest is a Canadian public holding company that holds the shares of
numerous subsidiaries, which in turn own, directly or indirectly, forestry assets
located principally in the People's Republic of China. Its common shares are
listed on the Toronto Stock Exchange. Sino-Forest also issued approximately
$1.8 billion of unsecured notes, in four series. Trading in Sino-Forest shares
ceased on August 26, 2011, as a result of a cease-trade order made by the

Ontario Securities Commission.

[6] The appellant underwriters’ provided underwriting services in connection
with three separate Sino-Forest equity offerings in June 2007, June 2009 and
December 2009, and four separate Sino-Forest note offerings in July 2008, June
2009, December 2009 and October 2010. Certain underwriters entered into

agreements with Sino-Forest in which Sino-Forest agreed to indemnify the

! Credit Suisse Securities (Canada) Inc., TD Securities Inc., Dundee Securities Corporation (now known
as DWM Securities Inc.), RBC Dominion Securities Inc., Scotia Capital Inc., CIBC World Markets Inc.,
Merrill Lynch Canada Inc., Canaccord Financial Litd. (now known as Canaccord Genuity Corp.), 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.
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underwriters in connection with an array of matters that could arise from their

participation in these offerings.

[7] The appellant BDO Limited (“BDO”) is a Hong Kong-based accounting firm
that served as Sino-Forest’s auditor between 2005 and August 2007 and audited
its annual financial statements for the years ended December 31, 2005 and

December 31, 2006.

[8] The engagement agreements governing BDO's audits of Sino-Forest
provided that the company’s management bore the primary responsibility for
preparing its financial statements in accordance with Generally Accepted
Accounting Principles (“GAAP") and implementing internal controls to prevent

and detect fraud and error in relation to its financial reporting.

[9] BDO’s Audit Report for 2006 was incorporated by reference into a June
2007 prospectus issued by Sino-Forest regarding the offering of its shares to the
public. This use by Sino-Forest was governed by an engagement agreement
dated May 23, 2007, in which Sino-Forest agreed to indemnify BDO in respect of
any claims by the underwriters or any third party that arose as a result of the
further steps taken by BDO in relation to the issuance of the June 2007

prospectus.

[10] The appellant Ernst & Young LLP (“E&Y") served as Sino-Forest’'s auditor

for the years 2007 to 2012 and delivered Auditors’ Reports with respect to the
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consolidated financial statements of Sino-Forest for fiscal years ended December
31, 2007 to 2010, inclusive. In each year for which it prepared a report, E&Y
entered into an audit engagement letter with Sino-Forest in which Sino-Forest
undertook to prepare its financial statements in accordance with GAAP, design
and implement internal controls to prevent and detect fraud and error, and
provide E&Y with its complete financial records and related information. Some of

these letters contained an indemnity in favour of E&Y.,

[11] The respondent Ad Hoc Committee of Noteholders consists of noteholders
owning approximately one-half of Sino-Forest's total noteholder debt.? They are
creditors who have debt claims against Sino-Forest; they are not equity

claimants.

[12] Sino-Forest has insufficient assets to satisfy all the claims against it. To the
extent that the appellants’ claims are accepted and are treated as debt claims

rather than equity claims, the noteholders’ recovery will be diminished.
(b) The Class Actions

[13] In 2011 and January of 2012, proposed class actions were commenced in

Ontario, Quebec, Saskatichewan and New York State against, amongst others,

% Noteholders holding in excess of $1.296 billion, or 72%, of Sino-Forest's approximately $1.8 billion in
noteholders’ debt have executed written support agreements in favour of the Sino-Forest CCAA plan as
of March 30, 2012. These include noteholders represented by the Ad Hoc Committee of Noteholders.
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Sino-Forest, certain of its officers, directors and employees, BDO, E&Y and the

underwriters. Sino-Forest is sued in all actions.®

[14] The proposed representative plaintiffs in the class actions are
shareholders of Sino-Forest. They allege that. Sino-Forest repeatedly
misrepresented its assets and financial situation and its compliance with GAAP in
its public disclosure; the appellant auditors and underwriters failed fo detect
these misrepresentations; and the appellant auditors misrepresented that their
audit reports were prepared in accordance with generally accepted auditing
standards (“GAAS”). The representative plaintiffs claim that these
misrepresentations artificially inflated the price of Sino-Forest’s shares and that
proposed class members suffered damages when the shares fell after the truth

was revealed in 2011.

[15] The representative plaintiffs in the Ontario class action seek approximately
$9.2 billion in damages. The Quebec, Saskatchewan and New York class actions

do not specify the quantum of damages sought.
[16] To date, none of the proposed class actions has been certified.
(c) CCAA Protection and Proofs of Claim

[17] On March 30, 2012, Sino-Forest sought protection pursuant to the

provisions of the CCAA. Morawetz J. granted the initial order which, among other

® None of the appellants are sued in Saskatchewan and all are sued in Ontario. E&Y is also sued in
Quebec and New York and the appellant underwriters are also sued in New York.
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things, appointed FTI Consulting Canada Inc. as the Monitor and stayed the
class actions as against Sino-Forest. Since that time, Morawetz J. has been the
supervising judge of the CCAA proceedings. The initial stay of the class actions

was extended and broadened by order dated May 8, 2012.

[18] On May 14, 2012, the supervising judge granted an unopposed claims
procedure order which established a procedure to file and determine claims

against Sino-Forest.

[19] Thereafter, all of the appellants filed individual proofs of claim against
Sino-Forest seeking contribution and indemnity for, among other things, any
amounts that they are ordered to pay as damages to the plaintiffs in the class
actions. Their proofs of claim advance several different legal bases for Sino-
Forest's alleged obligation of contribution and indemnity, including breach of
contract, contractual terms of indemnity, negligent and fraudulent
misrepresentation in tort, and the provisions of the Negligence Act, R.S.0. 1990,

c. N.1.
(d)Order under Appeal

[20] Sino-Forest then applied for an order that the following claims are equity
claims under the CCAA: claims against Sino-Forest arising from the ownership,
purchase or sale of an equity interest in the company, including shareholder

claims (“Shareholder Claims”); and any indemnification claims against Sino-
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Forest related to or arising from the Shareholder Claims, including the appellants’

claims for contribution or indemnity (“Related Indemnity Claims”).
[21] The motion was supported by the Ad Hoc Committee of Noteholders.

[22] On July 27, 2012, the supervising judge granted the order sought by Sino-

Forest and released a comprehensive endorsement.

[23] He concluded that it was not premature to determine the equity claims
issue. It had been clear from the outset of Sino-Forest's CCAA proceedings that
this issue would have to be decided and that the expected proceeds arising from
any sales process would be insufficient to satisfy the claims of creditors.
Furthermore, the issue could be determined independently of the claims

procedure and without prejudice being suffered by any party.

[24] He also concluded that both the Shareholder Claims and the Related
Indemnity Claims should be characterized as equity claims. In summary, he

reasoned that:

- The characterization of claims for indemnity turns on the
characterization of the wunderlying primary claims. The
Shareholder Claims are clearly equity claims and they led to and
underlie the Related Indemnity Claims;

- The plain language of the CCAA, which focuses on the nature of
the claim rather than the identity of the claimant, dictates that
both Shareholder Claims and Related Indemnity Claims
constitute equity claims;
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- The definition of “equity claim” added to the CCAA in 2009
broadened the scope of equity claims established by pre-
amendment jurisprudence;

- This holding is consistent with the analysis in Return on
Innovation Capital Ltd. v. Gandi Innovations Ltd., 2011 ONSC
5018, 83 C.B.R. (6th) 123, which dealt with contractual
indemnification claims of officers and directors. Leave to appeal
was denied by this court, 2012 ONCA 10, 90 C.B.R. (5th) 141;
and

- “It would be totally inconsistent to arrive at a conclusion that
would enable either the auditors or the underwriters, through a
claim for indemnification, to be treated as creditors when the
underlying actions of shareholders cannot achieve the same
status” (para. 82). To hold otherwise would run counter to the
scheme established by the CCAA and would permit an indirect
remedy to the shareholders when a direct remedy is unavailable.

[25] The supervising judge did not characterize the full amount of the claims of
the auditors and underwriters as equity claims. He excluded the claims for
defence costs on the basis that while it was arguable that they constituted claims
for indemnity, they were not necessarily in respect of an equity claim. That

determination is not appealed.

] INTERPRETATION OF “EQUITY CLAIM”

(a) Relevant Statutory Provisions

[26] As part of a broad reform of Canadian insolvency legislation, various

amendments to the CCAA were proclaimed in force as of September 18, 2009,

[27] They included the addition of s. 6(8):
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No compromise or arrangement that provides for the payment of an
equity claim is to be sanctioned by the court unless it provides that
all claims that are not equity claims are to be paid in full before the
equity claim is to be paid.

Section 22.1, which provides that creditors with equity claims may not vote at any

meeting unless the court orders otherwise, was also added.

bt &

[28] Related definitions of “claim”, “equity claim”, and “equity interest” were

added to s. 2(1) of the CCAA:
In this Act,
“claim” means any indebtedness, liability or obligation of any kind

that would be a claim provable within the meaning of section 2 of the
Bankruptey and Insolvency Act;

“equity claim” means a claim that is in respect of an equity interest,
including a claim for, among others,

(a) a dividend or similar payment,
(b) a return of capital,
(c) a redemption or retraction obligation,

(d) a monetary loss resulting from the ownership, purchase or
sale of an equity interest or from the rescission, or, in Quebec,
the annulment, of a purchase or sale of an equity interest, or

(e) contribution or indemnity in respect of a claim referred to in
any of paragraphs (a) to (d); [Emphasis added.]

“equity interest” means

(a) in the case of a company other than an income trust, a
share in the company — or a warrant or option or another right
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to acquire a share in the company — other than one that is
derived from a convertible debt, and

(b) in the case of an income trust, a unit in the income trust —
or a warrant or option or another right to acquire a unit in the
income trust — other than one that is derived from a
convertible debt;

[29] Section 2 of the Bankruptcy and Insolvency Act, R.S.C. 1985, ¢. B-3
(“BIA”) defines a “claim provable in bankruptcy”. Section 121 of the BIA in turn
specifies that claims provable in bankruptcy are those to which the bankrupt is

subject.

2. “claim provable in bankruptcy”, “provable claim” or “claim
provable” includes any claim or liability provable in proceedings
under this Act by a creditor;

121. (1) All debts and liabilities, present or future, fo which the
bankrupt is subject on the day on which the bankrupt becomes
bankrupt or to which the bankrupt may become subject before the
bankrupt's discharge by reason of any obligation incurred before the
day on which the bankrupt becomes bankrupt shall be deemed to be
claims provable in proceedings under this Act. [Emphasis added.]

(b) The Legal Framework Before the 2009 Amendments

[30] Even before the 2009 amendments to the CCAA codified the treatment of
equity claims, the courts subordinated shareholder equity claims to general

creditors’ claims in an insolvency. As the supervising judge described:

[23] Essentially, shareholders cannot reasonably expect
to maintain a financial interest in an insolvent company
where creditor claims are not being paid in full. Simply
put, shareholders have no economic interest in an
insolvent enterprise.
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[24] The basis for the differentiation flows from the
fundamentally different nature of debt and equity
investments. Shareholders have unlimited upside
potential when purchasing shares. Creditors have no
corresponding upside potential.

[25] As a result, courts subordinated equity claims and
denied such claims a vote in plans of arrangement.
[Citations omitted.]*

(c) The Appellants’ Submissions
[31] The appellants essentially advance three arguments.

[32] First, they argue that on a plain reading of s. 2(1), their claims are
excluded. They focus on the opening words of the definition of “equity claim” and
argue that their claims against Sino-Forest are not claims that are “in respect of
an equity interest” because they do not have an equity interest in Sino-Forest.
Their relationships with Sino-Forest were purely contractual and they were arm’s-
length creditors, not shareholders with the risks and rewards attendant to that
position. The policy rationale behind ranking shareholders below creditors is not
furthered by characterizing the appellants’ claims as equity claims. They were

service providers with a contractual right to an indemnity from Sino-Forest.

[33] Second, the appellants focus on the term “claim” in paragraph (e) of the
definition of “equity claim”, and argue that the claims in respect of which they

seek contribution and indemnity are the shareholders’ claims against them in

* The supervising judge cited the following cases as authority for these propositions: Blue Range
Resource Corp., Re, 2000 ABQB 4, 259 AR. 30; Stelco Inc., Re (2008), 17 C.B.R, (6th) 78 (Ont. S.C.);
Central Capital Corp. (Re) (1996), 27 O.R. (3d) 494 (C.A.); Nelson Financial Group Ltd., Re, 2010 ONSC
6229, 71 C.B.R. (56th) 153; EarthFirst Canada Inc., Re, 2009 ABQB 316, 56 C.B.R. (5th) 102,
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court proceedings for damages, which are not “claims” against Sino-Forest
provable within the meaning of the BIA, and, therefore, not “claims” within s. 2(1).
They submit that the supervising judge erred in focusing on the characterization

of the underlying primary claims.

[34] Third, the appellants submit that the definition of “equity claim” is not
sufficiently clear to have changed the existing law. It is assumed that the
legislature does not intend to change the common law without “expressing its
intentions to do so with irresistible clearness”. District of Parry Sound Social
Services Administration Board v. Ontario Public Service Employees Union, Local
324, 2003 SCC 42, [2003] 2 S.C.R. 157, at para. 39, citing Goodyear Tire &
Rubber Co. of Canada Ltd. v. T. Eaton Co. Lid., [1956] S.C.R. 610, at p. 614.
The appellants argue that the supervising judge’s interpretation of “equity claim”
dramatically alters the common law as reflected in National Bank of Canada v.
Merit Energy Ltd., 2001 ABQB 583, 294 A.R. 15, affd 2002 ABCA 5, 299 AR.
200. There the court determined that in an insolvency, claims of auditors and
underwriters for indemnification are not to be treated in the same manner as
claims by shareholders. Furthermore, the Senate debates that preceded the
enactment of the amendments did not specifically comment on the effect of the
amendments on claims by auditors and underwriters. The amendments should
be interpreted as codifying the pre-existing common law as reflected in National

Bank of Canada v. Merit Energy Ltd.
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[35] The appellants argue that the decision of Return on Innovation Capital Ltd.
v. Gandi Innovations Litd. is distinguishable because it dealt with the
charactérization of claims for damages by an equity investor against officers and
directors, and it predated the 2009 amendments. In any event, this court
confirmed that its decision denying leave to appeal should not be read as a
judicial precedent for the interpretation of the meaning of “equity claim” in s. 2(1)

of the CCAA.
(d) Analysis
(i) Introduction

[36] The exercise before this court is one of statutory interpretation. We are
therefore guided by the following oft-cited principle from Elmer A. Driedger,

Construction of Statutes, 2d ed. (Toronto: Butterworths, 1983), at p. 87:

[Tlhe words of an Act are to be read in their entire
context and in their grammatical and ordinary sense
harmoniously with the scheme of the Act, the object of
the Act, and the intention of Parliament.

[37] We agree with the supervising judge that the definition of equity claim
focuses on the nature of the claim, and not the identity of the claimant. In our
view, the appellants’ claims for contribution and indemnity are clearly equity

claims.

[38] The appellants’ arguments do not give effect to the expansive language

adopted by Parliament in defining “equity claim” and read in language not
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incorporated by Parliament. Their interpretation would render paragraph (e) of

the definition meaningless and defies the logic of the section.
(i) The expansive language used
[39] The definition incorporates two expansive terms.

[40] First, Parliament employed the phrase “in respect of' twice in defining
equity claim: in the opening portion of the definition, it refers to an equity claim as
a “claim that is in respect of an equity interest”, and in paragraph (e) it refers to
“contribution or indemnity in respect of a claim referred to in any of paragraphs

(a) to (d)” {(emphasis added).

[41] The Supreme Court of Canada has repeatedly held that the words “in
respect of” are “of the widest possible scope”, conveying some link or connection
between two related subjects. In CanadianOxy Chemicals Ltd. v. Canada
(Attorney General), [1999] 1 S.C.R. 743, at para. 16, citing Nowegijick v. The

Queen, [1983] 1 S.C.R. 29, at p. 39, the Supreme Court held as follows:

The words “in respect of” are, in my opinion, words of
the widest possible scope. They import such meanings
as “in relation to”, “with reference t0” or “in connection
with”. The phrase “in respect of” is probably the widest
of any expression intended to convey some connection
between two related subject matters. [Emphasis added

in CanadianOxy.]

That court also stated as follows in Markevich v. Canada, 2003 SCC 9, [2003] 1

S.C.R. 94, at para. 26:
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The words “in respect of’ have been held by this Court
to be words of the broadest scope that convey some
link between two subject matters. [Citations omitted.]

[42] It is conceded that the Shareholder Claims against Sino-Forest are claims
for "a monetary loss resulting from the ownership, purchase or sale of an equity
interest”, within the meaning of paragraph (d) of the definition of “equity claim”.
There is an obvious link between the appellants’ claims against Sino-Forest for
contribution and indemnity and the shareholders’ claims against Sino-Forest.
The legal proceedings brought by the shareholders asserted their claims against
Sino-Forest together with their claims against the appellants, which gave rise to
these claims for contribution and indemnity. The causes of action asserted

depend largely on common facts and seek recovery of the same loss.

[43] The appellants’ claims for contribution or indemnity against Sino-Forest are
therefore clearly connected to or “in respect of’ a claim referred to in paragraph
(d), namely the shareholders’ claims against Sino-Forest. They are claims in
respect of equity claims by shareholders provable in bankruptcy against Sino-

Forest.

[44] Second, Parliament also defined equity claim as “including a claim for,
among others”, the claims described in paragraphs (a) to (e). The Supreme Court
has held that this phrase “including” indicates that the preceding words — “a claim
that is in respect of an equity interest’” — should be given an expansive

interpretation, and include matters which might not otherwise be within the
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meaning of the term, as stated in Nafional Bank of Greece (Canada) v.

Katsikonouris, [1990] 2 S.C.R. 1029, at p. 1041:

[Tlhese words are terms of extension, designed to
enlarge the meaning of preceding words, and not to limit
them,

... [Tihe natural inference is that the drafter will provide
a specific illustration of a subset of a given category of
things in order to make it clear that that category
extends to things that might otherwise be expected to
fall outside it.

[45] Accordingly, the appellants’ claims, which clearly fall within paragraph (e),
are included within the meaning of the phrase a “claim that is in respect of an

equity interest”.
(iii)  What Parliament did not say

[46] “Equity claim” is not confined by its definition, or by the definition of “claim”,
to a claim advanced by the holder of an equity interest. Parliament could have,
but did not, include language in paragraph (e) restricting claims for contribution or

indemnity to those made by shareholders.
(iv)  An interpretation that avoids surplusage

[47] A claim for contribution arises when the claimant for contribution has been
sued. Section 2 of the Negligence Act provides that a tortfeasor may recover
contribution or indemnity from any other tortfeasor who is, or would if sued have

been, liable in respect of the damage to any person suffering damage as a result
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of a tort. The securities legislation of the various provinces provides that an
issuer, its underwriters, and, if they consented to the disclosure of information in
the prospectus, its auditors, among others, are jointly and severally liable for a

misrepresentation in the prospectus, and provides for rights of contribution.®

[48] Counsel for the appellants were unable to provide a satisfactory example
of when a holder of an equity interest in a debtor company would seek
contribution under paragraph (e) against the debtor in respect of a claim referred
to in any of paragraphs (a) to (d). In our view, this indicates that paragraph (e)
was drafted with claims for contribution or indemnity by non-shareholders rather

than shareholders in mind.

[49] If the appellants’ interpretation prevailed, and only a person with an equity
interest could assert such a claim, paragraph (e) would be rendered
meaningless, and as Lamer C.J. wrote in R. v. Proulx, 2000 SCC 5, [2000] 1

S.C.R. 61, at para. 28:

It is a well accepted principle of statutory interpretation
that no legislative provision should be interpreted so as
to render it mere surplusage.

(v)  The scheme and logic of the section

% Securities Act, R.S.0. 1990, c. S.5, s, 130(1), (8); Securities Act, R.S.A. 2000, c. S-4, s. 203(1
Securities Act, R.5.B.C. 19986, c. 418, s. 131(1), (11); The Seour:‘tfes Act, C.C.S.M.c. 850, s 141(1 ,

s. 137(1), (9); Securities Act, S.Y. 2007, c. 16, s, 111(1) (13).
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[50] Moreover, looking at s. 2(1) as a whole, it would appear that the remedies
available to shareholders are all addressed by ss. 2(1)(a) to (d). The logic of ss.
2(1)(@) to (e) therefore also supports the notion that paragraph (e) refers to

claims for contribution or indemnity not by shareholders, but by others.
(vi)  The legislative history of the 2009 amendments

[51] The appellants and the respondents each argue that the legislative history
of the amendments supports their respective interpretation of the term “equity
claim”. We have carefully considered the legislative history. The limited
commentary is brief and imprecise. The clause by clause analysis of Bill C-12
comments that “[a]n equity claim is defined to include any claim that is related to
an equity interest”.® While, as the appellants submit, there was no specific
reference to the position of auditors and underwriters, the desirability of greater
conformity with United States insolvency law to avoid forum shopping by debtors
was highlighted in 2003, some four years before the definition of “equity claim”

was included in Bill C-12.

[62] In this instance the legislative history ultimately provided very little insight
into the intended meaning of the amendments. We have been guided by the

plain words used by Parliament in reaching our conclusion.

(vii)  Intent to change the common law

® We understand that this analysis was before the Standing Senate Committee on Banking, Trade and
Commerce in 2007.
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[53] In our view the definition of “equity claim” is sufficiently clear to alter the
pre-existing common law. National Bank of Canada v. Merit Energy Ltd., an
Alberta decision, was the single case referred to by the appellants that
addressed the treatment of auditors’ and underwriters’ claims for contribution and
indemnity in an insolvency before the definition was enacted. As the supervising
judge noted, in a more recent decision, Return on Innovation Capital Ltd. v.
Gandi Innovations Ltd., the courts of this province adopted a more expansive
approach, holding that contractual indemnification claims of directors and officers

were equity claims.

[64] We are not persuaded that the practical effect of the change to the law
implemented by the enactment of the definition of “equity claim” is as dramatic as
the appellants suggest. The operations of many auditors and underwriters extend
to the United States, where contingent claims for reimbursement or contribution
by auditors and underwriters “liable with the debtor” are disallowed pursuant to §

502(e)(1)(B) of the U.S. Bankruptcy Code, 11 U.S.C.S.”
(viii)  The purpose of the legislation

[55] The supervising judge indicated that if the claims of auditors and

underwriters for contribution and indemnity were not included within the meaning

" The United States Bankruptcy Court for the District of Delaware in In Re: Mid-American Waste Systems,
Inc., 228 B.R. 816 (1989), indicated that this provision reflects the policy rationale that these stakeholders
are in a hetter position to evaluate the risks associated with the issuance of stock than are general
creditors.
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of “equity claim”, the CCAA would permit an indirect remedy to the shareholders

when a direct remedy is not available. We would express this concept differently.

[66] In our view, in enacting s. 6(8) of the CCAA, Parliament intended that a
monetary loss suffered by a shareholder (or other holder of an equity interest) in
respect of his or her equity interest nof diminish the assets of the debtor available
to general creditors in a restructuring. If a shareholder sues auditors and
underwriters in respect of his or her loss, in addition to the debtor, and the
auditors or underwriters assert claims of contribution or indemnity against the
debtor, the assets of the debtor available to general creditors would be

diminished by the amount of the claims for contribution and indemnity.

IV PREMATURITY

[57] We are not persuaded that the supervising judge erred by determining that
the appellants’ claims were equity claims before the claims procedure

established in Sino-Forest's CCAA proceeding had been completed.

[58] The supervising judge noted at para. 7 of his endorsement that from the
outset, Sino-Forest, supporied by the Monitor, had taken the position that it was
important that these proceedings be completed as soon as possible. The need to
address the characterization of the appellants’ claims had also been clear from

the outset. The appellants have not identified any prejudice that arises from the
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determination of the issue at this stage. There was no additional information that
the appellants have identified that was not before the supervising judge. The
Monitor, a court-appointed officer, supported the motion procedure. The
supervising judge was well positioned to determine whether the procedure
proposed was premature and, in our view, there is no basis on which to interfere

with the exercise of his discretion.

\' SUMMARY

[59] In conclusion, we agree with the supervising judge that the appellants’
claims for contribution or indemnity are equity claims within s. 2(1)(e) of the

CCAA.

[60] We reach this conclusion because of what we have said about the
expansive language used by Parliament, the language Parliament did not use,
the avoidance of surplusage, the logic of the section, and what, from the
foregoing, we conclude is the purpose of the 2009 amendments as they relate to

these proceedings.

[61] We see no basis to interfere with the supervising judge’s decision to
consider whether the appellants’ claims were equity claims before the completion

of the claims procedure.
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[62] This appeal is accordingly dismissed. As agreed, there will be no costs.

Released: November 23, 2012 (*S.T.G.")

“S.T. Goudge J.A
“Alexandra Hoy J.A.”
“S.E. Pepall J.A."
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THIS IS EXHIBIT “K” TO
THE AFFIDAVIT OF W. JUDSON MARTIN

SWORN NOVEMBER 2 , 2012

A

. Chan Ching Yee
A Commlsgon@gmﬁmr
Reed Smith
Richards Butler
20/F Alexandra House
Hong Kong SAR
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SCHEDULE "D"

PROOF OF CLAIM AGAINST
SINO-FOREST CORPORATION

1. Original Claimant Identification (the "Claimant™)
N QJ&:}QJ}" ,‘QS Name ofContact\D__)u

Legal Name of Claimant 'éd)‘ _ ,
Address / C&qu "f\‘hf\\»l noe_Head of Le %@\‘ ~ Com }o) W CC
|_Firsy Cﬂ&’i@ld ‘Qﬂ AL W}QU«\«/ N phone#_HO - 35} HoB- :
o Ho - BSL - YoE

Surde 9 09 ,
Clty %V (/Vl:}'@ e-ma] d oy 5)03 . U\ﬂ”{.@’@ credit- SV\" 33¢ Cerr
Widh & co 1 ,}0

Name ofConmctAmc{ rov Gm‘f }}/—Mam 37}4 WS
ho(w# Ul - 5 0040

: - 416 % 57330

3 }"q;aﬂ Afkay @7 oS- o
q‘o/} GUIS @TDINSCohn

Address

Gity,

Restructuring Claim Secured Clalm

ooOoood
OooooOod

3b.  Claim against Subsidiaries :
If you have or intend to make a claim against one or more Subsidiaries which is based in whole or in parton
facts, underlying transactions, causes of action or events relating to a claim made against the Applicant above,

check the box below, list the Subsidiaries against whom you assert your claim, and provide particulars of your
clajm against such Subsidiaries.

[ 1/we have a claim againét one or more Subsidiary
Name(s) of Subsidiaries Original
. . v A v Currency Currency Amount Amount of Claim
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3-
. 1have knowledge of all the clrcumstances connected with this D&D Clatm.
. Complete documentaton In support of this D&O Claim is attachad,

MmN esglas Uedlier—

TtheMﬁcr_@vaZv .

a3

ey
Datedat__loviwio 7 N
Signatii\r\,m
i S Naay or _“Sng. 2012
\Wltness - ‘LL \WW'/\D

6. Filmg of D&O uIaim

>

ved by the Monitor by no later thau 5:00 p.am, (prevailing
£ 3\012. by rég(ﬁﬁmd\maﬂ courder, personal delivery or electronic or
‘t 1 Followmg\ d §i

B Cbnsu\lﬁﬁg Canada i/ e
‘I\Cpurf-appomted M@mtor of' Smo o
D Waterhons € Snwer =N \\(

N smmw P.0,Box 94\\\ A
Toronto, Ontario MS iGB

~
RN
a N

'I‘eIEphOfte' (415) 649: 85;54 N
Eemail- sfc@fnmpsf ﬁngtom

ZAN
A1y elesiron '
(NG

3 http‘/ji:fcam(da ft




490

SCHEDULE “A”
TO PROOF OF CLAIM OF
CREDIT SUISSE SECURITIES (CANADA) INC,

Background

1.

"{«;.AS of the F1]mg D’ate fhe Debt

On March 30, 2012 (the “Filing Date™), Sino-Forest Corporation (the “Debtor”) sought
and obtained from the Ontario Superior Court of Justice (the “Court”) an Initial Order
under the Companies’ Creditoks. An(angementAct R.S.C. 1985, ¢, C-36, as amended (the
“CCAA”), which, znter al‘ a>\cg§rnmenced proceedings in respect of the Debtor.

\\\\

Credit Suisse. ‘ie"u}‘m‘es (Canadaf)"‘ln\ 5\‘(
behalf of- 113311* Afid-its affil ,mws ‘and off behalf of its (or its affiliates’) current and former
dlrectcn\s ahd f)fﬁcer “ll*@btWely, “Claimants”).

/ /énd certain of its subsidiaries were, and still are,
indebted andfot liable to the Gl ‘aimants for certain amounts, described more fully below

and m hxhubu 1 hereto

28 Underwrltmg Agreement”)/ pul »uant ?;o wh
hold harmless the Underwriter (set: ‘intef (qlia
Underwriting Agreement is attachecﬁ E@(hiblt 2 hereto.

In connection with the Debtor b‘«Jl.]nﬁ 1 2009 equity offering (Offering Amount
$379,500,000) (the “June 2009 Equity Offermg”), an Underwriting Agreement dated
May 22, 2009 was entered into by, inter alia, the Debtor and the Underwriter (the “May
22 Underwriting Agreement”), pursuant to which the Debtor agreed to indemnify and
hold harmless the Underwriter (see, inter alia, section 9 thereof). A copy of the May 22
Underwriting Agreement is attached as Exhibit 3 hereto.

In connection with the Debtor’s December 10, 2009 equity offering (Offering Amount
$367,080,000) (the “December 2009 Equity Offering”, and together with the June 2007
Equity Offering and the June 2009 Equity Offering, the “Offerings”), an Underwriting
Agreement dated December 10, 2009 was entered into by, inter alia, the Debtor and the

36184-2001 13805471.2
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the Debtor arising from, infer alia, the Claimants’ commercial relations with the Debtor
and its affiliates, including without limitation claims based on:
(@)  the indemnity provisions of the Offering Documents; and

(b)  breach of contract and negligent misrepresentation in connection with the
Offerings and Offering Documents,

as more fully described beIOWs‘

14, The Claimants hereby.a s:,ert agamst the:Debtor the following unsecured claims
(collectlvely, the “Clafl\n”) e

\

(a) uﬁmuﬂts\yet to b

.g pmt of the, /ch,emb\ér 200) bqulty Offering (the
“Decerrfber/Q O9\Lquxty Offexgm%\f_{;tlgatlen Clh‘lm?’

\\ A0
( N 1%

(d)  amounts yet 1o be: hquldglea“"‘*
plaintiffs in Truvtee.s af the L

“Unjust Enrichment Claxm"’)

(e

N’

as of the date of this Proof of Claim, amounts incurred in respect of attorneys’
fees and disbursements arising from any and all Litigation (“Incurred Attorneys’
Fees”), which invoices in respect of such fees are attached as Exhibit 7 hereto;

43 interest on the portion of Incurred Attorneys’ Fees paid by the Claimants but not
reimbursed by the Debtor and its subsidiaries, as the case may be (the “Incurred
Attorneys’ Fees Interest”);

36184-2001 13805471.2
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Underwriter (the “December 10 Underwriting Agreement”, and together with the May 28
Underwriting Agreement and the May 22 Underwriting Agreement, the “Offering
Documents”), pursuant to which the Debtor agreed to indemnify and hold harmless the
Underwriter (see, inter alia, section 9 thereof). A copy of the December 10 Underwriting
Agreement is attached as Exhibit 4 hereto.

Indemnification Claims and other Claims

8.

11,

12,

As of the date of this Proof of" Clan‘n the Claimants are or may be named parties to
various threatened, pendmg,\gczmplbted and/or future claims, actions, suits or proceedings
and any appeal therg om; whéifher ClVJl qr1m1nal admlmstratlve or 1nvest1gat1ve

\\\ \\

: ”The\Liflgatlon 'Waﬁ(.e,lted in i?h’ """" A\fﬁdawt of W

COnnectgo\ with the lnmal apphcatlon gt
ﬁllng uﬂdﬁl‘ the GQ A A{ AN 7

\3«( g\i form the ba51s upon which general
and other damages are clam&%d%y s\gch plalrlgiffs agalhst the Underwriters,

No judgments have been rendered m‘tl' thxgatlon, nor have the Claimants made any
payments to plaintiffs in conne(:thn Wl‘tﬁ the L1t1gatlon As of the date of this Proof of
Claim, the Claimants have incurred ¢ expenses in connection with the thlgatlon in
liquidated and unliquidated amounts. The Claimants anticipate incurring additional
expenses in connection with the Litigation. As a result, the amount of the Claimants’
claims against the Debtor and its subsidiaries, as the case may be, is, in part, contingent
and unliquidated as of the date of this Proof of Claim,

The Claims

13.

The Claimants’ Claim (as such term is defined below) is for, inter alia, contractual,
statutory and common law rights of indemnity, contribution, set-off and liability against

36184-2001 13805471.2
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4.

(g)  amounts yet to be liquidated, paid, or incurred, based upon contingent claims in
respect of attorneys’ fees and disbursements arising from any and all Litigation
(the “Contingent Attorneys’ Fees”); and

(h)  amounts in respect of any and all claims, rights and/or remedies of the Claimants
against the Debtor and its subsidiaries, as the case may be, including, but not
limited to claims for breach of contract, specific performance, indemnification,
contribution, rescission, fraud, fraudulent inducement, fraudulent conveyance,
misrepresentation, relmbursement and/or subrogation related to, or arising from or
on account of any: aﬁd alt past, present or future litigations, actions or transactions
in respect Qf ht* Dﬁ«btbr and its’ Subs1d1ar1es as the case may be, under applicable

3 ifie m(s) have Qr nmy have a right to
subrogation under or any bt?'é'i* f*quii/able aﬁn tmder @omfntgh Jaw against the Debtor and
its subsidiaries, as the ¢ oas:,_“ nay be) thc{ ;

=
[¢7
c
=
- o
[¢]
g
=.
(<]
=1
w
)
=3
oo
=
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Q
=y
3
k)
L=
"2'

The filing of this Proof of Claim shall not constitute: (a) a waiver or release of the rights
of the Underwriter or the Claimants against the Debtor or any other person or property;
(b) a waiver by the Underwriter or any Claimant(s) of their right to contest the
jurisdiction of the Court with respect to the subject matter of the Proof of Claim, any
objection or other proceeding commenced with respect thereto or any other proceeding
commenced in this case against or otherwise involving the Underwriter or any
Claimant(s); or (¢) an election of remedies or choice of law.

36184-2001 13805471.2
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23.

24,
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This Proof of Claim shall not be deemed to be a waiver of the rights of the Underwriter or
any Claimant to: (a) arbitrate existing or future claims or disputes; (b) any other rights,
claims, actions, or set-offs to which the Underwriter and/or any Claimant(s) are or may
be entitled, in law or in equity, all of which rights, claims, actions, defences, set-offs the
Underwriter expressly reserves.

To the extent that: (a) Claimants allegedly may be jointly liable with Debtor to an entity
or person that does not file a timely proof of claim in this case; and (b) Claimants’ claims
for indemnification with respe@t fON Suoh liability to such entity or person is disallowed,
then the Claimant makes; thl“\p. oo claim on behalf of all such entities and persons
who have clalms of. the kmgl descrlbed herem

The Undervr itcr hau ﬁled thxs Proof of Claim under compulsion of the bar date
establlshed inthis cage #nd to-protect Claimants from forfeiture of their claim(s) against

Wthte Debtor and its. \submdlames as the case may be, by reason of such bar date. The
- Claimants have filad this Proofof Claim only with respect to claims arising out of the
transagtzous\a‘nd mattgrs deseribed hergin, Claimants and/or its affiliates may file

addzmmal proofs of‘cglalm aganﬁgt the: Debtor and its subsidiaries, as the case may be,
tmns or matters. In addition, the

All notlces\regardmgf thls":-PrE)of oft

(Canada) Inc;y: 1 First Canad.;an\Place‘ SU1t¢ 29,, < fonto, ON MS5X 1C9, Tel
416.352.4682, Pa: 416:352 4685, Atterttion; Dovglas. Walker, Head of Legal &
Comphance (douglaé\Waiker@credibsui%sé com),. 4nd 'Iorys LLP, 79 Wellington Street

00 :B;‘ax 270, ID"“(‘enIre prgntp, Qntdrlof \/ISK IN2, Fax: (416) 865-

36184-2001 13805471.2
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