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

ONTARIO
SUPERIOR COURT OF JUSTICE

COMMERCIAL LIST

IN THE MATTER OF THE COMPANIES’ CREDITORS 
ARRANGEMENT ACT, R.S.C. 1985, c.C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR 
ARRANGEMENT OF SINO-FOREST CORPORATION

NOTICE OF MOTION AND RETURN OF MOTION
(returnable October 9 and 10, 2012 )

TAKE NOTICE that the Ad Hoc Committee of Purchasers of the Applicant’s 

Securities, including the plaintiffs in the action commenced against Sino-Forest 

Corporation (“Sino-Forest” or the “Applicant”) in the Ontario Superior Court of Justice, 

bearing (Toronto) Court File No. CV-11-431153-00CP (the “Ontario Plaintiffs” and the 

“Proposed Ontario Class Action”, respectively) and the petitioner in the petition  

commenced against the Applicant in the Quebec Superior Court bearing Court File No. 

200-06-000132-111, (the “Quebec Petitioner” and the “Proposed Quebec Class Action”, 

respectively) (together, the “Proposed Class Actions” and the “Class Action Plaintiffs”), 

will make a motion to a Judge of the Commercial List on October 9 and 10, 2012 at 

10:00 a.m., 330 University Avenue, 8th Floor, Toronto, Ontario, or at such other time 

and place as the Court may direct, returning the relief sought in their motion originally 

returnable in this proceeding on August 28, 2012, as well as the additional relief stated 

below.

PROPOSED METHOD OF HEARING: The motion is to be heard orally.

THE MOTION IS FOR:

(a) An order, if necessary, validating and abridging the time for service and 

filing of this motion and motion record, and dispensing with any further 

service thereof;

1



1914942.2

- 2 -

(b) A direction or order that the stay of proceedings imposed by the initial 

order in these proceedings dated March 30, 2012 (the “Initial Order”), as 

extended from time to time (the “Stay of Proceedings”), not apply to the 

pending motions and petition for:

(i) certification of the Proposed Ontario Class Action as a class 

proceeding under the Class Proceedings Act, 1992, S.O. 1992, c. 

6 (“CPA”) (the “Ontario Certification Motion”); 

(ii) authorization in the Proposed Quebec Class Action to commence 

a class action under the Quebec Code of Civil Procedure, RSQ c 

C-25 (the “Quebec Petition” and, together with the Ontario 

Certification Motion, the “Certification Motions”); 

(iii) leave to proceed with statutory secondary market claims in the 

Proposed Ontario Class Action pursuant to s. 138.3 of the 

Securities Act, R.S.O. 1990, c. S.5 (“OSA”) (the “Ontario Leave

Motion”); 

(iv) leave to proceed with the statutory secondary market claims in the 

Proposed Quebec Class Action pursuant to article 225.4 of the  

Securities Act, RSQ c V-1-1 (“QSA”), to be filed (the “Quebec 

Leave Motion” and, together with the Ontario Leave Motion, the 

“Leave Motions”); and 

(v) leave to proceed with a motion to add COMDEX Wattco Inc. as a 

plaintiff in the Proposed Quebec Class Action with Ilan Toledano 

as its representative, to be filed;

(c) In the alternative, an order exempting the Certification and Leave 

Motions from the Stay of Proceedings as against only Ernst & Young 

LLP, BDO Limited, the underwriter defendants, Allen T.Y. Chan, 

(“Chan”), David J. Horsley (“Horsley”) and Kai Kit Poon (“Poon”, and 

collectively the “Third Party Defendants”);
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(d) In the further alternative, an order lifting the stay of proceedings imposed 

by the Initial Order to require the Third Party Defendants to serve and file 

their responding materials, if any, in the Leave and Certification Motions, 

and to deliver statements of defense for the Ontario Leave Motion and the 

Ontario Certification Motion, to permit the Class Action Plaintiffs to 

serve and file their reply materials, if any; in the Leave and Certification 

Motions, and to permit the parties to the Proposed Class Actions to 

conduct cross-examinations on affidavits filed in relation to the Leave 

Motions and/or the Certification Motions and to litigate any refusals 

motions arising therefrom, all within the time limits to be imposed by the 

Courts presiding over the Proposed Class Actions; and

(e) An order directing the production of the documents described in the 

Confidential Appendix “A” of this Notice of Motion on a non-

confidential basis (the “Documents”), such that such documents may be 

filed in the Proposed Class Actions for use on the Leave and Certification 

Motions; and

(f) Such further and other relief as this honourable Court deems just.

THE GROUNDS FOR THE MOTION ARE:

(a) Sino-Forest, its directors, officers, and a number of third parties are the 

defendants in the Proposed Ontario Class Action brought by the Ontario 

Plaintiffs on behalf of all persons, wherever they reside, who: acquired 

Sino-Forest’s securities between March 19, 2007, to and including June 2, 

2011, by distribution in Canada on the Toronto Stock Exchange or other 

secondary market in Canada; or, are residents of Canada, or were resident 

of Canada at the time of acquisition, and who acquired Sino-Forest’s 

securities outside of Canada, except certain excluded persons.

(b) The Proposed Ontario Class Action was commenced on July 20, 2011, 

and seeks damages of approximately $9.18 billion.
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(c) The Ontario Plaintiffs were awarded carriage of the Proposed Ontario 

Class Action to the exclusion of other claims commenced in Ontario by 

order of the Honourable Mr. Justice Perell dated January 6, 2012.

(d) The Ontario Leave Motion and the Ontario Certification Motion are both 

pending in the Proposed Ontario Class Action, and were scheduled by the 

Honourable Justice Perell to be heard together from November 21 - 30, 

2012. These motions seek leave to proceed with the statutory secondary 

market claims pursuant to Part XXIII.1 of the OSA and certification of the 

Proposed Ontario Class Action pursuant to the CPA.

(e) The Proposed Quebec Class Action was filed on June 9, 2011;

(f) On August 3, 2012, a motion for permission to amend the Quebec 

Petition was filed in order to add defendants;

(g) On August 30, 2012, Justice Jean-François Émond of the Québec 

Superior Court, granted the motion for permission to amend;

(h) On March 30, 2012, Sino-Forest filed for and obtained protection from its 

creditors under the CCAA. As a result of these proceedings, the Class 

Actions have been stayed.

(i) Sound reasons exist to lift the stay of proceedings as it applies to the 

Proposed Class Actions and the pending motions therein, including, 

among other things:

(i) The Proposed Class Actions raise serious claims having a real 

chance of success;

(ii) It is now clear that this CCAA process will not address “the 

uncertainty created by the [Muddy Waters] Report” because,

among other things:
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(A) Fifteen months following the Muddy Waters Report, and 

having spent tens of millions of dollars on investigations, 

Sino-Forest and its “Independent Committee” have been 

unable to meaningfully refute many of the allegations 

contained in that report;

(B) Sino-Forest has been unable to produce reliable financial 

statements for 2011, its auditor has resigned and no new 

auditor has been appointed; 

(C) the Monitor has reported similar and significant difficulties 

in verifying and enforcing Sino-Forest’s assets and 

receivables; and

(D) the Ontario Securities Commission has commenced formal 

enforcement proceedings against Sino-Forest and certain 

of its former directors and officers, and has alleged serious 

fraudulent conduct on the part of Chan and other former 

officers of Sino-Forest.

(iii) the restructuring has progressed to the point where proceeding with  

the Proposed Class Actions is no longer unduly burdensome, as 

Sino-Forest has completed its sale process, and is now proceeding 

with a meeting of creditors to vote on a plan to transfer its assets to 

current noteholders, no later than November 30, 2012;

(iv) Efforts to mediate the disputes in the Proposed Class Actions have 

been made but were unsuccessful;

(v) the continuation of the Proposed Class Actions is consistent with 

the current proposed plan of arrangement; and

(vi) The Leave Motions and Certification Motions will require 

minimal attention on the part of Sino-Forest’s directors and 
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officers and, to the extent the Class Actions are still relevant to the 

restructuring, the disposition of the Leave Motions and 

Certification Motions will bring greater clarity to the 

stakeholders’ position in the restructuring, in part because those 

motions may narrow the claims in the Proposed Class Actions.

(j) It is consistent with the objectives of the CCAA and in the interests of 

justice to lift the stay of proceedings.

(k) Sino-Forest has produced the documents referred to in Confidential 

Appendix “A” to this Notice of Motion on a confidential basis (the 

“Confidential Documents”), but did so without restricting any rights at 

law to separately compel production or disclosure of any of the 

confidential information as part of any legal proceeding, nor the use of 

such information so separately compelled or disclosed as permitted by the 

rules of civil procedure or applicable law.

(l) The Confidential Documents are relevant to the matters in issue in the 

Proposed Class Actions, they are not privileged, and their suppression is 

not in the public interest. 

(m) There is no serious risk to Sino-Forest if the Confidential Documents are 

produced.

(n) The production of the Confidential Documents will promote the Class 

Action Plaintiffs’ right to a fair hearing, and the public interest in open 

and accessible court proceedings.

(o) Sections 11, 11.02, 11.03 of the Companies’ Creditors Arrangement Act.

(p) Rules 1.04, 3.02, 12, 16.08 and 37 of the Rules of Civil Procedure. 

(q) Such further grounds as counsel may advise and this Honourable Court 

may consider.
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THE FOLLOWING DOCUMENTARY EVIDENCE will be used at the hearing 

of the motion:

(r) Affidavit of Daniel E. H. Bach, sworn April 11, 2012;

(s) Affidavit of Daniel E. H. Bach, sworn September 24, 2012; and

(t) such further or other material as counsel may advise and this Honourable 

Court may permit.

September 24, 2012 KOSKIE MINSKY LLP
20 Queen Street West Suite 900 Box 52
Toronto, ON  M5H 3R3
Kirk Baert  
Jonathan Ptak
Tel: 416.977.8353 / Fax: 416.977.3316
Email: kbaert@kmlaw.ca
Email: jptak@kmlaw.ca

SISKINDS LLP
Barristers & Solicitors
680 Waterloo Street
P.O. Box 2520
London, ON  N6A 3V8
A. Dimitri Lascaris
Charles Wright
Tel: 519.672.2121 / Fax: 519.672.6065
Email: dimitri.lascaris@siskinds.com
Email: Charles.wright@siskinds.com

PALIARE ROLAND ROSENBERG ROTHSTEIN 
LLP
155 Wellington St West 35th Floor
Toronto, ON M5V 3H1
Ken Rosenberg
Massimo Starnino
Tel: 416.646.4300 / Fax: 416.646.4301
Email: ken.rosenberg@paliareroland.com
Email: max.starnino@paliareroland.com

Lawyers for the Ad Hoc Committee of 
Purchasers of the Applicant’s Securities, 
including the Representative Plaintiffs in the 
Ontario Class Action
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APPENDIX “A”

CONFIDENTIAL
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c.C-36, AS AMENDED AND IN THE MATTER OF A PLAN OF COMPROMISE OR 

ARRANGEMENT OF SINO-FOREST CORPORATION
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Court File No. CV-12-9667-00CL 

ONTARIO 
SUPERIOR COURT OF JUSTICE 

COMMERCIAL LIST 

IN THE MATTER OF THE COMPANIES' 
CREDITORS ARRANGEMENT ACT, R.S.C. 1985, c.C-36, AS AMENDED 

AND IN THE MATTER OF A PLAN OF COMPROMISE OR 
ARRANGEMENT OF SINO-FOREST CORPORATION 

AFFIDAVIT OF DANIEL E. H. BACH 
(sworn September 24, 2012) 

I, Daniel Bach, of the City of Toronto, in the Province of Ontario, MAKE OATH 

AND SAY: 

1. I am a lawyer in the class actions department of Siskinds LLP, co-counsel for the 

plaintiffs in the class proceeding styled Trustees of the Labourers' Pension Fund of 

Central and Eastern Canada v. Sino-Forest Corporation et al. , bearing (Toronto) Court 

File No. CV -11-431153-00CP (the "Proposed Ontario Class Action"). 

2. Siskinds LLP (along with Koskie Minsky LLP and Paliare Roland Rosenberg 

Rothstein LLiP) are counsel to an Ad Hoc Committee of Purchasers of Sino-Forest' s 

Securities, including the Representative Plaintiffs in Ontario and a parallel proceeding in 

Quebec (collectively, the "Class Action Plaintiffs" and the "Proposed Class Actions", 

respectively) against Sino-Forest Corporation ("Sino-Forest"), its directors and officers 

and a number of third party defendants. The identity of our clients is set out in my 

affidavit sworn April 11 , 2012. 

3. I have knowledge of the matters to which I hereinafter depose. Where that 

knowledge is based on information obtained from others, I have so indicated and believe 

that information to be true. 

4. I swear this affidavit in support of the Plaintiffs' motion for an order lifting the 

stay in of proceedings to permit the Proposed Class Actions to proceed with motions for 
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leave pursuant to Part XXIII.l of the Securities Act, R.S.O. 1990, c. S.5 ("OSA") and 

certifying the Ontario Class Action pursuant to the Class Proceedings Act, 1992, S.O. 

1992, c. 6 ("CPA") and similar relief in Quebec. No portion of this affidavit is meant to 

waive, nor should it be construed as a waiver of, solicitor-client~ litigation or any other 

privilege. 

5. On April 11, 2012, I swore an affidavit in support of the April 10, 2012 notice of 

motion requesting, among other things, advice and direction of this court regarding the 

impact of the stay of proceedings imposed by the Initial Order dated March 30,2012. 

6. The intention of this affidavit is to provide an overview of the events that have 

taken place since April 11, 2012. 

DELISTING OF SINO-FOREST SHARES 

7. On May 9, 2012, Sino-Forest shares were delisted from the Toronto Stock 

Exchange. Attached as Exhibit "A" is a copy of Sino-Forest's press release of April 5, 

2012. 

OSC ENFORCEMENT PROCEEDINGS 

8. On May 22, 2012, the Ontario Securities Commission ("OSC") commenced 

enforcement proceedings against Sino-Forest, Allen Chan, David Horsley and other senior 

officers and employees. The OSC Statement of Allegations alleges that Sino-Forest and its 

senior executives "engaged in a complex fraudulent scheme to inflate the assets and 

revenue of Sino-Forest and made materially misleading statements in Sino-Forest's public 

disclosure record related to its primary business." Among other detailed allegations, it 

alleges "Sino-Forest falsified the evidence of ownership for the vast majority of its timber 

holdings by engaging in a deceitful documentation process. This dishonest process 

included the fraudulent creating of deceitful Purchase Contracts and Sales Contracts, 

including key attachments and other supplemental documentation." Further, it alleges that 

Allen Chan ("Chan") and other former management materially misled OSC staff during 

their investigation. Attached as Exhibit "B" is a copy of the OSC statement of allegations. 

12



- 3-

THEPOYRYSETTLEMENT 

9. On March 30, 2012, the Plaintiffs in the Proposed Ontario Class Action entered 

into a settlement agreement with the defendant, Poyry (Beijing) Consulting Company 

Limited ("Poyry" and the "Poyry Settlement", respectively) on behalf of all members of 

the putative class in the Proposed Ontario Class Action. 

I 0. As part of that settlement, Poyry provided class counsel with an evidentiary 

proffer. 

11. On September 21, 2012 a settlement approval and certification motion was held 

before Justice Perell. The Court's decision is on reserve. Prior to that hearing, notice of 

the settlement approval motion was made to potential class members. No class member 

objected to the settlement. 

RESIGNATION OF CHAN AND HORSLEY 

12. Chan resigned his position as Chairman of Sino-Forest on or about August 25, 

2011, but remained as "Founding Chairman Emeritus" at that time. On April 17, 20 12, 

Chan resigned as Founding Chairman Emeritus and currently holds no position with Sino

Forest whatsoever. 

13. On the same date, David Horsley resigned as Chief Financial Officer, but remained 

an employee for the stated purpose of assisting with Sino-Forest's restructuring efforts. 

Attached as Exhibit "C" is a copy of Sino-Forest's press release of April 17, 2012. 

FAILURE OF THE SALE PROCESS 

14. On March 30, 2012, this Court issued an Order authorizing Sino-Forest to conduct 

a sale process in accordance with certain sale process procedures ("SPP"). Attached as 

Exhibit "D" is a copy of the Sale Process Order. 

15. The purpose of the sale process was to determine whether any parties were willing 

to purchase substantially all of Sino-Forest's business operations. Pursuant to the SPP, 

Sino-Forest solicited non-binding letters of intent ("LOis"). Sino-Forest, in consultation 

13
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with its financial advisor and the Monitor, was required to determine whether any of the 

LOis constituted "Qualified Letters of Intent." Among other technical criteria, a Qualified 

Letter of Intent is one that contains a bid of more than 85% of amounts owed to Sino

Forest noteholders (including interest). 

16. The bids received for Sino-Forest's assets have not been disclosed, but Sino-Forest 

determined that none of the LOis constituted a Qualified Letter of Intent. Attached as 

Exhibit "E" is a copy of the Fourth Report of the Monitor. 

17. As a result, on July 10, 2012, Sino-Forest issued a press release announcing the 

termination of the SPP, and its intention to proceed with the restructuring transaction 

contemplated by a restructuring support agreement dated March 30, 2012, between Sino

Forest and certain of its noteholders. Attached as Exhibit "F" is a copy of the July 10, 

2012 Press Release. 

CONTINUING FINANCIAL DIFFICULTIES 

18. The Sixth Report of the Monitor highlights the continuing difficulties that the 

Monitor and the Applicant were having in establishing the ownership and value of Sino

Forest's forestry assets, difficulty in enforcing accounts receivable, and indicated the 

possibility of massive write-downs in Sino-Forest's financial statements, including, among 

other things, that: 

(a) The Monitor is experiencing ongoing difficulties in collecting Sino

Forest's receivable balances. Certain Authorized Intermediaries ("Als") 

operating in the People's Republic of China with significant accounts 

payable to Sino-Forest were de-registered, and no longer exist as corporate 

entities; 

(b) An ongoing effort by the Monitor to determine the location and value of 

Sino-Forest's forestry assets has only been able to verify about 8% of these 

assets to date, and as a result of the time and expense of this process, was 

unlikely to be able to verify a substantial proportion of the forestry assets 

Sino-Forest claimed in its financial statements; 

14
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(c) Sino-Forest was expecting to report a write-down of $560 million in 

respect of its internal 2011 financial statements; and 

(d) The combined value of the write-down and the accounts receivable from 

de-registered authorized intermediaries could total over $1 billion. 

19. Attached as Exhibit "G" is a copy of the Sixth Report of the Monitor. 

THE PROPOSED PLAN OF ARRANGEMENT AND MEETING ORDER 

20. Following the failure of the sale process, and in accordance with the restructuring 

support agreement, the Monitor and the Applicant developed a proposed Plan of 

Compromise and Reorganization (the "Proposed Plan"). The Monitor and Sino-Forest 

intend to hold a meeting of creditors of Sino-Forest prior to November 30, 2012 to 

consider and vote on the Proposed Plan. 

21. The Class Action Plaintiffs have proposed certain limited amendments to the 

Proposed Plan, essentially to clarify their ability to pursue the Class Action claims against 

certain directors and officers and recover proceeds from Sino-Forest's Directors' and 

Officers' liability insurance. 

22. The Applicant brought a motion returnable August 28, 2012 seeking an order for a 

meeting of creditors, the purpose of which is to vote on the Proposed Plan. That motion 

was adjourned. Certain terms of the Proposed Plan, as currently drafted, are still contested 

by the parties and shall be determined at a date to be fixed. 

23. On August 31, 2012 this court issued an order brought by the Applicant with the 

consent of the parties, which orders a meeting of the creditors of Sino-Forest, subject to 

the determination of outstanding issues in the Proposed Plan, including: (a) the final text 

for approval of the Plan; (b) the jurisdiction to approve the Proposed Plan; (c) whether the 

Proposed Plan complies with the CCAA; (d) whether any aspect or term of the Proposed 

Plan is fair and reasonable; (e) the validity or quantum of any claims; and (f) the 

classification of creditors for voting purposes. 

15
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24. Subject to the determination of these issues and among other things, the Proposed 

Plan provides as follows: 

(a) Sino-Forest will be restructured such that its business operations will be 

transferred under a new entity ("NewCo") free and clear of all claims; 

(b) NewCo will distribute its securities to the current noteholders; 

(c) claims, including class actions claims against Sino-Forest and certain of its 

current and former directors and officers shall be released, except that such 

claims will continue to the extent of available insurance to respond to such 

claims; 

(d) the Class Action claims that fall within the scope of s. 5 .I (2) of the CCAA 

will be permitted to continue but may (this term is still contested) be 

compromised by limiting them to available insurance proceeds; and 

(e) the Class Action claims and the claims of current noteholders against third 

party defendants will be permitted to proceed. 

25. Attached as Exhibit "H" is a copy of the Proposed Plan. 

MEDIATION ORDER AND FAILURE OF THE MEDIATION 

26. On July 25, 2012, on motion by the Monitor and with the consent of the parties, 

this court directed a mediation of the claims advanced in the Proposed Class Actions (the 

"Mediation"). 

27. The Mediation was held on September 4 and 5, 2012, but the parties were unable 

to reach any settlement. 

16
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PROPOSED TIMETABLE 

28. In reasons dated March 26, 2012, Justice Perell set a timetable for the Plaintiffs' 

Leave Motion and Certification. These reasons are marked and attached as Exhibit "I". 

29. The timetable, as set out at paragraph 93 of those reasons, is as follows: 

Leave and Certification Motions 

April 10,2012: Plaintiffs to deliver motion record. 

June 11, 2012: Defendants to deliver responding records. 

July 3, 2012: Plaintiffs to deliver reply records, if any. 

September 14, 2012: Cross-examinations. 

October 19,2012: Plaintiffs to deliver factum. 

November 9, 2012: Defendants to deliver factum. 

November 21 -30,2012: Hearing of the motion. 

30. As a result of the stay imposed by the Initial Order, roughly 5 Yz months have been 

lost. 

31. Following the failure of the Mediation, the Class Action Plaintiffs sought the 

consent of the parties to a revised timetable reflecting the time elapsed following the 

Initial Order. No agreement has been reached about a revised schedule. 

PRODUCTION OF DOCUMENTS 

32. The Class Action Plaintiffs brought a motion returnable July 16, 2012, for the 

production of documents relevant to the CCAA proceedings and the Proposed Class 

Actions. The Class Action Plaintiffs and Sino-Forest reached an agreement on the 

documents to be produced, subject to the execution of a non-disclosure agreement (the 

17
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"Non-Disclosure Agreement"). On July 25, 2012, Justice Morawetz made an order 

requiring certain documents to be placed in a confidential data room. 

33. The Non-Disclosure Agreement does not restrict any rights at law to separately 

compel production or disclosure of any of the confidential information as part of any legal 

proceeding, nor the use of such information so separately compelled or disclosed as 

permitted by the rules of civil procedure or applicable law. 

34. Many documents were subsequently put into an electronic data room by Sino-

Forest on a confidential basis. 

35. A number of the documents reviewed by the Class Action Plaintiffs thus far (listed 

in Confidential Appendix "A" to the Class Action Plaintiffs' Notice of Motion) are 

particularly relevant to the probity and seriousness of the positions taken by the Class 

Action Plaintiffs in these proceedings. 

QUEBEC ACTION 

36. On June 9, 2011, a petition for authorization to institute a class action was filed in 

the Province of Quebec in the case of Guining Liu v. Sino Forest Corporation & al. (200-

06-000132-111). 

37. On March 20, 2012, the Quebec petitioner entered into a settlement agreement 

with the defendant, Poyry (Beijing) Consulting Company Limited. 

38. On June 1, 2012, the Quebec petitioner filed a motion for approval of the notice to 

members of the class regarding the Poyry settlement agreement. 

39. On August 3, 2012, a motion for permission to amend the petition for authorization 

to institute a class action was filed in order to add defendants. 

18
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40. On August 30, 2012, Justice Jean-Franc;:ois Emond of the Quebec Superior Court, 

granted the motion for permission to amend the petition for authorization to institute a 

class action. 

SWORN BEFORE ME at the City of 
Toronto, on September 24, 2012. 

LAURA-MARIE PAYNTER, a Commissioner, etc .. 
Province of Ontario, for Sis kinds UP 

Barristers andl Solicitors. Expires: AprilS, 2015 

838878_5.DOCX 
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Sino-Forest Common Shares to be Delisted from Toronto Stock Exchange  
 

 

TORONTO, CANADA – April 5, 2012 - Sino-Forest Corporation (“Sino-Forest” or the 
“Company”) (TSX:TRE) announced today that the Continued Listings Committee of the 
Toronto Stock Exchange (“TSX”) has determined to delist the Company’s common 
shares effective at the close of market on May 9, 2012.  

The delisting was imposed due to Sino-Forest’s failure to meet the continued listing 
requirements of the TSX as a result of the commencement of proceedings under the 
Companies’ Creditors Arrangement Act on March 30, 2012 (the “CCAA Proceedings”) 
and for failure to file on a timely basis its interim financial statements for the three and 
nine months ended September 30, 2011 and its audited annual financial statements for 
the year ended December 31, 2011. Sino-Forest continues to be subject to a cease 
trade order of the Ontario Securities Commission which prohibits trading in the 
Company's securities. 

All inquiries regarding the CCAA Proceedings should be directed to the Monitor, FTI 
Consulting Canada Inc. via email at: sfc@fticonsulting.com, or telephone: (416) 649-
8094. Information about the CCAA Proceedings, including copies of all court orders and 
the Monitor’s reports, are available at the Monitor’s website 
http://cfcanada.fticonsulting.com/sfc. 

About Sino-Forest Corporation  

 
Sino-Forest Corporation is a leading commercial forest plantation operator in China. Its 
principal businesses include the ownership and management of tree plantations, the 
sale of standing timber and wood logs, and the complementary manufacturing of 
downstream engineered-wood products.  Sino-Forest also holds a majority interest in 
Greenheart Group Limited (HKSE:00094), a Hong-Kong listed investment holding 
company with assets in Suriname (South America) and New Zealand and involved in 
sustainable harvesting, processing and sales of its logs and lumber to China and other 
markets around the world.  Until the delisting on May 9, 2012, Sino-Forest’s common 
shares will be listed on the Toronto Stock Exchange under the symbol TRE. Learn more 
at www.sinoforest.com.   Learn more at www.sinoforest.com.  
 
 

FOR INVESTOR INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  
Tel: + 1 646 625 7452 
 
FOR MEDIA INQUIRIES PLEASE CONTACT:  
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BRUNSWICK GROUP LIMITED  
Email: sinoforest@brunswickgroup.com  
New York  
Stan Neve  
Tel: +1 212 333 3810  

Hong Kong  
Tim Payne  
Cindy Leggett-Flynn 
Tel: +852 3512 5000  

 

 

22

mailto:sinoforest@brunswickgroup.com


This is Exhibit "B" mentioned 
and referred to in the Affidavit 
of Daniel E. H. Bach, sworn 
before me at the City of 
Toronto, in the Province of 
Ontario, this 24th day of 
September, 2012. 
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Ontario 

Ontario 
Securities 
Commission 

Commission des 
valeurs mobilieres 
de !'Ontario 

P.O. Box 55, 19th Floor 
20 Queen Street West 
Toronto ON M5H 3S8 

IN THE MATTER OF THE SECURITIES ACT, 
R.S.O. 1990, c. S.S, AS AMENDED 

-AND -

IN THE MATTER OF 

CP 55, 19e etage 
20, rue queen ouest 
Toronto ON M5H 3S8 

SINO-FOREST CORPORATION, ALLEN CHAN, ALBERT IP, ALFRED 
C.T. HUNG, GEORGE HO, SIMON YEUNG and DAVID HORSLEY 

STATEMENT OF ALLEGATIONS 

Further to a Notice of Hearing dated May 22, 2012, Staff ("Staff') of the Ontario Securities 

Commission (the "Commission") make the fo llowing allegations: 

PART I. OVERVIEW AND SUMMARY OF ALLEGATIONS 

A. Sino-Forest 

I. Sino-Forest Corporation ("Sino-Forest" or the "Company")1 is a reporting issuer in the 

province of Ontario as that term is defined in subsection 1 ( I) of the Securities Act, R.S.O. 1990, 

c. S.S, as amended (the "Act"). Until recently, the common shares of Sino-Forest were listed on 

the Toronto Stock Exchange ("TSX"). 

2. Sino-Forest purported ly engaged primari ly in the purchase and sale o f Standing Timber 

in the People's Republic of China (the" PRC"). 

1 Sino-Forest or the Company includes all of Sino-Forest's subsidiaries and companies that it controls as set out in 
its public disclosure record and as the context within this Statement of Allegations requires. 
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3. From February of 2003 until October of 2010; Sino-Forest raised approximately $3.0 

billion (US)2 in cash from the issuance of equity and debt securities to investors (the 

"Investors"i. 

4. From June 30, 2006 to March 31, 20 II , Sino-Forest's share price grew from $5.75 (Can) 

to $25.30 (Can), an increase of340%.4 By March 31, 2011 Sino-Forest's market capitaliz.ation 

was well over $6 billion. 

5. In early June of 2011, the share price of Sino-Forest plummeted after a private analyst 

made allegations of fraud against Sino-Forest. 

6. On November 15, 2011, Sino-Forest announced that it was deferring the release of its 

interim financial report for the third quarter of 2011.5 Sino-Forest has never filed this interim 

financial report with the Commission. 

7. On January 10, 2012, Sino-Forest issued a news release cautioning that its historic 

financial statements and related audit reports should not be relied upon. 

8. Sino-Forest was required to file its 20 II audited annual financial statements with the 

Commission by March 30, 2012. That very 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. 

9. On Apri14, 2012, the auditors of Sino-Forest resigned. 

10. On May 9, 2012, the TSX delisted the shares of Sino-Forest. 

2 Unless otherwise stated, all amounts presented in this Statement of Allegations and the attached Schedules are in 
United States Dollars. 
3 The Glossary attached as Schedule A contains a list of certain of the defined terms used in the Statement of 
Allegations and the paragraph where they are located within the Statement of Allegations. 
4 Attached as Schedule B is selected data from its audited annual financial statements for 2005 to 20 I 0. 
5 The financial year end of Sino-Forest is December 31. 
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11. As set out below, Sino-Forest and its fonner senior executives, including Allen Chan 

("Chan"), Albert Ip ("Ip"), Alfred C.T. Hung ("Hung"), George Ho ("Ho") and Simon Yeung 

("Yeung"), engaged in a complex fraudulent scheme to inflate the assets and revenue of Sino

Forest and made materially misleading statements in Sino-Forest's public disclosure record 

related to its primary business. 

12. Chan, former Chairman of the Board and Chief Executive Officer ("CEO") of Sino

Forest until August 28, 2011, also committed fraud in relation to Sino-Forest's purchase of a 

controlling interest in a company now known as Greenheart Group Limited ("Greenheart"). By 

concealing Chan's substantial interest in this transaction, Chan and Sino-Forest made materially 

misleading statements in Sino-Forest's public disclosure record. 

13. Chan, Ip, Hung, Ho and Yeung (together, "Overseas Management") all materially misled 

Staff during the investigation of this matter. 

14. David Horsley ("Horsley"), former Senior Vice President and Chief Financial Officer 

("CFO") of Sino-Forest, did not comply with Ontario securities law and acted contrary to the 

public interest. 

B. The Standing Timber Fraud 

15. From June 30, 2006 until January 11, 2012 (the "Material Time"), Sino-Forest and 

Overseas Management 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 (that constituted the majority of Sino-Forest's business) to 

be fraudulently overstated, putting the pecuniary interests of Investors at risk contrary to Ontario 

securities law and contrary to the public interest. 

16. The Standing Timber Fraud was primarily comprised of three elements: 

i) Sino-Forest dishonestly concealed its control over Suppliers, Als and other 
nominee companies in the BVI Network. Sino-Forest established a 
collection of "nominee"/"peripheral" companies that were controlled, on 

26



4 

its behalf, by various "caretakers".6 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 disclosure; 

ii) Sino-Forest falsified the evidence of ownership for the vast majority of its 
timber holdings by engaging in a deceitful documentation process. This 
dishonest process included the fraudulent creation of deceitful Purchase 
Contracts and Sales Contracts, including key attachments and other 
supplemental documentation. Sino-Forest then relied upon these 
documents to evidence the purported purchase, ownership and sale of 
Standing Timber in the BVI Model; and 

iii) Sino-Forest dishonestly concealed internal control weaknesses/failures 
that obscured the true nature of transactions conducted within the BVl 
Network and prevented the detection of the deceitful documentation 
process. Sino-Forest's statements in its public disclosure record regarding 
the extent of its internal control weaknesses were wholly inadequate and 
misleading. 

17. Each of the above dishonest and deceitful courses of conduct by Sino-Forest and 

Overseas Management put the pecuniary interests of Investors at risk, constituting fraud. 

Together, these courses of conduct made the public disclosure record of Sino-Forest so 

misleading that it was fraudulent. 

18. As set out in paragraph 47, the vast majority of the Sino-Forest's Standing Timber assets 

were held in the BVl Model. The available underlying documentation for these Standing Timber 

assets did not provide sufficient evidence of legal ownership of these assets. As of this date, 

Sino-Forest has not been able to confirm full legal ownership of the Standing Timber assets that 

it claims to hold in the BVI Model. 

19. During the Material Time, Sino-Forest's auditors were not made aware of Sino-Forest's 

systematic practice of creating deceitful Purchase Contracts and Sales Contracts, including key 

attachments to these contracts. 

20. The following are four illustrative examples of the fraudulent courses of conduct that 

Sino-Forest and Overseas Management perpetrated within the Standing Timber Fraud. These 

6 These "nominee"/"peripheral" companies and "caretakers" are described in greater detail in paragraph 57. 
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four examples, described in detail below, illustrate how Sino-Forest and Overseas Management 

materially inflated assets and revenue in Sino-Forest's public disclosure record: 

i) the Dacheng Fraud; 

ii) the 450,000 Fraud; 

iii) Gengma Fraud #I; and 

iv) Gengma Fraud #2. 

21 . Schedule C illustrates the primary elements of the Standing Timber Fraud as introduced 

in paragraph 16 and the fraudulently overstated revenue arising from the four illustrative 

examples introduced in the previous paragraph. 

22. The allegations regarding the Standing Timber Fraud are set out in paragraphs 53 to 119 

below. 

C. Materially Misleading Statements Related to the Standing Timber Fraud 

23. Given the three elements of the Standing Timber Fraud introduced in paragraph 16, the 

public disclosure record of Sino-Forest required by Ontario securities law was materially 

misleading, contrary to Ontario securities law and contrary to the public interest. 

24. The assets and revenue recorded as a result of the Standing Timber Fraud caused Sino

Forest's public disclosure record, including its audited annual financial statements, annual 

information forms ("AIFs") and management's discussion and analysis ("MD&A"), to be 

materially misleading during the Material Time. 

25. Sino-Forest's statements in its public disclosure, including its AIFs and its MD&A filed 

with the Commission during the Material Time, regarding the extent of its internal control 

weaknesses and deficiencies were wholly inadequate and misleading. 

26. The allegations regarding these materially misleading statements related to the Standing 

Timber Fraud are set out in paragraphs I 20 to 14 1 below. 

28



6 

D. The Greenheart Transaction - Fraud by Chan and Materially Misleading 
Statements by Chan and Sino-Forest 

27. In 2010, following a complex series of transactions, Sino-Forest completed the purchase 

of a controlling interest in Greenheart, a publ ic company listed on the Hong Kong Stock 

Exchange (the "Greenheart Transaction"). Greenheart holds natural forest concessions, mostly 

in Suriname. 

28. Chan secretly controlled companies that received over $22 mill ion as a result of the 

purchase by Sino-Forest of this controlling interest in Greenheart. The Greenheart Transaction 

was significant to Sino-Forest's business and cost the Company approximately $120 million. 

29. Chan fraudulently concealed his involvement in the Greenheart Transaction and the 

substantial benefit he secretly received. Chan and Sino-Forest misled the public through Sino

Forest's continuous disclosure. Chan falsely certified the accuracy of Sino-Forest's AIFs for 

2008, 2009 and 2010 as these documents did not disclose his interest in the Greenheart 

Transaction. 

30. Chan's course of conduct relating to the Greenheart Transaction constituted fraud and the 

making of misleading statements, contrary to Ontario securities law and contrary to the public 

interest. Chan and Sino-Forest made materially misleading statements related to the Greenheart 

Transaction, contrary to Ontario securities law and contrary to the public interest. 

31 . The allegations regard ing fraud and materially misleading statements related to the 

Greenheart Transaction are set out in paragraphs 142 to 154 below. 

E. Overseas Management of Sino-Forest Misled Staff during the Investigation 

32. During the investigation by Staff, numerous members of Sino-Forest's management were 

interviewed by Staff. Overseas Management materially misled Staff in their interviews, contrary 

to Ontario securities law and contrary to the public interest. 
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33. The allegations that Overseas Management materially misled Staff are set out in 

paragraphs 155 to 167 below. 

PART II. THE RESPONDENTS 

34. Sino-Forest is a Canadian company with its principal executive office located in Hong 

Kong and its registered office located in Mississauga, Ontario. 

35. During the Material Time, as set out above, Chan was Chairman of the Board of 

Directors and CEO of Sino-Forest. 

36. During the Material Time, Ip was Senior Vice President, Development and Operations 

North-east and South-west China of Sino-Forest. 

37. During the Material Time, Hung was Vice-President, Corporate Planning and Banking of 

Sino-Forest. 

38. During the Material Time, Ho was Vice-President, Finance (China) of Sino-Forest. 

39. During the Material Time, Yeung was Vice President- Operation within the Operation 

/Project Management group of Sino-Panel (Asia) Inc. ("Sino-Panel"), a subsidiary of Sino

Forest. 

40. During the Material Time, Horsley was Senior Vice President and CFO of Sino-Forest. 

PART III. STANDING TIMBER - THE PRIMARY BUSINESS OF SINO-FOREST 

A. Introduction 

4 1. In its 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 
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Operations". Wood Fibre Operations had two subcomponents entitled "Plantation Fibre" and 

"Trading of Wood Logs". 

42. 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 Statement of Allegations, the Plantation Fibre subcomponent of 

Sino-Forest's business will be referred to as "Standing Timber" as most, if not all, ofthe revenue 

from the sale of Plantation Fibre was derived from the sale of"standing timber". 

B. Standing Timber- Sino-Forest's Main Source of Revenue 

43. From 2007 to 2010, Sino-Forest reported Standing Timber revenue totalling 

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 for the period from 2007 to 

20 I 0 and illustrates the importance of the revenue derived from the sale of Standing Timber: 

$ (_millions2 
2007 2008 2009 2010 Total 

Plantation Fibre (defined as Standing 521.5 685.4 954.2 1,401.2 3,562.3 
Timber herein) 
Trading ofWood Logs 154.0 153.5 237.9 454.0 999.4 
Wood Fibre Operations 675.5 838.9 1, 192.1 1,855.2 4,561. 7 
Manufacturing and Other Operations 38.4 57.1 46.1 68.3 209.9 

Total Revenue 713.9 896.0 1,238.2 1,923.5 4,771.6 
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C. The BVI and WFOE Models - Revenue and Holdings 

44. Standing Timber was purchased, held and sold by Sino-Forest m two distinct legal 

structures or models: the "BVI Model" and the "WFOE Model". 

45. In the BY! 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 "BVl 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 customers called "authorized 

intermediaries" in the PRC ("Als"). 

46. 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. 

47. At 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) was held in the BY! 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 I 0% of the total timber holdings (by 

value). The timber holdings in the BVI Model and the WFOE Model comprised approximately 

90% ofthe total timber holdings (by value) of Sino-Forest as at December 31,2010. 

48. The cash-flows associated with the purchase and sale of Standing Timber executed in the 

BVI Model took place "off-book" pursuant to a payables/receivables offsetting arrangement (the 

"Otisetting Arrangement"), whereby the BVI Subs would not directly receive the proceeds on 

the sale of Standing Timber from the purchasing AI. Rather, Sino-Forest disclosed that it would 

direct the AI that purchased the timber to pay the sales proceeds to a new Supplier in order to 
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buy additional Standing Timber. Consequently, Sino-Forest also did not make payment directly 

to Suppliers for purchases of Standing Timber. 

49. Sino-Forest did not possess the bank records to confirm that these "off-book" cash-flows 

in the Offsetting Arrangement actually took place. 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. 

50. Further, pursuant to the terms of Sales Contracts entered into between a BVI Sub and an 

AI, the AI assumed responsibility for paying any PRC taxes associated with the sale that were 

owed by the BVI Sub. This obligation purported ly included paying the income tax and valued 

added tax on behalf of Sino-Forest. 

51. Sino-Forest dealt with relatively few Suppliers and Als in the BVI Model. For example, 

in 2010, six Suppliers accounted for 100% ofthe Standing Timber purchased in the BVl Model 

and five A Is accounted for I 00% of Sino-Forest's revenue generated in the BVI Model. 

52. From 2007 to 2010, revenue from the BVI Model totalled $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: 

$ (millions) 
2007 2008 2009 2010 Total 

BVI Model Reve nue 501.4 644.9 882.1 1,326.0 3,354.4 
WFOE Model Revenue 20.1 40.5 72.1 75.2 207.9 

Standing Timber Revenue 521.5 685.4 954.2 1,401.2 3,562.3 
Total Revenue 713.9 896.0 1,238.2 1,923.5 4,771.6 
BVI Model as% ofTotal Revenue 70% 72% 71% 69% 70% 

PART IV. THE STANDING TIMBER FRAUD 

53. As introduced in paragraph 16, the Standing Timber Fraud was primarily comprised of 

three elements: 

i) Undisclosed control over parties within the BVl Network; 
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ii) The undisclosed dishonest process of creating deceitful Purchase Contracts 
and Sales Contracts and their key attachments used in both the BVI Model 
and the WFOE Model to inflate Standing Timber assets and revenue; and 

ii i) Undisclosed internal control weaknesses/deficiencies that faci litated and 
concealed the fraudulent conduct within the BVI Network, and the dishonest 
creation of Purchase Contracts and Sales Contracts, including their key 
attachments. 

54. On this basis, Sino-Forest then created transactions to fraudulently inflate assets and 

revenue in its public disclosure record. 

A. Undisclosed Control over Parties within the BVI Network 

55. Almost all of the buying and selling of Standing Timber in the BVI Model was generated 

through transactions between BVI Subs and a small number of Suppliers and Als. Sino-Forest 

also conducted a sign ificant level of this buying and selling with companies that are described in 

various Sino-Forest documents and correspondence as "peripheral" companies. Sino-Forest 

established a network of "nominee" companies that were controlled, on its behalf, by various so

called "caretakers". 

56. For the purpose of this Statement of Allegations, the BVI Subs, Suppl iers, 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 

the companies within the BVI Network were also involved in the buying and selling of Standing 

Timber within the WFOE Model. 

57. One Sino-Forest document (the "Caretaker Company List") lists more than 120 

"peripheral" (nomjnee) companies that are controlled by 10 "caretakers" on behalf of Sino

Forest. The "caretakers" include Person # l (legal representative of Huaihua City Yuda Wood 

Ltd. ("Yuda Wood"), described in greater detail in paragraphs 61 to 65 below), Person #2 (a 

relative of Chan), Person #3 (a former Sino-Forest employee), Person #4 (an acquaintance of 

Chan and Chan's nominee in the Greenheart Transaction as outlined in paragraphs 145 to 147 
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below), Person #5 (a former shareholder of Greenheart Resources Holdings Limited ("GRHL") 

and a shareholder of Greenheart) and Person #6 (an individual associated with some of Sino

Forest's Suppliers). 

58. The control and influence that Sino-Forest exerted over certain Suppliers, Als and 

peripheral companies within the BVI Network brings the bona fides of numerous contracts 

entered into in the BVI Model into question, thereby placing the pecuniary interests oflnvestors 

at risk. Sino-Forest wielded this control and influence through Overseas Management. As well, 

certain transactions recorded in the BVI Model do not reflect the true economic substance of the 

underlying transactions. Sino-Forest's control of, or influence over, certain parties within the 

BVI Network was not disclosed to Investors. 

59. Some ofthe counterparties to the Dacheng Fraud, 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 90 to 115 below. 

60. Sino-Forest did not disclose the true nature of the relationship between itself and the 

following two key companies in the BVI Network: Yuda Wood and Dongkou Shuanglian Wood 

Company Limited ("Dongkou"). This was dishonest. 

I) Sino-Forest Controlled Yuda Wood, a Major Supplier 

61. Yuda Wood was a Supplier secretly controlled by Sino-Forest during a portion of the 

Material Time. 

62. 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. 

63. Yuda Wood was registered and capitalized by members of Overseas Management, who 

also controlled bank accounts ofYuda Wood and key elements of its business. 
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64. The legal representative of Yuda Wood is Person # l, a former employee of Sino-Forest 

and also a shareholder and director of Hong Kong Sonic Jita Engineering Co., Ltd. ("Sonic 

Jita"), the sole shareholder of Yuda Wood. In addition, Person # 1 had significant interests in 

other Suppliers of Sino-Forest and was identified as the "caretaker" of several 

nominee/peripheral companies. 

65. Yuda Wood and other companies controlled by Sino-Forest through Person #1 were used 

to perpetrate portions of the Standing Timber Fraud including the Dacheng Fraud, the 450,000 

Fraud, Gengma Fraud #I and Gengma Fraud #2. 

2) Sino-Forest Controlled Dongkou, a Major AI 

66. Dongkou was an AT secretly controlled by Sino-Forest during a portion of the Material 

Time. 

67. In 2008, Dongkou was Sino-Forest's most significant AI, purportedly purchasing 

approximately $125 million in Standing Timber from Sino-Forest, constituting about 18% of 

Sino-Forest's Standing Timber revenue for that year. 

68. 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 RMB 7 1.38 

million (approximately $200,000). 

69. By November 2006, the six original shareholders ofDongkou had been replaced with two 

Sino-Forest employees: Person #7 and Person #8. These two persons became the sole Dongkou 

shareholders, with Person #7 holding 47.5% and Person #8 holding 52.5%. 

7 RMB is the Chinese unit of currency. During the Material Time, the conversion rate was approximately 
7 RMB = 1 US$. 
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70. Also, in 2007, at the direction of 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 Overseas Management, controlled Dongkou's business with 

certain counterparties. 

B. Dishonest Process to Create Deceitful Purchase Contracts and Sales Contracts 
in the BVI Model- Concealment of this Dishonest Process 

I) Purchase Contracts in the BVT Model 

71. As set out in paragraph 47, approximately 80% (by value) of Sino-Forest's timber assets 

were held in the BVT Model as of December 31, 2010. 

72. Sino-Forest used the Purchase Contracts to acquire and evidence ownership of Standing 

Timber in the BVI Model. The Purchase Contracts purported to have three attachments: 

i) Plantation Rights Certificates ("Certificates") or other ownership documents; 

ii) Farmers' Authorization Letters ("Farmers' Authorizations"); and 

iii) Timber Survey Reports ("Survey Reports"). 

73. The Purchase Contracts and their attachments were fundamentally flawed in at least four 

ways, making the public disclosure record of Sino-Forest materially misleading, thus placing the 

pecuniary interests oflnvestors at risk. 

74. First, Sino-forest did not hold Certificates to evidence ownership of the Standing Timber 

allegedly purchased by the BVI Subs. Instead, Sino-Forest claimed that, since the BVI 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 evidence of ownership 

("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 favours by the PRC forestry bureaus. According to Sino-Forest, the PRC forestry 

bureaus did not intend that these Confirmations would be disclosed to third parties. Also, certain 
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PRC forestry bureau employees obtained gifts and cash payments from Suppliers of Sino-Forest, 

further undermining the value of the Confirmations as ev idence of ownership. 

75. Second, during the Material Time, Sino-Forest employed a deceitful systematic quarterly 

documentation process in the BVI Model whereby the purported Purchase Contacts were not 

drafted and executed until the quarter after the date on which the purchase allegedly occurred 

and was included in the public financial disclosure. 

76. Like the Purchase Contracts, the Confirmations were also created by Sino-Forest and 

deceitfully dated to the previous quarter. These Confirmations were created contemporaneously 

with the creation of the corresponding Purchase Contracts. These Confirmations were then 

allegedly provided to the relevant PRC forestry bureau for verification and execution. 

77. Third, the Purchase Contracts referred to Farmers' Authorizations. 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. 

78. Fourth, the Survey Reports, which purported to identify the general location of the 

purchased timber, were all prepared by a single firm during the Material Time. 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 another employee of Sino-Forest. Like the Purchase Contracts and Confirmations, these 

drafts of the Survey Reports were deceitfully dated to the quarter prior to their creation. 

79. In the absence of both Certificates and Farmers' Authorizations, Sino-Forest relies 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 using the deceitful documentation process outlined 
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above, and do not constitute proof of ownership of the trees purported to have been bought by 

Sino-Forest in the BVI Model. 

80. 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. 

81. Sino-Forest, Overseas Management and Horsley knew or ought to have known that their 

auditors during the Material Time relied on the validity of the Purchase Contracts and their 

attached Confirmations as proof of ownership of Sino-Forest's Standing Timber assets. 

2) Sales Contracts in the BVI Model 

82. Like the Purchase Contracts, all of the Sales Contracts purported ly entered into by the 

BVI Subs in the BVf Model were not actually created and executed until the quarter after the 

date of the alleged transaction . 

83. Accordingly, the revenue from the Sales Contracts in the BVI Model was recognized in 

the quarter prior to the creation of the Sales Contracts. Therefore, the public disclosure of Sino

Forest regarding its revenue from Standing Timber was materially misleading and deceitful. 

During the Material Time, in its correspondence to Staff, Sino-Forest misled the Commission 

about its revenue recognition practice. 

C. Undisclosed Internal Control Weaknesses/Failures 

84. In its MD&A for 20 I 0 dated March 15, 20 II, 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, senior management 
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plays a significant role 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 transactions 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] 

85. Sino-Forest made s imilar disclosure in its annual MD&A from 2006 to 2009 regarding 

this concentration of authority or lack of segregation and the risk resu lting from these 

weaknesses. These material weaknesses were not remedied during the Material Time by Sino

Forest, Overseas Management or Horsley. 

86. Sino-Forest failed to disclose the extent of the concentration of duties in Overseas 

Management. It did not disclose that Overseas Management and their nom inees had complete 

control over the operation of the BVI Model including the fraudulent creation and execution of 

the Purchase Contracts and Sales Contracts described in paragraphs 71 to 81 and the extent of the 

"off-book" cash flow set out in paragraphs 48 to 49. This concentration of control in the hands 

of Overseas Management facilitated the fraudulent course of conduct perpetrated in the BVI 

Model. 

D. Four Examples of Fraudulent Transactions with in the Standing T imber Fraud 

87. During the Material Time, Sino-Forest and Overseas Management engaged in significant 

fraudulent transactions related to its purchase and sale of Standing Timber. These fraudulent 

transactions had the effect of overstating Sino-Forest's assets and revenue during the Material 

Time. 

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

Dacheng Fraud; (i i) the 450,000 Fraud; (iii) Gengma Fraud #1, and (iv) Gengma Fraud #2. 
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89. In these transactions, Sino-Forest used certain Suppliers, Als and other nominee 

companies that it controlled to falsity the financial disclosure of Sino-Forest, including the value 

of its Standing Timber assets and revenue. 

I) The Dacheng Fraud 

90. Sino-Forest and members of Overseas Management 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. 

Ltd. ("Dacheng"). Companies controlled by Sino-Forest through Person #I were used in the 

Dacheng Fraud. 

91. 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 BVI Model. 

92. 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 funnelled through Dacheng back to other subsidiaries of Sino-Forest, as the 

purported collection of receivables. 

93. At the same time, Sino-Forest recorded these Standing Timber assets in the BVI Model at 

a value of approximately RMB 205 million (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 RMB 326 million (approximately $48 million). This revenue was 

recorded in Q3 of2009. 

94. 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 overstated its 

revenue by approximately $48 million. The effect of this revenue overstatement on the public 

disclosure record of Sino-Forest is illustrated in paragraph 127 below. 
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2) The 450,000 Fraud 

95. Sino-Forest and members of Overseas Management 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 

Person #I. In an email, Yeung described this purchase and sale of timber as "a pure accounting 

arrangement". 

96. Three subsidiaries of Sino-Panel (the "Sino-Panel Companies") purported to purchase 

450,000 cubic meters of Standing Timber at a cost of RMB 183 million (approximately $26 

million) from Guangxi Hezhou City Yuangao Forestry Development Co. Ltd ("Yuangao") 

during October 2009. 

97. In Q4 of 2009, the Sino-Panel Companies purportedly sold this Standing Timber to the 

following three customers: 

i) Gaoyao City Xinqi Forestry Development Co., Ltd. ("Xinqi"); 

ii) Guangxi Rongshui Meishan Wood Products Factory ("Meishan''); and 

iii) Guangxi Pingle Haosen Forestry Development Co., Ltd. ("Haosen"). 

98. The sale price for this Standing Timber was RMB 233 million (approximately $33 

million), for an apparent profit ofRMB SO million (approximately $7.1 million). 

99. The purported supplier (Yuangao) and the purported customers (Xinqi, Meishan and 

Haosen) are all so-called "peripheral" companies of Sino-Forest, i.e., they are nominee 

companies controlled by Person # I on behalf of Sino-Forest. Xinqi, Meishan and Haosen are 

also companies included in the Caretaker Company List, and Person #I is identified as the 

"caretaker" of each company. 

I 00. This RMB 233 million sale of Standing Timber was recorded in Sino-Forest's WFOE 

Model, as opposed to its BVI Model. As noted in paragraph 48, the BVI Model employs the 
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Offsetting Arrangement where payables and receivables are made and collected "offebook". 

However, in the WFOE Model , Sino-Forest takes receipt of the sales proceeds directly or "on

book". 

101. 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 RMB 233 million in sales proceeds, Sino

Forest devised two separate "on-book" payables/receivables offsetting arrangements, 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.8 

102. To account for the purported profit ofRMB 50 million, Sino-Forest had to "collect" more 

(RMB 233 million) than just the purchase price (RMB 183 million). Consequently, Sino-Forest 

created additional "payables" to complete the circular flow of funds needed to collect the sales 

proceeds ofRMB 233 million. These "on-book" offsetting arrangements, therefore, included the 

purported settlement of various accounts payable, not just the Yuangao payable arising from the 

450,000 Fraud. 

103. The companies referred to paragraph 101 then funnelled the money to Xinqi, Meishan 

and Haosen who, in turn, repaid the money to the Sino-Panel Companies to achieve the 

purported collection ofthe RMB 233 million in revenue. 

I 04. 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 Ip, Ho, Person # 1 and/or Person #9 

(a former Sino-Forest employee and associate of Person #1). 

105. These circular cash-flows commenced m July 2010 and were finally concluded in 

February 2011. 

8 Dao County Juncheng Forestry Development Co., Ltd. and Guangxi Rongshui Taiyuan Wood Co., Ltd. 
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I 06. The circular flow of funds underlying the 450,000 Fraud demonstrates that the sales 

contracts purportedly entered into between the Sino-Panel Companies and Xinqi, 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 overstatement on the public disclosure record of Sino-Forest is 

illustrated in paragraph 129 below. 

3) Gengma Fraud # 1 

107. Sino-Forest and members of Overseas Management committed fraud ("Gengma Fraud 

# 1 ") in 2007 related to Standing Timber assets purchased from Gengma Oai and Wa Tribe 

Autonomous Region Forestry Co., Ltd. ("Gengma Forestry") by Sino-Panel (Gengma) Co., Ltd. 

(''Sino-Panel Gengma"), a Sino-Forest subsidiary. 

I 08. In 2007, Sino-Panel Gengma purchased certain land use rights and Standing Timber for 

RMB 102 million (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 purchase the same assets from Yuda Wood, 

allegedly paying RMB 509 million (approximately $68 million) for the Standing Timber in 2007 

and RMB Ill million (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 20 I 0. 

109. Gengma Fraud # l resulted in an overstatement of Sino-Forest's timber holdings for 2007, 

2008 and 2009. 

II 0. In 20 I 0, tlhis Standing Timber was then purportedly sold for RM B I ,579 million 

(approximately $231 million). However, these same Standing Timber assets were offered as 

collateral for a bank loan by Sino-Forest in 20 II so the sale of these assets in 20 I 0 could not 

have taken place and been recorded as revenue in that year. 
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Ill. The effect of the revenue overstatement from Gengma Fraud #I on the public disclosure 

record ofSino-Forest is illustrated in paragraph 131 below. 

4) Gengma Fraud # 2 

112. In 2007, Sino-Forest and members of Overseas Management committed fraud ("Gengma 

Fraud #2") in another series of transactions to artificially inflate its assets and revenue from the 

purchase and sale of Standing Timber. 

113. In September 2007, Sino-Forest recorded the acquisition of Standing Timber from Yuda 

Wood at a cost of RMB 161 million (approximately $2 1.5 million) related to Standing Timber in 

Yunnan Province (the "Yunnan Plantation"). However, Yuda Wood did not actually acquire 

these assets in the Yunnan Plantation until September 2008. 

114. In 2007, Sino-Forest had also purportedly purchased the land use rights to the Yunnan 

Plantation from Yuda Wood at a cost of RMB 53.4 million (approximately $7 million), RMB 

52.9 million 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 # I and is a company included in the Caretaker 

Company List referred to in paragraph 57 above. 

115. 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 RMB 338 million 

(approximately $49 million). As Yuda Wood did not own this Standing Timber asset until 

September 2008, Sino-Forest could not have recorded the sale of this Standing Timber prior to 

that time. The effect of this revenue overstatement on the public disclosure record of Sino-Forest 

is illustrated in paragraph 133 below. 
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D. Conclusion Regarding the Standing Timber Fraud 

116. The effect ofthe above conduct is that Sino-Forest and Overseas Management engaged in 

deceitful or dishonest conduct related to Sino-Forest's Standing Timber assets and revenue that 

they knew or ought to have known constituted fraud, contrary to subsection 126.1 (b) of the Act 

and the public interest. 

117. Due to the chronic and pervasive nature of the systemic conduct set out above, neither the 

magnitude of the Standing Timber Fraud by Sino-Forest and Overseas Management nor the 

magnitude of the risk to the pecuniary interests of Investors can be quantified with certainty. 

118. Given their positions as officers of Sino-Forest and/or Sino-Panel, Overseas Management 

authorized, permitted or acquiesced in the non-compliance with Ontario securities law by Sino

Forest and are deemed to have not complied with Ontario securities law pursuant to section 

129.2 of the Act. This conduct was also contrary to the public interest. 

119. As CFO of Sino-Forest, Horsley authorized, permitted or acquiesced in Sino-Forest's 

and Overseas Management's commission of the Standing Timber Fraud and therefore is deemed 

under section 129.2 of the Act to have not complied with Ontario securities law. This conduct 

was also contrary to the public interest. 

PARTV. MATERIALLY MISLEADING STATEMENTS RELATED TO THE 
STANDING TIMBER FRAUD 

120. On January I 0, 20 12, Sino-Forest issued a news release which cautioned that its historic 

financial statements and related audit reports should not be relied upon. 

121 . By failing to properly disclose the elements of the Standing Timber Fraud set out above, 

Sino-Forest made statements in its filings to the Commission during the Material Time wh ich 

were, in a material respect and at the time and in the light of the circumstances under which they 

were made, misleading or untrue or did not state facts that were required to be stated or that were 

46



24 

necessary to make the statements not misleading. Overseas Management participated in the 

conduct that made !these statements materially misleading. 

122. The misleading, untrue or incomplete statements related to Sino-Forest's description of 

its primary business were contained in (or absent from) Sino-Forest's continuous disclosure, 

including its audited annual financial statements, AIFs and MD&A filed with the Commission 

during the Material Time as required by Ontario securities law.9 These misleading, untrue or 

incomplete statements related to Sino-Forest's description of its primary business were contained 

in (or absent from) Sino-Forest's short form prospectuses filed with the Commission during the 

Material Time, which incorporated by reference the relevant audited annual financial statements, 

AIFs and MD&A as required by Ontario securities law. 

123. These misleading statements were 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, 20 I 0 and 75% of its stated revenue from 2007 to 20 I 0. 

A. Materially Misleading Statements Regarding Ownership of Assets and Revenue 
Recognition 

124. Members of Overseas Management created and executed the Purchase Contracts in the 

BVl Model in the quarters after the assets related to those transactions were recognized . This 

made Sino-Forest's audited annual financial statements, AIFs and MD&A for the years 2006, 

2007, 2008, 2009 and 20 I 0 materially misleading. 

125. Further, given that Sino-Forest did not have sufficient proof of ownership of the majority 

of its Standing Timber assets due to the courses of conduct set out above, the information 

regarding Sino-Forest's timber holdings in its audited annual financial statements, AIFs and 

MD&A for the years 2006, 2007, 2008, 2009 and 20 I 0 was materially misleading. For the same 

reasons, the information regarding Sino-Forest's timber holdings in its short form prospectuses 

9 By way of example, these misstatements include Sino-Forest's disclosure of"Plantation Rights Certificates for Our 
Purchased Plantations" on page 26 of its 2010 AIF and its disclosure of"lmplementation and Issuance of new form 
Plantation Rights Certificate" on pages 46-47 of its 20 I 0 AI F. 
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filed in 2007 and 2009 (which incorporated by reference the relevant audited annual financial 

statements, AIFs and MD&A as required by Ontario securities law) was materially misleading. 

126. Sino-Forest and members of Overseas Management created and executed the Sales 

Contracts in the BVI Model in the quarter after the revenue related to those transactions was 

recognized. This was contrary to the revenue recognition process set out in Sino-Forest's 

continuous disclosure, including its MD&A and the notes to its audited annual financial 

statements. 

B: Effect of the Dacheng Fraud, the 450,000 F raud, Gengma #l and Gengma #2 on 
the Reported Revenue of Sino-Forest 

1) The Dacheng Fraud 

127. The Dacheng Fraud resulted in Sino-Forest fraudulently overstating its revenue in Q3 of 

2009 as set out in this table: 

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

Quarterly Reported Revenue 367.0 

Fraudulently Overstated Revenue 47.7 

Fraudulently Overstated Revenue 13.0% 
as a% of Quarterly Reported Revenue 

128. Sino-Forest reported its revenue for Q3 of2009 at page 20 of its annual MD&A for 2009 

(dated March 16, 20 I 0) and page 87 of its 2009 Annual Report, summarizing the "2009 

Quarterly Highlights" . 

2) The 450,000 Fraud 

129. The 450,000 Fraud resulted in Sino-Forest fraudulently overstating its revenue for Q4 of 

2009 as set out in this table: 
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Approximate Effect of the 450,000 Fraud on Q4 2009 ($ millions) 

Quarterly Reported Revenue 469.6 

Fraudulently Overstated Revenue 

Fraudulently Overstated Revenue 
as a% of Quarterly Reported Revenue 

30.1 

6.4% 

130. Sino-Forest reported its revenue for Q4 of 2009 at page 20 of its annual MD&A for 2009 

(dated March 16, 20 I 0) and page 87 of its 2009 Annual Report, summarizing the "2009 

Quarterly Highlights". 

3) Gengma Fraud # I 

131. Gengma Fraud #I resulted in Sino-Forest fraudulently overstating its revenue for Q1 and 

Q2 of 20 I 0 as set out in this table: 

Approximate Effect ofGengma Fraud #1 on Q1 and Q2 2010 ($millions) 

Ql 2010 Q2 2010 

Quarterly Reported Revenue 251.0 305 .8 

Fraudulently Overstated Revenue 73.5 157.8 

Fraudulently Overstated Revenue 
as a % of Quarterly Reported Revenue 29.3% 51.6% 

132. Sino-Forest reported its revenue for Q l and Q2 of 20 I 0 at page 20 of its annual MD&A 

for 20 I 0 (dated March 15, 20 I I) and page 88 of its 2010 Annual Report, summarizing the "20 I 0 

Quarterly Highlights". 

4) Gengma Fraud #2 

133. Gengma Fraud #2 resulted in Sino-Forest fraudulently overstating its revenue for Ql, Q2 

and Q3 of2008 and Q4 of2009 as set out in this table: 
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Approximate Effect ofGengma Fraud #2 on Ql, Q2 and Q3 of2008 and Q4 of2009 ($ millions) 

Q I 2008 Q2 2008 Q3 2008 Q4 2009 

Quarterly Reported Revenue 136.1 187.1 295.5 469.6 

Fraudulently Overstated Revenue 5.7 4.9 5.9 32.6 

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

134. Sino-Forest reported its revenue for Q I, 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 130. 

C. Materially Misleading Statements Regarding Internal Controls 

135. Sino-Forest's disclosure in its AIFs and annual MD&A for 2006, 2007, 2008, 2009 and 

20 I 0 relating to the material weaknesses in its internal controls was misleading, untrue or 

incomplete. This disclosure was also contained in Sino-Forest's short form prospecruses filed in 

2007 and 2009 (which incorporated by reference the relevant AIFs and MD&A as required by 

Ontario securities law). 

136. Sino-Forest did disclose that the concentration of authority in Overseas Management and 

lack of segregation of duties created a risk in terms of measurement and completeness of 

transactions, as well as the possibility of non-compliance with existing controls. 

137. However, as set out in paragraphs 84 to 86, this disclosure by Sino-Forest was wholly 

inadequate, failing to reveal the extent of the weaknesses in Sino-Forest' s internal controls. 
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D. Conclusion Regarding Materially Misleading Statements Related to the Standing 
Timber Fraud 

138. During the Material Time, given the Standing Timber Fraud, Sino-Forest consistently 

misled the public in the disclosure required to be made under Ontario securities law. The 

conduct of Sino-Forest, Chan, lp, Hung and Ho was contrary to subsection 122(1)(b) of the Act 

and contrary to the public interest. 

139. Further, due to the above conduct, Sino-Forest's audited annual financial statements did 

not comply with Canadian Generally Accepted Accounting Principles. 

140. Given their positions as officers of Sino-Forest, Chan, Tp, Ho and Hung authorized, 

permitted or acquiesced in Sino-Forest's making of materially misleading statements and thereby 

committed an offence under subsection 122(3) of the Act This conduct was also contrary to the 

public interest. 

141. As CFO of Sino-Forest, Horsley authorized, permitted or acquiesced in Sino-Forest's and 

Overseas Management's making of materially misleading statements and therefore is deemed 

under section 129.2 of the Act to have not complied with Ontario securities law. This conduct 

was also contrary to the public interest. 

PART VI. THE GREENHEART TRANSACTION - FRAUD BY CHAN AND 
MATERIALLY MISLEADING STATEMENTS BY CHAN AND SINO
FOREST 

142. Chan committed fraud in relation to Chan's undisclosed interest and substantial financial 

benefit in the Greenheart Transaction described below. 

143. Chan and Sino .Forest made materially misleading statements in Sino-Forest's AlFs for 

2008, 2009 and 20 I 0 by not disclosing Chan's interest in the Greenheart Transaction. These 

misleading statements were also contained in Sino-Forest's short form prospectuses filed in 2009 

(which incorporated by reference the relevant AIFs and MD&A as required by Ontario securities 

law). 
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144. In 20 I 0, through a complex series of transactions, Sino-Forest completed the purchase of 

a controlling interest in Greenheart, a public company listed on the Hong Kong Stock Exchange. 

In 2005, the primary assets of Greenheart's key subsidiary at the time, GRHL, were previously 

acquired by the original owners of GRHL for approximately $2 million . These assets consisted 

of natural forest concessions and operations located in Suriname. The total cost of the Green heart 

Transaction to Sino-Forest was approximately $120 million, composed of a combination of cash 

and securities of Sino-Forest. 

145. 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 Universe and Montsford were BVI shelf companies incorporated 

in 2004 and subsequently acquired by, or for the benefit of, Chan in 2005. 

146. Person # I 0 was the sole director and shareholder of Fortune Universe and Person #4 was 

the sole director and shareholder of Montsford. However, Chan arranged for Person #I 0 and 

Person #4 to act as Chan's nominees. Chan was the true beneficial owner of Fortune Universe 

and Montsford. 

147. Person #10 was the legal representative and director of one of Sino-Forest's largest 

Suppliers during the Material Time. Person #4 was an acquaintance of Chan based in the PRC. 

148. As a result of the Greenheart Transaction, Fortune Universe and Montsford received over 

$22.1 million, comprised ofapproximately $3.7 million in cash and approximately $18.4 million 

in securities of Sino-Forest. The securities of Sino-Forest received by Forttme Universe and 

Montsford appreciated in value and were subsequently sold for a total of approximately $35 

million. With the help of Person #11 (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. 
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149. 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 . Chan certified the AIFs for 2008, 2009 and 2010. 

150. Chan knew that he was engaging in deceitful or dishonest conduct in relation to the 

Greenheart Transaction and knew that he was making deceitful or dishonest statements to 

Investors in Sino-Forest's continuous disclosure. 

151 . Chan placed the pecuniary interests of Investors at risk and committed fraud, contrary to 

subsection 126.l(b) ofthe Act and made materially misleading statements contrary to subsection 

122( I )(b) of the Act. This conduct was also contrary to the public interest. 

J 52. Through Chan, Sino-Forest made materially misleading statements contrary to subsection 

122(1)(b) ofthe Act. This conduct was also contrary to the public interest. 

153. Given his position as Chairman of the Board and CEO of Sino-Forest, Chan, authorized, 

permitted or acquiesced in Sino-Forest's making of materially misleading statements and thereby 

committed an offence under subsection 122(3) of the Act. This conduct was also contrary to the 

public interest. 

154. As Chairman of the Board and CEO of Sino-Forest, Chan authorized, permitted or 

acquiesced in Sino-Forest's commission of fraud and therefore is deemed under section 129.2 of 

the Act to have not complied with Ontario securities law. This conduct was also contrary to the 

public interest. 

PART VII. CHAN, IP, HUNG, HO AND YEUNG MATERIALLY MISLED STAFF 

A. Chan Materially Misled Staff 

155. During his examination by Staff, Chan made statements that, in a material respect and at 

the time and in the light of the circumstances under which they were made, were misleading or 
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untrue or did not state a fact that was required to be stated or that was necessary to make the 

statements not misleading, contrary to subsection 122( I )(a) of the Act and the public interest. 

156. Chan was asked whether Sino-Forest had any control over certain Suppliers or whether 

these Suppliers were independent. Chan misled Staff, responding that they were independent 

companies. Chan repeatedly confirmed that Yuda Wood was an independent company and that 

it was not controlled by any employee of Sino-Forest. This information was false and 

misleading. 

B. lp Materially Misled Staff 

157. During his examination by Staff, Ip made statements that, in a material respect and at the 

time and in the light of the circumstances under which they were made, were misleading or 

untrue or did not state a fact that was required to be stated or that was necessary to make the 

statements not misleading, contrary to subsection 122(l)(a) ofthe. Act and the public interest. 

158. lp misled Staff regarding the creation of Confirmations by Sino-Forest. lp falsely 

informed Staff as to nature of the interaction between the PRC forestry bureaus and Sino-Forest 

personnel surrounding the issuance of the Confirmations. lp also misled Staff about the timing 

of purported payments made by Sino-Forest to Suppliers. lp stated that payments were only 

made once the Purchase Contracts were signed. Th is information was false and misleading. 

C. Hung Materially Misled Staff 

159. During his examination by Staff, Hung made statements that, in a material respect and at 

the time and in the light of the circumstances under which they were made, were misleading or 

untrue or did not state a fact that was required to be stated or that was necessary to make the 

statements not misleading, contrary to subsection 122(l)(a) of the Act and the public interest. 

160. Hung falsely described the creation of the Purchase Contracts, Sales Contracts and their 

attachments, including Confirmations, to Staff. Hung informed Staff that he confirmed the 
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accuracy of all the information in the Purchase Contracts. Hung also stated that he ensured that 

the attachments to the Purchase Contracts, including Confirmations and Survey Reports, would 

be "in place". This information was false and misleading. 

161. Hung also misled Staff as to the timing of alleged payments made pursuant to the 

Purchase Contracts. 

D. Ho Materially Misled Staff 

162. During his examination by Staff, Ho made statements that, in a material respect and at the 

time and in the light of the circumstances under which they were made, were misleading or 

untrue or did not state a fact that was required to be stated or that was necessary to make the 

statements not misleading, contrary to subsection 122(1)(a) of the Act and the public interest. 

163. Ho was specifically asked about what role he took "in the whole BVI process." Ho 

replied, ''None whatsoever", further stating, ''No, I' m not at all involved in the BVI whatsoever." 

This information was false and misleading. 

164. Ho also denied that he was copied on any emails or communications involving the BVI 

Model. This information was false and misleading. 

165. Ho also asserted that Yuda Wood was independent of Sino-Forest and that he had no 

control over any aspect of its business. This information was false and misleading. 

E. Yeung Materially Misled Staff 

166. During his examination by Staff, Yeung made statements that, in a material respect and at 

the time and in the light of the circumstances under which they were made, were misleading or 

untrue or did not state a fact that was required to be stated or that was necessary to make the 

statements not misleading, contrary to subsection 122(1)(a) ofthe Act and the public interest. 
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167. Yeung was specifically asked about his involvement in the creation of Yuda Wood. 

Yeung stated that he assisted with the application process as a favour to his friend, Person #I . 

He denied that Sino-Forest supplied the registration capital for Yuda Wood. Yeung also denied 

any knowledge of Sino-Forest creating fraudulent transactions involving the purchase and sale of 

Standing Timber. This information was false and misleading. 

168. Staff reserve the right to make such other allegations as Staff may advise and the 

Commission may permit. 

DATED at Toronto, Ontario, this 22nd day of May 2012. 
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SCHEDULE "A" 

GLO SSARY OF CERTAIN DEFINED TERMS 
AND LOCATION IN THE STATEMENT OF ALLEGATIONS 

"Ais" means the authorized intermediaries to whom Sino-Forest purported to sell assets 
in the PRC, including Standing Timber (paragraph 45). 

"BVI Model" means the business model employed by Sino-Forest to buy and sell assets 
through the BVf Subs in the PRC (paragraph 45). 

"BVI Network" means the entire network ofBVI Subs, Suppliers, Als and other 
companies who bought and sold assets in the BVT Model in the PRC (paragraph 56). 

" BVI S ubs" means wholly owned subsidiaries of Sino-Forest incorporated in the British 
Virgin Islands (paragraph 45). 

"Caretaker Company List" means the document listing the "peripheral" or "nominee" 
companies controlled by "caretakers" on behalf of Sino-Forest (paragraph 57). 

"Certificates" means Plantation Rights Certificates issued by the PRC government 
(paragraph 72). 

"Com pany" means Sino-Forest Corporation including all of its subsidiaries and 
companies it controls as set out in its public disclosure record and as the context within 
this Statement of Allegations requires (paragraph I). 

"Confirmations" means the confirmations purported ly executed by forestry bureaus that 
Sino-Forest relied upon to evidence ownership of Standing Timber assets in the BVI 
Model in the absence of Certificates (paragraph 74). 

" Dacbeng" means Guangxi Dacheng T imber Co. Ltd. (paragraph 90). 

"Dacbeng P lan tations" means the timber plantations purchased from Dacheng 
commencing in 2008 (paragraph 90). 

" Dongkou" means Dongkou Shuanglian Wood Company Limited (paragraph 60). 

"Far mers' Authorizations" means farmers' authorization letters (paragraph 72). 

"Fortune Universe" means Fortune Universe Ltd. (paragraph 145). 

"Gengma Forestry" means Gengma Dai and Wa Tribe Autonomous Region Forestry 
Co., Ltd. (paragraph I 07). 

"Greenhcart" means the company now known as Greenheart Group Limited (paragraph 
12). 
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"Greenheart Transaction" means the series of transactions where Sino-Forest 
purchased a controll ing interest in Greenheart (paragraph 27). 

"GRHL" means Greenheart Resources Holdings Limited (paragraph 57). 

"Haosen" means Guangxi Pingle Haosen Forestry Development Co., Ltd. (paragraph 
97). 

"Investors" means the securityholders of Sino-Forest (paragraph 3). 

" Kun' an" means Guangxi Hezhou City Kun'an Forestry Co., Ltd . (paragraph 114). 

" Material Time" means the period from June 30,2006 to January 11 , 2012 (paragraph 
15). 

" Meishan" means Guangxi Rongshui Meishan Wood Products Factory (paragraph 97). 

"Montsford" means Montsford Ltd . (paragraph 145). 

" Offsetting Arrangement" means the payables/receivab1es arrangement used in the BVJ 
Model by Sino-Forest to buy and sell Standing Timber (paragraph 48). 

"Overseas Management" means Allen Chan, Albert lp, Alfred C.T. Hung, George Ho 
and Simon Yeung (paragraph 13). 

"Plantation Fibre" is one of the two subcomponents of Sino-Forest's core business 
segment called Wood Fibre Operation (paragraph 41 ) . 

"PRC" means the People's Republic of China (paragraph 2). 

"Purchase Contracts" means the contracts used by Sino-Forest to purchase assets in the 
BVl Model (paragraph 45). 

"Sales Contracts" means the contracts used by Sino-Forest to sell assets in the BVI 
Model (paragraph 45). 

"Shaoyang Jiading" means Shaoyang Jiading Wood Products Co. Ltd. (paragraph 68). 

" Sino-Forest" means Sino-Forest Corporation including all of its subsidiaries and 
companies it controls as set out in its public disclosure record and as the context within 
this Statement of Allegations requires (paragraph 1). 

" Sino-Panel" means Sino-Panel (Asia) Inc., a subsidiary of Sino-Forest (paragraph 39). 

"Sino-Panel Companies" means the three subsidiaries of Sino-Panel which purported to 
purchase Standing Timber from Yuangao (paragraph 96). 

" Sino-Panel Gengma" means Sino-Panel (Gengma) Co., Ltd., a Sino-Forest subs idiary 
(paragraph I 07). 

2 

58



"Sonic Jita" means Hong Kong Sonic Jita Engineering Co., Ltd. (paragraph 64). 

"Standing Timber" means all ofthe Plantation Fibre subcomponent of Wood Fibre 
Operations and as the context within this Statement of Allegations requires (paragraph 
42). 

"Suppliers" means the parties from whom Sino-Forest purported to buy assets in the 
PRC, including Standing Timber (paragraph 45). 

"Survey Reports" means timber survey reports (paragraph 72). 

"WFOE Model" means the business model employed by Sino-Forest to buy and sell 
assets through its WFOEs (paragraph 46). 

"WFOEs" means Wholly Foreign Owned Enterprises which were subsid iaries of Sino
Forest (paragraph 46). 

"Xinqi" means Gaoyao City Xinqi Forestry Development Co., Ltd. (paragraph 97). 

"Yuangao" means Guangxi Hexhou City Yuangao Forestry Development Co., Ltd. 
(paragraph 96). 

"Yuda Wood" means Huaihua City Yuda Wood Ltd. (paragraph 57). 

"Yunnan Plantation" means the Standing Timber plantations in Yunnan Province 
purportedly purchased in 2007 from Yuda Wood (paragraph 113). 
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SCHEDULE "B" 

SELECTED INFORMATION FROM THE 2005-2010 
AUDITED ANNUAL FINANCIAL STATEMENTS OF SINO-FOREST 

Reported Revenue 

December 31, 20 I 0 
December 3 1, 2009 
December 31, 2008 (restated amount) 
December 3 1, 2007 
December 3 1, 2006 (restated amount) 
December 3 1, 2005 

Reported Total Assets 

December 31, 2010 
December 3 1, 2009 
December 31, 2008 
December 31, 2007 
December 31, 2006 
December 31, 2005 

Reported Timber Assets (with 0/o of total assets) 

December 31, 20 I 0 
December 31, 2009 
December 31, 2008 
December 31, 2007 
December 31, 2006 
December 31, 2005 

Number of Outstanding Common Shares 

December 31, 2010 
December 31, 2009 
December 31, 2008 
December 31, 2007 
December 3 I, 2006 
December 31, 2005 

$1 ,923,536,000 
I ,238,1 85,000 

896,045,000 
71 3,866,000 
555,480,000 
493,301,000 

$5,729,033,000 
3,963,899,000 
2,603,924,000 
1,837,497,000 
I ,207,255,000 

895,271,000 

$3, 122,517,000 (55%) 
2,183,489,000 (55%) 
I ,653,306,000 (63%) 
1,174,153,000 (64%) 

752,783,000 (62%) 
513,412,000 (57%) 

245,740,889 
242,129,062 
183,119,072 
182,592,961 
137,999,548 
137,789,548 
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SCHEDULE "C" 

Sino-Forest Corporation 
Overview of the Standing Timber Fraud 

Gengmat1 

$231.311 

Gengmat2 Dacheng I 
$49.1M $47.7M 450,000m' 

$30.1M 
I I I I I I I I I I I 

03 Q4 01 Q2 03 04 01 Q2 03 04 01 Q2 

2006 2007 2008 2009 2010 2011 

Resulting Misleading Public Disclosure 

Failure to provide full, true and plain disclosure of the Sino-Forest business and its associated risks 

Secret Control of the 'BVI Network' & 'Peripheral Companies' 

Concealment of Sino-Forest's control of Suppliers, A/'s and other Nominee Companies in the 'BVI Network' 

Deceitful and Back-Dated Transaction Documentation Process 

Creation of deceitful documentation to evidence the purported purchase/ownership and sale of Standing Timber 

Significant Internal Control Weaknesses/Failures 

Lack of Segregation of Duties, the "Off-book" Offsetting Arrangement 

I 
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This is Exhibit "C" mentioned 
and referred to in the Affidavit 
of Daniel E. H. Bach, sworn 
before me at the City of 
Toronto, in the Province of 
Ontario, this 24th day of 
September, 2012. 
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Sino-Forest Announces Personnel Changes and  
Application to Enhance Powers of the CCAA Monitor 

 
TORONTO, CANADA – April 17, 2012 –Sino-Forest Corporation (“Sino-Forest” or the 
“Company”) announced today certain personnel changes.  The Company also 
announced today its intention to apply to the court, in the application commenced by the 
Company under the Companies’ Creditors Arrangement Act on March 30, 2012 (the 
“CCAA Proceeding”), to enhance the powers of the court-appointed Monitor, FTI 
Consulting Canada Inc. 
 
Sino-Forest announced today that it has terminated the employment of Alfred Hung, 
Vice President Corporate Planning and Banking of the Company, George Ho, Vice 
President Finance of the Company and Simon Yeung, Vice President Operations of 
Sino-Panel (Asia) Inc., a subsidiary of the Company.  The Company also announced 
that Albert Ip, who served as Senior Vice President Development and Operations North 
East and South West China, prior to his recent resignation, will not serve as a 
consultant to the Company. 
 
Sino-Forest also announced today that Allen Chan, the Founding Chairman Emeritus of 
the Company, has voluntarily resigned from the Company and that David Horsley has 
resigned as the Company’s Chief Financial Officer but will continue as an employee of 
the Company, to assist with the Company’s restructuring efforts. 
 
In late August 2011, Messrs. Hung, Ho and Yeung were placed on administrative leave 
by the Company, and Mr. Ip was requested to act solely on the instructions of W. 
Judson Martin, the Vice Chairman and Chief Executive Officer of the Company.  These 
actions were taken after certain information was uncovered during the course of the 
review being undertaken by the Independent Committee of the Board of Directors of the 
Company, established in response to the allegations made in a “report” prepared by 
Muddy Waters LLC that was publicly disclosed on June 2, 2011, and immediately 
before the Ontario Securities Commission issued a temporary cease trade order on 
August 26, 2011. 
 
On August 28, 2011, the Company announced that Mr. Chan had voluntarily resigned 
as Chairman, Chief Executive Officer and Director but would continue with the 
Company as Founding Chairman Emeritus, a non-executive position. 
 
On March 30, 2012, Mr. Ip resigned from the Company for health reasons but had 
agreed to serve as a consultant to Sino-Forest on a part-time basis. 
 
The information identified in August 2011, did not raise conduct issues in relation to Mr. 
Horsley.  For this reason, no consideration was given to taking employment action 
against him at that time. 
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On April 9, 2012, the Company announced that it had received an "Enforcement Notice" 
on April 5, 2012 from Staff of the Ontario Securities Commission (the "Commission").  
The Company also announced that it had learned that Enforcement Notices also were 
received that day by Messrs. Chan, Ip, Hung, Ho, Yeung and Horsley.  As previously 
disclosed, the Enforcement Notice received by Sino-Forest alleges conduct contrary to 
ss. 122 and 126.1 of the Ontario Securities Act and raises conduct issues in relation to 
the Company and in relation to the individuals who also received Enforcement Notices.  
The Company intends to respond to the Enforcement Notice that it received. 
 
Following review of the Enforcement Notice directed at the Company, further 
discussions with Staff of the Commission, together with examination of issues identified 
in the Enforcement Notice received by the Company, the Board of Directors of the 
Company determined that it was in the best interests of Sino-Forest to terminate the 
employment of Messrs. Hung, Ho and Yeung and not to enter into a consulting 
arrangement with Mr. Ip. 
 
Following receipt of the Enforcement Notice, Mr. Chan informed the Board of Directors 
that he wished to resign as Founding Chairman Emeritus and as an employee of the 
Company.  Mr. Chan has indicated that he remains available to assist with efforts to 
allow the Company’s stakeholders to realize value in relation to assets located in the 
People’s Republic of China.  
 
The Board of Directors believes that the nature of the allegations made against Mr. 
Horsley in the Enforcement Notice differ substantially from those directed at the other 
individuals who received Enforcement Notices on April 5, 2012.  In these circumstances 
the Board, having consulted with the Monitor, has determined that it is in the best 
interests of the Company to retain Mr. Horsley’s services while allowing Mr. Horsley to 
step down from his role as Chief Financial Officer.   
 
Following discussions with the Monitor, the Company intends to forthwith bring an 
application in the CCAA Proceeding to enhance the powers of the Monitor.  Among 
other things, the enhanced powers will facilitate the Monitor providing additional 
assistance to the Company in light of the personnel changes identified above. 
 
All inquiries regarding the CCAA Proceeding should be directed to the Monitor, FTI 
Consulting Canada Inc., via email at: sfc@fticonsulting.com, or telephone: (416) 649-
8094.  Information about the CCAA Proceedings, including copies of all court orders 
and the Monitor’s reports, are available at the Monitor’s website 
http://cfcanada.fticonsulting.com/sfc. 
 
About Sino-Forest Corporation  
 
Sino-Forest Corporation is a leading commercial forest plantation operator in China. Its 
principal businesses include the ownership and management of tree plantations, the 
sale of standing timber and wood logs, and the complementary manufacturing of 
downstream engineered-wood products.  Sino-Forest also holds a majority interest in 
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Greenheart Group Limited (HKSE:00094), a Hong-Kong listed investment holding 
company with assets in Suriname (South America) and New Zealand and involved in 
sustainable harvesting, processing and sales of its logs and lumber to China and other 
markets around the world.  Learn more at www.sinoforest.com.  
 
Cautionary Note: 
 
No stock exchange or regulatory authority has approved or disapproved of information contained herein. 
This news release contains forward-looking information within the meaning of applicable securities laws.  
The forward looking statements expressed or implied by this news release are subject to important risks 
and uncertainties. When used in this news release, the words "intends", "expects", "believes", 
"considering" and "will" and similar expressions are intended to identify forward-looking statements, 
although not all forward-looking statements contain such words. Forward-looking statements are based 
on estimates and assumptions made by the Company in light of its experience and its perception of 
historical trends, current conditions and expected future developments, as well as other factors that the 
Company believes are appropriate in the circumstances. The results or events predicted in these 
statements may differ materially from actual results or events and are not guarantees of future 
performance of Sino-Forest. Factors which could cause results or events to differ from current 
expectations include, among other things: the outcome of examinations currently underway by law 
enforcement and securities regulatory authorities; actions taken by the court, the monitor or others in the 
proceeding initiated by the Company under the Companies' Creditors Arrangement Act; actions taken by 
noteholders, other lenders, other creditors, shareholders, regulators, governmental agencies and other 
stakeholders to enforce their rights; the outcome of class action or other proceedings which have been or 
may in future be initiated against the Company; the accuracy and outcome of the results of tree asset 
testing undertaken by the Company; our reliance on key employees; our ability to acquire rights to 
additional standing timber; our ability to meet our expected plantation yields; the cyclical nature of the 
forest products industry and price fluctuation in and the demand and supply of logs; our reliance on the 
relationship with local plantation land owners and/or plantation land use rights holders, authorized 
intermediaries, key customers, suppliers and third party service providers; our ability to operate our 
production facilities on a profitable basis; changes in currency exchange rates and interest rates; the 
evaluation of our provision for income and related taxes; economic, political and social conditions and 
government policy in China, the Republic  of Suriname and New Zealand, and stock market volatility; and 
other factors not currently viewed as material that could cause actual results to differ materially from those 
described in the forwarding-looking statements. For additional information with respect to certain of these 
and other factors, see the reports filed by Sino-Forest Corporation with applicable Canadian securities 
administrators. Sino-Forest Corporation disclaims any intention or obligation to update or revise any 
forward-looking statements, whether as a result of new information, future events or otherwise, except as 
required by law. 
 
 

FOR INVESTOR INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  
Tel: + 1 646 625 7452 
 
FOR MEDIA INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  
Email: sinoforest@brunswickgroup.com  
New York  
Stan Neve  
Tel: +1 212 333 3810  

Hong Kong  
Tim Payne  
Cindy Leggett-Flynn 
Tel: +852 3512 5000  
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This is Exhibit "D" mentioned 
and referred to in the Affidavit 
of Daniel E. H. Bach, sworn 
before me at the City of 
Toronto, in the Province of 
Ontario, this 24th day of 
September, 2012. 
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C 12-c.tb~ 7-CD-Court File No. v- I TCL 

JUSTICE MORA WETZ 

ONTARIO 

SUPERIOR COURT OF JUSTICE 

COMMERCIAL LIST 

) 
) 
) 

FRIDAY, THE 301h 

DAY OF MARCH, 2012 

IN THE MATTER OF THE COMPANIES' CREDITORS 
ARRANGEMENT ACT, R.S.C. 1985, c. C-36, AS AMENDED 

AND IN THE MATTER OF A PLAN OF COMPROMISE OR 
ARRANGEMENT OF SINO-FOREST CORPORATION 

SALE PROCESS ORDER 

THIS APPLICATION, made by Sino-Forest Corporation (the "Applicant"), pursuant to 

the Companies' Creditors Arrangement Act, R.S.C. 1985, c. C-36, as amended (the "CCAA") 

was heard this day at 330 University Avenue, Toronto, Ontario. 

ON READING the affidavit ofW. Judson Martin sworn March 30, 2012 and the Exhibits 

thereto and the Pre-Filing Report of the Proposed Monitor, FTI Consulting Canada Inc. ("FTI"), 

and on hearing the submissions of counsel for the Applicant, the Applicant's board of directors, 

FTI, the Ad Hoc Noteholders, and no one else appearing for any other party, 

DEFINED TERMS 

1. THIS COURT ORDERS that unless otherwise defined in this Order, all capitalized terms 

used in this Order shall have the meanings ascribed to such terms in the Initial Order granted in 

these proceedings on March 30, 2012. 
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SERVICE 

2. THIS COURT ORDERS that the time for service of the Notice of Application and the 

Application Record is hereby abridged and validated so that this Application is properly 

returnable today and hereby dispenses with further service thereof. 

SALE PROCESS 

3. THIS COURT ORDERS AND DIRECTS that sale process procedures substantially in 

the form attached hereto as Schedule "A", together with all schedules, appendices and exhibits 

thereto (collectively, the "Sale Process Procedures''), are hereby approved and the Applicant, the 

Monitor and the Financial Advisor are authorized and directed to perform each of their 

obligations thereunder and to do all things reasonably necessary to perform their obligations 

thereunder. 

4. THIS COURT ORDERS that each of the Monitor and the Financial Advisor, and their 

respective affiliates, partners, directors, employees, agents and controlling persons shall have no 

liability with respect to any and all losses, claims, damages or liabilities, of any nature or kind, to 

any person in connection with or as a result of the Sale Process Procedures, except to the extent 

such losses, claims, damages or liabilities result from the gross negligence or wilful misconduct 

of the Monitor or the Financial Advisor, as applicable, in performing its obligations under the 

Sale Process Procedures (as determined by this Court). 

GENERAL 

5. THIS COURT ORDERS that the Applicant and the Monitor may from time to time apply 

to this Court for advice and directions with respect to any matter relating to this Order and the 

Sale Process Procedures and their powers and duties in relation thereto. 
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6. THIS COURT ORDERS that each of the Applicant and the Monitor be at liberty and are 

hereby authorized and empowered to apply to any court, tribunal, regulatory or administrative 

body, wherever located, for the recognition of this Order and for assistance in carrying out the 

terms ofthis Order. 
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Schedule "A" 

SINO-FOREST CORPORATION 

Sale Process Procedures 

On March 30, 2012, Sino-Forest Corporation ("SFC") obtained an initial order 
(the "Initial Order") under the Companies' Creditors Arrangement Act ("CCAA") from the 
Ontario Superior Court of Justice (Commercial List) (the "Court"). 

On March 30, 2012, SFC also obtained a sale process order (the "Sale Process 
Order") under the CCAA from the Court approving the sale solicitation process (the "Sale 
Process") and the procedures to be followed with respect to the Sale Process set forth herein (the 
"Sale Process Procedures") to determine whether a Successful Bid (as defined herein) can be 
obtained. 

Set forth below are the Sale Process Procedures to be followed with respect to the 
Sale Process to be undertaken to seek a Successful Bid, and if there is a Successful Bid, to 
complete the transactions contemplated by the Successful Bid. 

All dollar amounts expressed herein, unless otherwise noted, are in United States 
currency. Unless otherwise indicated herein any event that occurs on a day that is not a Business 
Day shall be deemed to occur on the next Business Day. Capitalized terms used herein but not 
otherwise defined herein have the meanings ascribed thereto in Schedule "A". 

Solicitation Process 

(1) The Sale Process Procedures set forth herein describe, among other things, (a) the Assets 
available for sale, (b) the manner in which prospective bidders may gain access to or continue to 
have access to due diligence materials concerning SFC, the Assets, and the SFC Business, (c) the 
manner in which bidders and bids become Qualified Bidders and Qualified Bids, respectively, 
(d) the receipt and negotiation of bids received, (e) the ultimate selection of a Successful Bidder, 
and (f) the approval thereof by the Court (collectively, the "SoliCitation Process"). 

(2) SFC, in consultation with the Financial Advisor, and with oversight by the Monitor, shall 
conduct the Sale Process Procedures and the Solicitation Process as outlined herein. Certain 
stages of the Sale Process Procedures may be conducted by SFC simultaneously to the 
preparation, solicitation or confirmation of a CCAA Plan by SFC. In addition, the closing of any 
sale may involve additional intermediate steps or transactions to facilitate consummation of such 
sale, including additional Court filings. If there is disagreement or clarification required as to the 
interpretation or application of these Sale Process Procedures, the Court will have jurisdiction to 
hear such matter and provide advice and directions, upon application of the Monitor, SFC or the 
Initial Consenting Noteholders with a hearing on no less than three (3) Business Days notice. 
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CCAA Plan 

(3) The sale of the Assets to the Successful Bidder, if any, will be completed pursuant to a 
plan of compromise and arrangement pursuant to the CCAA, such plan to be in form and 
substance acceptable to SFC and the Initial Consenting Noteholders (the "CCAA Plan"). 

"As Is, Where Is" 

(4) The sale of the Assets will be on an "as is, where is" basis and without surviving 
representations or warranties of any kind, nature, or description by the Financial Advisor, the 
Monitor, SFC or any of their respective agents, estates, advisors, professionals or otherwise, 
except to the extent set forth in a definitive purchase agreement with a Successful Bidder. 

Free Of Any And All Claims And Interests 

(5) The sale of the Assets to the Successful Bidder, if any, will result in all of the rights, title 
and interests of SFC in and to the Assets to be acquired being transferred free and clear of all 
pledges, liens, security interests, encumbrances, claims, charges, options, and interests thereon 
and there against (collectively, the "Claims and Interests") pursuant to an approval and vesting 
order made by the Court. Contemporaneously with such approval and vesting order being made, 
all such Claims and Interests shall attach to the net proceeds of the sale of such property (without 
prejudice to any claims or causes of action regarding the priority, validity or enforceability 
thereof), except to the extent otherwise set forth in the relevant definitive purchase agreement 
with a Successful Bidder. 

Publication Notice 

(6) Within seven (7) days of the date the Sale Process Order is granted, (i) the Monitor 
shall cause a notice of the Sale Process to be published in The Globe and Mail and The Wall 
Street Journal, which notice shall be in substantially similar form as attached hereto as Schedule 
"B"; and (ii) SFC shall issue a press release regarding the Sale Process through Canada 
Newswire, designating dissemination in Canada and major financial centers in the United States. 

(7) [Intentionally deleted] 

Solicitation of Interest 

(8) As soon as reasonably practicable after the granting of the Sale Process Order, SFC, in 
consultation with the Financial Advisor and the Monitor, will prepare (if not already prepared) 
an initial offering summary (the "Teaser Letter") notifying prospective purchasers of the Assets 
(both strategic and financial parties (including existing shareholders and noteholders of SFC and 
parties proposed by the Noteholder Advisors)) of the existence of the Solicitation Process and 
inviting prospective purchasers to express their interest in making an offer for the Assets. 
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Participation Requirements 

(9) Unless otherwise ordered by the Court, or otherwise determined by SFC (in consultation 
with the Monitor), in order to participate in the Solicitation Process, each interested person (a 
"Potential Bidder") must deliver to the Financial Advisor with a copy to the Monitor and the 
other parties listed on Schedule "C" at the addresses specified in Schedule "C" (by email), prior 
to the distribution of any confidential information by the Financial Advisor to a Potential Bidder, 
the following documents (the "Participation Materials"): 

(a) an executed Confidentiality Agreement; 

(b) a specific indication of anticipated sources of capital for the Potential Bidder and, 
if requested by SFC, in consultation with the Monitor and the Financial Advisor, 
preliminary evidence of the availability of such capital, or such other form of 
financial disclosure and credit support or enhancement that will allow SFC, in 
consultation with the Monitor and the Financial Advisor, to make, in its 
reasonable business judgment, a determination as to the Potential Bidder's 
financial and other capabilities to consummate an acquisition of the Assets; and 

(c) a letter setting forth the identity of the Potential Bidder, the contact information 
for such Potential Bidder and, if requested by SFC, in consultation with the 
Monitor and the Financial Advisor, full disclosure of the direct and indirect 
owners of the Potential Bidder and their principals. 

(1 0) If it is determined by SFC, after consultation with the Monitor and the Financial Advisor, 
that a Potential Bidder (i) has bona fide interest in an acquisition of the Assets; (ii) has the 
financial capability to consummate such a transaction based on such Potential Bidder's financial 
information; and (iii) has provided all of the Participation Materials, such Potential Bidder will 
be deemed a "Phase 1 Qualified Bidder". The Financial Advisor will promptly notify the 
Potential Bidder of such determination, and will inform the Noteholder Advisors of any such 
determination with respect to a Potential Bidder. 

(11) The determination as to whether a Potential Bidder is a Phase 1 Qualified Bidder will be 
made as promptly as practicable after a Potential Bidder delivers all of the Participation 
Materials. 

(12) Ifthere is no Phase 1 Qualified Bidder by the end of Phase 1, SFC shall, in consultation 
with the Monitor, the Financial Advisor and the Noteholder Advisors, (a) forthwith terminate the 
Sale Process; and (b) as soon as reasonably practicable take such steps (including bringing 
motions, holding meetings of creditors, etc.) as may be necessary to complete the Restructuring 
Transaction. 

(13) If the Sale Process has been terminated as provided in section 12, the Financial Advisor 
shall notify each Potential Bidder that submitted Participation Materials that the Sale Process has 
been terminated. 
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Confidential Information Memorandum and Due Diligence for Phase 1 Qualified Bidders 

(14) The Confidential Information Memorandum will be made available by the Financial 
Advisor to Phase 1 Qualified Bidders as soon as practicable after the determination that such 
party is a Phase 1 Qualified Bidder. 

(15) During Phase 1, SFC shall afford each Phase 1 Qualified Bidder (including, for greater 
certainty, its potential lenders or financiers and its financial and legal advisors, provided 
however, that such persons have also signed a Confidentiality Agreement (or are representatives 
for whom the relevant Phase 1 Qualified Bidder is responsible under its Confidentiality 
Agreement)) access to such due diligence materials and information relating to the Assets and 
the SFC Business as SFC, in its reasonable business judgment, in consultation with the Monitor 
and the Financial Advisor, deems appropriate, and which may include discussions with the 
Financial Advisor and SFC's legal advisors. Unless otherwise determined by SFC, in 
consultation with the Monitor and the Financial Advisor, Phase 1 Qualified Bidders will not be 
provided access to the Data Room. 

(16) The Monitor, the Financial Advisor and SFC make no representation or warranty as to 
the information in the materials provided, except, in the case of SFC, to the extent contemplated 
under any definitive purchase agreement with a Successful Bidder. A copy of the Confidential 
Information Memorandum shall be provided to the Noteholder Advisors pursuant to their 
confidentiality agreements with SFC. 

Phase 1 

Seeldng Letters of Intent by the Phase 1 Qualified Bidders 

(17) For the period following the date of the Sale Process Order until the Phase 1 Bid 
Deadline (as defined below) ("Phase 1"), SFC and the Financial Advisor, under the supervision 
of the Monitor, will solicit non-binding letters of intent from Phase 1 Qualified Bidder to acquire 
the Assets from SFC pursuant to a CCAA Plan (each, a "Letter of Intent"). 

(18) A Phase 1 Qualified Bidder that desires to continue to participate in the Solicitation 
Process shall deliver written copies of a Letter of Intent to SFC through the Financial Advisor 
with a copy to the Monitor and the other parties listed on Schedule "C" at the addresses specified 
in Schedule "C" (by email) so as to be received by all such parties not later than 5:00 p.m. 
(Toronto time) on June 28, 2012 (the "Phase 1 Bid Deadline"). 

Qualified Letters of Intent 

(19) A Letter of Intent will be considered a Qualified Letter of Intent only if it is submitted on 
or before the Phase 1 Bid Deadline by a Phase 1 Qualified Bidder and contains the following 
information (a "Qualified Letter of Intent"): 

(a) a statement that the Phase 1 Qualified Bidder is offering to acquire the Assets 
from SFC pursuant to a CCAA Plan for consideration not less than the Qualified 
Consideration (a "Sale Proposal"); 
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(b) a specific indication of (i) the purchase price range expressed in United States 
dollars (including details of liabilities to be assumed by the Phase 1 Qualified 
Bidder and the projected net proceeds to be received by SFC on closing); (ii) the 
structure and financing of the transaction (including, but not limited to, the 
sources of financing for the purchase price, preliminary evidence of the 
availability of such financing and the steps necessary and associated timing to 
obtain the financing and consummate the proposed transaction and any related 
contingencies, as applicable); (iii) an outline of the Phase 1 Qualified Bidder's 
plans for the SFC Business for the first 12 months after completion of the 
transaction; (iv) the Phase 1 Qualified Bidder's expectations regarding the 
continued employment of the employees of the direct and indirect subsidiaries of 
SFC; (v) the general terms of any new agreements or arrangements to be entered 
into with any current or former employees of SFC and its direct and indirect 
subsidiaries; (vi) any anticipated corporate, shareholder, internal, regulatory or 
other approvals required to close the transaction and the anticipated time frame 
and any anticipated impediments for obtaining such approvals; (vii) a description 
of any additional due diligence required or desired to be conducted during Phase 
2; (viii) any conditions to closing that the Phase 1 Qualified Bidder may wish to 
impose; and (ix) any other terms or conditions of the Sale Proposal which the 
Phase 1 Qualified Bidder believes are material to the transaction; and 

(c) such other information reasonably requested by SFC, in consultation with the 
Monitor and the Financial Advisor. 

(20) SFC, in consultation with the Monitor and the Financial Advisor, will assess each such 
Letter of Intent received by the Phase 1 Bid Deadline, if any, and determine whether it is a 
Qualified Letter of Intent. Such determination will be made as promptly as practicable but no 
later than seven (7) Business Days after the receipt of any such Letter of Intent. For the purpose 
of such consultations and assessments, SFC, the Financial Advisor and/or the Monitor may seek 
clarification from any Phase 1 Qualified Bidder with respect to the terms of such Letter of Intent. 

(21) Notwithstanding section 19, in respect of any non-compliant Letter of Intent, SFC may, 
in consultation with the Monitor and the Financial Advisor, waive compliance with any one or 
more of the requirements specified herein and deem such non-compliant Letter of Intent to be a 
Qualified Letter of Intent; provided that, SFC shall not, without the consent of the Monitor and 
the Initial Consenting Noteholders, waive the requirement that the consideration offered by the 
Phase 1 Qualified Bidder must be not less than the Qualified Consideration. A Phase 1 Qualified 
Bidder shall only be deemed a "Qualified Bidder" if it submits a Qualified Letter of Intent. 

(22) If SFC (a) has received one or more Qualified Letters of Intent prior to the Phase 1 Bid 
Deadline; and (b) in consultation with the Monitor and the Financial Advisor, determines that 
there is a reasonable prospect of obtaining a Qualified Bid, the Sale Process will continue until 
the Phase 2 Bid Deadline in accordance with these Sale Process Procedures ("Phase 2"). 

(23) Subject to the terms of the Sale Process Order, SFC shall, in consultation with the 
Monitor, the Financial Advisor and the Noteholder Advisors, terminate the Sale Process at the 
end of Phase 1 if: 
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(a) no Qualified Letter oflntent was received by SFC by the Phase 1 Bid Deadline; 

(b) SFC, in consultation with the Monitor and the Financial Advisor, determines that 
there is no reasonable prospect that any Qualified Letter of Intent received will 
result in a Qualified Bid that is likely to be consummated; or 

(c) SFC, in consultation with the Monitor and the Financial Advisor, determines that 
continuing with the Sale Process is not in the best interests of SFC. 

(24) If the Sale Process is terminated by SFC in accordance with section 23, or pursuant to an 
order of the Court, SFC shall, as soon as reasonably practicable, take such steps (including 
bringing motions, holding meetings of creditors, etc.) as may be necessary to complete the 
Restructuring Transaction. 

(25) If the Sale Process has been terminated as provided in section 23, the Financial Advisor 
shall notify each Phase 1 Qualified Bidder that submitted a Letter of Intent that the Sale Process 
has been terminated. 

Phase 2 

Seeking Qualified Bids by Qualified Bidders 

(26) A Qualified Bidder wishing to continue to participate in the Solicitation Process must 
deliver written copies of a Qualified Bid to SFC through the Financial Advisor with a copy to the 
Monitor and the other parties listed on Schedule "C" at the addresses specified in Schedule "C" 
(by email) so as to be received by all such parties not later than 5:00 pm (Toronto time) on 
September 26, 2012 (the "Phase 2 Bid Deadline"). 

(27) During Phase 2, SFC shall afford each Qualified Bidder (including, for greater certainty, 
its potential lenders or financiers and its financial and legal advisors, provided, however, that 
such persons have also signed a Confidentiality Agreement (or are representatives for whom the 
relevant Qualified Bidder is responsible under its Confidentiality Agreement)) access to such due 
diligence materials and information relating to the Assets and the SFC Business as SFC, in its 
reasonable business judgment, in consultation with the Monitor and the Financial Advisor, 
deems appropriate, including, as appropriate, meetings with senior management of SFC, access 
to the Data Room and site tours. 

(28) The Monitor, the Financial Advisor and SFC make ho representation or warranty as to 
the information in the materials provided, except, in the case of SFC, to the extent contemplated 
under any definitive purchase agreement with a Successful Bidder. 

Qualified Bids 

(29) SFC shall make available to each Qualified Bidder a form of purchase agreement 
developed by SFC in consultation with the Monitor and the Financial Advisor (the "Form of 
Purchase Agreement") no later than 20 days after the Phase 1 Bid Deadline. 
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(30) A bid submitted by a Qualified Bidder will be considered a Qualified Bid only if it 
complies with all ofthe following (a "Qualified Bid"): 

(a) it includes a letter stating that the Qualified Bidder's bid is irrevocable until the 
earlier of (x) the approval by the Court of the Successful Bid by the Successful 
Bidder and (y) the Outside Date, provided that if such Qualified Bidder is selected 
as the Successful Bidder, its offer shall remain irrevocable until the earlier of 
(i) the closing of the sale of the Assets to the Successful Bidder and (ii) the 
Outside Date; 

(b) it includes a duly authorized and executed purchase agreement substantially in the 
form of the Form of Purchase Agreement, including the purchase price, expressed 
in United States dollars, the net proceeds to be paid to SFC on closing, together 
with all exhibits and schedules thereto, and such ancillary agreements as may be 
required by the Qualified Bidder with all exhibits and schedules thereto as well as 
copies of such materials marked to show those amendments and modifications to 
the Fonn of Purchase Agreement and such ancillary agreements; 

(c) it provides for the acquisition of the Assets from SFC pursuant to a CCAA Plan 
for consideration not less than the Qualified Consideration; 

(d) it includes written evidence of a firm, irrevocable commitment for all required 
funding and/or financing to consummate the proposed transaction, including the 
sources and uses of capital, or other evidence satisfactory to SFC, in consultation 
with the Monitor and the Financial Advisor that will allow SFC, in consultation 
with the Monitor and the Financial Advisor, to make a reasonable determination 
as to the Qualified Bidder's financial and other capabilities to consummate the 
transaction contemplated by the bid; 

(e) it is not conditioned on (i) the outcome of unperformed due diligence by or on 
behalf of the Qualified Bidder and/or (ii) obtaining any financing or capital; 

(f) it outlines any anticipated regulatory and other approvals required to close the 
transaction and the anticipated time frame and any anticipated impediments for 
obtaining such approvals; 

(g) it provides a timeline to closing that is no later than the Outside Date, with critical 
milestones; 

(h) it fully discloses the identity of each entity that is bidding or that will be 
sponsoring, participating or beneficially interested in the bid, and the complete 
terms of any such sponsorship, participation or beneficial interest; 

(i) it includes an acknowledgement and representation that the Qualified Bidder 
(i) has relied solely upon its own independent review, investigation and/or 
inspection of the documents and/or the assets to be acquired and liabilities to be 
assumed in making its bid; (ii) did not rely upon any written or oral statements, 
representations, promises, warranties or guaranties whatsoever, whether express 
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or implied (by operation of law or otherwise), regarding the Assets to be acquired 
or liabilities to be assumed or the completeness of any information provided in 
connection therewith, except as expressly stated in the purchase agreement; (iii) is 
a sophisticated party capable of making its own assessments in respect of making 
its bid; and (iv) has had the benefit of independent legal advice in connection with 
its bid; 

U) it includes evidence, in form and substance reasonably satisfactory to SFC, in 
consultation with the Monitor and the Financial Advisor, of authorization and 
approval from the Qualified Bidder's board of directors (or comparable governing 
body) with respect to the submission, execution, delivery and closing of the 
transaction contemplated by the bid; 

(k) it is accompanied by a deposit in the form of a wire transfer (to a bank account 
specified by the Monitor), or such other form acceptable to SFC and the Monitor, 
payable to the order of the Monitor, in trust, of US$10 million (or any other 
currency acceptable to the Monitor) to be held and dealt with in accordance with 
these Sale Process Procedures (the "Deposit"); 

(1) if the Qualified Bidder is an entity newly formed for the purpose of the 
transaction or otherwise has limited net assets and/or operating history, the bid 
shall contain an equity or debt commitment letter from the parent entity or 
sponsor, which is satisfactory to SFC, in consultation with the Monitor and the 
Financial Advisor; 

(m) it contains any other information reasonably requested by SFC, in consultation 
with the Monitor and the Financial Advisor; and 

(n) it is received by the Phase 2 Bid Deadline and otherwise in accordance with 
section 26; provided, however, that SFC reserves the right following the Phase 2 
Bid Deadline to conduct negotiations with each Qualified Bidder with respect to 
the terms and provisions of a bid and any qualifications or modifications that 
SFC, in consultation with the Monitor and the Financial Advisor, may seek in 
order for such bid to be classified as a Qualified Bid. 

(31) Notwithstanding section 30, in respect of any non-compliant bid, SFC may, with the 
consent of the Monitor, waive compliance with any one or more of the requirements specified 
herein; provided, however, if such consent is not obtained, SFC may seek authority from the 
Court to waive compliance with any one or more of the requirements specified herein, provided 
that, in no circumstances shall the requirements in Sections (30)(a) (only with respect to the 
requirement that if such Qualified Bidder is selected as the Successful Bidder, its offer shall 
remain irrevocable until the earlier of (i) the closing of the sale of the Assets to the Successful 
Bidder and (ii) the Outside Date), (30)(c), (30)(d), (30)(g), (30)(k) and (30)(n) be waived, 
without the consent of the Monitor and the Initial Consenting Noteholders. 

(32) SFC will, in consultation with the Monitor, the Financial Advisor and the Noteholder 
Advisors, review each bid received by the Phase 2 Bid Deadline, if any, as set forth herein, and 
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determine whether it is a Qualified Bid. Such determination will be made as promptly as 
practicable but no later than seven (7) Business Days after the receipt of any such bid. 

No Qualified Bids 

(33) If at any point during the Sale Process, SFC determines, in consultation with the Monitor, 
the Financial Advisor and the Noteholder Advisors, that a Qualified Bid will not be obtained by 
the Phase 2 Bid Deadline, SFC shall (a) forthwith terminate the Sale Process; and (b) as soon as 
reasonably practicable take such steps (including bringing motions, holding meetings of 
creditors, etc.) as may be necessary to complete the Restructuring Transaction. 

(34) If the Sale Process has been terminated as provided in section 33, the Financial Advisor 
shall notify each Qualified Bidder that the Sale Process has been terminated. 

' 

Evaluation and Selection of Successful Bid 

(35) Evaluation criteria with respect to a Qualified Bid may include, but are not limited to 
items such as: (a) the purchase price (including assumed liabilities and other obligations to be 
performed or assumed by the bidder) and the net cash proceeds provided by such bid; (b) the 
claims likely to be created by such bid in relation to other bids; (c) the counterparties to, and the 
parties beneficially interested in, the transaction; (d) the proposed revisions to the Form of 
Purchase Agreement and the terms of the transaction documents (any such revisions to be 
acceptable to SFC in consultation with the Monitor and the Financial Advisor); (e) other factors 
affecting the speed, certainty and value of the transaction (including any regulatory or other 
approvals required to close the transaction); (1:) the bidder's plans for the SFC Business for the 
first 12 months after completion of the transaction; (g) the bidder's expectations regarding the 
continued employment of the employees of the direct and indirect subsidiaries of SFC; (h) the 
terms of any new agreements or arrangements to be entered into with any current or former 
employees of the SFC and its direct and indirect subsidiaries; and (i) the likelihood and timing of 
consummating the transaction. 

(36) If one or more Qualified Bids is received, SFC will, after consultation with the Monitor 
and the Financial Advisor, identify the highest or otherwise most favourable Qualified Bid (the 
"Selected Superior Offer") by October 5, 2012. SFC shall then finalize a definitive agreement 
in respect of the Selected Superior Offer by October 17, 2012, conditional upon approval of the 
Court, a vote of affected creditors (if not already obtained) and on the Selected Superior Offer 
closing on or before the Outside Date. 

(3 7) Once a definitive agreement has been finalized and settled in respect of the Selected 
Superior Offer and approved by order of the Court in accordance with the provisions hereof, the 
Selected Superior Offer shall be the "Successful Bid" hereunder and the Qualified Bidder who 
made the Selected Superior Offer shall be the "Successful Bidder" hereunder. 

(38) All Qualified Bids (other than the Successful Bid) shall be deemed rejected by SFC on 
and as of the date of approval of the Successful Bid by order of the Court. 

(39) Notwithstanding anything contained herein, SFC, in consultation with the Monitor, the 
Financial Advisor and the N oteholder Advisors, may terminate the Sale Process at any time and 
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may reject one or more Qualified Bids, if SFC, in consultation with the Monitor and the 
Financial Advisor, determines that the Sale Process or any such Qualified Bid is not in the best 
interests of SFC. 

(40) If the Sale Process is terminated by SFC in accordance with section 39, SFC shall as soon 
as reasonably practicable take such steps (including bringing motions, holding meetings of 
creditors, etc.) as may be necessary to complete the Restructuring Transaction. 

(41) If the Sale Process has been terminated as provided in section 39, the Financial Advisor 
shall notify each Qualified Bidder that the Sale Process has been terminated. 

Approval Motion 

(42) The hearing to, among other things, (a) approve the Successful Bid; (b) authorize SFC's 
entering into of agreements with respect to the Successful Bid; and (c) authorize SFC's 
completing the transaction contemplated thereby including, without limitation, seeking an order 
directing that a meeting of creditors of SFC be held to consider the CCAA Plan to implement the 
Successful Bid (the "Approval Motion") will be held on a date to be scheduled by the Court 
upon application by SFC. Subject to SFC's covenants under the Support Agreement, the 
Approval Motion may be adjourned or rescheduled by SFC with the consent of the Monitor, 
without further notice by an announcement of the adjourned date at the Approval Motion. If the 
Successful Bid is not, or, in the reasonable determination of SFC, in consultation with the 
Monitor and the Financial Advisor, is not likely to be, consummated on or before Outside Date, 
then SFC shall, and any other party in interest may, seek direction from the Court in regard to the 
Sale Process, after notice and a hearing, subject to the respective rights of SFC and all parties in 
interest, including the Initial Consenting Noteholders, to be heard regarding such relief. 

( 43) If following approval of the Successful Bid by the Court, the Successful Bidder fails to 
consummate the transaction for any reason, SFC shall as soon as reasonably practicable after 
such failure take such steps (including bringing motions, holding meetings of creditors, etc.) as 
may be necessary to complete the Restructuring Transaction. 

Deposits 

( 44) All Deposits shall be retained by the Monitor and invested in an interest bearing (if 
available) trust account. If there is a Successful Bid, the Deposit (plus any accrued interest) paid 
by the Successful Bidder whose bid is approved at the Approval Motion shall be non-refundable 
and applied to the purchase price to be paid by the Successful Bidder upon closing of the 
approved transaction. The Deposits (plus any accrued interest) of Qualified Bidders not selected 
as the Successful Bidder shall be returned to such bidders within five (5) Business Days of the 
date upon which the Successful Bid is approved by the Court. If there is no Successful Bid, all 
Deposits (plus any accrued interest) shall be returned to the bidders within five (5) Business 
Days of the date upon which the Sale Process is terminated in accordance with these Sale 
Process Procedures. 

( 45) If a Successful Bidder breaches its obligations to close the transaction subsequent to the 
approval by the Court of the Successful Bid, it shall forfeit the Deposit, provided however, that 
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the forfeit of such Deposit shall be in addition to, and not in lieu of, any other rights in law or 
equity that SFC has against such breaching entity. 

Approvals 

(46) For greater certainty, the approvals required pursuant to the terms hereof are in addition 
to, and not in substitution for, any other approvals required by the CCAA or any other statute or 
as otherwise required at law in order to implement the Successful Bid. 

Amendments/Extensions of Time 

( 4 7) There shall be no amendments to this Sale Process, including, for greater certainty the 
process and procedures set out herein, without the prior written consent of the Monitor and the 
Initial Consenting Noteholders unless otherwise ordered by the Court upon application and 
appropriate notice, including to the Initial Consenting Noteholders, the Noteholder Advisors and 
each of the parties listed in Schedule "C". Dates or deadlines set forth herein may be amended 
or extended by SFC with the prior written consent of the Monitor and the Initial Consenting 
Noteholders, unless otherwise ordered by the Court upon application and appropriate notice, 
including to the Initial Consenting Noteholders, the Noteholder Advisors and each of the parties 
listed in Schedule "C". Notwithstanding the foregoing, SFC may, in consultation with the 
Monitor and the Financial Advisor, decrease the length of time of Phase 1, and increase or 
decrease the length of time of Phase 2; provided that in no case shall the number of days in 
Phases 1 and 2 exceed 180 days in the aggregate. 

Consultation 

(48) SFC will keep the Noteholder Advisors generally informed regarding the status of the 
Sale Process and, if determined advisable by SFC in its discretion, may, in consultation with the 
Monitor and the Financial Advisor, provide the Noteholder Advisors with an opportunity for the 
Noteholder Advisors to participate in material discussions with interested parties in relation to 
the Sale Process. 

Initial Consenting Noteholder Consent 

(49) For the purposes of these Sale Process Procedures, any matter requiring agreement, 
waiver, consent or approval of the consent ofthe Initial Consenting Noteholders shall require the 
agreement, waiver, consent or approval, as the case may be, of Initial Consenting Noteholders 
representing at least 66 2/3% of the aggregate principal amount of Notes held by the Initial 
Consenting Noteholders. SFC shall be entitled to rely on written confirmation from the 
Noteholder Advisors that the Initial Consenting Noteholders representing at least the foregoing 
percentage of the aggregate principal amount of Notes held by the Initial Consenting 
Noteholders have agreed, waived, consented to or approved a particular matter. 

Further Orders 

(50) At any time during the Sales Process, SFC or the Monitor may, following consultation 
with the Financial Advisor and the Noteholder Advisors, and upon notice to the Initial 
Consenting Noteholders, the Noteholder Advisors and each of the parties listed in Schedule "C", 
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apply to the Comi for advice and directions with respect to the discharge of their respective 
powers and duties hereunder following a hearing. For greater certainty, nothing herein provides 
any Qualified Bidder with any rights other than as expressly set forth herein. 
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SCHEDULE"A" 

DEFINED TERMS 

In these Sale Process Procedures: 

"Approval Motion" has the meaning ascribed thereto in section 42; 

"Assets" means all of SFC's right, title and interest in and to its properties, assets and rights of 
every kind and description (including, without limitation, all restricted and unrestricted cash, 
contracts, real property, receivables or other debt owed to SFC, intellectual property, the SFC 
name and all related marks, all of its shares in its subsidiaries (including, without limitation, all 
of the shares of the Direct Subsidiaries) and all intercompany debt owed to SFC by any of its 
subsidiaries), other than the Excluded Assets; 

"Business Day" means a day (other than a Saturday or Sunday) on which banks are generally 
open for business in Toronto, Ontario and Hong Kong, Special Administrative Region of the 
People's Republic of China; 

"CCAA" has the meaning ascribed thereto in the recitals to these Sale Process Procedures; 

"CCAA Plan" has the meaning ascribed thereto in section 3; 

"Claims and Interest" has the meaning ascribed thereto in section 5; 

"Confidential Information Memorandum" means the memorandum relating to the SFC 
Business and the opportunity to acquire the Assets to be distributed to Phase 1 Qualified Bidders 
as part of the Sale Process; 

"Confidentiality Agreement" means an executed confidentiality agreement in favor of SFC, in 
form and substance satisfactory to the Monitor, the Financial Advisor and SFC, which shall inure 
to the benefit of SFC and any purchaser of the Assets (including a purchaser pursuant to the 
Restructuring Transaction); 

"Consenting Noteholders" has the meaning ascribed thereto in the Support Agreement; 

"Court" has the meaning ascribed thereto in the recitals to these Sale Process Procedures; 

"Data Room" means the virtual data room maintained by SFC through the facilities of Merrill 
Corporation. 

"Deposit" has the meaning ascribed thereto in section 30(k); 

"Direct Subsidiaries" means Sino-Panel Holdings Limited, Sino-Global Holdings Inc., Sino
Panel Corporation, Sino-Wood Partners, Sino-Capital Global Inc., Sino-Forest International 
(Barbados) Corporation and Sino-Forest Resources Inc. (BVI); 
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"Excluded Assets" means cash equal to $20 million, the claims of SFC to be transferred to the 
Litigation Trust and any other assets and rights of SFC that are not transferred to the Successful 
Bidder pursuant to the Successful Bid as determined by SFC and the Successful Bidder and 
identified in the CCAA Plan; 

"Financial Advisor" means Houlihan Lokey; 

"Form of Purchase Agreement" has the meaning ascribed thereto in section 29; 

"Initial Consenting Noteholders" has the meaning ascribed thereto in the Support Agreement; 

"Initial Order" has the meaning ascribed thereto in the recitals to these Sale Process Procedures; 

"Letter of Intent" has the meaning ascribed thereto in section 17; 

"Litigation Trust" means the litigation trust to be established pursuant to the CCAA Plan 
pursuant to which all claims of SFC and its subsidiaries against any Person shall be transferred 
on the implementation date of the CCAA Plan. 

"Meeting Order" means the order of the Court establishing the procedures for voting on the 
CCAA Plan, which shall be in form and substance satisfactory to SFC and the Noteholder 
Advisors, each acting reasonably, as such order may be amended at any time prior to the time the 
sale transaction that forms part of a Successful Bid is implemented with the consent of SFC and 
the Noteholder Advisors. 

"Monitor" means FTI Consulting Canada Inc., in its capacity as monitor pursuant to the Initial 
Order and not in its personal or corporate capacity; 

"NI 51-102" has the meaning ascribed thereto in section Error! Reference source not found.; 

"Noteholder Advisors" means Goodmans LLP, Hogan Lovells LLP, Moelis & Company LLC 
and Moelis & Company Asia Limited, in their capacity as advisors to the Initial Consenting 
Noteholders; 

"Notes" means the 5% Convertible Senior Notes due 2013 issued by SFC, the 10.25% 
Guaranteed Senior Notes due 2014 issued by SFC, the 4.25% Convertible Senior Notes due 2016 
issued by SFC and the 6.25% Guaranteed Senior Notes due 2017 issued by SFC; 

"Outside Date" means November 30, 2012, as the same may be amended with the consent of the 
Initial Consenting Noteholders. 

"Participation Materials" has the meaning ascribed thereto in section 9; 

"Person" means any individual, sole proprietorship, limited or unlimited liability corporation, 
partnership, unincorporated association, unincorporated syndicate, unincorporated organization, 
body corporate, joint venture, trust, pension fund, union, governmental entity, and a natural 
person including in such person's capacity as trustee, heir, beneficiary, executor, administrator or 
other legal representative; 
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"Phase 1" has the meaning ascribed thereto in section 17; 

"Phase 1 Bid Deadline" has the meaning ascribed thereto in section 18; 

"Phase 1 Qualified Bidder" has the meaning ascribed thereto in section 1 0; 

"Phase 2" has the meaning ascribed thereto in section 22; 

"Phase 2 Bid Deadline" has the meaning ascribed thereto in section 26; 

"Potential Bidder" has the meaning ascribed thereto in section 9; 

"Qualified Bid" has the meaning ascribed thereto in section 30; 

"Qualified Bidder" has the meaning ascribed thereto in section 21; 

"Qualified Consideration" means cash consideration payable to SFC (or such other form of 
consideration as may be acceptable to SFC and the Initial Consenting Noteholders) in an amount 
equal to 85% of the aggregate principal amount of the Notes, plus all accrued and unpaid interest 
on Notes, at the regular rates provided therefor pursuant to the Note indentures, up to and 
including March 30, 2012; 

"Qualified Letter of Intent" has the meaning ascribed thereto in section 19; 

"Restructuring Transaction" means the restructuring transaction contemplated by the Support 
Agreement in the event a Successful Bid is not obtained and/or SFC does not consummate the 
sale transaction; 

"Sale Process" has the meaning ascribed thereto in the recitals to these Sale Process Procedures; 

"Sale Process Order" has the meaning ascribed thereto in the recitals to these Sale Process 
Procedures; 

"Sale Process Procedures" has the meaning ascribed thereto the recitals to these Sale Process 
Procedures; 

"Sale Proposal" has the meaning ascribed thereto in section 19(a); 

"Selected Superior Offer" has the meaning ascribed thereto in section 36; 

"SFC" has the meaning ascribed thereto in the recitals to these Sale Process Procedures; 

"SFC Business" means the business carried on by SFC and its direct and indirect subsidiaries; 

"Solicitation Process" has the meaning ascribed thereto in section 1; 

"Successful Bid" has the meaning ascribed thereto in section 37; 

"Successful Bidder" has the meaning ascribed thereto in section 37; 
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"Support Agreement" means the support agreement dated March 30, 2012, between SFC and 
the Initial Consenting Noteholders and the other Consenting Noteholders, as amended from time 
to time; 

"Teaser Letter" has the meaning ascribed thereto in section 8; and 

"Voting Deadline" means the deadline for voting on the CCAA Plan, as established by the 
Meeting Order. 
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SCHEDULE "B" 

FORM OF NOTICE OF SALE PROCESS 

TAKE NOTICE THAT pursuant to an order (the "Order") of the Ontario Superior Court of 
Justice (the "Court") issued on March 30, 2012 under the Companies' Creditors Arrangement 
Act, Sino-Forest Corporation obtained Court approval to conduct a sale solicitation process (the 
"Sale Process"). 

Pursuant to the Sale Process, Sino-Forest Corporation's financial advisor, Houlihan Lokey, is 
soliciting proposals from prospective strategic and financial parties to acquire substantially all of 
the property, assets and business of Sino-Forest Corporation and its subsidiaries, other than 
certain excluded assets. Sino-Forest Corporation is a leading commercial forest plantation 
operator in China. Its principal businesses include the ownership and management of tree 
plantations, the sale of standing timber and wood logs, and the complementary manufacturing of 
downstream engineered-wood products. 

Interested parties can obtain additional information by contacting Houlihan Lokey at: 

Houlihan Lokey 
Attention: David Putnam 

Telephone: +852.3551.2300 
Email: dputnam@hl.com 
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SCHEDULE "C" 

NOTICE PARTIES 

1. Sino-Forest Corporation 
Room 3815-29 38/F, Sun Hung Kai Centre 
30 Harbour Road, Wanchai, Hong Kong 

Attention: Mr. Judson Martin, Chief Executive Officer 
Email: 1 atson-martin@sinoforest. com 

2. Houlihan Lokey 
21 01 Two Exchange Square, 8 Connaught Place 
Central, Hong Kong 

Attention: David Putnam 
Email: dputnam@hl.com 

3. Bennett Jones LLP 
One First Canadian Place, Suite 3400, P.O. Box 130 
Toronto, Ontario MSX 1A4 

Attention: Kevin J. Zych and Raj S. Sahni 
Email: zychk@bennettjones.com and sahnir@bennettjones.com 

4. FTI Consulting Canada Inc. 
TD Waterhouse Tower 
79 Wellington Street West, Suite 2010, P.O. Box 104 
Toronto, Ontario MSK 1 G8 

Attention: Greg Watson 
Email: greg.watson@fticonsulting.com 
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.. -IN THE MATTER OF THE COMPANIES CREDITORS' ARRANGEMENT ACT, R.S.C. 1985, c. C-36, AS AMENDED AND IN THE 
MATTER OF A PLAN OR COMPROMISE OR ARRANGEMENT OF SINO-FOREST CORPORATION 

Court File No. 

ONTARIO 
SUPERIOR COURT OF JUSTICE 

(COMMERCIAL LIST) 

Proceedings commenced in Toronto 

SALES PROCESS ORDER 

BENNETT JONES LLP 
One First Canadian Place 
Suite 3400, P.O. Box 130 
Toronto, Ontario 
M5X 1A4 

Rob Staley (LSUC #27115J) 
Kevin Zych (LSUC #33129T) 
Derek Bell (LSUC #434201) 
Jonathan Bell (LSUC #55457P) 
Tel: 416-863-1200 
Fax:416-863-1716 

Lawyers for the Applicant 

------~~---~----·-· ----------------------- -------··-------·-------·-·-----------· ·--~--~- - --· 
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This is Exhibit "E" mentioned 
and referred to in the Affidavit 
of Daniel E. H. Bach, sworn 
before me at the City of 
Toronto, in the Province of 
Ontario, this 24th day of 
September, 2012. 
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Sino-Forest Corporation 

FOURTH REPORT OF THE MONITOR 

July 10, 2012 

F T 1 .. 
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Court File No. CV -12-9667 -OOCL 

ONTARIO 
SUPERIOR COURT OF JUSTICE 

(COMMERCIAL LIST) 

IN THE MATTER OF THE COMPANIES' CREDITORS ARRANGEMENT ACT, 
R.S.C. 1985, c. C-36, AS AMENDED 

AND IN THE MA TIER OF A PLAN OF COMPROMISE OR ARRANGEMENT OF 
SINO-FOREST CORPORATION 

FOURTH REPORT TO THE COURT 
SUBMITTED BY FTI CONSULTING CANADA INC., 

IN ITS CAPACITY AS MONITOR 

INTRODUCTION 

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

"Company") filed for and obtained protection under the Companies' Creditors 

Arrangement Act, R.S.C. 1985, c. C-36, as amended (the "CCAA"). Pursuant to 

the Order of this Honourable Court dated March 30, 2012 (the "Initial Order"), 

FTI Consulting Canada Inc. was appointed as the Monitor of the Company (the 

"Monitor") in the CCAA proceedings. Pursuant to an Order of this Court made 

on May 31, 2012, this Court granted an Order extending the Stay Period (as 

defined in the Initial Order) to September 28, 2012. The proceedings commenced 

by the Company under the CCAA will be referred to herein as the "CCAA 

Proceedings". 

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

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

Order is attached as Appendix A hereto. 

3. The purpose of this Fourth Report of the Monitor (the "Fourth Report") is to 

provide this Honourable Court with an update as to the status of the Sale Process 

including the intended next steps of the Company as required by the endorsement 
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of Justice Morawetz made on May 31,2012. 

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

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

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

of the Company's Board of Directors dated August I 0, 20 I I, November 13, 20 I I, 

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

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

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

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

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

reported or relied on in preparing this Fourth Report is based on management's 

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

such variations may be material. 

5. Unless otherwise stated, all monetary amounts contained herein are expressed in 

US Dollars. 

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

include references to the Greenheart Group. "Sino-Forest Subsidiaries" refers to 

all of the direct and indirect subsidiaries of the Company, but does not include 

references to the Greenheart Group. 

7. Other than with respect to the section labelled "UPDATE ON SALE PROCESS", 

capitalized terms not defined in this Fourth Report are as defined in the pre-filing 

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

and the affidavit of W. Judson Martin sworn March 30, 20 I 2 (the "Initial Order 

Affidavit"). 

GENERAL BACKGROUND 

Sino-Forest Business 

8. Sino-Forest conducts business as a forest plantation operator in the People's 
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Republic of China ("PRC"). Its principal businesses include ownership and 

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

and complementary manufacturing of downstream engineered-wood products. 

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

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

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

shares issued and outstanding and trading under the trading symbol "TRE" on the 

TSX. 

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

the Company's shares, issued a report (the "MW Report") alleging, among other 

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

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

a world-wide basis. 

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

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

well as responding to additional inquiries from, among others, the Ontario 

Securities Commission, the Royal Canadian Mounted Police and the Hong Kong 

Securities and Futures Commission. 

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

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

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

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

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

without the Court supervised solution offered by the CCAA Proceedings. 

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

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

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

the issuance of the MW Report in June 20 11. 
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UPDATE ON SALE PROCESS 

14. Capitalized terms used in this section and not otherwise defined have the meaning 

given to them in the sale process procedures ("SPP") approved pursuant to the 

Sale Process Order. 

15. As set out in the Initial Order Affidavit and the Pre-Filing Report, the Company 

and a group of ad hoc noteholders (the "Initial Consenting Noteholders") 

negotiated and entered into a restructuring support agreement (the "Support 

Agreement") that provided for a restructuring transaction (the "Restructuring 

Transaction") for the Company and its assets. 

16. In connection with the commencement of the Proceedings, and as contemplated 

by the Support Agreement, the Company sought and obtained the Sale Process 

Order which provided for the implementation of a solicitation process in 

accordance with Court-approved sale process procedures. 

17. The purpose of the SPP was to determine whether any parties were willing to 

purchase substantially all of Sino-Forest's business operations for an amount 

provided for under the SPP. Under the terms of the Sale Process Order, the 

Company's financial advisor, Houlihan Lokey ("HL"), conducted the Sale 

Process which is described in the following paragraphs. 

18. Throughout the conduct of the SPP, the Monitor was advised and, in some cases, 

directly involved, in the steps being taken. 

19. Upon the granting of the Sale Process Order, the following steps were taken: 

(a) On April 5, 2012, the Monitor caused notice of the SPP to be published in 

the Globe and Mail and the Wall Street Journal. A copy of the publication 

notices were attached as Appendices F & G to the Monitor's First Report; 

(b) On March 30, 2012, the Company issued a press release regarding the 

SPP; 
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(c) The Company, with the assistance of HL and the Monitor, prepared a 

"teaser" letter that was sent to potentially interested parties; 

(d) HL, in consultation with the Company and the Monitor, 

(i) Selected a group of eighty-five (85) of strategic and financial 

buyers (comprised of buyers who had either contacted HL or the 

Company or were otherwise chosen to be in the group) and 

provided those potentially interested parties with copies of the 

teaser letter; 

(ii) Negotiated fourteen (14) confidentiality agreements ("CAs") with 

those parties who indicated an interest in the business; 

(e) Certain of these bidders were ultimately deemed to be "Phase I Qualified 

Bidders" in accordance with the SPP requirements; 

(f) On or about June 28, 2012 (the "Phase I Bid Deadline"), a number of non 

binding letters of intent (the "LOis") were received by the Company. 

20. Pursuant to the SPP, upon receipt of the LOis the Company, in consultation with 

HL and the Monitor, was required to determine whether any such LOis 

constituted "Qualified Letters of Intent" and to notify parties as to whether their 

LOI constituted a Qualified Letter of Intent within seven (7) business days of the 

Phase I Bid Deadline. If a Qualified Letter of Intent was received during Phase 1, 

the Company would continue to Phase 2 of the SPP. 

21. The SPP provided that the Company would terminate the SPP at the end of Phase 

I if, inter alia, no Qualified Letters of Intent were received. 

22. Upon receipt of the LOis, the Company and HL, in consultation with the Monitor, 

reviewed the terms of the LOis to determine whether any of them met the 

requirements of the SPP. 

23. The Company has determined that none of the LOis constitute a Qualified Letter 
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of Intent as provided for under the SPP. The Monitor understands that the 

advisors to the Ad Hoc Noteholders concur in this determination. As a result, on 

July 10, 2012, the Company issued a press release announcing the termination of 

the SPP. The Company also announced that it intends to proceed with the 

Restructuring Transaction as contemplated by the Support Agreement. As set out 

in the Support Agreement, the implementation of a Restructuring Transaction 

pursuant to a CCAA plan would be subject to all requisite Court approvals. A 

copy of the press release is attached as Appendix B hereto. 

24. The Monitor has not included a summary of the LOis due to the commercially 

sensitive nature of the contents of those LOis. However, as set out above, the 

Monitor has independently reviewed the LOis and is of the view, under the terms 

of the SPP, none of the LOis constitute a Qualified Letter of Intent. In light of the 

fact that no Qualified Letters of Intent were received, the Monitor is of the view 

that the termination of the Sale Process is appropriate in the circumstances 

Dated this IO'h day of July, 2012. 
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APPENDIX A – SALE PROCESS ORDER 

Attached. 
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C 12-c.tb~ 7-CD-Court File No. v- I TCL 

JUSTICE MORA WETZ 

ONTARIO 

SUPERIOR COURT OF JUSTICE 

COMMERCIAL LIST 

) 
) 
) 

FRIDAY, THE 301h 

DAY OF MARCH, 2012 

IN THE MATTER OF THE COMPANIES' CREDITORS 
ARRANGEMENT ACT, R.S.C. 1985, c. C-36, AS AMENDED 

AND IN THE MATTER OF A PLAN OF COMPROMISE OR 
ARRANGEMENT OF SINO-FOREST CORPORATION 

SALE PROCESS ORDER 

THIS APPLICATION, made by Sino-Forest Corporation (the "Applicant"), pursuant to 

the Companies' Creditors Arrangement Act, R.S.C. 1985, c. C-36, as amended (the "CCAA") 

was heard this day at 330 University Avenue, Toronto, Ontario. 

ON READING the affidavit ofW. Judson Martin sworn March 30, 2012 and the Exhibits 

thereto and the Pre-Filing Report of the Proposed Monitor, FTI Consulting Canada Inc. ("FTI"), 

and on hearing the submissions of counsel for the Applicant, the Applicant's board of directors, 

FTI, the Ad Hoc Noteholders, and no one else appearing for any other party, 

DEFINED TERMS 

1. THIS COURT ORDERS that unless otherwise defined in this Order, all capitalized terms 

used in this Order shall have the meanings ascribed to such terms in the Initial Order granted in 

these proceedings on March 30, 2012. 
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SERVICE 

2. THIS COURT ORDERS that the time for service of the Notice of Application and the 

Application Record is hereby abridged and validated so that this Application is properly 

returnable today and hereby dispenses with further service thereof. 

SALE PROCESS 

3. THIS COURT ORDERS AND DIRECTS that sale process procedures substantially in 

the form attached hereto as Schedule "A", together with all schedules, appendices and exhibits 

thereto (collectively, the "Sale Process Procedures''), are hereby approved and the Applicant, the 

Monitor and the Financial Advisor are authorized and directed to perform each of their 

obligations thereunder and to do all things reasonably necessary to perform their obligations 

thereunder. 

4. THIS COURT ORDERS that each of the Monitor and the Financial Advisor, and their 

respective affiliates, partners, directors, employees, agents and controlling persons shall have no 

liability with respect to any and all losses, claims, damages or liabilities, of any nature or kind, to 

any person in connection with or as a result of the Sale Process Procedures, except to the extent 

such losses, claims, damages or liabilities result from the gross negligence or wilful misconduct 

of the Monitor or the Financial Advisor, as applicable, in performing its obligations under the 

Sale Process Procedures (as determined by this Court). 

GENERAL 

5. THIS COURT ORDERS that the Applicant and the Monitor may from time to time apply 

to this Court for advice and directions with respect to any matter relating to this Order and the 

Sale Process Procedures and their powers and duties in relation thereto. 
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6. THIS COURT ORDERS that each of the Applicant and the Monitor be at liberty and are 

hereby authorized and empowered to apply to any court, tribunal, regulatory or administrative 

body, wherever located, for the recognition of this Order and for assistance in carrying out the 

terms ofthis Order. 
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Schedule "A" 

SINO-FOREST CORPORATION 

Sale Process Procedures 

On March 30, 2012, Sino-Forest Corporation ("SFC") obtained an initial order 
(the "Initial Order") under the Companies' Creditors Arrangement Act ("CCAA") from the 
Ontario Superior Court of Justice (Commercial List) (the "Court"). 

On March 30, 2012, SFC also obtained a sale process order (the "Sale Process 
Order") under the CCAA from the Court approving the sale solicitation process (the "Sale 
Process") and the procedures to be followed with respect to the Sale Process set forth herein (the 
"Sale Process Procedures") to determine whether a Successful Bid (as defined herein) can be 
obtained. 

Set forth below are the Sale Process Procedures to be followed with respect to the 
Sale Process to be undertaken to seek a Successful Bid, and if there is a Successful Bid, to 
complete the transactions contemplated by the Successful Bid. 

All dollar amounts expressed herein, unless otherwise noted, are in United States 
currency. Unless otherwise indicated herein any event that occurs on a day that is not a Business 
Day shall be deemed to occur on the next Business Day. Capitalized terms used herein but not 
otherwise defined herein have the meanings ascribed thereto in Schedule "A". 

Solicitation Process 

(1) The Sale Process Procedures set forth herein describe, among other things, (a) the Assets 
available for sale, (b) the manner in which prospective bidders may gain access to or continue to 
have access to due diligence materials concerning SFC, the Assets, and the SFC Business, (c) the 
manner in which bidders and bids become Qualified Bidders and Qualified Bids, respectively, 
(d) the receipt and negotiation of bids received, (e) the ultimate selection of a Successful Bidder, 
and (f) the approval thereof by the Court (collectively, the "SoliCitation Process"). 

(2) SFC, in consultation with the Financial Advisor, and with oversight by the Monitor, shall 
conduct the Sale Process Procedures and the Solicitation Process as outlined herein. Certain 
stages of the Sale Process Procedures may be conducted by SFC simultaneously to the 
preparation, solicitation or confirmation of a CCAA Plan by SFC. In addition, the closing of any 
sale may involve additional intermediate steps or transactions to facilitate consummation of such 
sale, including additional Court filings. If there is disagreement or clarification required as to the 
interpretation or application of these Sale Process Procedures, the Court will have jurisdiction to 
hear such matter and provide advice and directions, upon application of the Monitor, SFC or the 
Initial Consenting Noteholders with a hearing on no less than three (3) Business Days notice. 
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CCAA Plan 

(3) The sale of the Assets to the Successful Bidder, if any, will be completed pursuant to a 
plan of compromise and arrangement pursuant to the CCAA, such plan to be in form and 
substance acceptable to SFC and the Initial Consenting Noteholders (the "CCAA Plan"). 

"As Is, Where Is" 

(4) The sale of the Assets will be on an "as is, where is" basis and without surviving 
representations or warranties of any kind, nature, or description by the Financial Advisor, the 
Monitor, SFC or any of their respective agents, estates, advisors, professionals or otherwise, 
except to the extent set forth in a definitive purchase agreement with a Successful Bidder. 

Free Of Any And All Claims And Interests 

(5) The sale of the Assets to the Successful Bidder, if any, will result in all of the rights, title 
and interests of SFC in and to the Assets to be acquired being transferred free and clear of all 
pledges, liens, security interests, encumbrances, claims, charges, options, and interests thereon 
and there against (collectively, the "Claims and Interests") pursuant to an approval and vesting 
order made by the Court. Contemporaneously with such approval and vesting order being made, 
all such Claims and Interests shall attach to the net proceeds of the sale of such property (without 
prejudice to any claims or causes of action regarding the priority, validity or enforceability 
thereof), except to the extent otherwise set forth in the relevant definitive purchase agreement 
with a Successful Bidder. 

Publication Notice 

(6) Within seven (7) days of the date the Sale Process Order is granted, (i) the Monitor 
shall cause a notice of the Sale Process to be published in The Globe and Mail and The Wall 
Street Journal, which notice shall be in substantially similar form as attached hereto as Schedule 
"B"; and (ii) SFC shall issue a press release regarding the Sale Process through Canada 
Newswire, designating dissemination in Canada and major financial centers in the United States. 

(7) [Intentionally deleted] 

Solicitation of Interest 

(8) As soon as reasonably practicable after the granting of the Sale Process Order, SFC, in 
consultation with the Financial Advisor and the Monitor, will prepare (if not already prepared) 
an initial offering summary (the "Teaser Letter") notifying prospective purchasers of the Assets 
(both strategic and financial parties (including existing shareholders and noteholders of SFC and 
parties proposed by the Noteholder Advisors)) of the existence of the Solicitation Process and 
inviting prospective purchasers to express their interest in making an offer for the Assets. 
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Participation Requirements 

(9) Unless otherwise ordered by the Court, or otherwise determined by SFC (in consultation 
with the Monitor), in order to participate in the Solicitation Process, each interested person (a 
"Potential Bidder") must deliver to the Financial Advisor with a copy to the Monitor and the 
other parties listed on Schedule "C" at the addresses specified in Schedule "C" (by email), prior 
to the distribution of any confidential information by the Financial Advisor to a Potential Bidder, 
the following documents (the "Participation Materials"): 

(a) an executed Confidentiality Agreement; 

(b) a specific indication of anticipated sources of capital for the Potential Bidder and, 
if requested by SFC, in consultation with the Monitor and the Financial Advisor, 
preliminary evidence of the availability of such capital, or such other form of 
financial disclosure and credit support or enhancement that will allow SFC, in 
consultation with the Monitor and the Financial Advisor, to make, in its 
reasonable business judgment, a determination as to the Potential Bidder's 
financial and other capabilities to consummate an acquisition of the Assets; and 

(c) a letter setting forth the identity of the Potential Bidder, the contact information 
for such Potential Bidder and, if requested by SFC, in consultation with the 
Monitor and the Financial Advisor, full disclosure of the direct and indirect 
owners of the Potential Bidder and their principals. 

(1 0) If it is determined by SFC, after consultation with the Monitor and the Financial Advisor, 
that a Potential Bidder (i) has bona fide interest in an acquisition of the Assets; (ii) has the 
financial capability to consummate such a transaction based on such Potential Bidder's financial 
information; and (iii) has provided all of the Participation Materials, such Potential Bidder will 
be deemed a "Phase 1 Qualified Bidder". The Financial Advisor will promptly notify the 
Potential Bidder of such determination, and will inform the Noteholder Advisors of any such 
determination with respect to a Potential Bidder. 

(11) The determination as to whether a Potential Bidder is a Phase 1 Qualified Bidder will be 
made as promptly as practicable after a Potential Bidder delivers all of the Participation 
Materials. 

(12) Ifthere is no Phase 1 Qualified Bidder by the end of Phase 1, SFC shall, in consultation 
with the Monitor, the Financial Advisor and the Noteholder Advisors, (a) forthwith terminate the 
Sale Process; and (b) as soon as reasonably practicable take such steps (including bringing 
motions, holding meetings of creditors, etc.) as may be necessary to complete the Restructuring 
Transaction. 

(13) If the Sale Process has been terminated as provided in section 12, the Financial Advisor 
shall notify each Potential Bidder that submitted Participation Materials that the Sale Process has 
been terminated. 
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Confidential Information Memorandum and Due Diligence for Phase 1 Qualified Bidders 

(14) The Confidential Information Memorandum will be made available by the Financial 
Advisor to Phase 1 Qualified Bidders as soon as practicable after the determination that such 
party is a Phase 1 Qualified Bidder. 

(15) During Phase 1, SFC shall afford each Phase 1 Qualified Bidder (including, for greater 
certainty, its potential lenders or financiers and its financial and legal advisors, provided 
however, that such persons have also signed a Confidentiality Agreement (or are representatives 
for whom the relevant Phase 1 Qualified Bidder is responsible under its Confidentiality 
Agreement)) access to such due diligence materials and information relating to the Assets and 
the SFC Business as SFC, in its reasonable business judgment, in consultation with the Monitor 
and the Financial Advisor, deems appropriate, and which may include discussions with the 
Financial Advisor and SFC's legal advisors. Unless otherwise determined by SFC, in 
consultation with the Monitor and the Financial Advisor, Phase 1 Qualified Bidders will not be 
provided access to the Data Room. 

(16) The Monitor, the Financial Advisor and SFC make no representation or warranty as to 
the information in the materials provided, except, in the case of SFC, to the extent contemplated 
under any definitive purchase agreement with a Successful Bidder. A copy of the Confidential 
Information Memorandum shall be provided to the Noteholder Advisors pursuant to their 
confidentiality agreements with SFC. 

Phase 1 

Seeldng Letters of Intent by the Phase 1 Qualified Bidders 

(17) For the period following the date of the Sale Process Order until the Phase 1 Bid 
Deadline (as defined below) ("Phase 1"), SFC and the Financial Advisor, under the supervision 
of the Monitor, will solicit non-binding letters of intent from Phase 1 Qualified Bidder to acquire 
the Assets from SFC pursuant to a CCAA Plan (each, a "Letter of Intent"). 

(18) A Phase 1 Qualified Bidder that desires to continue to participate in the Solicitation 
Process shall deliver written copies of a Letter of Intent to SFC through the Financial Advisor 
with a copy to the Monitor and the other parties listed on Schedule "C" at the addresses specified 
in Schedule "C" (by email) so as to be received by all such parties not later than 5:00 p.m. 
(Toronto time) on June 28, 2012 (the "Phase 1 Bid Deadline"). 

Qualified Letters of Intent 

(19) A Letter of Intent will be considered a Qualified Letter of Intent only if it is submitted on 
or before the Phase 1 Bid Deadline by a Phase 1 Qualified Bidder and contains the following 
information (a "Qualified Letter of Intent"): 

(a) a statement that the Phase 1 Qualified Bidder is offering to acquire the Assets 
from SFC pursuant to a CCAA Plan for consideration not less than the Qualified 
Consideration (a "Sale Proposal"); 

104



- 5 -

(b) a specific indication of (i) the purchase price range expressed in United States 
dollars (including details of liabilities to be assumed by the Phase 1 Qualified 
Bidder and the projected net proceeds to be received by SFC on closing); (ii) the 
structure and financing of the transaction (including, but not limited to, the 
sources of financing for the purchase price, preliminary evidence of the 
availability of such financing and the steps necessary and associated timing to 
obtain the financing and consummate the proposed transaction and any related 
contingencies, as applicable); (iii) an outline of the Phase 1 Qualified Bidder's 
plans for the SFC Business for the first 12 months after completion of the 
transaction; (iv) the Phase 1 Qualified Bidder's expectations regarding the 
continued employment of the employees of the direct and indirect subsidiaries of 
SFC; (v) the general terms of any new agreements or arrangements to be entered 
into with any current or former employees of SFC and its direct and indirect 
subsidiaries; (vi) any anticipated corporate, shareholder, internal, regulatory or 
other approvals required to close the transaction and the anticipated time frame 
and any anticipated impediments for obtaining such approvals; (vii) a description 
of any additional due diligence required or desired to be conducted during Phase 
2; (viii) any conditions to closing that the Phase 1 Qualified Bidder may wish to 
impose; and (ix) any other terms or conditions of the Sale Proposal which the 
Phase 1 Qualified Bidder believes are material to the transaction; and 

(c) such other information reasonably requested by SFC, in consultation with the 
Monitor and the Financial Advisor. 

(20) SFC, in consultation with the Monitor and the Financial Advisor, will assess each such 
Letter of Intent received by the Phase 1 Bid Deadline, if any, and determine whether it is a 
Qualified Letter of Intent. Such determination will be made as promptly as practicable but no 
later than seven (7) Business Days after the receipt of any such Letter of Intent. For the purpose 
of such consultations and assessments, SFC, the Financial Advisor and/or the Monitor may seek 
clarification from any Phase 1 Qualified Bidder with respect to the terms of such Letter of Intent. 

(21) Notwithstanding section 19, in respect of any non-compliant Letter of Intent, SFC may, 
in consultation with the Monitor and the Financial Advisor, waive compliance with any one or 
more of the requirements specified herein and deem such non-compliant Letter of Intent to be a 
Qualified Letter of Intent; provided that, SFC shall not, without the consent of the Monitor and 
the Initial Consenting Noteholders, waive the requirement that the consideration offered by the 
Phase 1 Qualified Bidder must be not less than the Qualified Consideration. A Phase 1 Qualified 
Bidder shall only be deemed a "Qualified Bidder" if it submits a Qualified Letter of Intent. 

(22) If SFC (a) has received one or more Qualified Letters of Intent prior to the Phase 1 Bid 
Deadline; and (b) in consultation with the Monitor and the Financial Advisor, determines that 
there is a reasonable prospect of obtaining a Qualified Bid, the Sale Process will continue until 
the Phase 2 Bid Deadline in accordance with these Sale Process Procedures ("Phase 2"). 

(23) Subject to the terms of the Sale Process Order, SFC shall, in consultation with the 
Monitor, the Financial Advisor and the Noteholder Advisors, terminate the Sale Process at the 
end of Phase 1 if: 
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(a) no Qualified Letter oflntent was received by SFC by the Phase 1 Bid Deadline; 

(b) SFC, in consultation with the Monitor and the Financial Advisor, determines that 
there is no reasonable prospect that any Qualified Letter of Intent received will 
result in a Qualified Bid that is likely to be consummated; or 

(c) SFC, in consultation with the Monitor and the Financial Advisor, determines that 
continuing with the Sale Process is not in the best interests of SFC. 

(24) If the Sale Process is terminated by SFC in accordance with section 23, or pursuant to an 
order of the Court, SFC shall, as soon as reasonably practicable, take such steps (including 
bringing motions, holding meetings of creditors, etc.) as may be necessary to complete the 
Restructuring Transaction. 

(25) If the Sale Process has been terminated as provided in section 23, the Financial Advisor 
shall notify each Phase 1 Qualified Bidder that submitted a Letter of Intent that the Sale Process 
has been terminated. 

Phase 2 

Seeking Qualified Bids by Qualified Bidders 

(26) A Qualified Bidder wishing to continue to participate in the Solicitation Process must 
deliver written copies of a Qualified Bid to SFC through the Financial Advisor with a copy to the 
Monitor and the other parties listed on Schedule "C" at the addresses specified in Schedule "C" 
(by email) so as to be received by all such parties not later than 5:00 pm (Toronto time) on 
September 26, 2012 (the "Phase 2 Bid Deadline"). 

(27) During Phase 2, SFC shall afford each Qualified Bidder (including, for greater certainty, 
its potential lenders or financiers and its financial and legal advisors, provided, however, that 
such persons have also signed a Confidentiality Agreement (or are representatives for whom the 
relevant Qualified Bidder is responsible under its Confidentiality Agreement)) access to such due 
diligence materials and information relating to the Assets and the SFC Business as SFC, in its 
reasonable business judgment, in consultation with the Monitor and the Financial Advisor, 
deems appropriate, including, as appropriate, meetings with senior management of SFC, access 
to the Data Room and site tours. 

(28) The Monitor, the Financial Advisor and SFC make ho representation or warranty as to 
the information in the materials provided, except, in the case of SFC, to the extent contemplated 
under any definitive purchase agreement with a Successful Bidder. 

Qualified Bids 

(29) SFC shall make available to each Qualified Bidder a form of purchase agreement 
developed by SFC in consultation with the Monitor and the Financial Advisor (the "Form of 
Purchase Agreement") no later than 20 days after the Phase 1 Bid Deadline. 
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(30) A bid submitted by a Qualified Bidder will be considered a Qualified Bid only if it 
complies with all ofthe following (a "Qualified Bid"): 

(a) it includes a letter stating that the Qualified Bidder's bid is irrevocable until the 
earlier of (x) the approval by the Court of the Successful Bid by the Successful 
Bidder and (y) the Outside Date, provided that if such Qualified Bidder is selected 
as the Successful Bidder, its offer shall remain irrevocable until the earlier of 
(i) the closing of the sale of the Assets to the Successful Bidder and (ii) the 
Outside Date; 

(b) it includes a duly authorized and executed purchase agreement substantially in the 
form of the Form of Purchase Agreement, including the purchase price, expressed 
in United States dollars, the net proceeds to be paid to SFC on closing, together 
with all exhibits and schedules thereto, and such ancillary agreements as may be 
required by the Qualified Bidder with all exhibits and schedules thereto as well as 
copies of such materials marked to show those amendments and modifications to 
the Fonn of Purchase Agreement and such ancillary agreements; 

(c) it provides for the acquisition of the Assets from SFC pursuant to a CCAA Plan 
for consideration not less than the Qualified Consideration; 

(d) it includes written evidence of a firm, irrevocable commitment for all required 
funding and/or financing to consummate the proposed transaction, including the 
sources and uses of capital, or other evidence satisfactory to SFC, in consultation 
with the Monitor and the Financial Advisor that will allow SFC, in consultation 
with the Monitor and the Financial Advisor, to make a reasonable determination 
as to the Qualified Bidder's financial and other capabilities to consummate the 
transaction contemplated by the bid; 

(e) it is not conditioned on (i) the outcome of unperformed due diligence by or on 
behalf of the Qualified Bidder and/or (ii) obtaining any financing or capital; 

(f) it outlines any anticipated regulatory and other approvals required to close the 
transaction and the anticipated time frame and any anticipated impediments for 
obtaining such approvals; 

(g) it provides a timeline to closing that is no later than the Outside Date, with critical 
milestones; 

(h) it fully discloses the identity of each entity that is bidding or that will be 
sponsoring, participating or beneficially interested in the bid, and the complete 
terms of any such sponsorship, participation or beneficial interest; 

(i) it includes an acknowledgement and representation that the Qualified Bidder 
(i) has relied solely upon its own independent review, investigation and/or 
inspection of the documents and/or the assets to be acquired and liabilities to be 
assumed in making its bid; (ii) did not rely upon any written or oral statements, 
representations, promises, warranties or guaranties whatsoever, whether express 
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or implied (by operation of law or otherwise), regarding the Assets to be acquired 
or liabilities to be assumed or the completeness of any information provided in 
connection therewith, except as expressly stated in the purchase agreement; (iii) is 
a sophisticated party capable of making its own assessments in respect of making 
its bid; and (iv) has had the benefit of independent legal advice in connection with 
its bid; 

U) it includes evidence, in form and substance reasonably satisfactory to SFC, in 
consultation with the Monitor and the Financial Advisor, of authorization and 
approval from the Qualified Bidder's board of directors (or comparable governing 
body) with respect to the submission, execution, delivery and closing of the 
transaction contemplated by the bid; 

(k) it is accompanied by a deposit in the form of a wire transfer (to a bank account 
specified by the Monitor), or such other form acceptable to SFC and the Monitor, 
payable to the order of the Monitor, in trust, of US$10 million (or any other 
currency acceptable to the Monitor) to be held and dealt with in accordance with 
these Sale Process Procedures (the "Deposit"); 

(1) if the Qualified Bidder is an entity newly formed for the purpose of the 
transaction or otherwise has limited net assets and/or operating history, the bid 
shall contain an equity or debt commitment letter from the parent entity or 
sponsor, which is satisfactory to SFC, in consultation with the Monitor and the 
Financial Advisor; 

(m) it contains any other information reasonably requested by SFC, in consultation 
with the Monitor and the Financial Advisor; and 

(n) it is received by the Phase 2 Bid Deadline and otherwise in accordance with 
section 26; provided, however, that SFC reserves the right following the Phase 2 
Bid Deadline to conduct negotiations with each Qualified Bidder with respect to 
the terms and provisions of a bid and any qualifications or modifications that 
SFC, in consultation with the Monitor and the Financial Advisor, may seek in 
order for such bid to be classified as a Qualified Bid. 

(31) Notwithstanding section 30, in respect of any non-compliant bid, SFC may, with the 
consent of the Monitor, waive compliance with any one or more of the requirements specified 
herein; provided, however, if such consent is not obtained, SFC may seek authority from the 
Court to waive compliance with any one or more of the requirements specified herein, provided 
that, in no circumstances shall the requirements in Sections (30)(a) (only with respect to the 
requirement that if such Qualified Bidder is selected as the Successful Bidder, its offer shall 
remain irrevocable until the earlier of (i) the closing of the sale of the Assets to the Successful 
Bidder and (ii) the Outside Date), (30)(c), (30)(d), (30)(g), (30)(k) and (30)(n) be waived, 
without the consent of the Monitor and the Initial Consenting Noteholders. 

(32) SFC will, in consultation with the Monitor, the Financial Advisor and the Noteholder 
Advisors, review each bid received by the Phase 2 Bid Deadline, if any, as set forth herein, and 
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determine whether it is a Qualified Bid. Such determination will be made as promptly as 
practicable but no later than seven (7) Business Days after the receipt of any such bid. 

No Qualified Bids 

(33) If at any point during the Sale Process, SFC determines, in consultation with the Monitor, 
the Financial Advisor and the Noteholder Advisors, that a Qualified Bid will not be obtained by 
the Phase 2 Bid Deadline, SFC shall (a) forthwith terminate the Sale Process; and (b) as soon as 
reasonably practicable take such steps (including bringing motions, holding meetings of 
creditors, etc.) as may be necessary to complete the Restructuring Transaction. 

(34) If the Sale Process has been terminated as provided in section 33, the Financial Advisor 
shall notify each Qualified Bidder that the Sale Process has been terminated. 

' 

Evaluation and Selection of Successful Bid 

(35) Evaluation criteria with respect to a Qualified Bid may include, but are not limited to 
items such as: (a) the purchase price (including assumed liabilities and other obligations to be 
performed or assumed by the bidder) and the net cash proceeds provided by such bid; (b) the 
claims likely to be created by such bid in relation to other bids; (c) the counterparties to, and the 
parties beneficially interested in, the transaction; (d) the proposed revisions to the Form of 
Purchase Agreement and the terms of the transaction documents (any such revisions to be 
acceptable to SFC in consultation with the Monitor and the Financial Advisor); (e) other factors 
affecting the speed, certainty and value of the transaction (including any regulatory or other 
approvals required to close the transaction); (1:) the bidder's plans for the SFC Business for the 
first 12 months after completion of the transaction; (g) the bidder's expectations regarding the 
continued employment of the employees of the direct and indirect subsidiaries of SFC; (h) the 
terms of any new agreements or arrangements to be entered into with any current or former 
employees of the SFC and its direct and indirect subsidiaries; and (i) the likelihood and timing of 
consummating the transaction. 

(36) If one or more Qualified Bids is received, SFC will, after consultation with the Monitor 
and the Financial Advisor, identify the highest or otherwise most favourable Qualified Bid (the 
"Selected Superior Offer") by October 5, 2012. SFC shall then finalize a definitive agreement 
in respect of the Selected Superior Offer by October 17, 2012, conditional upon approval of the 
Court, a vote of affected creditors (if not already obtained) and on the Selected Superior Offer 
closing on or before the Outside Date. 

(3 7) Once a definitive agreement has been finalized and settled in respect of the Selected 
Superior Offer and approved by order of the Court in accordance with the provisions hereof, the 
Selected Superior Offer shall be the "Successful Bid" hereunder and the Qualified Bidder who 
made the Selected Superior Offer shall be the "Successful Bidder" hereunder. 

(38) All Qualified Bids (other than the Successful Bid) shall be deemed rejected by SFC on 
and as of the date of approval of the Successful Bid by order of the Court. 

(39) Notwithstanding anything contained herein, SFC, in consultation with the Monitor, the 
Financial Advisor and the N oteholder Advisors, may terminate the Sale Process at any time and 
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may reject one or more Qualified Bids, if SFC, in consultation with the Monitor and the 
Financial Advisor, determines that the Sale Process or any such Qualified Bid is not in the best 
interests of SFC. 

(40) If the Sale Process is terminated by SFC in accordance with section 39, SFC shall as soon 
as reasonably practicable take such steps (including bringing motions, holding meetings of 
creditors, etc.) as may be necessary to complete the Restructuring Transaction. 

(41) If the Sale Process has been terminated as provided in section 39, the Financial Advisor 
shall notify each Qualified Bidder that the Sale Process has been terminated. 

Approval Motion 

(42) The hearing to, among other things, (a) approve the Successful Bid; (b) authorize SFC's 
entering into of agreements with respect to the Successful Bid; and (c) authorize SFC's 
completing the transaction contemplated thereby including, without limitation, seeking an order 
directing that a meeting of creditors of SFC be held to consider the CCAA Plan to implement the 
Successful Bid (the "Approval Motion") will be held on a date to be scheduled by the Court 
upon application by SFC. Subject to SFC's covenants under the Support Agreement, the 
Approval Motion may be adjourned or rescheduled by SFC with the consent of the Monitor, 
without further notice by an announcement of the adjourned date at the Approval Motion. If the 
Successful Bid is not, or, in the reasonable determination of SFC, in consultation with the 
Monitor and the Financial Advisor, is not likely to be, consummated on or before Outside Date, 
then SFC shall, and any other party in interest may, seek direction from the Court in regard to the 
Sale Process, after notice and a hearing, subject to the respective rights of SFC and all parties in 
interest, including the Initial Consenting Noteholders, to be heard regarding such relief. 

( 43) If following approval of the Successful Bid by the Court, the Successful Bidder fails to 
consummate the transaction for any reason, SFC shall as soon as reasonably practicable after 
such failure take such steps (including bringing motions, holding meetings of creditors, etc.) as 
may be necessary to complete the Restructuring Transaction. 

Deposits 

( 44) All Deposits shall be retained by the Monitor and invested in an interest bearing (if 
available) trust account. If there is a Successful Bid, the Deposit (plus any accrued interest) paid 
by the Successful Bidder whose bid is approved at the Approval Motion shall be non-refundable 
and applied to the purchase price to be paid by the Successful Bidder upon closing of the 
approved transaction. The Deposits (plus any accrued interest) of Qualified Bidders not selected 
as the Successful Bidder shall be returned to such bidders within five (5) Business Days of the 
date upon which the Successful Bid is approved by the Court. If there is no Successful Bid, all 
Deposits (plus any accrued interest) shall be returned to the bidders within five (5) Business 
Days of the date upon which the Sale Process is terminated in accordance with these Sale 
Process Procedures. 

( 45) If a Successful Bidder breaches its obligations to close the transaction subsequent to the 
approval by the Court of the Successful Bid, it shall forfeit the Deposit, provided however, that 
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the forfeit of such Deposit shall be in addition to, and not in lieu of, any other rights in law or 
equity that SFC has against such breaching entity. 

Approvals 

(46) For greater certainty, the approvals required pursuant to the terms hereof are in addition 
to, and not in substitution for, any other approvals required by the CCAA or any other statute or 
as otherwise required at law in order to implement the Successful Bid. 

Amendments/Extensions of Time 

( 4 7) There shall be no amendments to this Sale Process, including, for greater certainty the 
process and procedures set out herein, without the prior written consent of the Monitor and the 
Initial Consenting Noteholders unless otherwise ordered by the Court upon application and 
appropriate notice, including to the Initial Consenting Noteholders, the Noteholder Advisors and 
each of the parties listed in Schedule "C". Dates or deadlines set forth herein may be amended 
or extended by SFC with the prior written consent of the Monitor and the Initial Consenting 
Noteholders, unless otherwise ordered by the Court upon application and appropriate notice, 
including to the Initial Consenting Noteholders, the Noteholder Advisors and each of the parties 
listed in Schedule "C". Notwithstanding the foregoing, SFC may, in consultation with the 
Monitor and the Financial Advisor, decrease the length of time of Phase 1, and increase or 
decrease the length of time of Phase 2; provided that in no case shall the number of days in 
Phases 1 and 2 exceed 180 days in the aggregate. 

Consultation 

(48) SFC will keep the Noteholder Advisors generally informed regarding the status of the 
Sale Process and, if determined advisable by SFC in its discretion, may, in consultation with the 
Monitor and the Financial Advisor, provide the Noteholder Advisors with an opportunity for the 
Noteholder Advisors to participate in material discussions with interested parties in relation to 
the Sale Process. 

Initial Consenting Noteholder Consent 

(49) For the purposes of these Sale Process Procedures, any matter requiring agreement, 
waiver, consent or approval of the consent ofthe Initial Consenting Noteholders shall require the 
agreement, waiver, consent or approval, as the case may be, of Initial Consenting Noteholders 
representing at least 66 2/3% of the aggregate principal amount of Notes held by the Initial 
Consenting Noteholders. SFC shall be entitled to rely on written confirmation from the 
Noteholder Advisors that the Initial Consenting Noteholders representing at least the foregoing 
percentage of the aggregate principal amount of Notes held by the Initial Consenting 
Noteholders have agreed, waived, consented to or approved a particular matter. 

Further Orders 

(50) At any time during the Sales Process, SFC or the Monitor may, following consultation 
with the Financial Advisor and the Noteholder Advisors, and upon notice to the Initial 
Consenting Noteholders, the Noteholder Advisors and each of the parties listed in Schedule "C", 
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apply to the Comi for advice and directions with respect to the discharge of their respective 
powers and duties hereunder following a hearing. For greater certainty, nothing herein provides 
any Qualified Bidder with any rights other than as expressly set forth herein. 
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SCHEDULE"A" 

DEFINED TERMS 

In these Sale Process Procedures: 

"Approval Motion" has the meaning ascribed thereto in section 42; 

"Assets" means all of SFC's right, title and interest in and to its properties, assets and rights of 
every kind and description (including, without limitation, all restricted and unrestricted cash, 
contracts, real property, receivables or other debt owed to SFC, intellectual property, the SFC 
name and all related marks, all of its shares in its subsidiaries (including, without limitation, all 
of the shares of the Direct Subsidiaries) and all intercompany debt owed to SFC by any of its 
subsidiaries), other than the Excluded Assets; 

"Business Day" means a day (other than a Saturday or Sunday) on which banks are generally 
open for business in Toronto, Ontario and Hong Kong, Special Administrative Region of the 
People's Republic of China; 

"CCAA" has the meaning ascribed thereto in the recitals to these Sale Process Procedures; 

"CCAA Plan" has the meaning ascribed thereto in section 3; 

"Claims and Interest" has the meaning ascribed thereto in section 5; 

"Confidential Information Memorandum" means the memorandum relating to the SFC 
Business and the opportunity to acquire the Assets to be distributed to Phase 1 Qualified Bidders 
as part of the Sale Process; 

"Confidentiality Agreement" means an executed confidentiality agreement in favor of SFC, in 
form and substance satisfactory to the Monitor, the Financial Advisor and SFC, which shall inure 
to the benefit of SFC and any purchaser of the Assets (including a purchaser pursuant to the 
Restructuring Transaction); 

"Consenting Noteholders" has the meaning ascribed thereto in the Support Agreement; 

"Court" has the meaning ascribed thereto in the recitals to these Sale Process Procedures; 

"Data Room" means the virtual data room maintained by SFC through the facilities of Merrill 
Corporation. 

"Deposit" has the meaning ascribed thereto in section 30(k); 

"Direct Subsidiaries" means Sino-Panel Holdings Limited, Sino-Global Holdings Inc., Sino
Panel Corporation, Sino-Wood Partners, Sino-Capital Global Inc., Sino-Forest International 
(Barbados) Corporation and Sino-Forest Resources Inc. (BVI); 
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"Excluded Assets" means cash equal to $20 million, the claims of SFC to be transferred to the 
Litigation Trust and any other assets and rights of SFC that are not transferred to the Successful 
Bidder pursuant to the Successful Bid as determined by SFC and the Successful Bidder and 
identified in the CCAA Plan; 

"Financial Advisor" means Houlihan Lokey; 

"Form of Purchase Agreement" has the meaning ascribed thereto in section 29; 

"Initial Consenting Noteholders" has the meaning ascribed thereto in the Support Agreement; 

"Initial Order" has the meaning ascribed thereto in the recitals to these Sale Process Procedures; 

"Letter of Intent" has the meaning ascribed thereto in section 17; 

"Litigation Trust" means the litigation trust to be established pursuant to the CCAA Plan 
pursuant to which all claims of SFC and its subsidiaries against any Person shall be transferred 
on the implementation date of the CCAA Plan. 

"Meeting Order" means the order of the Court establishing the procedures for voting on the 
CCAA Plan, which shall be in form and substance satisfactory to SFC and the Noteholder 
Advisors, each acting reasonably, as such order may be amended at any time prior to the time the 
sale transaction that forms part of a Successful Bid is implemented with the consent of SFC and 
the Noteholder Advisors. 

"Monitor" means FTI Consulting Canada Inc., in its capacity as monitor pursuant to the Initial 
Order and not in its personal or corporate capacity; 

"NI 51-102" has the meaning ascribed thereto in section Error! Reference source not found.; 

"Noteholder Advisors" means Goodmans LLP, Hogan Lovells LLP, Moelis & Company LLC 
and Moelis & Company Asia Limited, in their capacity as advisors to the Initial Consenting 
Noteholders; 

"Notes" means the 5% Convertible Senior Notes due 2013 issued by SFC, the 10.25% 
Guaranteed Senior Notes due 2014 issued by SFC, the 4.25% Convertible Senior Notes due 2016 
issued by SFC and the 6.25% Guaranteed Senior Notes due 2017 issued by SFC; 

"Outside Date" means November 30, 2012, as the same may be amended with the consent of the 
Initial Consenting Noteholders. 

"Participation Materials" has the meaning ascribed thereto in section 9; 

"Person" means any individual, sole proprietorship, limited or unlimited liability corporation, 
partnership, unincorporated association, unincorporated syndicate, unincorporated organization, 
body corporate, joint venture, trust, pension fund, union, governmental entity, and a natural 
person including in such person's capacity as trustee, heir, beneficiary, executor, administrator or 
other legal representative; 
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"Phase 1" has the meaning ascribed thereto in section 17; 

"Phase 1 Bid Deadline" has the meaning ascribed thereto in section 18; 

"Phase 1 Qualified Bidder" has the meaning ascribed thereto in section 1 0; 

"Phase 2" has the meaning ascribed thereto in section 22; 

"Phase 2 Bid Deadline" has the meaning ascribed thereto in section 26; 

"Potential Bidder" has the meaning ascribed thereto in section 9; 

"Qualified Bid" has the meaning ascribed thereto in section 30; 

"Qualified Bidder" has the meaning ascribed thereto in section 21; 

"Qualified Consideration" means cash consideration payable to SFC (or such other form of 
consideration as may be acceptable to SFC and the Initial Consenting Noteholders) in an amount 
equal to 85% of the aggregate principal amount of the Notes, plus all accrued and unpaid interest 
on Notes, at the regular rates provided therefor pursuant to the Note indentures, up to and 
including March 30, 2012; 

"Qualified Letter of Intent" has the meaning ascribed thereto in section 19; 

"Restructuring Transaction" means the restructuring transaction contemplated by the Support 
Agreement in the event a Successful Bid is not obtained and/or SFC does not consummate the 
sale transaction; 

"Sale Process" has the meaning ascribed thereto in the recitals to these Sale Process Procedures; 

"Sale Process Order" has the meaning ascribed thereto in the recitals to these Sale Process 
Procedures; 

"Sale Process Procedures" has the meaning ascribed thereto the recitals to these Sale Process 
Procedures; 

"Sale Proposal" has the meaning ascribed thereto in section 19(a); 

"Selected Superior Offer" has the meaning ascribed thereto in section 36; 

"SFC" has the meaning ascribed thereto in the recitals to these Sale Process Procedures; 

"SFC Business" means the business carried on by SFC and its direct and indirect subsidiaries; 

"Solicitation Process" has the meaning ascribed thereto in section 1; 

"Successful Bid" has the meaning ascribed thereto in section 37; 

"Successful Bidder" has the meaning ascribed thereto in section 37; 
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"Support Agreement" means the support agreement dated March 30, 2012, between SFC and 
the Initial Consenting Noteholders and the other Consenting Noteholders, as amended from time 
to time; 

"Teaser Letter" has the meaning ascribed thereto in section 8; and 

"Voting Deadline" means the deadline for voting on the CCAA Plan, as established by the 
Meeting Order. 
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SCHEDULE "B" 

FORM OF NOTICE OF SALE PROCESS 

TAKE NOTICE THAT pursuant to an order (the "Order") of the Ontario Superior Court of 
Justice (the "Court") issued on March 30, 2012 under the Companies' Creditors Arrangement 
Act, Sino-Forest Corporation obtained Court approval to conduct a sale solicitation process (the 
"Sale Process"). 

Pursuant to the Sale Process, Sino-Forest Corporation's financial advisor, Houlihan Lokey, is 
soliciting proposals from prospective strategic and financial parties to acquire substantially all of 
the property, assets and business of Sino-Forest Corporation and its subsidiaries, other than 
certain excluded assets. Sino-Forest Corporation is a leading commercial forest plantation 
operator in China. Its principal businesses include the ownership and management of tree 
plantations, the sale of standing timber and wood logs, and the complementary manufacturing of 
downstream engineered-wood products. 

Interested parties can obtain additional information by contacting Houlihan Lokey at: 

Houlihan Lokey 
Attention: David Putnam 

Telephone: +852.3551.2300 
Email: dputnam@hl.com 
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SCHEDULE "C" 

NOTICE PARTIES 

1. Sino-Forest Corporation 
Room 3815-29 38/F, Sun Hung Kai Centre 
30 Harbour Road, Wanchai, Hong Kong 

Attention: Mr. Judson Martin, Chief Executive Officer 
Email: 1 atson-martin@sinoforest. com 

2. Houlihan Lokey 
21 01 Two Exchange Square, 8 Connaught Place 
Central, Hong Kong 

Attention: David Putnam 
Email: dputnam@hl.com 

3. Bennett Jones LLP 
One First Canadian Place, Suite 3400, P.O. Box 130 
Toronto, Ontario MSX 1A4 

Attention: Kevin J. Zych and Raj S. Sahni 
Email: zychk@bennettjones.com and sahnir@bennettjones.com 

4. FTI Consulting Canada Inc. 
TD Waterhouse Tower 
79 Wellington Street West, Suite 2010, P.O. Box 104 
Toronto, Ontario MSK 1 G8 

Attention: Greg Watson 
Email: greg.watson@fticonsulting.com 
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.. -IN THE MATTER OF THE COMPANIES CREDITORS' ARRANGEMENT ACT, R.S.C. 1985, c. C-36, AS AMENDED AND IN THE 
MATTER OF A PLAN OR COMPROMISE OR ARRANGEMENT OF SINO-FOREST CORPORATION 

Court File No. 

ONTARIO 
SUPERIOR COURT OF JUSTICE 

(COMMERCIAL LIST) 

Proceedings commenced in Toronto 

SALES PROCESS ORDER 

BENNETT JONES LLP 
One First Canadian Place 
Suite 3400, P.O. Box 130 
Toronto, Ontario 
M5X 1A4 

Rob Staley (LSUC #27115J) 
Kevin Zych (LSUC #33129T) 
Derek Bell (LSUC #434201) 
Jonathan Bell (LSUC #55457P) 
Tel: 416-863-1200 
Fax:416-863-1716 

Lawyers for the Applicant 

------~~---~----·-· ----------------------- -------··-------·-------·-·-----------· ·--~--~- - --· 
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APPENDIX B – PRESS RELEASE 

Attached. 
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Sino-Forest Proceeds to Implement Restructuring Transaction  
Contemplated by the Restructuring Support Agreement and  

Terminates Sale Solicitation Process 
 
TORONTO, CANADA – July 10, 2012 – Sino-Forest Corporation (“Sino-Forest” or the 
“Company”) announced today that it is proceeding to implement the previously 
announced restructuring transaction pursuant to which its creditors will acquire 
substantially all of the assets of the Company (the "Restructuring Transaction") in 
accordance with the terms described in the Restructuring Support Agreement (the 
“Support Agreement”) entered into by certain noteholders (the “Ad Hoc Committee”) and 
the Company on March 30, 2012.  Pursuant to the Restructuring Transaction, Sino-
Forest will transfer substantially all of its assets, other than certain excluded assets, to a 
newly formed entity owned and controlled by its creditors in full and final settlement of 
all claims against the Company. 
 
As announced on June 8, 2012, holders of more than 72% of the aggregate principal 
amount of the Company’s outstanding notes (with more than 66.67% of the principal 
amount of each of the four series of Notes) have agreed to be parties to the Support 
Agreement.  Pursuant to certain revised deadlines under the Support Agreement, Sino-
Forest is required to file a plan under the Companies' Creditors Arrangement Act 
("CCAA") in respect of the Restructuring Transaction on or before August 7, 2012. 
 
In accordance with the sale process procedures approved by the Ontario Superior Court 
of Justice on March 30, 2012 (the “SPP”), Sino-Forest's financial advisor, Houlihan 
Lokey, had been soliciting offers to purchase substantially all of Sino-Forest's assets. 
Following consultation with the court-appointed Monitor, FTI Consulting, the Company's 
financial advisor and the Ad Hoc Committee and its advisors, the Company determined 
that none of the bids submitted pursuant to the SPP constituted Qualified Bids as 
defined in the SPP and the sale solicitation process has been terminated in accordance 
with the SPP. 
 
Additional details regarding the Restructuring Transaction are contained in the Support 
Agreement, a copy of which is available at www.sedar.com and on the Monitor's 
website at http://cfcanada.fticonsulting.com/sfc.  
 
Inquiries 
 
All inquiries regarding the Company's proceedings under the CCAA should be directed 
to the Monitor, FTI Consulting, via email at: sfc@fticonsulting.com, or telephone: (416) 
649-8094. Information about the CCAA proceedings, including copies of all court orders 
and the Monitor’s reports, are available at the Monitor’s website 
http://cfcanada.fticonsulting.com/sfc. 
 

FOR OTHER INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  
Tel: + 1 646 625 7452 
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FOR MEDIA INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  
Email: sinoforest@brunswickgroup.com  
New York  
Stan Neve  
Tel: +1 212 333 3810  

Hong Kong  
Tim Payne  
Cindy Leggett-Flynn 
Tel: +852 3512 5000  

 
This news release contains forward-looking information within the meaning of applicable securities laws, 
including statements relating to the Company's expectations with respect to the implementation of the 
Restructuring Transaction and the expected terms of, and consideration to be received pursuant to, the 
Restructuring Transaction.  The forward looking statements expressed or implied by this news release are 
subject to important risks and uncertainties. When used in this news release, the words "is proceeding", 
"will" and similar expressions are intended to identify forward-looking statements, although not all forward-
looking statements contain such words. Forward-looking statements are based on estimates and 
assumptions made by the Company in light of its experience and its perception of historical trends, 
current conditions and expected future developments, as well as other factors that the Company believes 
are appropriate in the circumstances. The results or events predicted in these statements may differ 
materially from actual results or events and are not guarantees of future performance of Sino-Forest. 
Factors which could cause results or events to differ from current expectations include, among other 
things: actions taken against the Company by governmental agencies and securities and other regulators; 
actions taken by the Company's noteholders, lenders, creditors, shareholders, and other stakeholders to 
enforce their rights; the Company's ability to negotiate and finalize definitive documentation regarding the 
Restructuring Transaction on the terms contemplated, if at all; the Company's ability to complete the 
Restructuring Transaction in the timeframe contemplated, if at all, which is subject to the satisfaction or 
waiver of numerous conditions, some of which are beyond the control of the Company, including 
conditions in respect of the approval of the Court, the Company's creditors and other stakeholders and 
securities and other regulatory authorities; the outcome of examinations and proceedings currently 
underway by law enforcement and securities regulatory authorities; the outcome of class action or other 
proceedings which have been or may in future be initiated against the Company; the accuracy and 
outcome of the results of tree asset testing undertaken by the Company; the Company's reliance on key 
employees; the Company's ability to acquire rights to additional standing timber; the Company's ability to 
meet its expected plantation yields; the cyclical nature of the forest products industry and price fluctuation 
in and the demand and supply of logs; the Company's reliance on the relationship with local plantation 
land owners and/or plantation land use rights holders, authorized intermediaries, key customers, 
suppliers and third party service providers; the Company's ability to operate its production facilities on a 
profitable basis; changes in currency exchange rates and interest rates; the evaluation of the Company's 
provision for income and related taxes; economic, political and social conditions and government policy in 
China, the Republic  of Suriname and New Zealand; and other factors not currently viewed as material 
that could cause actual results to differ materially from those described in the forwarding-looking 
statements. Sino-Forest Corporation disclaims any intention or obligation to update or revise any forward-
looking statements, whether as a result of new information, future events or otherwise, except as required 
by law. 
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Sino-Forest Proceeds to Implement Restructuring Transaction  
Contemplated by the Restructuring Support Agreement and  

Terminates Sale Solicitation Process 
 
TORONTO, CANADA – July 10, 2012 – Sino-Forest Corporation (“Sino-Forest” or the 
“Company”) announced today that it is proceeding to implement the previously 
announced restructuring transaction pursuant to which its creditors will acquire 
substantially all of the assets of the Company (the "Restructuring Transaction") in 
accordance with the terms described in the Restructuring Support Agreement (the 
“Support Agreement”) entered into by certain noteholders (the “Ad Hoc Committee”) and 
the Company on March 30, 2012.  Pursuant to the Restructuring Transaction, Sino-
Forest will transfer substantially all of its assets, other than certain excluded assets, to a 
newly formed entity owned and controlled by its creditors in full and final settlement of 
all claims against the Company. 
 
As announced on June 8, 2012, holders of more than 72% of the aggregate principal 
amount of the Company’s outstanding notes (with more than 66.67% of the principal 
amount of each of the four series of Notes) have agreed to be parties to the Support 
Agreement.  Pursuant to certain revised deadlines under the Support Agreement, Sino-
Forest is required to file a plan under the Companies' Creditors Arrangement Act 
("CCAA") in respect of the Restructuring Transaction on or before August 7, 2012. 
 
In accordance with the sale process procedures approved by the Ontario Superior Court 
of Justice on March 30, 2012 (the “SPP”), Sino-Forest's financial advisor, Houlihan 
Lokey, had been soliciting offers to purchase substantially all of Sino-Forest's assets. 
Following consultation with the court-appointed Monitor, FTI Consulting, the Company's 
financial advisor and the Ad Hoc Committee and its advisors, the Company determined 
that none of the bids submitted pursuant to the SPP constituted Qualified Bids as 
defined in the SPP and the sale solicitation process has been terminated in accordance 
with the SPP. 
 
Additional details regarding the Restructuring Transaction are contained in the Support 
Agreement, a copy of which is available at www.sedar.com and on the Monitor's 
website at http://cfcanada.fticonsulting.com/sfc.  
 
Inquiries 
 
All inquiries regarding the Company's proceedings under the CCAA should be directed 
to the Monitor, FTI Consulting, via email at: sfc@fticonsulting.com, or telephone: (416) 
649-8094. Information about the CCAA proceedings, including copies of all court orders 
and the Monitor’s reports, are available at the Monitor’s website 
http://cfcanada.fticonsulting.com/sfc. 
 

FOR OTHER INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  
Tel: + 1 646 625 7452 
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FOR MEDIA INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  
Email: sinoforest@brunswickgroup.com  
New York  
Stan Neve  
Tel: +1 212 333 3810  

Hong Kong  
Tim Payne  
Cindy Leggett-Flynn 
Tel: +852 3512 5000  

 
This news release contains forward-looking information within the meaning of applicable securities laws, 
including statements relating to the Company's expectations with respect to the implementation of the 
Restructuring Transaction and the expected terms of, and consideration to be received pursuant to, the 
Restructuring Transaction.  The forward looking statements expressed or implied by this news release are 
subject to important risks and uncertainties. When used in this news release, the words "is proceeding", 
"will" and similar expressions are intended to identify forward-looking statements, although not all forward-
looking statements contain such words. Forward-looking statements are based on estimates and 
assumptions made by the Company in light of its experience and its perception of historical trends, 
current conditions and expected future developments, as well as other factors that the Company believes 
are appropriate in the circumstances. The results or events predicted in these statements may differ 
materially from actual results or events and are not guarantees of future performance of Sino-Forest. 
Factors which could cause results or events to differ from current expectations include, among other 
things: actions taken against the Company by governmental agencies and securities and other regulators; 
actions taken by the Company's noteholders, lenders, creditors, shareholders, and other stakeholders to 
enforce their rights; the Company's ability to negotiate and finalize definitive documentation regarding the 
Restructuring Transaction on the terms contemplated, if at all; the Company's ability to complete the 
Restructuring Transaction in the timeframe contemplated, if at all, which is subject to the satisfaction or 
waiver of numerous conditions, some of which are beyond the control of the Company, including 
conditions in respect of the approval of the Court, the Company's creditors and other stakeholders and 
securities and other regulatory authorities; the outcome of examinations and proceedings currently 
underway by law enforcement and securities regulatory authorities; the outcome of class action or other 
proceedings which have been or may in future be initiated against the Company; the accuracy and 
outcome of the results of tree asset testing undertaken by the Company; the Company's reliance on key 
employees; the Company's ability to acquire rights to additional standing timber; the Company's ability to 
meet its expected plantation yields; the cyclical nature of the forest products industry and price fluctuation 
in and the demand and supply of logs; the Company's reliance on the relationship with local plantation 
land owners and/or plantation land use rights holders, authorized intermediaries, key customers, 
suppliers and third party service providers; the Company's ability to operate its production facilities on a 
profitable basis; changes in currency exchange rates and interest rates; the evaluation of the Company's 
provision for income and related taxes; economic, political and social conditions and government policy in 
China, the Republic  of Suriname and New Zealand; and other factors not currently viewed as material 
that could cause actual results to differ materially from those described in the forwarding-looking 
statements. Sino-Forest Corporation disclaims any intention or obligation to update or revise any forward-
looking statements, whether as a result of new information, future events or otherwise, except as required 
by law. 
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Court File No. CV-12-9667-00CL 

ONTARIO 
SUPERIOR COURT OF JUSTICE 

(COMMERCIAL LIST) 

IN THE MATTER OF THE COMPANIES' CREDITORS ARRANGEMENT ACT, 
R.S.C. 1985, c. C-36, AS AMENDED 

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT OF 
SINO-FOREST CORPORATION 

SIXTH REPORT TO THE COURT 
SUBMITTED BY FTI CONSULTING CANADA INC., 

IN ITS CAP A CITY AS MONITOR 

INTRODUCTION 

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

for and obtained protection under the Companies' Creditors Arrangement Act, R.S.C. 

1985, c. C-36, as amended (the "CCAA"). Pursuant to the Order of this Honourable 

Court dated March 30, 2012 (the "Initial Order"), FTI Consulting Canada Inc. was 

appointed as the Monitor of the Company (the "Monitor") in the CCAA proceedings. 

By Order of this Court dated April20, 2012, the powers of the Monitor were expanded in 

order to, among other things, provide the Monitor with access to information concerning 

the Company's subsidiaries. Pursuant to an Order of this Court made on May 31, 2012, 

this Court granted an Order extending the Stay Period (as defined in the Initial Order) to 

September 28, 2012. The proceedings commenced by the Company under the CCAA 

will be referred to herein as the "CCAA Proceedings". 

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

Sale Process (the "Sale Process Order"). 

3. The purpose of this Sixth Report is to: 

(a) Provide an update on the Company's CCAA proceedings including with respect 

to: 
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(i) the Sale Process; 

(ii) Mediation; 

(iii) the Plaintiffs' Motion re Document Production; 

(iv) Claims Process; 

(v) the Company's Equity Claims Motion; 

(b) Report on the receipts and disbursements of the Company for the period May 19, 

2012 to July 20, 2012; and 

(c) Provide certain information relating to the Sino-Forest Subsidiaries, including: 

(i) overview of the Sino-Forest chops, annual review and process to change 

legal representatives; 

(ii) the cash position of the Sino-Forest Subsidiaries; 

(iii) receivables; 

(iv) the Thai Redwood Transaction; 

(v) management's internal December 2011 financial statement impairment 

provisions; 

(vi) disbursements; 

(vii) cumulative variance analysis for the Sino-Forest Subsidiaries; 

(d) Provide an update on Sino-Forest Subsidiary operations, including: 

(i) operational changes; 

(ii) wood fibre operations; 

(iii) other businesses; and 
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(e) Provide an update on timber assets and verification efforts. 

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

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

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

Company's Board of Directors dated August 10, 2011 (the "First IC Report"), 

November 13, 2011 (the "Second IC Report"), and January 31, 2012 (the "Final IC 

Report" and together, the "IC Reports"), and discussions with Sino-Forest's 

management. The Monitor has not audited, reviewed or otherwise attempted to verify the 

accuracy or completeness of the information. In addition, the Monitor notes that on 

January 10, 2012, the Company issued a press release cautioning that the Company's 

historic financial statements and related audit reports should not be relied upon. 

· Accordingly, the Monitor expresses no opinion or other form of assurance on the 

information contained in this Sixth Report or relied on in its preparation. Future oriented 

financial information reported or relied on in preparing this Sixth Report is based on 

management's assumptions regarding future events; actual results may vary from forecast 

and such variations may be material. 

5. Unless otherwise stated, all monetary amounts contained herein are expressed in US 

Dollars. 

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

references to the Greenheart Group. "Sino-Forest Subsidiaries" refers to all of the 

direct and indirect subsidiaries of the Company, but does not include references to the 

Greenheart Group. 

7. Capitalized terms not defined in this Sixth Report are as defined in the pre-filing report of 

the proposed monitor dated March 30, 2012 (the "Pre-Filing Report") and the affidavit 

of W. Judson Martin sworn March 30, 2012 (the "Initial Order Affidavit"). Copies of 

the Initial Order Affidavit (without exhibits) and the Pre-Filing Report are attached as 

Appendices "A" and "B" hereto. 
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GENERAL BACKGROUND 

Sino-Forest Business 

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

China ("PRC"). Its principal businesses include ownership and management of forest 

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

manufacturing of downstream engineered-wood products. 

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

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

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

outstanding and trading under the trading symbol "TRE" on the TSX. Effective May 9, 

2012, the common shares were delisted from the TSX. 

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

Company's shares, issued a report (the "MW Report") alleging, among other things, that 

Sino-Forest is a "ponzi-scheme" and a "near total fraud". The MW Report was issued 

publicly and immediately caught the attention ofthe media on a world-wide basis. 

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

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

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

Commission ("OSC"), the Royal Canadian Mounted Police and the Hong Kong 

Securities and Futures Commission. 

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

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

threatened the long term viability of Sino-Forest's operations. For the reasons discussed 

in the Pre-Filing Report and the Initial Order Affidavit, the Company and the business 

was placed into a stalemate that could not be resolved without the Court supervised 

solution offered by the CCAA Proceedings. 

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

Forest's corporate structure, business, reported assets and financial information as well as 
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a detailed chronology of the Company and its actions since the issuance of the MW 

Report in June 2011. 

UPDATE ON CCAA PROCEEDINGS 

Update on Sale Process 

14. On the Filing Date, the Company obtained the Sale Process Order. The Phase 1 Bid 

Deadline (as defined in the Sale Process Order) was June 28, 2012. On July 10, 2012, the 

Company issued a press release announcing that the Company had determined that none 

of the letters of intent were qualified letters of intent and therefore it was terminating the 

Sale Process and proceeding with the restructuring transaction contemplated under the 

Support Agreement. 

15. Also on July 10, 2012, the Monitor issued its fourth report (the "Fourth Report") to the 

Court providing an update with respect to the Sale Process and the letters of intent that 

had been received on the Phase 1 Bid Deadline. The Fourth Report also noted that none 

of the LOis (as defined in the Fourth Report) were deemed "Qualified Letters of Intent" 

under the sale process procedures and the Company subsequently issued a press release 

confirming the termination of the sale process. 

16. Many parties actively involved in these proceedings have requested a summary of the 

LOis received. The Monitor agrees with the Company that this information is sensitive 

and should not be publicly available. However, the Monitor does believe that summary 

information regarding the LOis should be placed in the Data Room (defined below) and 

made available to Mediation Parties (defined below) who have executed a Mediation 

Confidentiality Agreement (defined below) prior to the Mediation (defmed below). 

Update on Mediation 

17. The Monitor's fifth report dated July 16, 2012 filed in support of the Monitor's motion 

for a mediation order (the "Mediation Motion") provided the background and context 

leading up to the Mediation Motion. 

18. On July 25, 2012, this Court granted an Order (the "Mediation Order"): 
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(a) directing mediation ("Mediation") among specified "Mediation Parties"; 

(b) providing for the establishment of a data room ("Data Room") for access by 

Mediation Parties subject to confidentiality restrictions; 

(c) scheduling September 4, 5 and, if necessary, 10 as the mediation dates; and 

(d) appointing the Honourable Justice Newbould as mediator. 

A copy of the Mediation Order is attached as Appendix C hereto. 

19. Since the granting of the Mediation Order, the Company has worked with the Plaintiffs 

and the Third Party Defendants to execute confidentiality agreements in the form agreed 

to with such parties at the hearing for the Mediation Order (the "Mediation 

Confidentiality Agreement"). A copy of the index to the Data Room and access to the 

Data Room has been provided to those Mediation Parties that have executed a Mediation 

Confidentiality Agreement as of the date of this Report. 

The Plaintiff's Motion re Document Production 

20. On July 10, 2012, the Plaintiffs served a notice of motion (the "Notice of Motion") 

(followed by a full motion record on July 11, 2012) for a motion returnable July 16, 2012 

(the "Plaintiffs' Document Motion") regarding the disclosure of certain documents set 

out in their Notice of Motion. At a Court conference call held on July 13, 2012, the 

Plaintiffs' Document Motion was adjourned to July 25, 2012. At a 9:30 appointment 

held on July 23,2012, the motion was further adjourned to July 30,2012. 

21. The Plaintiffs and the Company subsequently agreed upon the list of documents to be put 

in the Data Room and settled a form of Order in respect of the Plaintiffs' Document 

Motion. The Order was granted by this Court on July 30, 2012. A copy of the Order is 

attached as Appendix D hereto. 

Update on Claims Process 

22. Pursuant to an Order of this Court made on May 14, 2012, this Court granted the Claims 

Procedure Order providing for a call for claims against the Company and its officers and 
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directors. While the Claims Procedure Order did not purp01t to create a bar date in 

respect of claims against Sino-Forest Subsidiaries, claimants against the Company were 

ordered to indicate whether they asserted or intended to assert a similar claim against 

some or all of the Sino-Forest Subsidiaries. The primary claims bar date was June 20, 

2012 (the "Claims Bar Date"). 1 

23. On or about the Claims Bar Date, the Monitor received a total of 228 claims with a face 

value in excess of $112 billion. This includes potential duplicative claims filed against 

the Company and its officers, directors and subsidiaries. A summary of the claims 

received to date is as follows: 

24. As of the date of this Report, the Monitor is continuing to review the claims received, 

particularly in light ofthe Equity Claims Decision (defined below), discussed in further 

detail below. 

25. The Monitor is also reviewing the claims under the Company's four series of notes 

including the guarantees and pledges given by Sino-Forest in connection with the notes. 

The Monitor intends to put its summary regarding the guarantees and security in the Data 

Room. 

1The applicable bar date for certain claims including Restructuring Claims and D&O Indemnity Claims is as set out 
in the Claims Procedure Order. 
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The Company's Equity Claims Motion 

26. On June 26, 2012, this Court heard a motion brought by the Company for a direction that 

certain claims against the Company that result from the ownership, purchase or sale of an 

equity interest in the Company and resulting indemnity claims are "equity claims" as 

defined in the section 2 of the CCAA. The motion was not opposed by the Plaintiffs but 

was opposed by certain Third Party Defendants. 

27. On July 27, 2012, this Court issued its decision (the "Equity Claims Decision"). A 

copy of the Equity Claims Decision is attached as Appendix E hereto. Pursuant to the 

Equity Claims Decision, this Court found, inter alia, that? 

(a) It was not premature to determine the issue set out in the Company's motion. 

Instead: 

(i) it had been clear since the outset of the CCAA proceedings that this issue 

would have to be determined and this issue could be determined 

independently of the Claims Procedure Order; 

(ii) the Court did not accept that any party can be said to be prejudiced if this 

threshold issue is determined at this time; 

(iii) this threshold issue does not depend upon a determination of 

quantification of any claim; and 

(iv) the effect of the Equity Claims Decision will be to establish whether the 

claims ofE&Y, BDO and the Underwriters will be subordinated pursuant 

to the CCAA and is independent of determinations as to validity and 

quantification. 

(b) The Shareholder Claims and Related Indemnity Claims are "equity claims" as 

defined in section 2 ofthe CCAA. 

2 Capitalized terms used in the summary and not otherwise defined have the meaning given to them in the Equity 
Claims Decision. This summary is for information purposes only. Reference should be made to the Equity Claims 
Decision itself. 
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(c) With respect to the claims of E&Y, BDO and the Underwriter, the Court 

concluded that the most significant aspect of those claims constitute "equity 

claims". However, the Court did not make a determination as to whether defence 

costs incurred in defending the class action claims were "equity claims". 

(d) The Equity Claims Decision was without prejudice to the Company's right 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 the Company related thereto. 

2.8. On August 3, 2012, the Court issued an Order reflecting the terms of the Equity Claims 

Decision, a copy of which is attached as Appendix F hereto. 

RECEIPTS AND DISBURSEMENTS OF THE COMPANY FOR THE PERIOD TO 
JULY 20, 2012 

Actual Receipts & Disbursements for the Period May 19,2012, to July 20,2012 

29. The Company's actual net cash flow for the period from May 19, 2012, to July 20, 2012 

(the "Current Period") together with an explanation of key variances as compared to the 

May 23 Forecast (as defined in the Monitor's Third Report) is described below. Actual 

net cash flows for the Current Period were approximately $8.5 million higher than 

forecast and summarized as follows: 
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isoOOCAD Forecast Difference 

Cash inflow 

Insurance Proceeds $ - $ 6,664 $ 6,664 

Interest Income $ 412 $ 417 $ 5 

Total cash inflow $ 412 $ 7,081 $ 6,669 

Cash outflow 

Payroll and Benefits $ 121 $ Ill $ (9) 

Board & Committee Fees $ 392 $ 307 $ (85 

Travel $ 185 $ 47 $ (137 

Rent,Communication & Utilities $ 40 $ 52 $ 13 

Taxes & Other $ 102 $ 47 $ (55 

Total cash outflow $ 839 $ 565 $ (273 

Net Operating Cashflow $ (426) $ 6,516 $ 6,942 

Restructuring Costs 

Professional Fees $ $ 

Total Restructuring Costs $ 

Net Cash Flow $ 

Opening Cash Balance $ 

Net Cash Balance $ 

Ending Cash Balance $ 

30. The key variances in actual receipts and disbursements compared to the May 23 Forecast 

is a favourable variance of approximately $8.5 million primarily relating to: 

(a) A positive variance of approximately of $6.7 million in cash inflows. This 

variance is permanent in nature and related to insurance proceeds received by 

Sino-Forest in respect of professional fees incmTed. The timing and estimated 

value of potential insurance proceeds was unknown at the time of the preparation 

of the May 23 Forecast and therefore was not included as part of the Forecast; and 

(b) A positive variance of approximately $1.5 million in professional fees. This 

variance is temporary in nature and is expected to reverse in the coming weeks as 

invoices are submitted by the professionals and paid by Sino-Forest. 
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INFORMATION RELATING TO SINO-FOREST SUBSIDIARIES 

31. As set out in the Third Report ofthe Monitor, the Monitor (both directly and through FTI 

Consulting (Hong Kong) Limited ("FTI HK" and together with the Monitor, "FTI")) 

established communication protocols and reporting mechanisms with Sino-Forest in 

Hong Kong and the People's Republic of China ("PRC"). 

32. The Monitor was granted further powers pursuant to the Expanded Powers Order dated 

April 20, 2012, the majority of which related to direct access and involvement in the 

Sino-Forest Subsidiaries, as opposed to the Company itself. The Company's request for 

the Expanded Powers Order was primarily as a result of certain enforcement notices 

received from the OSC in April 2012, and personnel changes resulting from those 

changes. 

33. FTI continues to work with Sino-Forest on its operational, financial, legal and other 

issues. Much of the Monitor's activities to date have included, and continue to include, 

monitoring and reviewing financial information and Sino-Forest Subsidiaries' activities 

in addition to attending certain meetings between the Company and third parties. 

34. The purpose of this overview is to inform on the status of the Sino-Forest Subsidiaries 

from the start of the CCAA proceedings to date. In assessing Sino-Forest, including what 

actions and steps should be taken, reference was made to the IC Reports and the work 

and background conducted by the Independent Committee and its advisors. Copies of the 

IC Reports are attached as Appendices G through I hereto. 

General Overview 

35. As was set out in the Initial Order Affidavit as well as the Pre-Filing Report, in the 

months after the release of the MW Report and the subsequent commencement of 

investigations and litigation involving Sino-Forest Corporation, the ultimate parent of the 

Sino-Forest Companies, the majority of the business in the PRC came to a virtual 

standstill. Although certain business segments continued, they did so at diminished 

levels and Sino-Forest's primary business, namely the purchase and sale of standing 

timber, froze. Both the Initial Order Affidavit and the Pre-Filing Report observed that a 
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court supervised process was necessary for any chance of resolving the stalemate that the 

business found itself in. 

36. As discussed in the following sections, Sino-Forest's financial and operational aspects of 

the business in the PRC continue to be negatively impacted by the uncertainty regarding 

the Company's affairs. Operations in Sino-Forest's standing timber business (which 

accounts for the vast majority of Sino-Forest's historical reported revenue and asset base) 

remain frozen and the remainder of Sino-Forest's businesses are operating at 

substantially lower levels than in past years. 

37. Further, Sino-Forest's existing senior management team has been significantly reduced 

since the commencement of the CCAA proceedings. As has been previously reported and 

disclosed by the Company, in April 2012, in response to enforcement notices issued by 

the OSC, a number of personnel changes were made whereby members of senior 

management were terminated. The chief financial officer also stepped down from that 

role, although he remains an employee of the Company. The Monitor understands that 

the terminated personnel played a significant role in Sino-Forest's business. Due to the 

on-going concern in the Company and the Sino-Forest business, it has not been an option 

for Sino-Forest to replace these individuals. 

38. Although Sino-Forest's cash position may appear to be ahead of its for(;':cast (see below), 

the original subsidiary level forecast was mostly prepared by individuals who are no 

longer employed by Sino-Forest as a result of the personnel changes in April 2012 and 

may not be an appropriate reference point. In reality, although disbursements are lower 

than normal, collection of receivables is proving difficult (as discussed below) and, to 

date, Sino-Forest has not been able to revive its business. 

39. As evidenced by recent events, Sino-Forest is experiencing the results of a deteriorating 

business across multiple fronts, including: 

(a) Provisions in respect of uncollectible receivable balances and assets with impaired 

values have been taken in the 2011 year end internal financial statements (which 

are discussed in further detail below); 
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(b) Management will need to review the impact of the recent de-registrations on the 

interim 2012 internal financial statements and to consider the need for further 

provisions in respect of amounts owed by de-registered Als (which is discussed in 

more detail below); 

(c) Work being performed by third party consultants to verify Sino-Forest's forestry 

estate is on-going and estimated to take years to complete and/or to verify a 

substantial portion of the estate; 

(d) There is no indication that Sino-Forest will be able to resume its business absent a 

successful restructuring and resolution in these CCAA proceedings; and 

(e) There is a limited pool of funds that continues to be depleted throughout the 

CCAA proceedings. 

40. The deterioration of Sino-Forest is also directly influenced by what appears to be the 

beginning of a breakdown of its relationships with certain Als and suppliers. As 

described in the Pre-filing Report, the Initial Order Affidavit and as set out in the IC 

Reports, it is clear that there is an emphasis put on "business relationships" among parties 

that is paramount to any contractual or legal relationship that may have been entered into 

by the parties. These relationships are relied upon for the conduct of business in this 

industry in the PRC. In the course of its investigation, the IC reported that it was 

apparent that integral to Sino-Forest's business model was its relationship with business 

partners. Recent events highlight the breakdown: 

(a) Certain authorized intermediaries ("Ais") who are necessary for selling standing 

timber under the BVI structure and who had outstanding receivable balances with 

Sino-Forest, have de-registered (which is discussed in more detail below); 

(b) Certain suppliers responsible for selling standing timber to Sino-Forest have de

registered; and 
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(c) The trading business has stopped importing, other than the existing Thai Redwood 

transaction. The Thai Redwood transaction that was expected to occur in May 

2012 has been delayed multiple times. 

41. The Monitor also notes that as the restructuring proceedings continue with no resolution, 

the ability of Sino-Forest to maintain its relationship with the PRC government may 

become increasingly difficult. 

Chops, Annual Review and Process to Change Legal Representatives 

42. Upon filing, FTI began discussions regarding the corporate governance of the Sino-Forest 

Subsidiaries, particularly the PRC entities which are located in various regions in the 

PRC. Through initial conversations and advice provided by Hong Kong and PRC 

counsel, the Monitor learned that, as a corporate governance matter, companies 

incorporated in the PRC: 

(a) Are represented by an individual who is appointed as the "legal representative" of 

that company in dealing with external parties and under the PRC law; and 

(b) conduct business through "chops" which are akin to company seals. PRC 

companies can have different kinds of chops including the "company chops", 

"financial chops" and "individual bank signatory chop". These chops are 

generally located at the subsidiary where they are used and may only be used by 

authorized individuals. 

43. Shortly after the Filing Date, Sino-Forest sent out a company-wide letter (the "Letter") to 

all of the subsidiaries identifYing new restrictions on the use of the chops and prohibiting 

the use of these chops without prior permission from identified senior management of 

Sino-Forest. As discussed in further detail below, the Letter also outlined a new protocol 

for proposed disbursements and for entering into new contracts and commitments above a 

pre-determined threshold, including prior review by FTI. 

44. As previously reported, in April 2012 there were several personnel changes due in large 

part to the ongoing investigation and charges laid by the OSC. As a consequence of these 
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changes, the Company and FTI undertook a diligence exercise to determine the legal 

representatives for all Sino-Forest PRC companies and the location and security of the 

various chops. A summary of the steps taken is as follows: 

(a) The Company, through its legal counsel, conducted a corporate review of the PRC 

subsidiaries to determine the identity of the legal representatives of each 

company. This review showed that there was a consistent legal representative 

across many of the subsidiaries and that in most cases the legal representative was 

no longer an employee of Sino-Forest. 

(b) FTI then conducted physical visits of approximately 50% of Sino-Forest's PRC 

subsidiaries and observed the location of the company chop, financial chop and 

individual bank signatory chop for those subsidiaries it inspected. 

(c) It was determined that it was not necessary or prudent to conduct an initial review 

of all PRC subsidiaries. This determination was based on the fact that: chops are 

physically located at the subsidiary offices throughout the PRC, the costs 

associated with physically visiting all locations and the relative levels of business 

historically reported by such subsidiaries. Instead, FTI selected a sample of 

subsidiaries to visit based on levels of business, cash balances and physical ability 

to visit those locations. 

45. Based on the inspections that FTI has conducted, the chops appear to be physically 

locked in storage or other cabinets at the subsidiary level. Initially, there was one 

exception, but FTI has been advised that it has been remedied. FTI cannot be sure that 

the chops are kept under lock and key at all times given the practical prohibitions on such 

monitoring. However, FTI is advised by Sino-Forest management that the protocols set 

out in the Letter continue to be followed. 

46. The Monitor expressed concern to Sino-Forest regarding the physical location of the 

chops at each of the subsidiaries as well as the legal representatives (particularly those 

that are no longer employees of Sino-Forest). These concerns were somewhat mitigated 

by the implementation of the new controls under the Letter. Further, at the time these 
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concerns were initially raised, Sino-Forest's view was that (a) physical relocation of the 

chops to a more centralized location was not possible as a practical matter as they are 

needed by each subsidiary on a daily basis to conduct any business; and (b) any changes 

in legal representatives or other protocols at that time were not timely due to the fact that 

the PRC subsidiaries were undergoing their annual review process. The annual review 

process is described in more detail below. 

47. Over the past number of months, Sino-Forest's PRC subsidiaries have been undergoing 

annual reviews. These reviews are government mandated and companies are required to 

pass these reviews every year in order to carry on business in the PRC. As of July 31, 

2012, all of the annual reviews have now been completed. FTI is advised that all but 

three (3) of the PRC subsidiaries have passed their review and FTI is now in the process 

of receiving copies of the stamped business licenses indicating that the reviews were 

successful. For those three (3) that remain outstanding, two (2) are expected to be 

complete by August 10,2012 and the last one by August 31,2012. 

48. Given the completion of the annual reviews, the Monitor is re-visiting discussions with 

Sino-Forest management to determine whether further steps should be taken to either 

replace the legal representatives and/or obtain a greater degree of certainty on the use and 

security of the chops. 

Cash Position of Sino-Forest Subsidiaries 

49. Prior to the CCAA proceedings, the Independent Committee, through its financial 

advisor, PricewaterhouseCoopers LLP ("PwC") was trying to verify the cash position of 

Sino-Forest. PwC was able to complete verification as of June 13, 2011 of 81% of the 

cash position in the PRC and 100% in Hong Kong. 

50. Since the Filing Date, FTI has continued to work with Sino-Forest to verify cash 

positions on an on-going basis particularly given the fact that the PwC verification was as 

of ten (1 0) months prior to the filing. 

51. Sino-Forest has approximately 546 bank accounts, 327 of which are located in various 

parts of the PRC. FTI initially commenced work to understand the logistics, location and 
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reported balances in these accounts and based on that, determined that the best approach 

was to conduct an initial review of all accounts with a balance over $5 million. The 

further following actions continue to be taken by FTI in order to verify cash positions: 

(a) FTI performs a monthly review of bank statements for over 60% of the bank 

accounts as compared to the bank statements. Included in the accounts that are 

under review are all of the accounts with significant balances as well as a monthly 

random review of selected accounts with smaller balances; 

(b) FTI has also physically visited specific banks in efforts to confrrm certain account 

balances as at March 31, 2012. Sino-Forest has 17 bank accounts in the PRC with 

balances in excess of$5 million as at March 30,2012. The 17 accounts represent 

approximately 65% ofthe expected total of all PRC bank accounts, or 44% ofthe 

expected total of all account balances; 

(c) FTI selected 9 of the 17 accounts to be verified and visited the banks with local 

Sino-Forest personnel located in: Hunan Province, Jiangzi Province, Guizhou 

Province, Shanghai and Guangzhou. No material misstatements were identified 

for any of the reviewed account balances as of March 30, 2012; and 

(d) There were 216 non-PRC bank accounts with a total balance of approximately 

$167 million as at March 30, 2012. FTI has verified all of these accounts with a 

balance of over $100,000 by checking bank statements, which represents 

approximately 99% ofthe total non-PRC balance. FTI performs a selected review 

of a portion of the non-PRC bank accounts on an ongoing basis. 

52. As an example, the breakdown of accounts reviewed per segment for June 2012 is 

detailed below. Based on the review procedures set out in 51(a) and (d) above, there were 

no material misstatements in those accounts checked. 
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Receivables 

53. The Initial Order Affidavit set out Sino-Forest's receivable balances, including ongoing 

difficulties in collecting those receivables given the MW Report and the uncertainty 

surrounding the business. Sino-Forest had, in fact, instructed one of its then PRC counsel 

to send demand letters in respect of significant receivable balances. 

54. As of July 12, 2012, the Company had recorded receivables totalling approximately $1 

billion. Details regarding the outstanding receivables balance can be found below: 

55. Subsequent to the commencement of the CCAA proceedings, management engaged 

another PRC law firm, Jingtian & Gongcheng ("J&G") to follow up on the collection of 

outstanding receivables. Collection methods include detailed analysis of existing 

outstanding receivables, demand letters, follow up on demand letters that Sino-Forest's 

prior PRC counsel had advised it sent and face-to-face discussions with third parties in 

respect of certain specific outstanding receivables. 

56. FTI has also begun participating (and continues to participate) in weekly meetings with 

Sino-Forest for a status update on legal proceedings/actions launched against specific 

debtors throughout the CCAA proceedings. FTI has also been participating (and 

continues to participate) in weekly meetings with subsidiaries as well as weekly calls 

with Jingtian & Gongcheng. 

57. More recently, FTI has taken additional measures in following up on the status of the 

outstanding receivables, understanding the nature of collection methods being used and 

the impact these methods may have had on reducing the total outstanding balance. 
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58. In the course of FTI's increased role in assisting with the collection of receivables, FTI 

requested J&G to conduct searches of several entities, the results of which can be 

summarized as follows: 

(a) Searches were conducted against six (6) Als with whom the BVI entities conduct 

business for standing timber and who make up approximately $887 million of the 

Company's reported receivables. Based on the search results, three (3) of those 

entities, representing $504 million in receivables, have been de-registered. 

(b) Searches were conducted against twelve (12) entities with whom the BVI entities 

conduct business for BVI trading and who make up approximately $126 million 

of the Company's reported receivables. Based on the search results, six (6) of 

those entities, representing $63 million, have been de-registered, one (1) of which 

is also included in paragraph (a) above. 

59. Although discussions are ongoing regarding the impact of de-registration and possible 

recourse available to Sino-Forest, the receivables position of Sino-Forest appears to be 

significantly different from past reported receivables. On July 31, 2012, the Company 

issued a press release outlining the discoveries made regarding the de-registration of 

these parties. A copy of the press release is attached as Appendix J hereto. 

60. By far, the most significant impact of the above has been the de-registration of the Als. 

As was set out in the IC Reports as well as the Initial Order Affidavit, there has always 

been very little insight into the business of the Ais including their books and records, 

cash collections and disbursements. Further, based on the IC investigation, it is apparent 

that there are on-going issues with respect to many aspects of the business transactions 

between Sino-Forest and the Ais, including the nature of many of these relationships. 

Historically, receivables from Als were not collected as they were used to offset new 

standing timber purchases, as described in the description of the BVI model in the Initial 

Order Affidavit and the IC Reports. 

61. The Monitor has been informed by King & Wood Mallesons that "de-registration" in the 

PRC is effectively the wind-up or termination of such company. In other words, after de-
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registration, the company ceases to exist. However, as of the date of this Report, the 

Company and the Monitor are still at the stage of obtaining further legal advice regarding 

the de-registration process and possible civil and/or criminal remedies that might be 

available to Sino-Forest including pursuit of the shareholders of the Als that have been 

de-registered and other related parties. 

62. In the event that, in fact, these debts are not honoured, they may be written off by the 

Sino-Forest Subsidiaries that they are owed to, which would a typical accounting 

practice. 

The Thai Redwood Transaction 

63. In March 2011, at the initiation of a former senior employee of Sino-Forest, Sino-Forest 

entered into two contracts (which were subsequently amended) for the purchase of 

approximately 6,500 tons of Thai Redwood through a PRC distributor (the "Thai 

Redwood Transaction"). In connection with the entering into of those contracts, Sino

Forest paid a deposit of $15 million in April2011 and a further deposit of $32 million in 

December 2011. 

64. Since the commencement of the proceedings, Sino-Forest has made ongoing efforts to 

either receive the Thai Redwood or get a return of the deposits. In that regard, numerous 

meetings have taken place with various individuals involved in the Thai Redwood 

Transaction. FTI has attended some of these meetings. 

65. To date, Sino-Forest has not received shipment of the Thai Redwood. Sino-Forest and 

FTI have been advised by the supplier that the delay is due to many complicating factors 

including the political changes in Thailand and weather conditions. However, the 

significant delay has been of great concem to both the Monitor and the Company and, as 

a result, Sino-Forest is in ongoing negotiations with its supplier for retum of the deposit 

or delivery of the wood. As of the date of this report, no resolution has been reached. It 

is the Monitor's view that, at this point, recovery of either the deposits or delivery of the 

Thai Redwood is uncertain. 
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Management's Internal December 2011 Financial Statement Impairment Provisions 

66. Management of the Company advised the Monitor that it has recorded approximately 

$560 million in impairment provisions in respect of its internal 2011 financial statements. 

Management is currently working on finalizing the internal financial statements for Q 1 

2012 and expects to do so over the coming weeks. 

67. A majority of the write-offs that pertain to the internal2011 year-end financial statements 

relate to goodwill impairment, trade receivable impairments, fair value impairments of 

standing timber and deposits and plantation prepayments made in respect of contractual 

commitments. The 2011 provision does not take into account any potential additional 

write-offs related to accounts receivable, that may have to be accounted for due to the 

recent discovery of the de-registration of Als or other third parties as described above. 

Any additional provisions will be recorded in the Q1 2012 internal financial statements. 

68. The Monitor has had a number of discussions with the Company's management to 

understand the rationale and underlying justification for this provision. The Monitor has 

also requested back up information and documentation to try to understand the 

Company's decision more thoroughly. To date, the Monitor has reviewed a number of 

documents and makes the following observations: 

(a) Approximately 13% of the provision taken relates to trade receivable impairments 

and bad debts written off. The impairment provision relates to the fact that the 

receivables balances are more than one year old and the Company follows a 

policy of providing for receivables that are more than one year past due. There 

are a number of customers that may also be suppliers and/or be related to 

suppliers and therefore there may be opportunities for set-off that management is 

currently looking into; 

(b) Approximately 20% of the provision taken relates to wood log deposits, of which 

approximately 30% relate to certain 2011 deposits with the same supplier 

discussed above, who is party to the Thai Redwood Transaction, but relating to 

separate transactions. The assumptions underlying the impairments are based on 
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a lack of activity with counterparties to Sino-Forest's log supply agreements since 

MW; 

(c) Approximately 38% of the provision taken appears to be related to Mandra 

goodwill and intangibles and write offs of the fair value of timber assets based on 

management's estimate of recovery; 

(d) The remaining provision amounts include certain balances that management has 

deemed impaired and/or written off due to existing external circumstances; and 

(e) There are a number of explanations that are still outstanding as they relate to 

specific questions in the PRC and/or analysis performed by individuals who are 

no longer employed by Sino-Forest. 

69. The Monitor continues to hold discussions with management to better understand the 

assumptions underlying the write-offs and potential impact on the existing business. The 

Monitor continues to review explanations and supporting documentation in both Canada 

and Hong Kong. 

Disbursements 

70. As set out above, the Letter provided for a new protocol on authorized disbursements. 

The Letter specifically provided that no disbursements or new commitments were to be 

made over an agreed upon threshold without approval from senior management and 

review by FTI. 

71. FTI continues to work with Sino-Forest to monitor disbursements and confirm that the 

protocol on disbursements is followed. On a weekly basis, FTI reviews a list of proposed 

payments by Sino-Forest in excess of a pre-determined threshold. On a monthly basis, 

FTI reviews a sample of bank statements to verify that payments in excess of a pre

determined threshold were made and to verify the ending cash balances. Based on these 

controls, with one exception that took place shortly after the Filing Date, the appropriate 

protocols on disbursements appear to be followed. 
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72. As of July 20, 2012, Sino-Forest is approximately $91 million ahead of its cash flow, a 

significant portion of this relating to a difference in actual versus forecast disbursements. 

Further details explaining the variance analysis can be found in the section entitled 

"Cumulative Variance Analysis". 

73. A significant portion of the approximately $91 million is attributable to lower actual 

disbursements than forecast in Sino-Panel. The differences are primarily a result of: 

(a) approximately $18 million in operating expenses that were lower than forecast 

due to lower work levels at manufacturing plants, poor weather conditions; and 

(b) approximately $50 million in outstanding accounts payable payments for 

plantation purchases and lease payments that have been delayed (at this point in 

time, it is still unknown what pmtion of the difference is timing versus 

permanent). 

Cumulative Variance Analysis 

74. The Sino-Forest Subsidiaries' net cash flows broken down by Sino-Forest's key 

operating lines, together with an explanation of key variances as compared to forecast is 

described below. Actual net cash flows are for the period from March 30, 2012 to July 

20,2012. 

The key variances in actual receipts and disbursements as compared to forecast are: 

(a) Sino-Wood: 

(i) Sino-Wood received a $5 million bank loan which was not originally 

forecast by the Company; 
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(ii) Sino-Wood was supposed to receive an approximate $5 million capital 

injection which has been delayed; 

(iii) Expenses related to planted plantations of approximately $5 million were 

lower than forecast due to unforeseen weather and timing issues; and 

(iv) General overhead expenses were lower than forecast by approximately $3 

million resulting primarily from timing differences. 

(b) Sino-Panel: 

(i) Sino-Forest forecast that the Thai Redwood Transaction would be 

completed and that approximately $14 million in sales would have 

occurred. The Thai Redwood Transaction has been delayed and therefore 

the sales have not yet materialized; 

(ii) Delayed payment to a specific supplier harvesting timber has further 

delayed expected revenue of approximately $9 million related to the 

timber; 

(iii) A majority of the forecast accounts payable have been delayed. A portion 

of the positive variance of approximately $50 million may be a permanent 

difference, but this has not yet been determined; and 

(iv) Operating expenses were lower than forecast due to lower work levels at 

the manufacturing plants than forecast, poor weather and the delayed Thai 

Redwood Transaction. A portion of the positive variance of $18 million 

may be permanent, but this has not yet been determined. 

UPDATE ON SINO-FOREST SUBSIDIARY OPERATIONS 

75. Reference should be made to the IC Reports and the Initial Order Affidavit for an 

overview ofthe different segments of Sino-Forest's business as well as historic operating 

levels. 
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Operational Changes 

76. Since the filing, the Monitor is not aware of any new Sino-Forest entities being 

incorporated or any major transfers of assets among subsidiaries. Sino-Forest has 

continued to employ the vast majority of its employees (other than those personnel 

changes that have previous been discussed), the majority of whom work in Sino-Forest's 

manufacturing operations. 

77. Subsequent to the filing, management of the Sino-Panel subsidiaries was replaced after 

the April 2012 personnel changes were made. New management of Sino-Panel are in the 

process of dealing with on-going operational issues, meeting with agents and negotiating 

resolutions to the outstanding legal matters. 

Wood Fibre Operations 

78. As set out in the Initial Order Affidavit for the year ended December 2010, revenue from 

wood fibre operations accounted for approximately 96.4% of Sino-Forest's reported 

revenue. In June 2011, upon the release of the MW Report, wood fibre operations, 

effectively halted, with very little purchases or sales in the third or fourth quarter of 2011 

and no purchases or sales in 2012. 

Other Businesses 

79. The balance of Sino-Forest's businesses (which are all described in the Initial Order 

Affidavit) accounted for approximately 3.6% of Sino-Forest's reported revenue in 2010. 

These businesses were also significantly impacted by the MW Report, and have 

continued at diminished levels for the balance of 2011 and the first quarter of 2012. 

80. A brief summary of some of those on-going businesses is as follows: 

(a) Manufacturing and Other Operations. The industrial segment of the subsidiaries 

includes manufacturing and industrial operations and employs approximately 

2290 employees. Historically, only two of the operations provided positive 

financial performance, the remaining industrial operations have historically 

incurred financial losses. There has been no significant changes in the operations 

of this business segment. 
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(b) Log Trading. The subsidiaries dealing with trading activities are in the process of 

being shut down. The only potential forecast incoming supply of logs is related to 

the Thai Redwood Transaction, which has been discussed above. The trading 

business segment has an inventory of existing logs, which they are in the process 

of selling. 

Overall Impact 

81. The Monitor continues to be of the view that it is important for these proceedings to be 

completed as soon as possible given the events that have taken place and may continue to 

take place which have a significantly negative impact on the business. 

UPDATE ON TIMBER ASSETS AND VERIFICATION EFFORTS 

82. The Monitor is aware that verification and valuation of the Sino-Forest assets is of 

ongoing interest to many participants in the Sino-Forest CCAA proceedings for various 

reasons. Indeed, verification and valuation were issues that was addressed by the IC in 

its reports. The Final Report provided some information regarding verification work that 

was considered. However, the IC observed that even if verification work was able to be 

completed, there were still significant hurdles to establishing valuation given the title 

issues in the BVI model and the relationship issues regarding many of the Als. 

83. Indufor was engaged by Sino-Forest during the course of the independent committee 

investigation to perform an area verification of the forestry estate of Sino-Forest. 

However, for the reasons set out above as well as the time consuming nature of 

verification, very little or no verification was completed prior to the issuance of the Final 

Report. 

84. Indufor, under the supervision of Stewart Murray and the Company, has continued to 

work on verification post-filing. The area verification process is a two stage process that 

is being undertaken in the PRC. The process involves incrementally confirming the 

geographic location of each compartment, followed by a verification of each 

compartment's area of stocked forest cover using an independent source of satellite 

imagery. 
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85. The Monitor has been advised that the area verification exercise currently being 

undertaken by Indufor is a lengthy process and requires the dedication of long term 

resources. The work Indufor is undertaking includes the following: 

(a) Registering and digitizing maps; 

(b) The use of Satellite imagery and image pre-processing routines; 

(c) Atmospheric Correction; 

(d) Vegetation classification; 

(e) Map uplift, digitization and satellite imagery process (a time-consuming process 

that is necessary to ensure compliance with restrictions that apply to the 

distribution ofPRC maps); and 

(f) Area verification. 

86. To date, Indufor has completed six (6) verification reports confirming the compartment 

locations of 63,956 hectares of the Sino-Forest estate to date. The confirmation involves 

geo-referencing and digital mapping of the compartments and represents approximately 

8% of total Sino-Forest reported net stocked area of 808,685 hectares as at the end of 

December 31, 2011. Analysis and findings of these reports are limited solely to the area 

that has been verified. No extrapolations of findings to the wider Sino-Forest estate are 

possible or implied. 

87. The Monitor is not yet clear as to whether the Indufor work will ultimately be timely or 

helpful in resolving the questions concerning the value of Sino-Forest's business. The 

Monitor understands that this type of work is extremely time consuming and that, in 

order to complete any meaningful amount of verification could take years, at a minimum. 

88. As set out in previous documents including the IC Reports and the Initial Order Affidavit, 

asset verification to any degree of certainty may be difficult in this situation given many 

factors including, the nature of the assets, geographical impediments, political 

impediments and financial resources available. The verification exercise is a lengthy 
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process and likely to take years to verify any significant percentage of the Sino-Forest 

estate. 

89. The Monitor also notes that even if Indufor is able to verify even a portion of the assets, 

further work will need to be done to verify the underlying documents and assumptions 

used by Indufor. Lastly, as discussed above, verification does not establish title or deal 

with the relationships with the Ais (or address the issues arising from the de-registration 

of Ais). 
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Dated this 10th day of August, 2012. 

q:.3.~ij=:::::.:.~=,.__.-·nits personal capacity 

~ 
Greg Watson 
Senior Managing Director 
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APPENDIX A- PRE-FILING REPORT 

(See Attached) 
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Court File No. _______ _ 

ONTARIO 
SUPERIOR COURT OF JUSTICE 

{COMMERCIAL LIST) 

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 

PRE-FILING REPORT TO THE COURT 
SUBMITTED BY FTI CONSULTING CANADA INC., 

IN ITS CAPACITY AS PROPOSED MONITOR 

INTRODUCTION 

1. FTI Consulting Canada Inc. ("FTI Canada" or the "Proposed Monitor") has 

been informed that Sino-Forest Corporation (the "Company") intends to make an 

application under the Companies' Creditors Arrangement Act, R.S.C. 1985, c. C-

36, as amended (the "CCAA") and to seek an initial order (the "Initial Order") 

from the Ontario Superior Court of Justice (Commercial List) (the "Court"), 

granting, inter alia, a stay of proceedings against the Company until April 29, 

2012, (the "Stay Period") and appointing FTI Canada as monitor of the 

Company's CCAA Proceedings (defined below). The proceedings commenced by 

the Company under the CCAA, if granted, will be referred to herein as the 

"CCAA Proceedings". 

2. FTI Canada is a trustee within the meaning of section 2 of the Bankruptcy and 

Insolvency Act, R.S. C. 1985, c. B-3, as amended, and is not subject to any of the 

restrictions on who may be appointed as monitor set out in section 11.7(2) of the 

CCAA. FTI Canada has provided its consent to act as Monitor. 

F T I 
COH UtTiNG 
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Engagement of FTI Consulting and Preparation of this Report 

3. FTI was originally retained through its Hong Kong office, FTI Consulting (Hong 

Kong) Limited ("FTI HK" and together with FTI Canada, "FTI Consulting") in 

October 2011. The purpose of FTI HK's retainer was primarily in connection 

with the work being done to determine whether the Q3 Results (defined below) 

could be issued. The scope ofFTI HK's retention was expanded in January 2012. 

The expanded role of FTI HK included assisting management in the review and 

preparation of detailed cash flow forecasts and analysis of outstanding 

receivables, including collection options. FTI Canada has been formally retained 

since March 12, 2012. FTI HK and FTI Canada have worked together in advising 

the Company and in the preparation of this report. 

4. Since its engagement, FTI Consulting has worked with the Company and its 

advisors extensively. Among other things, FTI Consulting has: 

(a) Attended in-person meetings involving Houlihan (defined below), senior 

management including the chief executive officer, chief financial officer 

and Allen Chan (Sino-Forest's founder and chief executive officer up to 

August 2011) and others in order to gain information regarding Sino

Forest and its situation; 

(b) Attended in-person and telephone meetings with other stakeholders 

including the Ad Hoc Noteholders (defined below), the Board (defined 

below) and others; 

(c) Engaged legal counsel in Canada who has also participated in certain of 

these meetings; 

(d) Had a local team review certain Sino-Forest documents and engage in 

discussions with Sino-Forest in both Hong Kong and the PRC (defined 

below); 

(e) Met with Sino-Forest finance personnel located in Canada, Hong Kong 
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and thePRC; 

(f) Obtained financial and other information produced by Sino-Forest relating 

to its operations, its cash flow forecasts and current financial situation; 

(g) Reviewed redacted versions of the IC Reports (defined below); 

(h) Reviewed certain of the books and records of the Company; 

(i) Reviewed the Note Indentures (defined below) and related guarantee and 

security documents; and 

(j) Reviewed various other documents and materials relevant to the Company 

and its business. 

5. As a result of these efforts, FTI Consulting has become familiar with the 

Company's current state of affairs including the basis on which it is now seeking 

CCAA protection, and approval of the Sale Process (defined below). 

6. Although this Report has been prepared in anticipation of FTI Canada's 

appointment as monitor of the Company, it has been prepared with the same duty 

and care and with the same level of diligence as though FTI Canada had already 

been appointed to such role. 

7. In preparing this report, the Proposed Monitor has relied upon unaudited financial 

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

information prepared by the Company, the IC Reports (defined below) and 

discussions with the Company's management. Other than as described in 

paragraph 4 above, the Proposed Monitor has not audited, reviewed or otherwise 

attempted to verify the accuracy or completeness of the information. Accordingly, 

the Proposed Monitor expresses no opinion or other form of assurance on the 

information contained in this Report or relied on in its preparation. Future 

oriented financial information reported or relied on in preparing this Report is 

based on management's assumptions regarding future events; actual results may 

vary from forecast and such variations may be material. 
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Purpose of this Report 

8. The purpose of this report is to: 

(a) Inform the Court on the following: 

(i) an overview ofthe Company and its current situation; 

(ii) an outline of the Proposed Monitor's understanding of 

circumstances that have led to the Company's current request for 

relief; 

(iii) the proposed restructuring activities of the Company including the 

Support Agreement (defined below); 

(iv) the Sale Process to be undertaken for the business and assets of the 

Sino-Forest Companies (defined below); 

(v) the Company's March 29 Forecast (defined below); and 

(b) Support the Company's application and recommend that the Court grant 

the proposed Initial Order and Sale Process Order including the following 

relief: 

F T I 
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(i) a stay of proceedings to April29, 2012; 

(ii) approval of certain payments during the CCAA Proceedings; 

(iii) approval of a charge securing the fees and expenses of the 

Monitor, its counsel and counsel to the Company, counsel to the 

Board (defined below), Houlihan, FTI HK, counsel to the Ad Hoc 

Noteholders (defined below) and the financial advisor to the Ad 

Hoc Noteholders in the aggregate amount of CAD$15 million (the 

"Administration Charge"); 

(iv) approval of a charge securing an indemnity m favour of the 
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directors and officers of the Company in the aggregate amount of 

CAD$3.2 million (the "Directors' Charge"); 

(v) approval of the engagement of Houlihan Lokey Capital, Inc. 

("Houlihan"), pursuant to an engagement letter dated as of 

December 22,2011, (the "Financial Advisor Agreement"); 

(vi) approval of the Sale Process (defined below); and 

(vii) authorizing and directing the Company and the Proposed Monitor 

to engage in certain procedures to notify the Company's 

noteholders regarding certain issues related to the Support 

Agreement (defined below). 

9. Unless otherwise stated, all monetary amounts contained herein are expressed in 

US Dollars. 

10. The terms "Sino-Forest Companies" and "Sino-Forest" refer to the global 

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

(defined below). 

11. This report focuses on the Company's current situation and immediate need for 

court protection. This report should be read in conjunction with the affidavit of 

W. Judson Martin, vice-chairman and chief executive officer of the Company, 

sworn March 30, 2012 (the "Martin Affidavit") which provides an overview as 

to Sino-Forest's history, business and operations and is therefore not repeated 

herein. 

BACKGROUND 

Overview of Sino-Forest 

12. Sino-Forest conducts business as a forest plantation operator in the People's 

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

management of forest plantation trees, the sale of standing timber and wood logs 
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and complementary manufacturing of downstream engineered-wood products. 

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

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

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

shares issued and outstanding and trading under the trading symbol "TRE" on the 

TSX. 

14. On June 2, 2011, Muddy Waters, LLC ("MW"), which held a short position on 

the Company's shares, issued a report (the "MW Report") alleging, among other 

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

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

a world-wide basis. 

15. Since the issuance of the MW Report, the Company has devoted extensive time 

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

as responding to additional inquiries from, among others, the Ontario Securities 

Commission (the "OSC"), the Royal Canadian Mounted Police ("RCMP") and 

the Hong Kong Securities and Futures Commission ("HKSFC"). 

16. To carry out this work, on June 2, 2011, the Company's board of directors (the 

"Board") appointed a three (3) person independent committee (the "IC") to 

investigate the allegations contained in the MW Report. The IC retained three (3) 

law firms in Canada, Hong Kong and the PRC as well as financial advisors to 

assist in the IC investigation. 

17. The IC ultimately issued three (3) reports on August 10, 2011, November 13, 

2011 and January 31, 2012 (the "First Interim Report" the "Second Report" 

and the "Final Report" and collectively, the "IC Reports"). The IC was able to 

reach many conclusions addressing many of the allegations contained in the MW 

Report. However, the IC was unable to make certain conclusions, particularly as it 

related to certain of Sino-Forest's relationships with third party intermediaries and 

suppliers. The inability of the IC (and others) to have conclusively resolved those 
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issues has had an ongoing impact on the Company, namely the ability of the 

Company to issue its Q3 Results and the 20 11 Financial Statements (both defined 

below). 

18. With the issuance of its Final Report, the IC concluded its active investigation. 

However, the Board established a Special Restructuring Committee of the Board 

comprised exclusively of directors independent of management of the Company 

for the purpose of supervising, analyzing and managing strategic options available 

to the Company. 

19. Despite the work that was done by the IC, the IC's advisors, the Company 

(including senior management) and others in the last nine months, it is apparent to 

the Proposed Monitor that the MW Report, the subsequent litigation and 

regulatory investigations and other issues continue to have a significant negative 

impact on the Company and have threatened the long te1m viability of Sino

Forest's operations. For the reasons discussed below, the Proposed Monitor is of 

the view that the events and occurrences over the last nine months have led the 

Company and the business into a stalemate that cannot be resolved without a 

Court supervised solution. 

Current State of Sino-Forest 

20. The Proposed Monitor understands that the current state of the Sino-Forest 

Companies is effectively as follows: 

(a) Business impact: 

(i) The ability of Sino-Forest to access new offshore capital injections 

for expansion has dried up and PRC funding has been substantially 

curtailed given the uncertainty around the Company; 

(ii) The Proposed Monitor understands that operations in the trading 

and standing timber business outside the PRC and the standing 

timber business in the WFOEs are effectively frozen, the trading 
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business has stopped importing (other than the existing Thai 

Redwood transaction which is ongoing) and manufacturing is 

operating at lower levels than normal; 

(iii) Many customers have ceased paying their receivables despite 

concentrated efforts by Sino-Forest to collect on outstanding 

balances, which, the Proposed Monitor understands includes SFC's 

counsel in the PRC sending legal demand letters to 12 BVI trading 

companies for accounts receivable totalling approximately $126 

million and 5 WFOE companies totalling approximately RMB 

224.5 million; 

(iv) Sino-Forest has had to reserve millions of dollars to pay suppliers 

for outstanding debts, in order to avoid litigation or further hostile 

situations from its suppliers and landlords/farmers (which the 

Proposed Monitor understands has historically involved threats of 

violence and occupation of Sino-Forest offices in Hunan); 

(v) The Company has been unable to release its financial results for 

the nine-month period ended September 30, 2011 (the "Q3 

Results") and for reasons discussed below, is unlikely to be in a 

position to release such statements in the near term, if ever; 

(vi) The Company has been unable to release its 2011 audited financial 

statements for the year ended December 31, 2011 ("2011 

Financial Statements") and for reasons discussed below, is 

unlikely to be in a position to release such statements in the near 

term, if ever; 

(b) Financial situation: 
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(i) As of March 23, 2012, the Company has approximately $70.5 

million in cash; 
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(ii) The ability to repatriate funds from the PRC into off shore (i.e. 

non-PRC) companies is limited by many factors including the 

historic "BVI" corporate structure, state administration of foreign 

exchange ("SAFE") regulations and other currency control issues 

(which are discussed extensively in the Martin Affidavit); 

(iii) The Company has limited prospects of being able to raise further 

capital or debt in the near future; 

(iv) Sino-Forest has not been able to secure or renew certain existing 

onshore banking facilities, has been unable to obtain offshore 

letters of credit to facilitate Sino-Forest's trading business, and all 

offshore banking facilities have been repaid and frozen, or 

cancelled; 

(v) Sino-Forest's operating subsidiaries have lost access to capital 

injections, local bank financing and intercompany funding for 

expansion opportunities due to the Company's financial situation; 

(vi) Due to the business constraints above, Sino-Forest's operations are 

now operating on a significant burn as they are being pressured to 

continue to honour payables while collecting minimal receivables 

and failing to generate significant new sales; 

(c) Legal and Regulatory Proceedings: 
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(i) Sino-Forest continues to divert significant resources to address the 

ongoing regulatory and criminal investigations by the OSC and the 

RCMP as well as inquiries from the HKSFC; 

(ii) Numerous class actions have been commenced in Canada and the 

US and more are threatened; 

(iii) The OSC has issued a Cease Trade Order in respect of the 

Company's shares, which is ongoing; 
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(d) Default under the Note Indentures: 

(i) As a result of the Company's failure to issue its Q3 Results, the 

Company is in default (the "Financial Reporting Covenant 

Default") under its four ( 4) series of issued notes (the "Notes") 

and is unlikely to be in a position to cure such default in the near 

term, if ever; 

(ii) On January 12, 2012, the Company announced that holders of a 

majority of its 2014 Senior Notes and 2017 Senior Notes (who had 

issued default notices under their respective note indentures) had 

agreed to waive (the "Waiver Agreements") the Financial 

Reporting Covenant Default on certain terms and conditions 

(discussed below) including a covenant to make certain interest 

payments; 

(iii) The Waiver Agreements terminate on the earlier of April 30, 2012 

and any earlier termination of the Waiver Agreements in 

accordance with their terms; 

(iv) The failure to deliver the 2011 Financial Statements by March 31, 

2011 will constitute a further default under the Note Indentures 

(subject to a 30 day cure period); 

(e) Failure to Produce Q3 Results and 2011 Audited Statements 

F T I~ 
COUSVLT!NC. 

(i) As set out in the IC's Second Report, subsequent to August 26, 

2011, a number of documents came to the IC's attention that 

required further investigation and review; 

(ii) On or before November 15, 2011, the deadline for the release of 

the Q3 Results, the Board's audit committee recommended and the 

Board agreed that the Company should defer the release of the Q3 

Results until certain issues could be resolved to the satisfaction of 
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the Board and the Company's external auditor; 

(iii) The issues included (A) determining the nature and scope of the 

relationships between Sino-Forest and certain of its Als (defined 

below) and suppliers, as discussed in the Second Report, and (B) 

the satisfactory explanation and resolution of issues raised by 

certain documents identified by the IC's advisors, the Company's 

counsel, the Company's auditors, and/or by OSC staff; 

(iv) Although the Company (and the IC) continued to work to resolve 

these issues, the allegations set out in the MW Report and raised 

by the OSC, the Company subsequently announced that there was 

no assurance that it would be able to release the Q3 Results, or, if 

able, as to when such release would occur; 

( v) Those same issues outlined above remain gating items to the 

Company's ability to release 2011 Audited Financial Statements; 

(f) Political Factors: 

(i) Sino-Forest requires ongoing support from all levels of the PRC 

government to operate its business in a manner · that will be 

profitable; 

(ii) To date, the PRC government has been supportive, but has recently 

expressed concern regarding the ongoing distress of the business 

and has indicated that it expects the Company to propose a viable 

solution in the near future; and 

(iii) Loss of support from the PRC government would likely be fatal to 

any chance of success in restructuring the Company in a way that 

maximizes value for the Company's stakeholders. 

21. In summary, Sino-Forest's state of affairs is such that it cannot maintain a status 

quo for much longer. 
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CIRCUMSTANCES OF THE CCAA APPLICATION 

22. The Martin Affidavit provides a detailed outline of Sino-Forest's corporate 

structure, business, reported assets and financial information. The Martin 

Affidavit also provides a detailed chronology of the Company and its actions 

since the issuance of the MW Report in June 2011 including the formation of the 

IC, the issuance and conclusions set out in the IC Reports, the Class Actions, the 

OSC, RCMP and HKSFC investigations and the defaults under the Notes. 

23. This Report does not propose to repeat those details. Instead, the Proposed 

Monitor has focused on the following areas, which it believes are relevant for 

understanding the basis on which it is recommending the granting of the Initial 

Order and the approval of the Sale Process at this time: 

(a) Sino-Forest's historical method of doing business and certain of the legal 

issues that are embedded within that structure; 

(b) the role of the PRC government and the forestry industry in the PRC; and 

(c) Sino-Forest's current options. 

The Company's history 

24. Sino-Forest operates through two different corporate models- the "BVI" model 

and the "WFOE" model. It is significant to understand the corporate models used 

by Sino-Forest in its operations because of the corresponding issues associated 

with repatriating value offshore from each of those various entities. 

BVI Forestry Holding Companies ("BV/s '') 

25. Until 2004, Sino-Forest used the BVI model exclusively to invest in timber rights 

in the PRC. The Proposed Monitor understands that the BVI model essentially 

involves the use of a British Virgin Island company to invest in timber rights in 

the PRC. Due to the restrictions on foreign companies under PRC law which do 

not permit foreign companies to conduct business in the PRC without business 

F T I 
CONSUL f JUG 

171



172



- 13-

licenses granted by competent government authorities, BVIs must carry on their 

sale activities through authorized intermediaries ("Ais") onshore. Further, BVIs 

are not permitted to have bank accounts in the PRC. It is the Als who enter into 

the direct contracts for the sale of standing timber with end customers. Als are 

also responsible for remitting taxes arising from sales to the relevant PRC tax 

authorities. Once money is in the BVI system, it has never been repatriated off 

shore and any profit has always been re-invested in further plantation timber 

rights. The only exception to that are in the small instances where Sino-Forest 

has tested its on-shoring strategy (discussed in further detail below). 

26. The BVI model was the model used by Sino-Forest when it started operations in 

1994 due to the restrictions on foreign business operations in the PRC. Over the 

years, the BVI model was therefore used to purchase significant amounts of Sino

Forest's reported timber holdings (approximately 60% of its reported timber 

holdings). From an investor/creditor perspective, the model is problematic for a 

number of reasons including: 

(a) BVIs are restricted from carrying on business directly in the PRC - as 

such, many of the title verification issues that were contained in the MW 

Report and arose during the IC investigation were due to the fact that 

when BVIs purchase timber, they are only purchasing the· timber rights 

and not any underlying land use rights (which interests are capable of 

being registered in most parts of the PRC); 

(b) BVIs must sell through the Als. This has resulted in a certain lack of 

transparency in a number of issues that were the focus of the MW Report 

and the IC investigation- including the relationships between the Als and 

certain of the suppliers, an inability to see into the books and records of 

the Als to verify booked sales, and the extent to which the Als had, in fact, 

remitted applicable taxes to relevant tax authorities; and 

(c) The Proposed Monitor understands that for various reasons, but primarily 

related to the SAFE regulations, there is no way for a BVI to efficiently 
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repatriate cash off shore without giving rise to significant negative tax 

consequences - as such, since the businesses' inception, all profit has 

simply been further re-invested in the BVI model in new trees. 

27. In 2004, the Ministry of Commerce for the PRC began allowing wholly foreign 

owned enterprises ("WFOEs") to conduct business in the trading of timber on 

shore in the PRC. Post 2004, almost all of Sino-Forest's new capital invested in 

timber assets has been employed through the WFOE model. The Proposed 

Monitor understands that the WFOE model is preferable for several reasons 

including: 

(a) WFOEs can conduct business on shore in the PRC and as such, they do 

not need to use the AI model. They can (and do) transact directly with 

customers; 

(b) Financial information as to the WFOE holdings on Sino-Forest's books 

and records is more readily verifiable and therefore more transparent in . 

nature; 

(c) WFOEs can acquire land use rights through pre-paid long term leases. 

The ability ofWFOEs to invest in land use rights is advantageous because 

(i) for the most part, it appears that these rights can be registered and are 

therefore more easily verifiable; (ii) the WFOE can finance its business 

against its land rights; and (iii) it is viewed favourably by the PRC because 

it is evidence of Sino-Forest's long term intentions within the forestry 

industry in the PRC; and 

(d) WFOEs are preferable from a foreign investor perspective because there is 

an identifiable process for the repatriation of funds off-shore to the foreign 

investor parent. 

28. As of December 31, 2010, approximately 40% of Sino-Forest's reported timber 
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holdings were held through the WFOE structure. 

On-shoring 

29. As part of its long term strategy, the Company has been considering options to 

transition its BVI assets into WFOE assets. This process is referred to as "on

shoring". The Proposed Monitor understands there is no single standard protocol 

for on-shoring Sino-Forest's assets and that Sino-Forest is looking into various 

alternative methods of migrating the ownership ofthe BVI assets. At its root, on

shoring requires the creation of a new WFOE that is capitalized to receive timber 

rights from the BVIs and at the same time, acquire the accompanying underlying 

land use rights. The Proposed Monitor understands that the precise methods for 

successfully on-shoring varies on a county to county basis and requires extensive 

negotiations with various stakeholders including potentially the land owners and 

tax authorities. It could also involve the cooperation of suppliers and Als. 

30. The Proposed Monitor understands there are no assurances that on-shoring will be 

successful on a large scale basis and that, even if the Company is successful in on

shoring certain of its assets, that does not necessarily mean it will be successful in 

other regions. However, the Company has indicated that it believes there are 

incentives for parties to cooperate with an on-shoring process as it generally 

involves the promotion of business in more rural areas, the ongoing employment 

of individuals in those regions and cash injections to the land owners on the pre

paid leases. 

The Role of the PRC Government 

31. Based on the conversations that the Proposed Monitor has had with members of 

senior management of the Company and various of its advisors, the Proposed 

Monitor understands that the PRC government has and will continue to play a key 

role in any successful restructuring. 

32. The forestry industry in the PRC is subject to The Forestry Law which provides 

for a limited system pursuant to which verification as to legal ownership of timber 
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or land may be obtained. The Monitor has also been advised that it is not clear 

that the Forestry Law has been fully implemented on a nation-wide basis such 

that, in some instances, no verification from regional forestry bureaus may be 

available. 

33. The Company has advised that the PRC has taken numerous steps in the last years 

to promote the timber plantation industry including opportunities for foreign 

investment. It is also apparent that navigating timber operations within the PRC 

has obvious political and state related implications due to the role of the Chinese 

government in business operations in China generally, the geographic location of 

many of the plantations, the reliance upon provincial and other registries for asset 

verification, and the uncertainty surrounding certain taxation and other laws in the 

PRC that could have significant implications on Sino-Forest's business structure 

and/or ability to expand. 

34. Further, it is clear that in many instances, there is an emphasis put on "business 

relationships" among parties that is paramount to any contractual or legal 

relationship that may have been entered into by the parties. These relationships 

are relied upon for the conduct of business in this industry in the PRC. In the 

course of its investigation, the IC reported that it was apparent that integral to 

Sino-Forest's business model was its relationships with business partners. 

35. The Company has advised the Proposed Monitor that it believes that the PRC has 

been and will continue to be supportive of Sino-Forest as an ongoing business. 

Sino-Forest is the largest private forestry operator in the PRC and it has complied 

with and promoted PRC policy in terms of growth and efficiency in the natural 

resource sector over its 18 years of business. All of these factors have resulted in 

Sino-Forest having a positive and encouraging relationship with the PRC 

government. Consequently, the PRC government has, by and large, been 

facilitative of Sino-Forest's business. Ongoing support will be required if this 

restructuring process is to be successful. Maintaining relations with the PRC 

government both nationally and locally will also be crucial to Sino-Forest's on

shoring strategy. 
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36. Through extensive discussions that the Proposed Monitor has had with the 

Company and various advisors to the Company, it has become apparent that much 

of Sino-Forest's historical success has been due to the leadership of Allen Chan. 

Although Mr. Chan resigned as CEO and chairman after the issuance of the MW 

Report~ Mr. Chan has remained involved in Sino-Forest and, in particular, plays a 

key role in maintaining and building on existing PRC relations. The Martin 

Affidavit also contains further detail as to the importance of Mr. Chan in any 

restructuring. 

37. It is equally clear to the Proposed Monitor that the PRC government has the 

ability to be a significant impediment to solutions that it does not view as 

favourable or in furtherance of PRC policy. The Company and Houlihan have 

both expressed the view that if attempts were made to break up the company, that 

could be viewed as being contrary to the general direction of, and have a 

significant impact on, the PRC's natural resource growth policies and would 

likely be viewed negatively by the PRC government. Further, the PRC 

government is cognizant of the location of many of the Sino-Forest plantations 

and their proximity to state run facilities and has expressed concern to the 

Company as to how these issues will be addressed going forward if ownership is 

to change hands. 

The Company's Options 

38. The Proposed Monitor is aware that the Company, in consultation with its various 

advisors, has considered many alternatives to solve both the Company's current 

problems as well as to provide longer term solutions to the issues inherent in the 

BVI structure. For various reasons, the options of maintaining the status quo or 

attempting to liquidate the assets (i.e. timber) are not feasible options 

notwithstanding the guarantees and pledges that may have given the noteholders 

certain rights to do so. Some of the issues that would prohibit status quo or 

liquidation are as follows: 

(a) Status guo as set out above and in the Martin Affidavit, the MW Report 
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and subsequent events have left the Sino-Forest business paralyzed and 

unable to continue. Sources of outside funding for expansion have dried 

up, sales have been halted while the business continues to bum money 

necessary to its operations. Further, the Company has advised that based 

on meetings between members of senior management and the PRC, the 

PRC is not content to allow Sino-Forest's current situation to continue 

indefinitely and has insisted that a path forward for Sino-Forest be 

proposed; 

(b) Liquidation It is not clear to the Proposed Monitor that a liquidation 

could even be achieved in this circumstance. However, even if it could be, 

liquidating the timber assets within the PRC is unlikely to achieve any 

desired result. As set out above, given the historical structural issues 

inherent within the BVI structure, it is doubtful that any proceeds of a 

liquidation could be moved off shore successfully. 

39. The Proposed Monitor is aware that the Company and its advisors have engaged 

in extensive conversations and negotiations with an ad hoc c()mmittee of 

noteholders (the "Ad Hoc Noteholders") for the past several months as to the 

various options available to Sino-Forest as well as the noteholders. 

40. The Proposed Monitor understands that these extensive arm's length negotiations 

involved email, telephonic and in-person meetings between the various parties 

and have included, at different times, the Company's senior management 

(including Mr. Martin, the Company's chief financial officer, Mr. David Horsley 

and Mr. Chan), Houlihan, the Company's legal advisors, certain of the Ad Hoc 

Noteholders themselves and their legal and financial advisors. During the course 

of these meetings, the parties have explored the options available to both the 

Company and the noteholders including the liquidation option. 

THE SUPPORT AGREEMENT AND PROPOSED RESTRUCTURING 

41. Following extensive arm's length negotiations, the Company and the Ad Hoc 
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Noteholders have reached agreement on the terms of a support agreement (the 

"Support Agreement"). The Proposed Support Agreement has been executed by 

holders of the Notes holding approximately 40% of the Notes. The Support 

Agreement contemplates (and provides incentive for) additional noteholders 

becoming party to the Support Agreement by way of Joinder Agreement. As set 

out below, it is contemplated that the Proposed Monitor will post a copy of the 

Support Agreement on its website. The material terms of the Support Agreement 

are set out in the Martin Affidavit. 

42. The Proposed Monitor has reviewed the terms of the Support Agreement. The 

Proposed Monitor believes that the terms of the Support Agreement are 

reasonable in the circumstances. In reaching that conclusion, the Proposed 

Monitor first considered the fact that Sino-Forest's situation is not that of a typical 

debtor. The Company's options in terms of realizing value on its assets are 

limited given not only the legal impediments, but also the nature and location of 

the physical assets. Further, other considerations included the following: 

(a) Neither maintaining the status quo nor liquidation are realistic. options; 

(b) The debt outstanding under the Indentures constitutes an overwhelming 

majority of the Company's overall debt; 

(c) The Support Agreement proposes a solution through the use of a CCAA 

plan that provides for, among other things: 
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(i) a structured solution pursuant to which the business operations will 

be liberated from the existing legal challenges facing the Company 

(namely the extensive litigation and contingent claims) and put 

into a new structure which will ultimately be able to work to fix 

the structural issues in Sino-Forest's business; 

(ii) participation rights for certain junior constituents whose claims 

rank behind the noteholders; 
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(iii) a framework for the litigation and/or resolution of the claims faced 

by the Company; 

(d) As discussed below, there are significant challenges to finding another 

buyer of the business; 

(e) Notwithstanding those challenges, the Support Agreement contemplates a 

Sale Process (defmed and discussed below) to determine whether a higher 

or better option is available; and 

(f) As discussed above, neither maintaining the status quo nor liquidation are 

desirable or possibly viable options. 

THE PROPOSED SALE PROCESS 

Sale Process Terms 

43. As contemplated under the Support Agreement, the Company is also seeking 

approval of certain sale process procedures (the "Sale Process") and related 

relief. If approved, the Company, in consultation with the Proposed Monitor and 

Houlihan, will immediately commence a marketing process for the Sino-Forest 

business. 

44. The material terms of the Sale Process are set out in the Martin Affidavit. The 

Proposed Monitor has been consulted in the development of the proposed Sale 

Process terms and believes they are reasonable in the circumstances. 

45. The Company, the Proposed Monitor, Houlihan, and advisors to the Ad Hoc 

Noteholders have had extensive discussions as to the appropriate time frame in 

which the business may be marketed. The Proposed Monitor believes that it is 

appropriate for the Company to seek approval of the Sale Process as part of its 

initial application based on the following factors: 

(a) As set out above, the growth of the forestry business and the trading 

business has effectively come to a halt and are rapidly burning cash; 
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(b) The Sino-Forest business is extremely complicated - for any buyer, there 

will be significant legal, tax, regulatory, political and cultural 

considerations that will need to be addressed; 

(c) Given the extensive negative publicity that has surrounded the business, 

buyers will likely require extensive due diligence and that may include not 

just document review, but meetings in HK as well as the PRC, site visits 

and other time intensive exercises; 

(d) Timber is a seasonal business with the majority of sales taking place in Q3 

and Q4 of each year - if a transaction is not completed before the end of 

Q3 of this year, that will effectively result in a further year with few or no 

sales; and 

(e) The Company needs to be able to demonstrate to the PRC government, in 

the near future, that it has a clear path forward, absent which it risks losing 

its support. 

46. The proposed Sale Process is intended to be a market test of the terms of the 

proposed restructuring set out in the Support Agreement. However, given the size 

of the business and the issues surrounding the business, both Houlihan and the 

Company have indicated that there is likely to be a limited landscape of potential 

buyers. The Proposed Monitor agrees that this may be the case but nonetheless 

believes that it is important as part of the CCAA Proceedings that the Sale Process 

be commenced to determine what other interest may exist. 

47. Given the urgency described above, the Proposed Monitor is aware that Houlihan 

has already commenced certain efforts in respect of the proposed Sale Process. 

Given the circumstances of this situation, the Proposed Monitor is of the view that 

such actions by Houlihan have been prudent. 

Retention of Houlihan 

48. In anticipation of a potential filing and Sale Process, the Company retained 
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Houlihan pursuant to the terms of the Financial Advisor Agreement. The terms of 

the Financial Advisor Agreement, including the proposed fee structure, are set out 

in the Martin Affidavit. The Proposed Monitor is aware that the Company 

considered at least three (3) other candidates, all of whom are well-known 

international investment banks, prior to retaining Houlihan. 

49. The Proposed Monitor understands that the Board's decision to retain Houlihan 

was based on Houlihan's experience in debt restructurings including working with 

note holders as well as its extensive presence in North American and Asian 

markets. 

50. The Proposed Monitor has reviewed the terms of the Financial Advisor 

Agreement. The Proposed Monitor believes that, in the circumstances, it is 

reasonable for the Company to have retained Houlihan and negotiated the terms 

contained in the Financial Advisor Agreement. Accordingly, the Proposed 

Monitor recommends the approval of the Financial Advisor Agreement. 

THE COMPANY'S CASH FLOW FORECAST 

Cash Flow Projections 

51. The Company, with the assistance of the Proposed Monitor, has prepared 

consolidated 13-week cash flow projections of its receipts and disbursements (the 

"March 29 Forecast"). The March 29 Forecast, together with the management's 

report on the cash-flow statement as required by section 10(2)(b) ofthe CCAA, is 

attached hereto as Appendix A. The March 29 Forecast shows a negative net cash 

flow of approximately $19.3 million in the period March 31 to June 29, 2012, and 

is summarized below: 
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$000 CAD 

Cash inflow 
Interest Income $ 412 

Total cash inflows $ 412 

Cash outflow 
Payroll and Benefits $ 181 

Board & Committee Fees $ 253 

Travel $ 315 

Rent,Communication & Utilities $ 60 

Taxes & Other $ 195 

Total cash outflows $ 1,004 

Net Operating Cashflow $ (591) 

Restructuring Costs 

Professional Fees $ 18,730 

Total Restructuring Costs $ 18,730 

Net Cash Flow $ (19,321) 

Opening Cash Balance $ 67,846 

Net Cash Balance $ (19,321) 

Ending Cash Balance $ 48,525 

52. It is anticipated that the Company's projected liquidity requirements throughout 

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

Proposed Monitor's Report on the Reasonableness of the Cash Flow Projections 

53. Section 23(1)(b) of the CCAA states that the Proposed Monitor shall: 

"review the company's cash-flow statement as to its 

reasonableness and file a report with the court on the 

Proposed Monitor's findings;" 

54. Pursuant to section 23(1 )(b) of the CCAA and in accordance with the Canadian 

Association of Insolvency and Restructuring Professionals Standard of Practice 

09-1 ("CAIRP SOP 09-1"), the Proposed Monitor hereby reports as follows: 

(a) The March 29 Forecast has been prepared by the management of the 
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Applicant for the purpose described in Note 1, using the Probable and 

Hypothetical Assumptions set out in Notes 2 to 6; 

(b) The Proposed Monitor's review consisted of inquiries, analytical 

procedures and discussion related to information supplied by certain of the 

management and employees of the Company. Since Hypothetical 

Assumptions need not be supported, the Proposed Monitor's procedures 

with respect to them were limited to evaluating whether they were 

consistent with the purpose of the March 29 Forecast. The Proposed 

Monitor has also reviewed the support provided by management of the 

Company for the Probable Assumptions, and the preparation and 

presentation of the Cash-Flow Statement; 

(c) Based on its review, nothing has come to the attention of the Proposed 

Monitor that causes it to believe that, in all material respects: 

(i) the Hypothetical Assumptions are not consistent with the purpose 

of the March 29 Forecast; 

(ii) as at the date of this report, the Probable Assumptions developed 

by management are not suitably supported and consistent with the 

plans of the Company or do not provide a reasonable basis for the 

March 29 Forecast, given the Hypothetical Assumptions; or 

(iii) the March 29 Forecast does not reflect the Probable and 

Hypothetical Assumptions; 

(d) Since the March 29 Forecast is based on assumptions regarding future 

events, actual results will vary from the information presented even if the 

Hypothetical Assumptions occur, and the variations may be material. 

Accordingly, the Proposed Monitor expresses no assurance as to whether 

the March 29 Forecast will be achieved. The Proposed Monitor expresses 

no opinion or other form of assurance with respect to the accuracy of any 

financial information presented in this report, or relied upon by the 
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Proposed Monitor in preparing this report; and 

(e) The March 29 Forecast has been prepared solely for the purpose described 

in Note 1 on the face of the March 29 Forecast and readers are cautioned 

that it may not be appropriate for other purposes. 

RELIEF SOUGHT 

The Stay of Proceedings 

55. For the reasons set out herein, the Company requires a stay of proceedings while 

it carries out its proposed restructuring activities. The Monitor believes that the 

initial30-day request is fair and reasonable in the circumstances. 

Payments During the CCAA Proceedings 

56. The Company intends to make certain ordinary course payments during the 

course of the CCAA Proceedings in accordance with and as set out in the March 

29 Forecast. The Monitor believes this course of action is fair and reasonable in 

the circumstances. 

Administration Charge 

57. The Company is seeking an Administration Charge in the amount of CAD$15 

million with priority over all encumbrances against the Company's assets other 

than the Company's assets which are subject to Personal Property Security Act 

registrations (the "Encumbered Property"). Based on personal property registry 

searches that were conducted by the Proposed Monitor's counsel as of March 28, 

2012, other than the Indenture Trustees under the Notes who have security in 

respect of the pledged shares of the Company's subsidiaries there was only one 

registration that appeared on its face to be with respect to specific equipment. 

58. The beneficiaries of the Administration Charge if granted would be the Proposed 

Monitor, the Proposed Monitor's counsel, counsel to the Board, FTI HK, counsel 

to the Comp~ny, Houlihan, counsel to the Ad Hoc Noteholders and the financial 
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advisor to the Ad Hoc Noteholders. 

59. The Proposed Monitor has reviewed the underlying assumptions upon which the 

Company has based the quantum of the proposed Administration Charge, the 

complexities of the CCAA Proceedings and the services to be provided by the 

beneficiaries of the Administration Charge and believes that the limit of CAD$15 

million is reasonable in the circumstances. 

60. The Proposed Monitor also believes that it is appropriate that the other proposed 

beneficiaries of the Administration Charge be afforded the benefit of a charge as 

they will be undertaking a necessary and integral role in the CCAA Proceedings. 

The Directors' Charge 

61. The Company is seeking the Directors' Charge in the amount ofCAD$3.2 million 

with priority over all encumbrances on the Company's assets other than the 

Administration Charge and the Encumbered Property. The Proposed Monitor 

understands that the Board has insisted on the protection of the Directors' Charge 

in order to remain on the Board during the course of the CCAA Proceedings. The 

Martin Affidavit also sets out a summary of the current insurance policies that are 

available to the Board as well as the exclusions and possibility of non-renewal at 

the end of the term. 

The Financial Advisor Agreement 

62. Houlihan's engagement is reasonable gtven the Company's proposed Sale 

Process. As set out above, Houlihan was considered along with other international 

investment banks and selected on merit- based criteria. 

PubJication of Notices Support Agreement 

63. The proposed initial order contemplates that the Monitor will, among other things, 

(a) Without delay, post a copy of the Support Agreement on its website at 

http://cfcanada.fliconsulting.com/sfc; and 
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(b) Publish ·a notice in the Globe and Mail and the Wall Street Journal (in 

form and substance satisfactory to the Company, the Monitor and counsel 

to the Ad Hoc Noteholders) notifying noteholders of the Support 

Agreement and the deadline of 5:00pm (Toronto time) on the Consent 

Date (as defined in the Support Agreement) by which any noteholders 

(other than an Initial Consenting Noteholder) who wishes to become 

entitled to the Early Consent Consideration pursuant to the Support 

Agreement must execute and return a Joinder Agreement. 

The Sale Process 

64. As set out above, the proposed Sale Process is contemplated by the Support 

Agreement and is intended to test the market to determine whether a higher or 

better offer than the transaction contemplated under the Support Agreement is 

available. Further, given the circumstances and complexities of the situation as 

set out above, the Proposed Monitor recommends approval of the Sale Process 

Order on the date of this application. 

CONCLUSION 

65. The Proposed Monitor is of the view that the relief requested by the Company is 

necessary, reasonable and justified. The Proposed Monitor is also of the view that 

granting the relief requested will provide the Company the best opportunity to 

undertake the CCAA Proceedings, to preserve value and maximize recoveries for 

the Company's stakeholders. As set out above, absent a restructuring, the 

Monitor is of the view that the business has little chance of viability. Further, 

given the circumstances, liquidation would likely destroy any stakeholder value. 

66. Accordingly, the Proposed Monitor respectfully recommends that the Company's 

request for the Initial Order and the Sale Process Order. 
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The Proposed Monitor respectfully submits to the Court this Pre-Filing Report. 

Dated this 301
h day of March, 2012. 

Greg Watson 
Senior Managing Director 
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Attached. 
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Court File No. ____ _ 

ONTARIO 
SUPERIOR COURT OF JUSTICE 

COMMERCIAL LIST 

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 

(the 11 Applicants") 

REPORT ON CASH FLOW STATEMENT 
(paragraph 10.2(b) of the CCAA) 

The management of Sino-Forest ("SFC" or the "Company'') has developed the 
assumptions and prepared the attached statement of proJected cash flow of SFC as of the 29th 
day of March 2012, consisting of a 13 week cash flow for the period March 31, 2012 to June 29, 
2012 (the "March 29 Cash Flow"). 

The hypothetical assumptions are reasonable and consistent with the purpose of the projections 
as described in Note 1 to the cash flow, and the probable assumptions are suitably supported and 
consistent with the plans of SFC and provide a reasonable basis fot· the March 29 Cash Flow. 
All such assumptions are disclosed in Notes 2 to 6. 

Since the March 29 Cash Flow is based on future events, actual results will vary from the 
information pt•esented and the variations may be material. 

The March 29 Cash Flow has been prepared solely for the purpose outlined in Note 1, using the 
probably and hypothetical assumptions set out in Notes 2 to 6. Consequently readers are 
cautioned that the March 29 Cash Flow may not be suitable for other purposes. 

Dated at Hong Kong this 30111 day ofMarcl12012. 

DavidHo~ 
Senior Vice President & Chief Financial Officer 
Sino-Forest Corporation 
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Sino-Forest Corporation 

l3 Week Cash Flow Forecast 

(CAD SOOO) 

WeekEnding 13 Week Total 

Cash inflow 

Interest Income 

Total cashinflow 

Cash outflow 

$ 

$ 

Payroll and Benefits $ 

Board & Committee Fees $ 

Travel $ 

Rent,Communication & Utilities $ 

Taxes & Other 

Total cash ontOow 

Net Operating Cashllow 

$ 

$ 

$ 

$ 

$ 

$ 

71 $ 

26 $ 

I $ 

33 $ 

131 $ 

(131) s 

$ 

$ 

30 $ 

$ 

26 $ 

16 $ 

10 $ 

83 $ 

(83) $ 

Restructuring Costs 

Professional Fees 

Torn! Restructuring Costs 

$ 1,910 $ 1,101 $ 

$ 1,910 $ 1,101 $ 

Net Cash Flow $ (2,041) $ (1,183) $ 

$ 

$ 

$ 

$ 

26 $ 

$ 

13 $ 

40 $ 

(40) $ 

$ 

$ 

$ 

$ 

26 $ 

$ 

14 $ 

41 $ 

(41) $ 

$ 

$ 

30 $ 

91 $ 

26 $ 

$ 

29 $ 

178 s 

(178) $ 

929 $ 2,859 $ 929 $ 

929 $ 2,859 $ 929 $ 

(969) $ (2,900) $ (1,107) $ 

$ 

$ 

$ 

$ 

26 $ 

$ 

9 $ 

37 $ 

(37) $ 

$ 

$ 

30 $ 

$ 

26 $ 

16 $ 

13 $ 

86 $ 

(86) $ 

$ 

$ 

$ 

$ 

26 $ 

$ 
29 $ 

56 $ 

(56) $ 

$ 

$ 

30 $ 

91 $ 

26 $ 

I $ 

13 $ 

162 $ 

(162) $ 

929 $ 945 $ 2,875 $ 945 $ 

929 $ 945 $ 2,875 $ 945 $ 

(965) $ (1,031) $ (2,931) $ (1,107) $ 

$ 
$ 

$ 

$ 
26 $ 

I $ 

9 $ 

37 $ 

(37) $ 

$ 

s 

30 $ 
$ 

26 $ 

16 $ 

13 $ 

86 $ 

(86) $ 

945 $ 945 $ 

945 $ 945 $ 

(982) $ (1,031) $ 

$ 

$ 

$ 

$ 

26 $ 

$ 

9 $ 

37 $ 

(37) $ 

412 $ 

412 $ 

30 $ 

$ 

$ 

$ 

$ 

30 $ 

382 $ 

945 $ 2,475 $ 

945 $ 2,475 $ 

(982) $ (2,093) $ 

Opening Cash Balance 

Net Cash Balance 

Ending Cash Balance 

$ 67,846 $ 65,804 $ 64,621 $ 63,653 $ 

$ (2,041) $ (1,183) $ (969) $ (2,900) $ 

60,753 $ 59,646 $ 58,681 $ 57,650 $ 54,719 $ 53,612 $ 52,630 $ 51,599 $ 50,617 $ 

(1,107) $ (965) $ (1,031) $ (2,931) $ (1,107) $ (982) $ (1,031) $ (982) $ (2,093) $ 

$ 65,804 $ 64,621 $ 63,653 $ 60,753 $ 59,646 $ 58,681 $ 57,650 $ 54,719 $ 53,612 $ 52,630 $ 51,599 $ 50,617 $ 48,525 $ 

Notes 

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

2 Receipts have been forecast based on historical payment patterns. 

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

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

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

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

412 

412 

181 

253 

315 

60 

195 

1,004 

(591) 

18,730 

18,730 

(19,321) 

67,846 

(19,321) 

48,525 
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ONTARIO 

SUI)ERIOR COURT OF JUSTICE 

COMMERCIAL LIST 

Co·urt File No. 

IN TI-m MATTER OF THE COMPANIES' CREDITORS 

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

AND IN THE MATI'ER OF A PLAN OF COMPROMISE OR 

ARRANGEMENT OF SINO-FOREST CORPORATION 

AFFIDAVIT OF W. JUDSON MARTIN 
(Sworn March 30, 2012) 

I, W. Judson Martin, of the City of Hong Kong, Special Administrative Region. People's 

Republic of China, MAKE OATH AND SAY: 

1, I am the Vice"Chah•man and Chief Executive Officer of Sino .. Forest Corporation (uSFC11
). 

I therefot·e have personallmowledge of the matters set out below, except where otherwise stated. 

Where I do not possess personal knowledge, I have stated the source of my infot•mation and I 

believe such information to be t1'Ue. 

2. This affidavit is swotn in sut,port of an application by SFC for an initial order (the "Initial 

Order11
) pursuant to the Compantes 1 Creditors Arrangement Act (the "CCAA11)~ a sale process 

order (the 11 Sale Process Order11
) and othel' requested t·elicf. In pt'eparing this affidavit, I have 

consulted with other membet•s of SFC's senior ma11agement team and, where necessary, members 

of the senior management teams of certah1 of SFC's subsidiaries. 
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3. All refet·ences to dollar amounts conta:ined in this afftdavit are to United States Dollars 

unless otherwise stated. 

I, OVERVIEW 

4. SFC is a Canadian corporation and is the direct or indirect parent of approximately 140 

S"llbsidiaries> the majority of which are incorporated in the People's Republic of China (the 

"PRC"), The terms "Sh10~Forest Companies" and "Sino-Forestn refer to the global enterprise as 

a whole (but. for .greater certainty, do not include the Greenheart Group~ defined below). 

5. Sin0~Forest is a major integrated forest plantation operator and forest products company. 

Its principal businesses include the ownership and management of plantation forests, the sale of 

standing timber and wood logs, and the complementat·y manufacturing of downstream 

engineered~ wood products. The majority of Sino~ Forests plantations are located in the southern 

and eastern regiol'ls of the PRC, primarily in inland regions suitable for lat·ge·scalo replanting. 

6. Sino-Forest's business opet-ations are mainly in the PRC with corporate offices in Hong 

Kong and Ontado, Canada. 

7. On June 2, 2011, Muddy Waters~ LLC ("Muddy Watel's"), wl11ch held a shol't position. on 

SFC's shm·es, published a report (the "MW Report") alleging that Sino-Fol'est, among other 

things, was a "neat· total fraud11 and a 11Ponzi scheme.11 SFC's board of.directors (the 11Board") 

appointed an independent committee (the 11lC11
) to investigate the Muddy Waters allegations. 

8. While the IC has been able to address cet'tain of the allegations made by Muddy Waters. 

the MW Report has had a ripple effect in causing substantial damage to SFC, its business, and 

future prospects for viability. As part of the fallout from the MW Report, (i) SFC now finds 
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itself embroiled in multiple class action proceedings across Canada and in the U.S., (ii) SFC is 

the subject of Ontario Securities Commission (110SC"), Hong Kong Securities and Futures 

Commission (''HKSFC"), and Royal Canadian Mounted Police ("RCMP 11
) investigations, and 

(iii) SFC's Audit Committee recommended, and the Board agreed, that SFC ·should defer the 

release of SFC's third quat1:er 2011 financiHl statements (the 11Q3 Results") until certain issues 

ccmld be resolved to the satisfaction of the 13oard and SFC's external fmditor 

9. Significantly, SFC's inability to file its Q3 Results resulted in a default undet· its note 

indentures, which could have resulted in the acceleration and enforcement of approxlmate·Iy $1.8 

billion in notes issued by SFC and guaranteed by many of its subsidiaries. 

10. Following extensive discussions with an ad hoc committee of noteholders (the "Ad Hoc 

Notoholders"), holders of a majodty in principal amount {}f SFC's senior notes agreed to waive 

the default arising ft·om SFC's failure to release the Q3 Results on a timely basis, on ·certain 

tenns and conditio11s ihat we1·e set forth ln waiver agreements between certain of the noteholders 

and SFC, which were made publicly av.ailable on January 12, 2012 and are attached as Exhibit 

"A". 

11. While the waiver agreements prevented the indenture trustees under the relevant note 

indentures from accelerating and enforcing the note indebtedness as a result of SFC's failure to 

tile its Q3 Results, those waiver agreements will expire on the earlier of April 30, 2012 and any 

earlier termination of the waiver agreements in accol'dance with their terms. In addition, SPC's 

pending fb.ilure to file its audited financial statements for its fiscal year ended December 31, 

2011 (the "2011 Restllts") by March 30, 2012 will again put the indenture trustees in a position 
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to accelerate and enfot·ce the bond indebtedness, creating additional uncertainty around Sino

Forest's business. 

12. SFC has made considerable efforts to address issues identified by SFC's Audit Committee 

and the IC and by its external auditor, Ernst & Young LLP, as requiring resolution in order for 

STIC to be in a position to obtain an audit opinion in relation to its 2011 financial stfl.tements. 

13, Howeve1o, notwithstanding SFC's best effortst many of these issues cannot be resolved to 

. the satisfactio11 of SFC's auditor or can11ot be resolved within a thnefi·ame that would protect and 

preserve the value of the business, tmd that would allow SFC to comply with its obligations 

u11der its note indentures. Therefore, absent a resolution with the notehoJdeJ·s~ the indenture 

trustees would be in a position to enforce their legall'ights as early as April 30, 2012. 

14. FoHowing extensive arm's le11gth negotiations between SFC and the Ad Hoc Noteholders, 

the parties agreed on the framework for a consensual resolution of SFC's defaults and the 

testructuring of its business, and entered into a suppm1 agreement (the 11Support Agreement11
) on 

March 30, 2012, which was executed by holders of SFC's notes holding approximately 40% of 

the notes. The Support Agreement contemplates, and in fact provides an incentive fot\ additional 

noteholders becoming party to the Support Agreement by way of joh1der agreements. 

Accordingly, I fully expect that noteholdet·s holding more than 50% of each series of notes will 

ultimately sign up to the Support Agt·eement. 

15. The Support Agreement provides that SFC will pursue a plan of arrangement or 

comprmnise {the 11Plan11) on the terms set out in the Suppot't Agreement in order to implement 

the agreed-upon restructuring transaction as part of this CCAA pmceeding which would. among 

other things) (i) see SFC's business opet·ations conveyed to, and revitalized tmder, a new entity to 
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be owned primarily by tho noteholders ("SF Newco"), (ii) provide stakeholders of SFC with 

claims ranldng behind the noteholders (the 11Junior Constituents") with certain participation 

rights in SF Newco~ and (iii) create (and provide funding for) a framework for the prosecution of 

certain litigation claims for the benefit of certain of SFC'.s stakeholders. The agreement also 

provides that each noteho1der that is a ~ignatory thereto (the "Consenting Noteholders11
) will vote 

its notes in favour of the Plan at any meeting of creditors, 

16. The Support Agreement t\wthet' provides that SFC will undertake a sale ptocess (the 11Sale 

Process11
) in accordance with the sale process procedures (the "Sale Process Procedures") whicl1 

have been developed in consultation with the proposed monitor, and have been accepted by the 

parties to the Suppo1·t Agreement. 

17. The Sale .Process is 1atended to provide a nmarket test" by which third parties may propose 

to aoquh'e Sino-Fot•est's business opet·ations through a CCAA Plan (in a mam1et' that would under 

certain scenarios potentially allow Junior Constituents to share in the proceeds of a sale even 

though the noteholders may not be paid in full) as an alternative to the SF Newco restructuring 

transaction between SFC and its noteholders, described above. 

18. A redacted copy of the Support Agreement (redacted to preserve confidentiality of the 

pat1ies only) is attached flS Exhibit 11B'1 and will be posted on SEDAR and the proposed 

monitor's website at http://cfcanada.fticonsulting.com/sfc. 

19. As described in greater detail below, SFC's business operations are prhnru·Hy in the PRC 

and are held by SFC tlU'o·ugh intermediate holding companies incol'porated (for the most pru't) in 

either the British Virgin Islands ('1BVI11
) m· Ho11g Kong. Most of these intermediate holding 

com.panies ru·e guarantors of SFC1s note indebtedness. 
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20. As further described below, as a result of the uncertainty created by the MW Report, Sinow 

Forest's business has been severely cut1ailed, and Sino-Forest1s ability to grow its business has 

been severely reduced. Therefore, SFC now needs to be restructured in order to continue the 

development of the business ·and unlock the value of its asset base for tho benefit of its 

stakeholders. Further, although the PRC government has been generally cooperative and 

e11couraging of Sino-Forest to date, it has expressed increasing concern as to the future of Sino

·Forest in the PRC. As discussed below, the ongoing support and telntionship with the PRC 

govemment {on all levels) is crucial to Sino~ForesFs operations. 

21, Amo11g othet things, the Sino-Forest Companies m~e (i) having a diftlcult time maintaining 

existing and obtaining new credit in the PRC to help fund the PRC-based business .operation and 

in Hong Kong for the imported log trading business, (ii) mnldng very few purchases of new 

timbet• (and thel'efOl'e not expanding theb• asset base), (iii) finding it difficult to collect their 

accou11ts t•eceivables, and (iv) receiving increasing demands on their accounts payable. I believe 

that, if Sino~Fm·est's business is to be saved in a mamwr beneficial to SFC's stakeholders, it is 

imperative that SFC take steps to demonstrate that Sino~ Forest's b~1siness is being .sepamted fmm 

the uncertainty created by the MW Report. 

22. Accordingly, and for the t•easons set out herein, the commencement of a restructuring and 

the Sale Process is urgently l'equired and should be pul'sued to pl'eserve SFGs business as a 

going concern and tlms the inhet•ent value of the enterprise. 

23. This application has been authorized by the Board. 
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D. PERSONALBACKGROUND 

24. I began my career with Pl'icewaterhouseCoopers in 1979. In 1982 I joined Trizec 

Cot•poration Ltd, {"Trizec"), a Toronto Stock Exchange ("TSX11
) listed commercial real estate 

company then controlled by the Btascan Group. During my 13 years with the group of 

companies cot1trolled by the Brasoan Group, I held several senior positions, including Vice 

President, Flnance and Treasurer ofTl'izec, Executive Vice President.at1d Chief Financial Officer 

of Brookfield Development Cm·poration, and President and CEO of Triton Seoudties 

· Corporation. 

25. After leaving the Brascan Group, I joined MDC Corporation, where my positions included 

Senior Executive Vice President. Chief Financial Officer and Chief Opel'ating Officer, and a 

member of the compani s bomd ofd-irectors, 

26. In 1999, I was appointed Senior Executive Vice Pl'esident and Chief Financial Officer of 

Alliance Atlantis Communications Inc. (11Alliance Atlantis"), then Canada's leading 

entertainment and broadcasting company that was then listed on the TSX and on the NASDAQ. 

I ceased to be an executive and employee of Alliance Atlantis in 2005 due to health reasons and 

thet•eafter acted as a consultant to Alliance Atlantis until 2007. 

27. I have been a dil'ector of SFC since 2006. I joh1ed the Board in 2006 as an ·independent, 

external director. I was appointed Lead Director in 2007, a position I held until June 2010, when 

I became an employee of SFC responsible for its acquisition of Greenheart Group Limited 

(Bermuda) C'Greenheart11
) and its subsidiaries (collectively, the 11Greenheart Group"). At that 

time I became Executive Vice-Chairman of SFC and, following SFC's acquisitio11 of a majority 

in.terest in Greenheat·t in August 2010~ I became the CEO and an Executive Director of 
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Greenhea11: and in 2011 was appointed Chairman of Oreenheart. On August 26, 2011, I was 

appointed as CEO of SFC. I have lived and worked out of Hottg Kong since .becoming an 

employee of SFC in 201 0, 

III. SINO"FOREST CORPORATION 

A. Overview 

28. SFC was formed undel' the Business Corporations Act (Ontario) upon the amalgamation of 

Mt. Kearsago Minerals Inc. and 1028412 Ontario Ino, pursuant to articles of amalgamation dated 

March 14, 1994. The articles of mnalgamatio11 were amended l;>y at'ticles of amendment filed on 

July 20, 1995 and May 20, 1999 to effect certain changes in the provisions attaching to SFC's 

ohlss A subot!dinate-voting shares and SFC's c1ass B multiple~ voting shares. 

2·9, On June 25, 2002> SFC f1Jed articles of continuance to continue under the Canada Business 

Corporations Act (the 11CBCN'). On June 22, 2004, SFC filed articles of amendment whereby 

its class A subordinate"voting shares wm·e reclassified as common shares and its class B 

muitipleuvoting shares were eliminated. A copy .of the articles of continuance referred to above 

is attached as Exhibit 11C11
• 

30, Subject to paragraph 31 below, copies of all SFC financial statements prepat·ed duri.ng the 

year preceding the application fm• the Initial Order are attached as Exhibit "D". In -considering 

these financial statements, the Coul't should be awa1·e that SFC cautioned in a January 10. 2012 

press release, a copy of which is ·attached as Exhibit "E", that its historic financial statements 

(upon which portions of this affidavit are based) and related audit reports should not be relied 

upon. The ciroumstmtces giving rise to the press release al'e discussed below, 
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31. Attached as Exhibit 11F11 is a copy of the management"prepared unaudited financial 

statements for the third quarter of 2011. These statements have not been. approved by SFC's 

Audit Committeo or the Board and are subject to the limitations described in the January 10, 

2012 press release, Moreover, they have not been subject to the same level of internal and 

external review and analysis as SFGs priot' annual audited and quarterly financial statements. 

These tinanciaJ unaudited statements have not previously been publicly disclosed. 

32. Sino"Forest is a pubHcly 1isted major integrated fo1·est plantation operator and forest 

products company, with assets predominantly in the PRC. Its principal businesses include the 

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

and the complementary manufacturing of downstream engineered~wood products. As at 

December 31~ 2010, Sino~Forest reported appL'Oxhnately 788,700 hectares of forest plantations 

under management, located pl'imarily in the south em and eastern regions of the PRC. 

33. In addition, SFC holds an indirect majority interest in Greenheart, a Ho11g Kong listed 

investment holdhtg company, which, together with its subsidiaries, as at March 31} 2011) owned 

certain rigJ1ts and managed approximately 312,000 hectares of hardwood fo1·est concessions in 

the Republic of Sudname (11Suriname11
) and 11 ,000 hectares of a radiata pine plantation on 

13,000 hecta1•es offh~ehold lund in New Zealand. 

34. While Greenheart is an indirect subsidiary of SFC, it has its owt1 distinct operations and 

financing arrangements and is not party to ol' a guarantor of the notes issued by SFC. Greenherut 

Group and SFC operate out of separate office buildings in Hong Kong. 

35. Greenheart Group was not implicated in the allegations made against .Sino ... Forest by 

Muddy Waters on June 2, 2011, discussed below. As such, the Greenheart Group and mattel's 
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relating thereto are not intended to be affected by or jncluded in this proceeding. Gt·eenheart 

Group has nevertheless been impacted by the allegations made against Sino-Forest. Among 

other things, Gl'eenheart Group has previously relied on funding from SFC and could be 

negativC:>ly impacted if SFC's business ceases to operate as a going concem. This in turn could 

n.egatively impact the value of'SFC's investment in Greenheart. 

36. Since 1995, SFC has been a pubHcly listed company on the TSX with its shares traded 

undel' the syrnbol 11TRE". SFC's registered ofiioe is in Mississauga~ Otttario and its principal 

executive office is in Hong Kong. Two of SFC's senior financial officers reside in.Ontal'io, as do 

thtee of its exte1'11al directors. 

37. SFC has iss~1ed four series of notes which have a combined principal amount outstanding 

of approximately $1.8 billion. Two of the series of notes are supported by guarantees from 64 of 

SFC's subsidiades (none of which ru:e incmvorated in the PRC), and the other two series of notes 

are snppmted by guara11tees ft•om 60 of those same subsidiaries and share pledges from 1 0 .of 

those same subsidiaries. 

38, Certain other Sit1ouForest Cotupanies have theit• own distinct bankh1g facilities which are 

not intended to be affected by or included in this proceeding. In particular, none of the 

subsidiaries incorporated in the PRO are party to or guaranto1·s of SFC1s notes and are not 

intended to be affected by or included in this proceeding. 

n. Cort>m·ate Structm·e 

39. SFC is the sole shareholder of Sino-Panel Holdings Limited (incorporated in the BVI), 

SinouGlobal Holdings Ino. (incorporated in the BVI), Sino-Panel Corporation (incorporated in 

Canada), Sinoft Wood Partners Limited (incorporated in Hong Kong), Sino .. Capital Global Inc. 
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(incorporated in the BVI), and Sino-Forest International (Barbados) Corporation (incol'porated in 

Bm·bados). SFC also holds all of the preference shat'es of Sino~Forest Resources Inc. 

(incorporated in the BVI), Some of these subsidiaries have further direct and indirect 

subsidiaries. A copy of the Sino~ Forest corporate organization chart is attached as Exhibit 11G11 

(which includes cedain major subsidial'ies ofGreenneart). 

40. A total of 137 entities make up the Shto-Forest Companies: 67 PRC incorpot·ated e11titie:~ 

(with ·12 branch companies), 58 BVI incot·porated entities, 7 Hong Kong incorporated entities, 2 

Canadian entities and 3 entitles incorporated in other jurisdictions. A list of all subsidlal'ies with 

addresses is attached as Exhibit 11H11 (which does not include subsidiaries of Greenheart, but does 

contain ShtowForest bra110h companies). 

C. Capital Structm·e 

1. Equity 

41. The authol'i7,ed share capital of SFC consists of an unlimited number of co1mno11 shares 

and an unlimited number of preference shares issuable in seties. Each holder of common shares 

is entitled to one vote at meetings of shareholders other than meetings of the holders of another 

class of shares. 

42. Each ·holder of common shares is also entitled to receive dividends if, as and when 

declared by the Board. HoJdcrs of common shares are also entitled to participate in' any 

distribution of net assets upon liquidation) dissolution or winding-up on an equal basis per share. 

There are no pre-emptive, redemption, retraction, purchase or conversion rights attaching to the 

common shares. 
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43. As at June 30, 2011. a total of246,095,926 commor'l shares were issued and outstanding. 

No preference shares have been -issued. 

2. Debt 

44. SFC has issued fO\U' series of notes which remain outstanding. The four series of notes 

mature at various times between 2013 and 2017. The note indentUt·e for each series of notes 

provides that it is .governed by New York law. Each note indenture contains a 11110 suits by 

holders11 clause. Other than the debt "Otltstanding under the notes, SFC does not have any 

significant levels of normal course payables. 

(a) 2017 Senior Notes 

45. On October 2L 2010, SFC issued guaranteed senior notes in the principal amount of$600 

million, These notes mature on October 21, 2017, and interel:lt is payable semi~annually, on 

April21 and October 21, at a t·ate of 6.25% per annum. These notes are listed 011 the Singapore 

Stock Exchange and are suppo11ed by g\.mrantees from 60 subsidhu·ies of SFC and share pledges 

from 10 efthose same subsidial'ies. A copy of the relevant indenture is attached as Exhibit 111". 

(b) 2016 Convertible Notes 

46, On December 17, 2009, :SFC issued convertible gt.JaJ.'anteed notes in. the principal amount 

of $460 million. These not-es matm·e on December 15, 2016t and interest is payable semi~ 

annually, on June 15 and December 15, at a rate of 4.25% per annum. These notes m·e supported 

by guarantees ft·om 64 subsidiaries of SFC. A copy of the 1·elevant indenture is attached as 

Exhibit "J", 
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(c) 2014 Seuior Notes 

47. On July 27, 2009, SFC issued guaranteed senior notes in the principal amount of 

$399,187,000. These notes mature on July 28, 2014, and interest is payable semi~annually. on 

January 26 and July 26, at a rate of l 0.25% per annum. These notes are listed on the Singapore 

Stock Exchange and are suppol'ted by guat·antoos from 60 subsidiaries of SFC and share pledges 

from 10 of those same subsidim·ies. A copy of the releva.nUndentut•e is attached as Exhibit "K". 

(d) 2013 Convertible Notes 

48. On July 23, 2008, SFC issued convertible guaranteed notes in the pdnclpal amount of $345 

million. These notes mature on August 1~ 2013, and it1terest is payable semi-annually, on 

February 1 and August 1, at a rate of 5% per annum. These notes al'e suppol'ted by guarantees 

fi·om 64 subsidiaries of SFC. A oopy of the relevant ir1det1ture is attached as Exhib1t 11L''. 

49. In addition to the four sedes of notes issued by SFC, many of SFC's subsidial'ies (including 

the G1·eenheart Group and many of those incorporated in the PRC) have their own distinct 

banking facilities, including lending facilities, which are not intended to be ~ffected by this 

proceeding. 

}), 'fhe Business Model 

1. Plantation/ Timber Rights iu the PRC 

50. There at·e four types of lights associated with plantations in the PRC, namely (i) plantation 

land ownership, (H) plantation land use rights, (iii) timber ow11ership, and (iv) timber use rights. 

Ail of these ate separate dghts and can be separately owned by different parties. 
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51. Oenernlly, private enterprises cannot own plantation land in the PRC but may hold 

plantation land use rights for a specified duration (up to 70 years but typically 30 to 50 years), 

timber ownership and timber use rights. However, foreign enterpt'ises cannot acquire land use 

rights and can instead only acqtdre timber ownership or timber use rights. 

52. The various rights associated with plantations in tho PRC and the limitations on which 

entities can hold which l'ights were the driving forces behind Si-no .. Forest's complex business 

models discussed below. 

53. For its timber business in the PRC, Sino~Forest utilizes two models, one involving BVI 

entities ("BVIs"), and the other involving subsidiaries incorporated in the PRC as wholly foreign 

owned enterprises ("WFOEs"). 

2. The BVI Model 

54. Until 2004, due to restrictions on foreign companies cal'1'ying on business in the PRC. and 

foreign ownership t·estdcti<ms on land ownership and use tights, the BVI structure was the model 

primarily used by Sino-Forest fol' its forestry business in .the PRC. Sino~Forest has established 

58 BVI compru.1ies, 55 of which a1'e guarantm·s of at least certain of SFC1s notes. Not all of these 

BVIs are involved in the BVI model or standing timber business. Of the 58, there ate 20 

involved in the BVI standing timber btJsiness while the remaining BVIs are either holding 

companies ot• used in Sino-Foresfs log trading business, 

55. The Sino-Forest l3VI entities involved in the standing timhel' business acquire standing 

timber from suppliers. The suppliers are usually aggregators who acq~1il'e the standh~g timber 

and, typically, land use rights frorn other suppliers or from original timber owners, such as 

villaget·s or collectives, or from smaller aggregators. As non-PRC companies, the BVIs could 
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not and .did not aoquh·e land use rights in the PRC, and instead only acquired the rights to timber 

in the PRC .pursuant to the relevant standing timber purchase contracts, 

56. Due to restt·iotions under PRC laws, foreign companies are not permitted to oonduct 

business in the PRC without business licenses granted by competent governmental authorities. 

Therefore, the Sino-Forest BVI entities do 11ot sell standing timber directly to customers. Instead, 

for historical and commercial reasons, they conduct the sale of standing timber throt\gh 

"authorized intermediaries11 C'Als", which are also caHed "entrusted sates agents" in the BVI 

model) pursuant to 11entl'usted sales agreements11
• The Ais serve as Sino" Forest's customers under 

the BVI model of its standing timbe1· bt1siness. 

57. Pursuant to the ent1'Usted sales agt•eements entered into with the Ais, the Ais are obliged to 

deduct an.d remit all of the applicable taxes on be1mtf <>f Sino-Forest. Sino-Forest is not~ 

however, in a position to know whether or not the Als have in fact remitted applicable taxes .on 

behalf of Sino-Forest. 

58. As at June 30,2011, Siuo ... Fot·est therefot·e accumulated and recognized a provision, based 

on a probability-weighted average of the amounts that the PRC tax authorities might seek to 

recover under various scenarios, of $204,722,000 in its repol'ted financial rem.dts to account for 

this potential tax liability. The method used :to calculate this provision is explained at note 18 of 

SFC's 2011 second quartet 'financial statements, which were previously attached, A similru· 

provision was included itt SFC's 2010 Audited Financial Statements and was audited by SFC's 

extemal auditors. 

59. BVIs are not allowed to have bank accounts in the PRC and money flowing in and out of 

the PRC is sti'iotly controlled through foreign exchange controls. As a 1•esult, the Sino"Forest 

209



16 

BVI entities do not directly pay the suppliers or receive payments from the Als. Instead, they are 

instructed to make set-off payments tmder wJ:1ich, pursuant to the instructions of Sino-Forest, Als 

directly or indirectJy make payments directly or indirectly to Slno~Forest's suppliers for amounts 

owed by Sino-Forest BVI entities to those suppliers. As a result, no cash actually flows directly 

throqgh the BVIs. SFC then receives confitmations from the supplie1•s confit•ming that payments 

have been made. 

60. The BVI structttre is the centl·td dt'ivet· of asset value, revenue and income for Sino-Forest. 

As at December 31, 2010. it aooounted fol' $2.476 billion of book value (466,826 hecttwes of 

timber assets, representing approximately 59.2% of Sino-Fot·est1s timber holdings by area and 

89.2% of its timber holdings by book value), $1.326 billio11 in revenue (representing 

approximately 70% Qf Sino-Forest's revenue), and approximately $622 million of gross profit 

(representing approximately 92.6% of Sino-Forest1s .gross profits) for the yeat' then e11ded. 

61. The cashless nature of the BVI model means that Sil10-Forest cannot obtaiil cash from its 

operations or monetize its assets without engaging in the complicated on-shoring process which 

is discussed further below. Fmihermol'e, the set-off payme11t system necessitated by the BVI 

model impaired the IC's efforts to verify the flow of funds dtuing its investigation. 

3. The WFOE Model 

62. Commencing in 2004. the PRC's Ministry of Commerce permitted foreign investors to 

invest in PRC-lncorporated tmding compa11ies and to participate in most areas of the commodity 

distribution industry, including the purchase of standing tlmb~r and land use dghts throughout 

the PRC. Pt·ior to this time, WFOEs were prohibited from engaging in the commodity 

disb'ibution industry. 
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63. Since 2004, almost all of Sino-Forest's new capital invested in timber assets has been 

employed through the WFOE model (as opposed to the BVI model). 

64. Unlike BVfs, WFOEs can acquire land use rights or land leases us well as standing timber 

rights> and can have bank accounts in the PRC, Because of the WFOEs' direct pt'esence in the 

PRC, they can also obtain financing from PRC banks to finance theit· opel'ations. WFOEs can log 

the timhel' and sell both logs and standing timbet' to end ot\stomet·s, which means they do 11ot 

need (and do not use) Als. The WFOEs directly pay the suppHers for the standing timber and 

directly receive payment from end customers instead of utilizing the setwoff atrangement ·used by 

SinowForest's BVI entities in the BVI model. 

65. As at December 31, 2010, Sino-Forest's WFOEs held approximately 244,000 hectares of 

purchased plantations {1'epresenting appl'Oxhnately 30.9% of Sino~FOl~est's timber holdings by 

at•ea) and 77.700 hoctares of }Jlanted plantations (representing approximately 9.9% of Sino~ 

Forest's timber holdings by fll'ea). Put!chased plantations and planted plantations at'e discussed in 

further detail below. The WFOE standing timber assets accounted for approximately 10.8% of 

S.ino-Forest's timber holdings by book value, and represented approximately $298.6 million of 

book val1.le, $74 million in revenue, and .$10 million of income for the 2010 year before the 

allocation of corpOl'ate ove1•head. 

66. None of Sino~Forest's WFOEs are guamntors of SFC's notes, nor have their shares been 

pledged by their BVI pal'ents. 

4. On~shoring J~ltm 

67. Given the inhcl'cnt problems with the BVI stn10ture .and the l'elative advantages of the 

WFOE stmctm·e. Sino-Forest has explol'ed vm·iotls methods of mlgratlng or 11 on~shot'h\g11 its BVI 
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timber assets into W.FOE structures. The successful transition of assets fium a BVI structure to a 

WFOE structure has many merits including, significantly, providing a foreign parent an ability to 

have direct access to the cash generated from the sale of BVI timber assets. 

68. The on~shoting p1·ooess is expected to be a multi .. year process due to .(i) the volume of 

assets that need to be moved into the WFOE model, (ii) the hwge number of different locations in 

which S.ino~Forest has timbe1· assets in the PRC, (Hi) the likely multiple rmmds of negotiations 

required with the various stakcholde1~ in each location, and (iv) SFC's limited resources. 

E. Operations 

69. Sino-Forest's operations are comprised of tlu·ee core business segments. Wood fibre 

opel'ations and log trading are the pl'imary revenue contributors, while manufacturing and othel' 

operations enhance the value of the fibre operations by producing downstream products. 

1. Wood Fibre Operations 

1n. SinowForest's wood fib1·e operations consists of acquh·lng} cultivating and selling standing 

timber or logs from purchased und planted plantations in nine provinces across the PRC. 

71. Sh1owFo1'est's upstream wood fibre opel'ations generate the majodty of its revenue, 

accounting for 96.4% of total revenue in the year ended December 31, 2010. Most of the 

standing timber a11el logs sold by Sino"Forest come fi·om SinowForest's tree plantations, located 

primarily in the southem and eastern regions of the PRC. 

72. Sino~Fot·est opet·ates plantations fot· the wood flbt•e operations using two principal business 

models: purchased and planted~ each of which is explained in g1·eater detail below. 'I11e 

pur:chased plantation mGdcl operates through two legal structures: the BVI/AI legal stmcturo 

212



19 

and, to a lesser but growing extent, the WFOE legal structure. The planted plantations model is 

operated exclusively through the WFOE legal struotUl'e, although the WFOEs themselves are 

typically held indirectly through a BVI holding structure. Many foreign invosto1·s, i11cluding well 

known multi-national companies, hold their investments in the PRC in special ptu'})ose vehicles 

established overseas in jurisdictions with a familiar and internationally accepted system of 

corporate govemance. For example, over 75% of bftle chip companies listed 011 the Hong Kong 

Stock Exchange (Hang -Seng Index co11stituent stocks excluding the Finance Sub-Index) utilize 

BVI holding structures, including fo.r their investments in the PRC. 

(a) Purcltased Plantation Model 

73, The put•chascd plantation model under the BVIIAI legal structl.tre involves the purchase of 

standing timber and sale of standing th:nbet· pursuant to standardized timber purchase agreements 

and 11entl'Usted sale agreements11
• The standing timber purchased is generally on land owned by 

collectives or villages, not PRC state~owned .ltmd. When conducted tln'O\lgh the BVVAI legal 

structure, of which 20 BVIs hold all of the BVI timber ~lSsets, the timber purchases are arranged 

through suppliers. 

74. The BVI structure does not involve the BVIs concurrently purchasing land use rights or 

leases with the purchase of standing timber, as the BVIs cannot legally acquire land use rights. 

However, the BVIs' supply contracts typically co1:1tain a right of fu·st refusal for the BVIs to 

acquire, or nomh1ate an affiliate to acqtdre, the plantation land use dghts aftet· the timbet• has 

been harvested. Despite such common contractual pt·ovisions, such l'ight has rare-ly, if ever, been 

exercised. 
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75. The BVIs do not sell standing timber directly to customers, They sell under contract to the 

AI (customer) who usually resells the standing timber to its own customers. The BVls' timber 

sales accounts receivables are settled by the AI making payments t0 suppliers (directly or 

indirectly to other parties on their behalf) on behalf of Sino-Forest. The AI does not pay the 

same supplier for the same trees it is selling to its customers. It pays a supplier for trees newly 

purchased by Sino-Forest fl'om that suppliei'. These payments made by way of set"off enable the 

BVIs to acquire further standing timber from suppliers, which is matured and later so'ld, All BVI 

purchases are funded through the set .. off mechanism using accounts receivftble owed to Sino" 

Forest. This is a recognized legal sb·ucture in the PRC. 

76. WFOEs are also engaged in the purchase and sale of standing timber. When couducted 

through a WFOE; purchases of standing timbe1' are sometimes accompanied by concm·rcntly 

obtaining plantation land use 1'ights ot· leases (which are purchased plantations). WFOE standing 

tim:ber transactions do not involve payments by way of set~off. They are conducted on a dh·ect 

fund transfer basis. 

77. In both the BVI and WFOB st1'Ucture, tho purchase pt·ice of the trees takes into acco·unt a 

variety of factors such as the trees' species, yield, age, size, quality and location. Other 

consideratiot1s include soil and weather conditions for replanting, log prices, and regional market 

location and demat1d, Sino-FOl'est does not typically need to conduct extensive plantation 

management work with respect to the trees growing on the purchased plantat1ons, but does take 

measures to enst1re that the trees are protected from pests, disease and theft. 
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78. SFC's approach is to purchase plantations in remote parts of the PRC that the PRC 

government has identified in its five year plans as being areas for future development. As a 

result, physical access to the plantations is often vet·y challenging. 

79, As at December 31, 201 0> the purchased plantations under Sino~Forest management jn the 

PRC consisted of approximately 711,000 hectares. These plantations consisted of a divet'se mix 

of tree species, predominantly pine, Chinese flr and eucalyptus. Ptwchasing trees allows Sino

Forest to quickly expand its plantation portfolio geogt•aphically, as well as its inventory of 

harvestablc fibre .and leasable land. 

(b) Planted Plantation Model 

80. The planted plantation model is conducted by WFOBs, and involves obtaining plantation 

land use dghts, sometimes with standing timber and sometimes as bare land suitable for planting. 

Sales from these planted plantations do not utilize the AI model but rather generally involve 

direct fund tta11sfers to and fi·om the WFOEs1 suppliers a11d customers. As ofDecember 31, 

2010, SFC's planted plantations in the PRC operated tlu·ough WFOEs comprised approximately 

77,700 hectares. 

81. Sino-Forest leases suitable land on a long-term basis, typically 30 to 50 yeru's, and applies 

soient1f1cally advanced seedling technology and silvictJlture techniques to improve tree Bl'O'I).rtb. 

The mattJre trees are sold as standing timber ot as harvested Jogs, and thell Sino" Forest replants 

the land with seedlings. 

82. Sino"Forest's operating model allows for the sale of fibre either as standing timber or 

harvested logs, depending on its ct1stomers' pl'efel'ences and market demand. 
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83. Sino-Forest1s planted plantations consist primarily of eucalyptuS trees, a fast~growing high 

yielding species. According to the seventh five~ year National Forest Inventory released by the 

State Forestry Adtninistration (2004 to 2008)~ jt is estimated that the PRC has 195 million 

hectares of fm·est resources~ with approximately 120 million hectares of natural fm·est and 62 

million hectares of plantation forest. The density of its total forest area was only 70 oubic metres 

per hectare in the PRC. 

g4, The PRC government encourtlges the development of the plantation industry in the PRC. 

In June 2003, the PRC State Council promulgated "The Notice on the Decision to Speed Up the 

Development of Plantation Industry". Subsequently, in August 2007, "The KeyHlements of the 

Policies in Forestry Industry 11 was joit1tly promulgated by seven ministries including the State 

Forestry Administr.ation, National Development and Refo1·m Commission, Ministry of Finanoe, 

Ministry of Commerce, State Adntinistt·atiott of Taxation. China Banking Regulatory 

Commission and China Securities Regulatory Corrunission to develop the non-state owned 

plantation industry, and to encourage the participation of foreign investors in the plantation 

industry, either solely or jointly with others. 

85. The planted plantation model is generally viewed more favourably by the PRC government 

because it demonstrates a long~term commitment to the forestry business. That long"term 

commitment is very lmpmiant from the perspective of the PRC government in light of the fact 

that demand fol' wood fibre in the PRC is approximately double that of available supply. 

2. Log Trnding Operations 

86. Sino-Forest's operations in the trading of wood logs includes the sourcing of wood logs and 

wood~based products fl:om the PRC and globally) and selling them in the domestic PRC market. 
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87. These wood-based products consist primarily of la1'ge diameter lqgs, sawn timber, veneers 

and otl1er wood-based products sourced from the PRC, Thailand, Suriname, Papua New Guinea, 

I3razil, Vietnam, Russia and New Zealand. In these transactions, Sino-Fm·est purchases wood .. 

based products that cor1·espond to the requirements of wood dealers, and sells dil'ectly to these 

dealers. Sin.owForest's customet·s in these transactions 1-lt'e primadly wood dealers in the PRC. 

3. Mnuufactul'ing and Other Operations 

88. Sino-Forest currently has mamrl'actm·ing .operations in six provinces in the PRC that 

produce vadous wood-based Pl'Oducts. In addition, Sino-Forest has greenet·y and nursery 

operations based in Jiangsu Province, which were established to soul'oe, supply and manage 

landscaping pl'Dducts for property developers and other organizations. 

89. In order to maximize and increase the value of Sino· Forest's forestry pmducta, Sino· Forest 

has been investing in research and development ("R&D11
). On January 12, 2010. Sino .. Forest 

announced its acquisition of HOMIX LIMITED (11HOMIX11
) in order to ,etlhance its R&D 

portfolio. HOMIX has an R&D laboratory and two engineeredwwood prod\tction operations 

based in Guangdong and Jiangsu provinces, covering castem and southern PRC wood product 

markets. HOMIX develops a number of new technologies suitable for domestic plantation logs 

including poplar and eucalyptus species. HOMIX specializes in curing, dt·ying .and dyeing 

methods for engineered" wood and has the know-how to produce recomposed wood products and 

laminated veneer lumbet'. Recomposed wood technology is considered to be environmentally 

friendly and versatile, as it uses fibre from forest plantationsJ t•ecycled wood and/or wood 

re.<:Sidue. 
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90, The goal of Sino"Forest1s R&D efforts has been to improve tree plantation yields and the 

qua1ity of the trees grown on Slno .. Forest1s p"lantations. Whi1e performing R&D activities, Sino

Forest from time to time oollabot•ates wit111 and t•eceives assistance ft·om, research and academic 

institutions in the PRC. Sino"Forest1s R&D efforts are viewed very positively in the PRC as they 

also demonstrate a long~term commitment to the forestry business in the PRC and can help 

addt·ess the significant shortage of wood fib1'e in the PRC. 

F. Sales 

91. Substantially all of Sino-Forest's sales m·e genemted in the PRC, In the year ·ended 

December 31 ~ 2010, .sales to customers in the PRC we1·e $1.8723 billion and sales to cust01ners 

located in other countries were $51.3 million. In the year ended December 31, 2010, sales to 

customel's in the PRC of standing timber, logs and othet' wood~based pt•oducts accounted for 

substantially all of Sino .. Forest's revenue. 

G. Suppliei'S 

92, Logs and wood~based ptoducts supplied through Sino-Fot•est's trading activities are 

sourc~d primarily from suppliers outside the PRC. These products are also sourced for Sino

Forest trading activities fi•om overseas, primarily fron.1 Thailand, Stwiname, Papua New Guinea, 

Brazil, Vietnam, Russia and New Zealand. The credit terms gt·anted by suppliers of these 

products genel'ally range from one to thl'ee months on open account and by letters of credit. 

Standing tim beds sourced primarily from local suppliers in the PRC. 

93. As discussed above, the PRC based suppliers are usually aggregators who acquire standing 

timber and/or land use rights from other suppliers or from original timber owners such as 

villagers or collectives who have certified title to the land. 

218



25 

H. Employee.~ 

94. SFC currently has 3 employees. Colleotively, the Sino~Forest Companies employ a total of 

approximately 3553 employees, with approximately 3460 located in the PRC and approximately 

90 located in Hong Kong. The Greenheart Group employs an additional approximately 273 

employees. 

I. Assets & Liabilities 

95. The unconsolidated book values of SFC's assets and liabilities as at June 30, 2011 are listed 

below~ 1 However, given that, as -described below, SFC is in default under the notes and the 

indenture tmstees would be in a position to accelet•ate atld enforce on the notes but for the waiver 

agreements {subject to sending the appropriate notices and the cure petiod expiring), I have 

categorized the full amount of the notes (including the notl~cul'l'ent portion and the derivative 

financial instrument, as opposed to just the current portion) as a cut'l'ent liability below. 

Cash and cash equlvalcnts2 

Prepayments3 

Othe1· Receivables5 

Due fmm Intercompm1:l 

'I'otftl Cm·1·tmt Assets 

$5,676;040 
$1,173,553 
$188.,575 
$109.813,620 

$116,851,788 

Notes (OUl'l'cnt po1·tlon) 
Notes4 (non-cul't·ent) 
Notes De1·lvatlve Flnancbil Instnunent 
Trade Payable 
Others Payabh.1 
AccJ'ued Liabilities 
Due to lntercompuny 

Total Current Liabilities 

$87,670,000 
$1,541,744,429 
$3.t,8S8,210 
$21202 
$23 t,723 
$:39,687,268 
li&JJl~~.ll 

$1,703,012,145 

1 The chart only reflects the assets and liabilities ofSFC, and therefo1-e does not accord with the consolidated 
quarterly financial results for the second .quurter ended June 30,2011. 
2 Mainly represents cash on hand, cash llt bank and sh01t-term deposits with a matudty of three months ot•less. 
~ Mainly represents p1·epaid legal and pt·ofessional fees and Insurance. 
4 The Notes (cut·t·ent portion), Notes (non·cUI't'enQ and Notes Derivative Finanoiallnstrument do not equate on this 
balance sheet to approximately $1.8 billion {the tl\Ce vnlue of the notes) clue to the accounting treatment of financing 
costs and the carrying vnlt1e of tile convertible notes. 
5 Mn!nly rept·esents l-IST receivables, staffadv:ancos and deposits, 
6 Non~lnterost bearing with no fixed date of repayment. 
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Non"CUl'!'QUt Assets 

Properly, Plant & Equipment? 
Investment in Subsldlaries8 

Intel'cotnpany Loans9 

'l'otal Non..-Curt·ent Assets 

Tota I Assets 

$1,166 
$1,589,153,984 

26 

NOl1·Cun-cnt Liabilities 

Intercompany Loans $235.0QQ,Q9.Q 

Total Non-Curl'ont Liabilities $235,000,000 

•rota1 Liabilities $l,938,0t2,14S 

96. With respect to tho assets, while they reflect an accurate implementation of the relevant 

accounting policies, I do not believe tbat tho book values of the assets reflect the realizable value 

of those assets for a numbe1' of.reasons, including the complexities associated with the business, 

the significant amount of intercompany loans owing to SFC, and the costs and potential PRC tax 

liabilities that may be payable if the assets were realized on. SFC is not able to simply mot1otize 

its assets fn the short term in order to satisfy its obligations unde1' the notes as a result of, among 

other things, the hard to quantify potential PRC tax liability p1·eviously discussed at paragraph 58 

above and thG .stdngent currency exchange controls in the PRC. 

97. As discussed above, SinoMFo1'est is not in a position to lmow whether or not the Ais have in 

fact remitted applicable taxes on behalf of SinoMForest. Although Slno"Forest t•ecognized a 

provision as at .Tune 30, 2011 of $204,722~000 in its reported financlalres·ults to account for this 

potential tax liability, I am advised by SFC's counsel in the PRC, Ching WoNg at King & Wood 

Mallesons, that the amount of the tax liabilities undet• PRC law at'ising from the opel'ation of the 

BVIs could be significantly higher if responsible tax authol'ities take different views than that of 

management in respect of a number of tax issues, including, without limitation, whether by their 

1 Mainly l'epl'esents office equipment. 
8 Historical cost foJ·lntei'OsiBinsubsldhwles. 
9 Interest beal'illg with detinccl terms of 1·epayment dato, 
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operation the BVIs have fonned an establislunent in the PRC, whether value added tax is 

payable, the like'lihood and severity of a tax ,penalty, the applicable default interests on late 

payments, the numbe1·s of years to "look back", whether certain tax preferential treatments apply 

to foreign companies such as BVI entities, and other relevant matters. The views on these issues 

may also differ fl·om locality to locality. 

98. In addition, as a result of the cut·xency exchange controls in the PRC, all cash to be 

repatriated from ·the PRC is subject to approval from the State Administration of Foreign 

Exchange (the "SAFE"). I am advised by SFC's counsel in the PRC, Ching WoNg at King & 

Wood Mallesons, that for normal and regular foreign exchange transactions in the PRC which 

require the approval of SAFE, the applications for such approvals can normally be processed 

within the time limits prescribed by .law. However, the transactions undetiaken by the BVIs ln 

respect of their forestry assets in the NtC are very dissimilar to those contemplated by the 

1·clevant mles and l'egulations of the PRC. Therefore, there is no assurance that any application 

to SAFE for repatriation of f\mds by the BVIs can be processed within the time limits prescribed 

by law, or within a reasonable time thereafter. 

99. As a result of Sino~Forest, among other things, operating in a critical natural resource 

sector with insufficient supply in the PRC, investing in research and development initiatives in 

the PRC, and employing a significant numbet· of people in the PRC, it has generally enjoyed 

positive working relationships with all levels of govertmlf.mt in the PRC. Howevet~, I believe 'that 

if Sino~Forest were to cease operating under a business strategy that is consistent with and 

supportive of PRC government policy, including Hs policy on sustainable forestry, for example, 

investing in research and development or employing a significant number of people in the PRC, 

S-ino~Forest would enjoy much less favoumble treatment from PRC govcnunent officials, and 
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would likely have greater difficulties t·esolving the issues discussed above relating to tax 

liabilities and repatdation of cash. This is pal'ticulal'ly true in respect of the BVI structure where, 

among other things, the ability to access cash is further impah·ed and SinoNForest is not in a 

position to know whether or not the Als have remitted applicable taxes on behalf of Sino" Forest. 

J, Importnnee of Relationshi{)S to Doing Business In the PRC 

I QO. From my time with SFC I have come to understand the importance of relationships to 

doing business in the PRC. This is particularly true in relation ,to those doing business in the 

forestry sector. 

101. The PRC has extensive resmuce needs) including in the forestry sector. Historically, 

forestry resources in the PRC have been collectively owned at a local level. Forestry resources 

have largely been managed without the resoUl'ces necessary to increase yields and allow for 

harvesting at a commercial level from a western forestry pe1·spective. 

102. Part of Sino~ Forest's success has been attributable to its ability to acquire forestry resources 

from local sources of supply, at a good price~ and to resell them at a good profit, In relation tn 

Sitto .. Forest's planted plantation modet Sino-Fm•est also has benefited ft•otn the application of 

advanced silvicuUure techniques to those resources. Basecl on my interactions with PRC 

govet•tunent offlcials, l understand that the PRC govemmont recognizes that for the industry to 

mature~ become efficient, and improve yields to reduce the fibe1• deficit, fol'est asset management 

has to be consolidated. 

103. A good relationship with the various levels of PRC govetmnent is important to doing 

business successfully in the PRC. Historically, Sino-Forest's relationships with these 

governments have been important to Sino" Forest's success in the PRC. Loss of theh· support 
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could) correspondingly, have significant negative consequences for SinouForest, for its abi.tity to 

continuo to do business in the PRC, and its ability to continue to cot1trol its PRC-based assets for 

the benefit of its stakeholders. 

104. Sino"Forest1s most important relationships have been and continue to be tlu·ough Allen 

Chan (11Chan11
). From my observations a.11d experience, Chan has established significant 

relationships in the PRC, and my understanding is that this is a direct result of his long"'standi11g 

personal contribution to the development of the forestry sectm· both through Sino-Forest and in a 

personal capacity as an informal advism• to various 1·elevant industry bodies. 

105. Following the MW Report, Chan was requested to meet with officials in the PRC State 

Forestry Administration (''SF A11
) and other senior officials 011 multiple occasions in Beijing. 1 

have been introduced to some officials attd attended some of these meetings. 

I 06. My observation from my personal involvement in these discussions and rneetings is that 

Chan continues to be consulted and l'espeoted within the PRC government as an expert in ·the 

forestry industry. I thel'efore believe his continued participation will be extremely helpful in 

allowing SFC to unlock value in the PRC fot· the benefit of its stakeholders. 

107. Notwithstanding the allegations in the MW Report (which have received widespread 

coverage in the PRC and in Hong Kong), Chan has continued to be honoured within the PRC. In 

November 2011, at the 2nd China Forestry Expo, Chan was presented an '10utstm1ding 

Achievement11 award from the Chh1a National Forestty Industry Fedemtion (the 11 CNFIP'11
). In 

recognition of his contl'ibution to the forestry industry in the PRC~ Chan was the first keynote 

speaket' following the Ministet· of the SF A at the China Forestry Expo. 
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108. Chan was also appointed Vice }>resident of the CNFIF in 2010. The CNFlF is an affiliate 

of the SFA and is chaired by the Ministet' of the SF'A or the Directot• of the SF A. The SFA is the 

l>RC government ministry responsible for its forests and forest management. 

109, In 2007, Chan was appointed an Honourable Director of Renmin University (also known 

as the People's University of China), one of the most prestigious universities in the PRC with a 

distinct focus on humanities and social sciences~ and highly 1-egarded by top leaders in the PRC. 

In addition, Chan is a member of the Jiangxi 'Committee of the Chinese People's Political 

Consultative Conference. 

110. In February 201 Z, Chan was prese11tcd with the 112011 China Forestry Persons of the Year" 

awal'd by the CNFIF. 

111. Many of the PRC's oonuneroially attractive forestry resources are in areas of sensitivity 

within the PRC, including areas that are se11sitive from a military perspective. Private air have! 

is prohibited or strictly controlled in many of the areas in which SJno~Forest does business. 

112. The strategic signiiicance attaching to Sino"Forest's forestry assets in the PRC increases 

the importance to SFC of maintaining positive relationships with authorities in the PRC. If Sino~ 

Forest is to monetize its PRC based assets for the benefit of stakeholders, I strongly beHeve that 

the m1tcome of this process mttst he acceptable to relevant authorities in the PRC. 

113. In the course of its 18 years of operations, Sino-Forest has been viewed by the Minister of 

the SF A positively and as a model for privately owned enterprises carrying on business in the 

PRC and p1·omoting PRC policies. For that reason, Sino-Forest htt.'l enjoyed a positive 

relationship with the PRC. Even since June of last year, the Minister of the SPA has remained 
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coopet·ative and encour·aging of a solution for Sino~Forest. However, recently~ the government 

has expl'essed increasing oo11eern and interest as to what the solution is for Sino· Forest. As a 

resultt not only do I believe that any solution needs to be acceptable to the authol'ities in the PRC, 

such solution needs to be pre.<>ented in the very near future. 

IV. THE MUDDY WATERS ALLEGATIONS: CHRONOLOGY AND RESPONSES 

114. On June 2, 2011, Muddy Waters) which admitted to holding a short position on SFC's 

shal'es, published the MW Repot't alleging, among othel' things, that Sino-Forest is a ttnear total 

fraud" and a "Ponzi scheme." 

115. While the allegations contained in the MW Repm't nre diverse and faH·eaching, the IC set 

out to address the issues raised in th1·ee co1·e ru·eas: (i) the vel'iftcauon of timber assets reported 

by Sino-Forest~ (ii) the value of the timber assets held by Sino .. Forest, and (Hi) revenue 

recognition. 

116. Among other things) the MW Report alleged that Sino-Forest does not bold the fhll amount 

of timber assets that it 1'eports1 that the timber assets actually held by Sino-Forest have been 

overstated, and that Sino .. Fotest overstated its revenue. In addition, the MW Report alleged that 

Sino-Forest has engaged in umeported related~party transactions. A copy of the MW Report is 

attached as Exhibit "M". Two subsequent repotts by Muddy Waters relating to Sino .. Forest are 

attached as Exhibit nN". These reports are attached to provide context to the Court and definitely 

not because I agt·ee with their contents. 

A. The IC~ OSC~ RCMP and HKSFC Investigntions 

I 17. On June 2~ 2011, the same day that the MW Report was released, the Board appointed the 

rc. a Boru·d committee consisting exclusively of independent directot·s, which in ttu·n retained 
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independent legal and financial advisors in Canada, Hong Kong and the PRO) to investigate the 

allegations sot out in the MW Report. 

118. On June 8~ 2011, the OSC publicly announced that it was investigating matters related to 

SFC. That investigation has been active and is ongoing, 

119. Late1· in June 2011, the HKSFC commenced an investigation into Grecnheart Group. As a 

company listed on the Hong Kong Stock Exchange and headquartered in Hong Kong, the 

HKSFC is Greenheart's primary securities regulator. I believe that the HKSFC's investigation 

was hn·gely reactive to the allegations against Sino-Forest, SFC's control position in relation to 

Groonheru:t Group, and to the fact that the principal offices 0f Sino~ Forest and Greenheal't 01'oup 

are located in Hong Kong. As indicated above, Sr'C had acquired a majority interest in 

Gt-eenhea.t·t 01'oup less than a year earlier, and had separate management and premises. 

120. In addition to its Investigation of Greenheart Group, the I·ll<SFC has been assisting the 

OSC with its investigation. I am advised by Gary Solway of Bennett Jones LLP, counsel to SFC, 

that the HKSFC has a mutual-assistance tt·eaty with the OSC. The OSC has conducted witness 

interviews in Hong Kong with tbe assistance of and out of the premises of the HKSFC. 

121. Sino-Forest believes that lt has attempted to coopet·ate with the OSC, HKSFC and RCMP 

investigations, Sino-Forest has made extensive production of doc·uments, in particular to the 

OSC, including documents sourced from jurisdictions outside of the OSC's power to compel 

production. 

122. Sino-Forest also has facilitated interviews by the OSC with Sino-Forest personnel. In 

circumstances where OSC staff sought to examine Sino-Forest personnel resident in the PRC 
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(where neither the OSC nm· the HKSFC had the ability to compel their attendance at h1terviews), 

Sino-Forest arranged to bring individuals to Hong Kong to be.examh1ed. 

123. Slno .. Forest has responded to extensive inquiries, the most far-reaching coming from the 

OSC, and has provided periodic ot·al briefings to OSC staff. The IC reports were pt·ovided to 

OSC staff on an umedacted basis, as discussed below, 

124. The scope of the IC'-s review was significant) reflecting the wide range of allegations 

contained in the MW Repol't. The IC and its adv1sot•s worked to compile and analyze the vast 

amount of data required for their comprehensive review of Slno~Forest's operations and business, 

the relationships between Sino~'Forest and other entities, and SinoMForest's ownership of assets. 

125. At the b~ginning of the IC's investigati011, the IC informed the Board that the review would 

likely take at least two to tlu·ee months to complete. On August 10, 2011, the IC delivered its 

fU'st intedm l'CpOl't to the Board (the 11First Intet·im Report11
). A redacted copy of the First Interim 

Report is attached as Exhibit "0". 

126. SFC has publicly disclosed on SEDAR and on its website redacted versions of the Fh·st 

Interim Report and the two subsequent t'eports of the IC. The U11·ee repol'ts have been ted acted to 

protect information that the Board believes is commercially sensitive, the disclosure of which 

could be harmful to S.ino~Forest•s business and operations~ especiaHy in the PRC. These 

redactions have not been made to conceal infoL'lnation from regulatory scrutiny. Each of the 

tlll'ee reports has been produced without redactions to OSC staff pursuant to a compelled process 

designed to ttllow OSC staff to receive information l'elevant to its investigation, while at the same 

time protecting SFC's sensitive information. 
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127. The First Interim Report was the result of the IC and its advisors assembling and 

organizing significant data fi·om Sino-Forest's records, and reviewing Sino-Forest's cash 

holdings~ l'evenne and relationships. In the First Interim Report, while the JC did not determine 

that there was any validity to the allegations in the MW Report, its findings were limited as the 

investigation was still ongoing. 

128. Also in its First Intel'im Report, the lC's accounting advisors confirmed Sino-Fol'est's cash 

balances in specific accounts as at June 13, 2011, for accounts located inside and outside of the 

PRC. A total of 293 accounts controlled by Sino-Forest in Hong Kong were confirmed, 

representing 100% of the expected cash position in Hong Kong, However, SinowForest 11ad 267 

accounts .in the PRC, so the logistics and requirements of.in-person/in-branch verif:ication in the 

PRC led the IC advisors to confirm 28 accounts, representing approximately 81% of the 

expected cash position in the PRC. The IC was satisfied based on this verification that SinoM 

Forest's expected cash position in the PRC existed as at the date of confirmation. 

129. The First Interim Report was delivered to the Board shortly before the Board was aslced to 

authorize the release of SFC's 2011 quarterly financial results for the second quarter ended June 

30, 2011 (the 11 Q2 Results"). The Q2 Results were released on August 15, 2011. 

130. Almost immediately aftet· tho Q2 Results were released, the IC's advisors identified and 

brought to the attention of the IC just under 60 documents, some of which raised potential 

conduct issues and othel's of which raised questions as to whethel' Sino~Forcst's t•elationships 

with some of its Als and suppliers were cond't1cted at arm's length. 
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131, The IC concluded that interviews concerning the documents shotlld be conducted with 

relevant Sino-Forest pet·sonnel. The interviews were conducted fmm August 24 to 26, 2011 in 

Hong Kong. 

132. As part of its efforts to cooperate with OSC staft~ on August 24, 2011, before the 

documents were shown to relevant Sino-Forest petsonnel and those personnel were provided 

with an opportunity to comment, the IC's advisors provi'ded copies of the documents to OSC 

staff. The IC's advisors and SFOs external counsel also pmvided oral lwieftngs abo·ut the 

interviews to OSC staff from August 24 to 26, .20 11, as the interviews were being conducted. 

133. Seen in their proper context, and with the benefit of fuller explanations, I believe that the 

doctlmentc:; idcntiiled by the IC's advisors and provided to OSC staff at that time fall well short of 

tho misconduct alleged in the MW Report. 

134. However, as a result of the doclJments and interviews, Sino~Forest placed tlwee employees 

on administrative leave, and a fom·th senior employee was requested to act .solely on my 

instructions. It was my decision in each case to take this action. 

135. SFC's Board met on the moming of Friday August 26, 2011, Tot•onto time '(which was 

Friday evening Hong Kong time) to hear reports about the interviews and about communications 

between SFC and OSC staff, The Board was told that Chan had agreed to resign as Chairman~ 

CEO and as a director of SFC pending the completion of the review by the IC of the allegations 

in the MW Repott He was appointed Founding Chairman Emeritus and I was appointed as 

CEO. 
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136. On August 26, 2011, the OSC issued a cease trade order with 1·espect to the secul'ities of 

SFC and with respect to certain senior management personnel. A copy of the cease tmde ot·der 

dated August 26, 2011 (as corrected by the OSC later that day) is attached as :Exhibit 11P11
• The 

Board first learned of the cease trade order during the Board meeting that day, after -Chan 

tendered his resignation. 

13?. With the consent of SFC, the cease trade order was extendecl by subsequent ordets of the 

OSC, copie.IJ of which m·e attached as Exhibit 11 Q". The cease trade order continues in fot·ce to 

this date. 

I 3 8. Based on my t•eview of the IC's second interim t·oport to the Bo.ard (the 11Seoond Intet'im 

Report11
, which is discussed below) and ·discussions I have had with William Ardell, Board Chair 

and Chair of the IC, I understand that in late August 2011, counsel for the IC received an inquiry 

from the RCMP requesting cooperation fi•om the IC in connection with an inv-estigation into the 

allegations in the MW Report. Representatives of the IC met with and provided h1formation to 

the RCMP from time to time. The RCMP also has made infot·mationrequests fi'Om time to time. 

It has been SFC's intention to cooperate wlth the RCMP in connection with its investigation. 

139. On Novembct· 13~ 2011, the JC delivered its Second Interim Rep.ort to the Bom·d, a 

redacted copy of which is attached as Exhibit "R". 

140. Subject to tho limitations described therein~ the Second htterJm Report confirmed 

registered title or contnwtual or other t·ights to SinoMForeses stated timbe1· assets, reconciled the 

book value of the BVI timber assets and Sino-Forest WFOE standing timber assets as set out in 

the 2010 financial statements to the purchase prices for such assets as set out in the BVI and 
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WFOE standing timber purchase -contracts reviewed by the IC advisors, reconciled reported tot~l 

tevenue to sales contracts, and addressed oertai,n allegations regarding related~party tt•ansaotions. 

141. Subject to the scope limitations described in the Second Intel'in1 Repol't, the IC confirmed 

99,3% of Sino-Forest's timber area to its satisfaction and that Sino-Forest l1ad registered title to 

100% of its disclosed planted timber holdings by area, and -contractual ot• other tights to 

approximately 81.3% of its disclosed purchased timber holdings by !U'ea. The IC reported that it 

or its advisors had reviewed odginals or copies of purchase contracts for the acquisition by Sino

Forest of virtually all of its disclosed tiniber holdings as at December 31, 2010. 

142. The IC indicated in its Second Interim Report that it viewed its work to be substantially 

complete and that it expected to deliver its fmalreport prior to the end o£'2011. 

B. Failure to Release Q3 Results and Default Under the Notes 

143, Subsequent to August 26, 2011, the IC's advisors identified additional documents that 

raised issues mel'iting comment and explanation from SPC's management. Also, SFC's extetnal 

counsel, in responding to reqw~sts from the OSC, also identified documents of a similar natul'e, 

Fut·ther documents meriting comment and explanation were identified by SFC~ external auditors 

and in interviews conducted by OSC staff. 

144. As SFC reached the November 15, 2011 deadline to release its 2011 third qmuter financial 

statements (the 11Q3 Results"), the Audit Committee recommended and the Board agreed that 

SFC should defet• the release of the Q3 Results until cel'tain issues could be resolved to the 

satisfaction of the Board and SFC's auditor. The issues included (i) determining :the nature and 

scope of the relationships between Sino-Forest and certain of its Als and .suppliers, as discussed 

in the Second I11terim Report, and (ii) the satisfactory explanation and resolution of issues raised 
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by certain documents identified by the IC's advisors, SFC's counsel, SFC's external auditors, 

and/or by OSC staff. 

145. On November 15, 2011, the date upon which SFC's Q3 Results were due, SFC issued a 

press t'elease announcing that the IC had delivered its Second Intel'im Report to the Board. A 

copy ofthe Novembe1· 15,2011 press release is attached as Exhibit "S11
• The executive summary 

to the Second Interim Report is attached as a schedule to the press release. 

·146, The November 15, 2011 press release also stated that the Board had concluded that, as a 

result of ongoing work adsing from the allegations mised in the MW Report, it was not in a 

position to autl1ol'ize the release of the Q3 Results at that time, The release stated that SFC 

wotlld try to release the Q3 Results within 30 days. 

14 7. SFC's failure to file the Q3 RestJlts and provide a copy of the Q3 Results to tho trustee and 

to its noteholders under its senim· and convertible note indentures on or before November 15. 

2011 constituted a default under those ]10te indentures. Pursuant to the indentures, an event of 

default would have occurred if SFC failed to cure that breach within 30 days in the case of the 

senior notes. and 60 days in the case of the convertible 11otes, after having received written notice 

of such default from the relevant indentm~c trustee or the holders of 25% or more in aggregate 

principal amount of a given sel'ies of notes. 

148. While SFC worked diligently to tt'y to resolve the outstanding issues, it became clear that 

SFC was not going to be able to release the Q3 Results within that timefl'ame, On Decem bet· 12; 

2011. SFC issued a press release announcing that it would not be able to release the Q3 Results 

withh1 the 30-day period originally indicated, 
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149, Moreover, in the press release, SFC am10unced that, in the circumstances, there was no 

assurance that it would be able to release the Q3 Results, or, if able, as to when such t•elease 

would occm. In the Decembet• 12, 2011 press release, SFC also announced that the Board had 

detel'mined not to make the $9.77 5 million interest payment on SFC's 2016 convertible notes that 

was due on December 15, 2011. A copy of the December 12, 2011 press 1·elease is attached as 

Exhibit 11T 11
• 

150. As disclosed in the December 12, 2011 press release, the circtlmstances that caused SFC to 

be unable to release the Q3 Results also could impact SFC's histot·io financial statements and 

SFC's ability to obtain an audit for its 2011 fiscal yeat·. 

151. SFC's faHure to make the $9.775 million interest payment on the 2016 convertible notes 

when due on December 15, 2011 constituted a default under that indenture. Under the terms of 

that indenture, SFC had 30 days to cure its default and make the tequired intet·est payment in 

order to prevent an event of default ft•om occurring, which could have resulted in the acceleration 

and enforcement ofthe approximately $1.8 btllion in notes which have been issued by SFC and 

guaranteed by tnru1y of its subsidiaries outside of the PRC. 

152 . .Qn December 18, 2011., SFC -announced that it had received wl'itten notices of default 

dated December 16, 2011, in respect of its senior notes due 2014 and its .senior notes due 2017. 

The notices, which wet·e sent by the trustees under the seniol' note indentures, referenced SFC's 

previously"disclosed failure to release the Q3 Results on a timely basis. SFC .t·eiterated in the 

December 18, 2011 press release that it did not expect to be able ·to file the Q3 Results and cure 

the default within the 30 day cm·e period. A copy of the December 18. 2011 p1-ess release is 

attached as Exhibit tlU11 • 
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153. In response to the receipt of the notices of default, among othet· considerations~ on 

Decen1ber 16, 2011, the Board established a Special Restructuring Committee of the Board (the 

11Restructuring Committee11
) compdsed exclusively of directors independent of management of 

.SFC, for the purpose of supervising, analyzing and mru1aging strategic options available to SFC. 

The members of the Restructuring Committee are William Ardell, Chair of the Board, who is 

also Chair of the Restructuring Committee and .Garry West. James Hyde~ Chair of the Audit 

Committee and an independent director, while not a member of the Restructuring Committee, 

has attended meetings of the Restructuring Committee and participated fully in its deliberations. 

154. Following discussions with its extemal auditors. on January 10, 2012, SFC issued a press 

release cautioning that its historic financial statements and related audit reports should not be 

relied upon, The January 10, 2012 press release is pl'eviously attached. 

C. Tbe Wniver Agr·eements 

155. On January 12, 2012, SPC at:movmced that following extensive discussions with the Ad 

Hoc Noteholders, holders of a m~ol'ity in principal .amount of SFC's senior notes due 2014 and 

its senior .notes due 2017 agreed to waive the default arising from SFC's failure to release the Q3 

Results on a timely basis. A copy of the January 12~ 2012 press release, together with the waiver 

agreements> is attached as Exhibit 11V11
• 

156. Pursuant to the waiver agreements, SFC agreed to, among other things, make the $9.775 

million interest payment ·on its 2016 convertible notes that was aue on December 15, 2011> 

curing that default. That payment was made in accordance with the waivel' agreements. 

157. While the waiver agreements prevented the indenture trustees under the relevant note 

indentures fi·om accelerating at1d enforcing the note indebtedness as a result of SFC's failul'e to 
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file its ·Q3 Results) tl:i.ose waiver agt'eements expire on the earlitw of April 30, 2012 and tmy 

earlier termination of the waiver agreements in accordance with their terms. In addition~ should 

SFC fail to file its 2011 Results by March 30, 2012 (and upon the necessary notices being sent 

and cure periods expiring), the indenture t:I'Ustees would again be in a position to acoeler.ate and 

enfot•ce. 

D. The IC's Fhml Report fmd Vel'ificntion of SFC's Assets 

158. On January 31, 2012~ SFC publicly released a redacted version of the final report of the IC 

(the "Final Report"). A copy of the redacted Final Repoli is attached as Exhibit "W". 

l59. Following the delivery of the Final Report, and in accordance with the waivet· agreements~ 

the Board adopted a t'esolution instructing the IC to cease its investigative, review and oversight 

activities. Any issues within the authority of the IC that l'emained outstanding were referre.d to 

SFC's Audit Committee or Restrt1ctudng Committee. 

160. In its .January 31, 2012 press release, attached as Exhibit 11X11
t announcing the release of the 

Final Repmi, SFC also disclosed the results of a "proof of concept11 exercise undertaken to 

determine if the standing timber referenced in particular purchase contracts could be located and 

quantified by an independent forestry expert engaged to undertake tf.1e eX"\}l'cise. The exercise 

was undertaken to address the issue rnised in the Second Intedm Rep01t regarding the absence of 

maps in the possession of SFC's BVI subsidiaries to show the precise location of the tim bel' 

S\.lbject to plantation pm!chase contracts. 

161. As disclosed in the J~lmnu·y 31, 2012 press release, the proof of concept exercise was 

confined to two compm·tments. The selection cdtel'ia limited the sample to put·chased timbel' 

assets located in Yunnan province. TI1e candidate assets were acquired priOl' to the allegations in 
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the MW Report. They were listed as beiJ1g held by BVJs and not by WFOEs. At the IC's request, 

the consultants selected a shortlist of ten possible compartments covering multiple forestry 

bureaus and meeting the criteria above, avoiding any prospect that the sampling involved 

personnel fi•om Sino~ Forest. Multiple county fo1·estry buret~us were represented in the shortlist, 

and the IC made the final selection of oomparttne11ts to ensure more than one county forestry 

bureau was represented, 

162. As described in the Final Report and the accompanying pt'ess release, maps for the two 

compartments were obtained fi.·om the relevant forestry bureaus in the PRC by the contracted 

survey companies and made available to the consultants. Using the techniques described in the 

Final Report, compartment boundades were superimposed on recent high resolution satellite 

imagery which allowed for the mcasurcme11t of each compartment's forest cover. The 

consultants compared tho net stocked area of forest cover that they assessed fot• each 

compartment with that stated in the Sino"Forest purchase contracts and forest survey repot'ts. 

The consultants fm.md that the net stocked area of forest cover in each compartment was up to 

six percent greater than that stated in the relevant purchase contmcts and forest survey t•eports, 

witl1 the cu11·ent assessed area for each compartment exceeding the purchase contract area. 

163. While the consultant report and p1·ess release cautioned against extrapolation of these 

find1ngs over Sino~Forest's broader fot·estry assets, I took considerable comfort from these 

findings. In relation to two randomlywsolected contracts held through the BVI stl·ucture, the 

pt•operty descriptions and ex:pect{ld fm•est cover in the contracts matched the boundaries and 

fol'est cover on .the gt•ound. 
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164 .. Subsequent to January 31, 2012, Sino .. Forest has taken steps to see the pt·oof of concept 

process .applied over a statistically relevant sampli11g of Sino-Forest's forest assets. That work is 

ongoing. 

E. Gating Issues to an Audit 

165. SFC has worked diligently to address issues identified by SFC's Audit Committee, the IC 

and by its external auditor. Ernst & Young LLP, as requi1'1ng resolution in order for SFC to be in 

a position to obtain an audit opinion in relation to the 2011 Results .. Many of the same issues 

also impact SFC's ability to release the Q3 Results. 

166, As SFC has publicly disclosed in its press t•eleases, the gating issues to the release of the 

Q3 Results and to obtaining an audit of the 2011 Results include (i) determining the nature and 

scope of the relationships between Sino-Forest and certain of its Ais and suppliers, and (ii) the 

satisfactory explanation and resolution of issues raised by certain documents identified by the 

IC's advisors, SFC's counsel, SFC's auditot·s, and/or by OSC staff, 

167, The "relationship issues" described above are discussed extensively in the. Second Interim 

Report and in the Final Report of the IC. Relationship issues were prominent in the 

approx'imately 60 documents provided to OSC staff on August 24, '2011, and relationships 

continue to be an issue that SFC has been unable to resolve. 

168. As part of the IC's 'investigative process a significant amount of electronic data was 

extracted and reviewed by the IC and its advisors. The same data also has been reviewed by 

counsel for SFC a11d SFC's advisors. Over one million electronic records have been reviewed. 
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169. The search of electronic records and othel' inquiries have not produced evidence to support 

the allegations made in the MW Report that Sino~Forest is a near total fraud or Ponzi scheme. 

The searches and inquiries have produced some evidence of possible lesser improper conduct 

that SFC has been making effb1ts to investigate, address and quantify, 

170. There is no single theme among the doctnnents and issues that SFC has been taking steps 

to address. In some cases, the documents speak to efforts to deal with foreign currency exchange 

restdctions applicable to the PRC. The documents suggest that in some cases SFC personnel 

may have received personal benefits at Sino~Ji'orest's expense and may have appropriated some 

of Sino~Forest's assets. They also show that1 in a few cases, whistleblower complaints. in some 

subsidiaries allegh1g misconduct by certain pm·sonnel in those subsidiaries appeal' not to have 

been ndequately investigated tmd addressed. 

171. The t'ecordMkeeping of SFC's subsidiaries in the PRC appeared to be adequate prior to the 

recent heightened scrutiny being focused on companies with significant operations in the PRC. 

The nature of SFC1s books and records, combined with the inability to compel disclosure and 

participation by third party PRC companies, primarily SFC's customers (Ais) and suppliers, and 

the unwillingness of these companies to become involved in an investigation, makes it difficult 

to definitively assess some of the explanations offered by Sino~ Forest persOilllel. 

172. In light of this heightened scrutiny, SFC's subsidiaries in the PRC do not have the scope of 

books and records that might be used to definitively address some issues raised by potentially 

problematic email communications. The natut'e of SFC's BVI structure, and the absence of 

contractual rights to examine the books and records of customers and suppliers, deprives SFC of 
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access to information that may be necessary to allow SFC to ·determine whether :some of the 

documents and issues identified are material from a financial reporting perspective. 

173. Notwithstanding SFC's best efforts, many of these issues may not be capable of resolution, 

and certainly not within a timeframe .that wo\.lld allow SFC to comply with its obligations under 

its note indentures and securities laws. Consequently, absent a resolution with the noteholders, 

the indenture trustees would be in a position to enforce theh· legal rights as eat'ly as April 30, 

2012. 

174. However extensive and challenglt1g the work done to respond to the MW Repott has bem1, 

the simple fact is that the ·uncertainty it has created has caused Sino~Fol'est's business to 

deteriorate. Repah'ing the damage to the business simply cannot wait any longer. Without 

decisive action in the immediate term~ I fear that the ability to save the business for the benefit of 

SFC and its stakeholdets wlll be htepat·ably lost. 

175. As described in greater detail herein, even tho1..1gh the allegations set out in the MW Report 

and the OSC cease tt·ade oa·ders are unproven, the allegations have had a catastrophic negative 

impact on Sino~Fot•est's business activities and have created substantial uncertainty regarding the 

future of Sino .. Forest's business in the minds of U1e Sino-Fotest Companies' stakeholders in the 

PRC, including its lenders, customers, suppliers, ·employees, and governmental officials, The 

allegations made against SFC have resulted in a substantial e1·osion of Sino-Forest's business. 

The business in the PRC co11tinues to deteriorate with eve1•y passing day and it has become oleur 

to SFC that the Sino-Forest business needs to be.separated from the cloud that continues to hnng 

over SFC if there is any futul'e fot• that business (and thus value for SFC's stakeholdel's) to be 

preserved. 
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V. IMPACT OF MUDDY WATERS ALLEGATIONS ON SINONFOiillST 

A. Class Action Lawsuits 

176. SFC and certain of its offlcers, directors and employees, alo11g with SFC's cut·rent and 

former auditors, technical consultants and various underwriters involved in prlot' equity and debt 

offerings, have been named as defendants in eight class action lawsuits. 

177. Five of tl1ese class action lawsuits, commenced by three separate groups of counsel, were 

filed in the Ontario Supedor Court of Justice on J1.me 8, 2011, June 20, 2011, July 20, 2011, 

September 26, 2011 and Novembet 14, 2011. A ·cal'l'iage motion inl'elation to these actions was 

heard on December 20 and 21, 2011, and by Orde1• dated Januat•y 6, 2012, Justice Perell 

appointed Koskie Minsky LLP and Siskinds LLP as class counsel. As a restllt, Koskie Minsky 

LLP and Siskinds LLP discontim1ed their earlit1st action, and their other two actions have been 

consolidated and will move forward as one proceeding. TI1e other two Ontario actions, 

commenced by other counsel, have ·been stayed. Pursuant to Justice Perell's Jm1uary 6> 2012 

Order, Koskie Minsky LLP and S·iskinds LLP have filed a fresh as amended Statement of Claim 

in the consolidated proceeding. A copy of this Statement of Claim is attached as Exhibit "Y11
• 

178. The action purpOl'ts to be brought on behalf of noteholders. The plaintiffs and plaintiff law 

firms have not complied wi-th the prerequisites to bringing suit in the relevant note indentures. 

which each contain a 11no :suits by holdet•s'' clauso. 

179. Pat·allel class actions have been filed in Quebec and Saskatchewan. Copies of the 

originating documents in those actions ru·e attached as Exhibit 11Z11
• 

180. AdditionaJly, on Januat•y 27, 2012, a class action was oomm~mced against SFC and other 

defendants in the Supreme Coul't of the State of New York, U.S.A. The complaint alleges that 
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the action is brought on beha'lf of' persons who purchased SFC shares on the over~the~counter 

market and on behalf of non~Canadian purchasers of SFC debt secul'ities. The quantum of 

damages sought is not Bpecified in the complaint. A copy of the complaint in this action is 

attached as Exhibit "AA". 

181. Additional law fit•ms in both the United States and Canada have atmounced that they are 

investigating SFC and certain directors and officers thereof with respect to ·potential additional 

class action lawsuits. 

B. l!:"ffects of MW Rcpo1·t and Related Events 

182. The allegations set forth in the MW Report, despite being denied by SFC, have had 

catastrophic negative effects on the reptltation and business of Sino~Forest. As a result, Sino~ 

Forest's ability to conduct its operations in the normal course of business has been materially 

affected. For example: creditors are increasing legal demands with respect to accounts payable; 

at the same time, collections of accounts receivables is inereasing.!y difficult due to a widespread 

belief that Sino~ Forest will not survive; sales in the WFOE model have also slowed substantially 

in response to views on accounts receivable payments; cash flow issues have resulted in a 

cessation of any expansion or modernization; the inability to fund purchases of raw materials has 

caused a slowdown in production or, in many cases, a shutdown; certain timber assets have been 

frozen as Sino~Forest has been tmable to keep current with payments~ deposits put d0wn on 

standing timber ptn·chases by WFOEs, of approximately $27 million, may be tlmea:lizable due to 

an inability to generate cash to pay off outstanding payables under those contracts; offshore 

banking facilities have been t·epaid and frozen or cancelled, leading to substantial damage in 

Sino"Forest's tntding business; t'elationships with local governments and plantation land owners 

have become strained; Sino"Forest is unable to complete various projects, contracts and 
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acquisitions; and the PRC .govemment is expressing increased concern over SFC and is 

becoming less inclhted to be suppol'tive of Sino-Forest, making the ability to obtain legal 

documents for Sino~ Forest's operations inctea.~lngly difficult. 

1. 1Jiversion of Ot>et·ational Resources & Effects on OtJeratious 

183, The investigations being conducted by the OSC, the HKSFC and the RCMP, the 

examination by the IC (and now the Audit Committee and Restructuring Committee), a11d the 

class action lawsuits have t•equil'ed, and will continue to requh·e, aignlficant resources to be 

expended by the directors, officers and employees of Sino~Forest. As a result, the div.ersion of 

S\lch resout·ces has affected Sino-Forest's ability to conduct its operations in the normal course of 

business. Sino-Forest's timber and trading businesses have effectively been frozen and have 

ground to a hatt. 

184. Since the MW Report was released, !.n ot•der to conserve cash, Sino~Forest has only 

completed cash purchases which were previously committed to and has not made any new 

commitments (i.e. in the WFOE structure), despite havil1g been presented with some attractive 

buying opp01i'Unities. SinowForest has therefore not g!·own its asset base as it would have but for 

the MW Report. 

185. Also, the SinowForest Companies have had an extremely difficult time collecting 

outstanding receivables as a result of the perceived uncertainty sul'rounding them in the PRC. 

The total amount of outstanding receivables in the WFOE structure was appto:x:imately $130.5 

million as at February 29, 2012, with more than 83.5% of those receivables being over 90 days. 

Sino~Forest's counse1 in the PRC, KaiTong Law Firm, has sent legal demand letters to l2 BVI 

tt·ading companies for accounts receivable totaling appt•oximately $126 million and five WFOE 
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companies totaling approximately RMB 224.5 million. Additionai legal demand letters fot• 

smaller accounts are also in process, and other accounts receivable at•e being negotiated. 

186. At the ·same time that the Sino"Forest Companies are having a diffictdt time collecting 

outstanding receivables, they are receiving increased demands on their payables. Certain ef Sino" 

Forest's creditors in the PRC have taken aggressive collection tactica in the PRC, including filing 

court claims in an effort to be paid amounts owed to them by Sino"Forest. If the uncertainty 

related to SFC is allowed to continue to affect Sino~Forest's business opet•ations, Sino-Forest 

expects increasing legal actions fi·om other creditors. 

187. Sino-Forest has not been able to secut·e or renew certain existing onshore banking faciUties 

and has been unable to obtain offshore letters of credit to facilitate Sino"Forest's trading business. 

All offsh<:~re banking facilities have been repaid and frozen, or cancelled. Since June 2, 2011, all 

Hong Kong banks have asked for voluntary repayment of outstanding loans. Banking facUlties 

with a total credit amount of $67,9 million were te1·mi11ated by four banks between June 101 2011 

and August 29, 2011. Facilities of$152.3 million were frozen upon full repayment. In 'the PRC, 

facilities totaling RMB 159.6 million wete asking for voluntary l'epayments, Fol' the PRC banks 

provldh1g facilities, Sino-Forest was requested to increase its cash deposits so as to demonstrate 

financial strength. This has lead to substantial damage in Sino~Forest's operations, and affects 

SinowForest's ability to complete obligations under existing contracts, resulting in losses 

potentially in excess of $1 00 million. 

188, Various projects and contracts, such as nursery projects in certain provh1ceswith a contract 

value ofappt•oximately RMB 1 billion, have been stopped or are unable to be fulfilled. 
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189. Due to the allegations in the MW Report, the PRC government is expressing increased 

concern over SFC and is becoming less htclined to be supportive of Sil1o~Forest, making the 

ability to obtain legal documents more difficult. For example, the PRC government has withheld 

cutting licenses tesulting in lower harvesting volumes. Relationships with local government and 

local plantation s·uppliers have also become su·ained, resulting in many difficulties and obstacles 

in Sino-Forest's operations including an inability to complete certain acquisitions ·of plantations. 

For example, in the Anqing, Anlnli al'ea in the PRC, the local government no longer showed 

·support to Sino .. Forest and the plantation land owner refused to honour the plantation purchase 

contmcts. 

2. Fees and Expenses 

190. SFC has and will continue to incw· a substantial amount of fees and expenses in connection 

with the examination by the IC (and now the Audit Conm1ittee and Restructuring Committee)t 

the investigations by the OSC and the RCMP, and the class action lawsuits. F\u•U::ter, pul'suant to 

indemnificatiml agreementa between SFC and its directoi'S and certain officers as well as with 

auditors, underwriters and other parties, SFC may be obligated to indemnify sue}) individuals fol' 

additional legal and other expenses pursuant to such proceedings. The aggregate of such fees and 

expenses is substantial and has had an extremely negative effect on Sino~Forest's operating 

results. 

3. Value of Common Sbat•es aml Credit Rating 

191. Prior to the release ofthe MW Repol't on Juno 2, 2011, SFC's common shares had a20~day 

volume weighted average price of CDN $19.58 for a total market capitalization of approximately 

CDN $4.-8 billion. In the weeks that followed the release of the MW Report, the value of SJi'C's 

common shates pltmged to a low of CDN $1.29 fot· a total mal'l<et capitalization of 
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approximately CDN $300 million. As at August .25, 2011, the day prior to the OSC cease 

tt·ading SFC1s common shares, its shares were tmding at CDN $4.81 fot• a total market 

capitalization of appt·oximately CDN $1 ,2 billion. 

192. The allegations set forth in the MW Report have resulted in a material decline in the 

market value of SFC1s common shares ,and notes. On June 30,2011, Standard & Poor's Ratings 

Services lowered its long~term corporate credit rating on SFC to 'B+1 from 'BB', lowered the 

iss·ue ratings on .SFC's outstanding senior notes and convertible notes to 'B+', and lowered the 

Greater China scale credit ratings on SFC and its notes to 'cnBB' from 'cnBBB .. '. On August 29) 

2011, Standard & Poor downgraded to 'CCC-', then withdrew its ratings. Fitch Ratings withdt·ew 

its Foreign Currency Issuel' Default Rating and senior debt mting of 'BB-' on July 14, 201 I, after 

placing SFC on Negative Watch on June 20, 2011. On July I 9, 2011, Moody's Tnvestors Serv·ice 

downgraded the corporate family and senior unsecured debt ratings of SFC to 'B 1' from 'Ba2', On 

Aug-ust 29,2011, Moody's downgraded to 'CaaP fTom 'B1 1
, and on December .J4, 2011, Moody's 

downgraded to 'Cal' and withdrew its I'ating. 

193. Sino~Forest's primary som·ces of ftmding have been short~term and long"tet•m borrowings, 

equity offerings and cash generated by operating activities, However, as a result of the 

reputational damage that the MW Report inflicted on SFC, I bolleve that SFC has no ability to 

access the capital markets at the p1•esent time, including to refinance .its notes. 

VI. CLAIM AGAINST MUDDY WATERS 

194. On March 29, 2012, SFC commenced a claim in the Onbu·io Superior Comt of Justice 

against Mt1ddy Waters, its principal, and persons who traded with prior knowledge of the MW. 

Repoi't. A copy of SFC's claim against Muddy Waters et al is attached as Exhibit "BB1
'. 
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195. In this action, SFC seeks total damages in the sum of CDN $4 billion in relation to harm 

caused to SFC as a result of the allegations made by Muddy Waters. If SFC is successfully 

restructured as contemplated~ it is-anticipated that the actiot:t will be funded by the litigation trust 

provided for in the Support Agreement described below~ and the benefits of the action will be 

shared as contemplated by the Support Agreement. 

Vll. PROPOSED RESTRUCTURING TRANSACTIONS 

196. Following extensive arm's length negotiations between SFC andthe Ad Hoc Noteholders, 

the patties entered into the Support Agreement. The Support Agreement contains, among other 

things, the summary terms and condition.s of a going concem restructuring of SFC (the 

11Restructm·it1g Transaction11
). A copy of the Suppmt Agreement is previously attached. 

197. The Support Agreement provides that SFC will file the Plan in order to implement the 

Restt'uctul'ing Transaction as part .of this CCAA proceeding~ and that the Consenting Noteholders 

wi11 vote their notes j11 favou1· of the Plan. at any 111eeting of creditors, each subject to oel'tain 

conditions, 

198. From a commercial perspective, the Restruotut•ing Traasaction contemplated by the 

Snppot1 Agt·eement is intended to accomplish the following objectives: 

(a) the sepamtion of Slno-Forest•s business operations fl·om the problems facing SFC 

outside of the PRC by transferring the intermediate holding companies which own 

"the business11 -and SFC's intercompany claims against 'its subsidiaries (which include 

the entire substantive operations of the Sino-Forest Companies) to the noteholde1·s in 

compromise of theit· claims against SFC (if the Sale Process does not g~merate a 

superio1· transaction~ as descdbed below); 
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(b) the Sale Process being tmdertaken to determine if any person or group of persons will 

pmchase Sino"Forest's business operations pursuant to the Plan for an amount of 

consideration acceptable to SFC and the notehoJders, with the potential for excess 

above such amount being directed to Junior Constituents. The 8-ale Process is 

intended to ensure that SFC is pursuing all avenues to maximize value for its 

stakeholders; 

(c) a structure (including funding) that will enable litigation claims to be pursued fol' the 

benefit of SFC's stakeholders in accordance with the Support Agreement against a 

number of potential defendattts (including· Muddy Waters, its principal, and any 

persons who benefited ft·om the allegations made by Muddy Waters in a coordinated 

way); and 

(d) if the Sale Pt·ocess does not result in a sale~ the Juniot C011stituents t•ecovel'ing some 

"upside11 in the form of a profit participation if SinoMFOl'est•s business operations 

acquired by the noteholders are monetized within seven years ft·om the date of the 

implementation of the Plan at a profit, l\S further desodbed in the Support 

Agreement. 

199. The decision to enter into the Support Agreement was given careful consideration by SFC 

and the Board and was not taken lightly. However, the inability to obtain an audit creates a 

default undel' the note indentUl'e.<:~ which simply cannot be cured within a reasonable timeframe, if 

at all, 

200. More significantly, it has become clear that the problems facing SFC outside of the PRC 

al'e causing Sino-Forest's business operations in the PRC to deteriol'ate a11d that, unless decisive 
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steps are taken to t:estructure Sino~Forest, the PRC business operations will continue to 

deteriorate to the point that they will cease to be capable of being turned around, which will 

furthet· diminish the value that can be realized for SFC and its stakeholders. While there remains 

substantial work ahead in the PRC to turn the b't:Jsiness ru·mmd and convince stakeholders in the 

PRC (including customers, suppl-iers, employees and :PRC governmental officials of a1l levels) 

that the Sino-Forest business built up over the pMt 18 years is het•e to stay, I firmly believe that 

the transactions which SFC pmposes to initiate pursuant to the CCAA will show a path out of the 

·uncertainty which it has faced since last Jnne. 

20 1. The Support Agreement provides that SFC will make an application under the CCAA in 

order to implement tho Plan. The Consenting Noteholdcrs executed the Support Agreement on 

the basis that a restmcturing of SFC as proposed would be undertaken pursuant to the CCAA, 

202. But for the 11egotiatio11 and execution of the Suppo11: Agreement, SFC would be unable to 

prevent tho acceleration and enforcement of the l'ights of the .noteholders as soon as April 30, 

2012, in which case SFC would be tmable to continue as a going concern, and is thus insolvent. 

Accordingly, and for the reasons set otlt herein, a restructuring is urgently required and should be 

pursued to preserve its entcrpdse value. 

203. SFC has reached an agreement on a consensual restructuring transaction with the Ad Hoc 

Noteholders. SFC is seeking a stay of proceedings undel' the CCAA in order to allow it time to 

proceed to develop the Plan which, if approved by the creditors and this Honout·able Court. 

would, among other things, allow :for a going concern emel'gence of Sino-Fm·est's business. 
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VIII. THE SALE PROCESS 

204. Under the Sale Process, SFC, thl'Ough its financial advisor, Houlihan Lokey ("Houlihan"), 

and with the ove1•sight of the monitor, will seek qualified purchasers (including existing 

shareholders and noteholders) of SFC1s assets on a global basis and attempt to engage them In 

the Sale Pt!ocess. The Sale P1•ocess Pl'Ocedtll'es, which were agt'eed to by the parties to the 

Suppot·t Agreement in consultation with the p1•oposed monitor, provide that SFC will have np to 

90 days to solicit letters of httent, and if qualified letters of intent are received, a further 90 days 

to solicit qualified bids. A copy of the Sale Pnwess Procedures is attached as Schedule D to the 

Support Agreement. 

20.5. I believe it is critically Important tl1at the Sale Process Ot·der be granted at this time for a 

variety of reasons. First and most .importantly, It is very important that SFC conclude a 

l'estructudng by the e11d of the thil'd fiscal qua1ter. The business of the Sino~Forest Companies ls 

seasonal, and the vast maJotity of transactions (both .purchases and sales) typically occur in the 

third and fourth Q\larters. All stakeholders will therefore :be prejudiced if SFC cannot complete a 

restructuring by the end of the third quarter, or soon thereafter, as the business .will continue to 

be frozen through the c1·itical fourth quarter. 

206. With that target end date in mind, the process must begin immediately. I understand that in 

other insolvency filings in Canada, sale pl'Ocesses have been done on much sho11er timetables 

than what SPC ·is proposing; however, I believe the proposed timetable is necessary and 

appropl'iate in light of the specific circumstances. In fact, given the critical timing of this Pl'Ocess, 

I am awm·e that Houlihan has already been in contact with parties who may be interested parties 

in this Sale Process. 
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207. The assets being sold, especially giventbe allegations in the MW Report, are extremely 

complex and are being offered for sale without current audited financial statements. Potential 

buye1·s therefol'e need to be afforded sufficient time to do due diligence. 

208. In addition, there are limited potential buyers for these assets. I believe that potential 

buye1'S will need to have~ in addition to the significant capital to complete a transaction of this 

size, an inMdepth and htthnate knowledge of the PRC market. I do not expect that the ultimate 

buyel' for th.ese assets~ if any, will be a typical buyer of distressed assets in a11 insolvency 

proceeding. 

209, Accordinglyt given that a transaction must be implemented as soon as possible, and given 

the complexity of the &ssets and the fact that there is a limited universe of potential buyers, I 

believe it .is necessary that the Sale =Process Order be gt·anted at this time, and that the Sale 

Pt'Ocess pl'ovides the best potential for recovery for SFC's stakeholders, 

210. I have no reason to believe that any creditors have a bonafide n~ason to object to the Sale 

Process. 

IX. SFC MEETS CCAA STATUTORY REQUll~EMENTS 

211. I am advised by Gary Solway of Bennett Jones LLP, cou11sel to SFC, that the CCAA 

applies in t'espect of a 11debtor company" if the claims against the debtor company ot• affiliated 

debtor companies total more than CDN $5 million. I am further advised by Gary Solway that a 

11debtor company" is a company inool'pol'ated under an Act of Parliament or the legislature of a 

provinc.e which has> .among other things, become bankrupt or insolvent. 
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A. SFC is a "Company" Undet· tbe CCAA 

212. SFC is a "company" to which the CCAA applies as it is a company continued under the 

CBCA. A copy of SFC's articles of continuance was previously attached. 

B. SFC has Clnims Against it in Excess of $5 Million 

213. As discussed above, SPC has debts against it far in excess of the CDN $5 million statutory 

requirement. 

C. SFC is Insolvent 

214. I am advised by Gary Solway of Bennett Jones LLP, counsel to SFC> that under section 2 

of the Bankruptcy and Insolvency Act (and a similar definition exists under sections 192(2) and 

208 of the CBCA), an insolvent pet·son is one whose liabilities to creditors exceeds CDN $1 ,000 

and (i) is for any reason unable to meet his obligations as they generally become due, (H) has 

ceased paying his current obligations in the ordinary course of business as they generally become 

due, or (iii) the aggregate of whose pt•operty is not, at a fair vah1ation, sufficient~ or, if disposed 

of at a faldy conducted sale under 'legal p1·ocess, would not be sufficient to enable payment of all 

his obligations~ due and tlQoruing due. 

215. As discussed herein. the holders of SFC's senior notes entered into waiver agreements 

wherei11 they agreed not to have the indenture trnstees demand immediate payment of the 

principal amount of the senior notes. Such waiver agreements expi-re on the earlier of April 30, 

2012 and any earlier termination of the waiver agreements ln accordance with their terms. 

Moreovet·, in addition to the default dealt with pmsuant to the waiver agreements ·in respect of 

the Q3 Results, SFC will be in further default on April 30, 2012 as a result of the ff;'l.ct that it will 
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fail to file its audited 2011 Results. As discussed in greater detail herein, SFC will be unable to 

cure such default i11 the immediate to 11ear term (if ever). 

216. But fbt· the execution of the Support Agreement and the standstill provided for therein, the 

indenture trustees under the notes could be entitled to accelerate and enfot•ce the rights of the 

t1oteholders as soon as April30, 2012. Without the liquidity provided by the waiver agreements, 

SFC would be unable to meet its obligatiot1s as they come due or continue as a going concern 

and is thus insolvent. 

X. RELIEF SOUGHT 

A. Stay of Proceedings 

217. SFC needs a stay of pl'ooeedings to pursue and implement the Restructuring Transaction in 

an attempt to complete a going concern .restructuring of its businesses. Itt the interim, the class 

actions lawsuits, as well as any othe1· potential actions, need to be stayed so that the 

Restt·uctul'ing Committee can focus on formulating the Plan. 

D. Appointment of Monitor 

218, FTI Consulting Canada Inc. ( 11FTI") has consented to act as the monitor of SJi'C (the 

11Monitor") in the CCAA ptoceedings, and I believe that FTI is quali'fied and competent to so act. · 

219. FTI will be filing a pre"filing 1'epG1't with the Court as prospective monitor in conjunction 

with SFC's request for relief under the CCAA. 

C. l)ayments During CCAA Pr·oceedlng 

220. During the course of this CCAA proceeding, SFC intends to make payments for goods and 

services supplied post~filing as set out in the cash flow projections described below and as 

permitted by the draft Initial Order. 
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D. Administration Charge 

221. It is contemplated that the Monitm', counsel to the Monitor, counsel to SFC, counsel to the 

Board, Houlihan) FTI Consulting (Hong Kong) Limited, counsel to the Ad Hoc Noteholders and 

the financial advisor to the Ad Hoc Noteholders would be granted a first priority Court-ordered 

charge on the assets, pmperty and undertaldngs of SFC, othet• than SFC's assets which are 

subject to Personal Property Security Act registrations (the 11SFC Propet·ty") in priority to all 

other charges (the 11Administration Chat·ge11
) up to the maximum amount of CDN $15 million in 

· respect of their respective fees and disbursements, incut'l'ed at standard rates and charges. SFC 

believes the Administration Charge is fair and reasonable in the circumstances. 

222. The nature of the Sino-Forest Companies' business requires the expertise, knowledge and 

continuing participation of the proposed beneficiaries of the Administration Charge in order to 

complete a successful restructuring. I believe this Administration Charge is necessary to ensme 

their continued participation. 

223. I do not believe that thet'e is any unwananted duplication of roles between the proposed 

beneficiaries of the Administration Chru·ge. 

E. Directors' Charge 

224. A successfulrestructudng of SFC will only be possible with the continued participation of 

the Board. These personnel are essential to the vhtbility of tbe continuing business of Sinow 

Forest. SFC's Board members have specialized expertise and relationships with SinowForest's 

suppliers, employees and othcl' stakeholders, as well as knowledge gained througho1.1t the IC 

process that cannot be rcpHcated Ol' replaced. 
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225. The directors of SFC have indicated that due to the potential for significant personal 

liability, they ·catmot continue their service h1 this restmctut'ing unless the In.itia:l Order gt·ants a 

charge on the SFC Property in priol'ity to all other charges except the Administration Charge~ as 

sectlrity for SFC1s indemnification obligations for the potential obligations a11d Habilities they 

may incur after the commencement of these proceedings. It is proposed that the dh·ectors of SFC 

be granted a directors' charge in the runeunt of CDN $3.2 million (the 11Directors' Charge11
) over 

the SFC Properly, SFC believes the Directors' Charge is fait' and reasonable in the cil'cumstanees. 

226. SFC, for itself and its subsidiaries) currently has primary insuratlce coverage of$ 1 0 million 

and five separate excess insurance policie::: collectively providing CDN $45 milHon (the 112012 

Insurance Policies11
), fbr a total of CDN $55 mHlion of coverage in place to attempt to protect 

SFC and its directors and officet·s. The 2012 Insurance Policies were put in place and became 

effective after prior policies of insurance were not renewed following their expiry on December 

31, 2011, by the ·insurers who had .issued the policies (the 112011 Insurance Policies11
). Altl101..1gh 

covemge is being lJrovided to SFC and certain of its directet·s and officers under the 2011 

Insurance Policies for claims that were advat1ced or threatened prior to the expiry of the 2011 

Insurance Policies on December 31, 2011, those policies provide no cov.erage or protection to 

SFC or its officers and directors for new claims that are made afte1· December 31, 2011 which are 

based on new events or alle.gations unrelated to the subject matte1· of the claims that have already 

been advanced or threatened. 

227. As was the case with the 2011 Insurance Policies, the 2012 Insurat1ce Policies provide fm• 

three types of coverage: (i) director and officer liability, (ii) corporate liability fol' indemniflable 

Joss) and OH) corporate liability arising ftom securities claims. The 2012 Insurance Policies 

expire on December 31, 2012 ~md exclude coverage for directors' liabilities for wages. There are 
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also other exclusions and limitations of coverage which may leave SFC's directors and officers 

withotlt coverage under the 2012 Insurance Policies. Depe11ding on the circumstances of any 

particular claim, the insurers which have issued the 2012 Insllrance Policies may deny coverage 

on the basis that the 2012 Insut'ance Policies exclude such other claims, that covel'age limits have 

been exhausted by claims made against the 20121nsurance Policies~ or that the matters t•eported 

fall within the cove1·age provided by the 2011 Insurance Policies (which are already responding 

to a number of significant claims that have the potential to exhaust or exceed the applicable 

limits). Finally, there is no guarantee that SFC will be able to renew the 2012 Insurance Policies 

when they expire at the end of' the yeal'. 

228. Contractual indemnities have been pt·ovided by SFC to its directors. SFC does not have 

sufficient funds to satisfy those indemnities should the directors of SFC incur obligations and 

liabilities in that regard after the commencement of these proceedings. 

229. The Dil'ectors' Charge is necessary so that SFC may benefit from its directors' expel'ienee. 

knowledge and ability to .guide SFC's restructuring eftbrts. It is critical to the restt1lcturlng 

efforts that SFC's directot•s remain with SFC in ordet· to assist SFC in achieving the Resttuctming 

Transaction to benefit SFC's stakeholders. 

230. As such, it is proposed that the priorities of the Administration Chal'ge and the Directors' 

Charge be as follows: 

(a) First- Administration Cha1•ge; and 

(b) Second- Directors' Chal'ge. 
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231. Based on the books .and records of SFC, and to the best of my knowledge, the1·e arc no 

secured creditors who me likely to be affected by the Administration Charge or the Directors' 

Charge. 

F. Postponement of Annual Shareholders' Meeting 

232. As pt•eviously mentioned, SFC is a public company under the CBCA. I am advised by 

Gary Solway of Bennett Jones LLP, counsel to SFC, that, as such, SFC is required. pursuant to 

paragt•aph 133(1 )(b) of the CBCA, to call an annual meeti11g of its sh~n·eholders by no later than 

June 30, 2012, being six months after the end of its preceding financial year which ended on 

Decembel' 31,2011. Aoc01·dingly, SFC is l'equired to call its atmual general meeting no later than 

June 30, 2012. SFC's annual general meeting has typically been held in the month of May. 

233. However, the management of SFC and other Sino~Forest Companies are presently 

devoting their eff011s to stabilizing the busine.qs with a view to implementing the Restructuring 

Transaction in ~tccordance with the te1'tns of the Support Agreement. 

234. Preparing the proxy materials required for an annual meeting of shareholders (which must 

be prepared well In advance of any meeting so that they cat1 be mailed to shareholders in 

advance of the meeting) and holding the annual meeting of shareholders would divert the 

attention of senior management of the Sino~Forest Companies away from implementing the 

Restructuring Transaction~ would require significant financial resources, and could impede SFC's 

ability to achieve a restructuring under the CCAA. 

235. In addition, pursuant to section 155 of the CBCA~ SFC is required to place before the 

annual meeting financial statements of SFC for a period ended not mOl'e than six months prior to 
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the date of the anmml meeting. SFC has been unable to complete its financial statements for the 

reasons already discussed. 

236. I am advised by Gary Solway of Bennett Jones LLP, counsel to SFC. that, under 

S1lbseotion 1 06( 6) of the CBCA, if dil'ectors are not elected at an annual meeting, the incumbent 

directors will continue to hold office until their successors are elected. 

237. Certain financial and other information is and will continue to be available to the public 

through SFC's court filing which will be easily accessible on the proposed Monitor's website 

(http://cfcanada.fticonsulting.com/sfc). Consequently, the failure to hold an annual general 

meeting within the time prescribed by the CBCA wlJI not d~p1·ive shareholders of access to the 

financial information of SFC that is publicly available from SFC. 

238. Undet· the circumstances, I believe it is impractical for SFC to call and hold an annual 

meeting of shareholders during this CCAA proceeding. 

G. Foreign Proceedings 

239. SFC is seeking in the Initial Order to have the Monitor authorized, as the foreign 

representative of SFC, to apply fat' l'ecognition of these proceedings, as necessary, in any 

jurisdiction outside of Canada, including as 11Foreign Main Pt;oceedings11 ·in the United States 

pursuant to Chapter 15 of the U.S. Bankruptcy Code (the "Chapter 15 Proceedings''). The initial 

effect of the Chapter 15 Proceedings would be to give effect to the Initial Order in the United 

States. 
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H. Financial Advisor Agreement 

240. It became clear to SFC at the begitming of September 2011, that it would gt•eatly benefit 

from the expe1tise of a financial advisor, Acc01·dingly, SFC invited fm.l1' reputable global 

financial advisory firms to make pt•esentations for the role on Ol' about September 14, 201 L 

Houlihan was selected as SFC1s first choice as a result ot: among others> its significant 

experience in debt l'estructurings, its strong prese11ce and reputation in both the North American 

and Asian markets, and its strong standing with tho global noteholders community, especially 

· those event driven funds which customarily play a leadership role in these situations. 

241. On or about Septembet· 26, 2011, Bennett Jones LLP, as counsel to SFC, entel'ed into an 

agreement with Houlihan relating to Hotllihan1s provision of finaneial advisory ·and investme11t 

banking services to SFC. That agreement was amended and replaced by .an agt·eement dated as 

of December 22, 2011 (the "Fit1anoial Advisor Agt-eement11
). A copy of the Financial Advisor 

Agreement is attached as Exhibit nccu. 

242. The Financial Advisor Agreement provides., among Qthet• things, that if SFC commences 

any pl'ooeedings undet• the CCAA or .similar legislation or statute, SFC will promptly seek to 

have the Court approve (i) the Financial Advisor Agt·eement, and (ii) Houlihan's retention by 

SFC under the terms of the Financial Advisor Agreement, including the payment to be made to 

Houlihan thereunder. As such, the draft Initial Order provides fm· Sl.lCh appl'OVals. 

243. It is my belief that Houlihan's significant restructuring experience and expertise in the area 

of debt restrucb.1ring has greatly benefited SFC. The proposed Restructuring Transaction would 

not have been achievable without the advice and assistance of HouJlhan. Houlihan was also 

instrumental in assisting SFC in obtaining the waiver agreements descril:>ed he1•ein. 
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244. Houlihan has spent approximately seven months working closely with senior management 

of SFC and its other advisors. Houlihan has gt'eatly assisted SFC in its t•estructuring efforts to 

date and has gained a thorough and intimate underl)tanding of the Sino"Forest business. If SFC 

was deptived of the benefit of Houlihan's continued advice and assistance and was required to 

retain a new financial .advisor, it would likely take a significant pel'iod ()f time for such a 

financial advisor to acq~lire a sirnilm· working knowledge of the business and would make it 

extremely difficult, ifuot impossible, to implement the Rcstructudng T1·ansaction .in the currently 

· contemplated time fi•ame. Thus, I beileve that the continued involvement of Houlihan is 

essential to the completion of the Restructuring Tt~ansaction. 

245. It is also my belief that the quantum and nature of the remuneration pmvided fm· in the 

Financial Advisor Agreement is fair and reasonabk~. Specifically, the t•estructw:iug fees payable 

to Houlihan are only payable if a testructul'ing transactio1<1 is completed and the qmt11tum of those 

fees is dependetlt on various factors intended to measure the success of the t·estructuring. 

XI. 13 WEEK CASH FLOW FORECAST 

246. As set out in the cash flow forecast attached as Exhibit 11DD", SFC's principal uses of cash 

dudng the next 13 weeks w111 consist of the payment of ongoing day~to"day operational 

expenses, the costs associated with the ongoing investigation into tl1e MW Report~ the costs 

associated with responding to demands fwm the OSC, HKSFC and RCMP for information, and 

professional fees and disbttrsements in connection with these CCAA proceedings. 

247. As at March 29, 2012, SFC had appn~xhnately $67.8 milliet1 available cash on hand. 

SFC's cash flow forecast projects that, subJect to obtaining the l'elief outlined herein, it will have 

sufficient cash to fund its projected ope1·ating costs for the next 13 weeks. 
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XII. CONCLUSION 

248. I run confident that granting the Initial Order and Sale Process ·Order sought by SFC is in 

the best interests of .SFC a11d it'l stakeholders. SFC rcquh·os the stay of proceedings to pyr.sue 

and implement the Re9tl•nottU'h1g Transnotion in an attempt to oo~pMe a .going oonool'n 

l~ostt'Uctt.u··lng of its businesses, The Ad Hoo Notehotdera auppm't this nppUoatlon and. SFC's 

pm·suit ofihe Plan in thls CCAA proceeding, 

249. WUhout the stay of pt•ooeoding,q a11d the opportunity to effect the Restt'Uoturing Transaotlon 
' 

(including tho Snle Pl'ooc;ss)7 SJno .. Fore.'lt faooo a possible oesaatlon of going. concel'll. ope1•ations, 

t.he liquidation of its assets, and tho loaa of employment fol' a slgnifionnt number of omployeca 

wotldwide. The gttmting of the roqtmsted .smy of pt·ooeedings will nssist ·M orderly l'estJ.•uoturing 

ofSFC. 

SWORN BEFORl3 MH at the City ofHol)g ) 
Kong, Speoial Adminiatnttivo R-eg!on1 ) 

Peoplo'a Rep1..1bllo of China, this 30th d~y of ) 
March, 2012 ) 

) 

Sollollor, Hong Kong SAH 
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THE HONOURABLE MR. 

JUSTICE MORA WETZ 

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

ONTARIO 

SUPERIOR COURT OF JUSTICE 

COMMERCIAL LIST 

) 
) 
) 

WEDNESDAY) THE 25111 

DAY OF JULY, 2012 

THE MA TIER OF A PLAN OF COMPROMISE AND 
GEMENT OF SfNO-FOREST CORPORA TlON 

ORDEil. 
(Mediation) 

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

"Monitor") of Sino-Forest Corporation (the •·Applicant") for a consent order concerning 

mediation and related relief was heard this day at 330 University Avenue, Toronto, Ontario. 

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

of the Monitor dated July 13, 20l2 (the "Fifth Report"), the Responding Motion Record of the 

Applicants and the Responding Motion Record of Poyry Beijing (as defined below), and on 

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

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

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

Class Action (the "Third Pa1·ty Defendants") and those other parties present, no one appearing 

for aoy of the other parties served with the Monitor's Motion Record, although duly served as 

appears from the affidavit of service of Alma Cano sworn July 13,2012, filed. 
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SERVICE AND INTERPRET ATlON 

1. THIS COURT ORDERS that the time for service of the Notice of Motion and the Motion 

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

properly returnable today and hereby dispenses with further service thereof. 

2. THIS COURT ORDERS that capitalized tenns used herein and not otherwise defined 

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

MEDIATION 

3. THIS COURT ORDERS that the parties eligible to participate in the Mediation pursuant 

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

shall be read to exclude Poyry (Beijing) Consulting Company Limited ("Poyry Beijing'')), the 

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

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

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

of the claims of the Plaintiffs against the Applicant and the Third Party Defendants as set out in 

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

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

Plaintiffs shall not seek contribution from any of the Mediation Parties with respect to amounts 

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

settlement with Poyry Beijing (the "Poyry Settlement'') and provided that the Plaintiffs shall 

provide to the Mediation Parties, within I 0 days of the dale of this Order or such further time as 

this Court may direct, a written summary of evidence proffered by Poyry Beijing pursuant to the 

Poyry Set11ement, which summary shall be treated in the same manner as material in the Data 

Room (as defined below) pursuant to this Order. 

5. TJ-l.!S COURT ORDERS that, where practicable, the Media1ion Parties shall participate 

m the Mediation in person and with representatives present with full authority to settle the 

Subjec1 Claims (including any insurer providing coverage), provided that, where not practicable, 

the Mediation Parties may participate in the Mediation through counsel or other representatives, 

subject to those counsel or other representatives having access to representatives with full 
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authority and undertaking to promptly pursue instmctions with respect to any proposed 

agreements that arise from the Mediation. 

6. THlS COURT ORDERS that parties in addition to the Mediation Parties shall only have 

standing to participate in the Mediation on consent of the Applicant and the Monitor, acting 

reasonably, or by further Order of this Court. 

DATA ROOM 

7. THIS COURT ORDERS that in connection with the Mediation, as soon as practicable, 

but in any event no later than August 3) 2012, the Applicant shall provide access to the 

Mediation Parties to the existing data room maintained by Merrill (the "Data Room"), provided 

however that prior to access to the Data Room, all participants (o1her than the Applicant, the 

incumbent directors of the Applicant and the Monitor) shall have entered into a confidentiality 

agreement with the Applicant on tenns reasonably acceptable to the Applicant and the Monitor. 

&. THIS COURT ORDERS that any Mediation Parties who enter into a confidentiality 

agreement as contemplated by paragraph 7 of this order shall comply with the terms of such 

confidentiality agreement. 

9. TI-HS COURT ORDERS that the Applicant, its subsidiaries and affiliates, and their 

directors, ofticers, employees, agents and advisors, shall incur no liability in cormection with 

causing, effecting or acquiescing in the establishment of the Data Room or disclosure in respect 

of such materials and the infotmation contained therein in accordance with this Order. The 

materials in the Data Room shall be made available without any representation as to the truth of 

their contents or their completeness. and persons relying on those materials shall do so at their 

OWl1 risk. The disclosure of such materials and the infonnation contained therein in accordance 

with this Order is not and shall not be public disclosure in any respect. Nothing in this paragraph 

affects any rights or causes of action that any person may have in relation to the prior disclosure 

of any of the contents of the Data Room, insofar as such rights or causes of action are 

independent trom and not related to the provision of materials and infonnation in accordance 

with this Order. 
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MEDIATION SCHEDULE 

l 0. THIS COURT ORDER THAT, the schedule for the Mediation shall be as follows: 

(a) Lhe Mediation shall be conducted on September 4111 and 5111
, and if a third day is 

required, on September 1 01
h, 2012 (the "Mediation Dates"); 

(b) additional Mediation dates shall only be added, and any adjournments of any 

mediation dates shall only be accepted, with the prior written consent of all 

Mediation Parties; 

(c) the Mediation shall be conducted at a location to be determined by the Mediator 

(as defined below); and 

(d) the Applicant~ the Plaintiffs and the Third Party Defendants shall deliver their 

respective WTiLten position statements to each other and to the other Mediation 

Parties on or before August 27, 2012. 

APPOINTMENT OF THE MEDIA TOR 

11. TI-HS COURT ORDERS that the Honourable Justice Newbould shall be appointed 

mediator (the "Mediator"). 

12. THIS COURT ORDERS that, prior to the commencement of1he Mediation, the Mediator 

shall have the right to communicate with this Cout1 and the Monitor from time to time as deemed 

necessary or advisable by the Mediator in their sole discretion. 

TERMINATION OF THE MEDIATION 

13. THIS COURT ORDERS that the Mediation process shall be terminated under any of the 

fallowing circumstances: 

(a) by declaration by the Mediator that a settlement has been reached; 

(b) by declaration by Lhe Mediator Lhat further efforts at mediation are no longer 

considered worthwhile; 
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(c) for any other reason determined by the Mediator; 

(d) mutual agreement by the Mediation Parties; or 

(e) further Order of this Court, 

provided that, the Mediation shall in any event terminate on September l 0, 2012, unless 

extended with the prior written consent of all Mediation Parties. 

NO IMPACT ON OTHER PROCEED1NGS 

14. THIS COURT ORDERS that all offers, promises, conduct statements, whether written or 

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

No person shall subpoena or require the Mediator to testify, produce records, notes or work 

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

made of the Mediation. Evidence tha1 is otherwise admissible or discoverable shall not be 

rendered inadmissible or non-discoverable as a result of its use in the Mediation. tn the event 

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

settlement will be admissible in any court or other proceeding required to enforce it, unless the 

Mediation Parties agree otherwise. Information disclosed to the Mediator by any Mediation 

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

Party authorizes disclosure. 

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

the Mediation shall provide such pa1ty with rights within these proceedings than such party may 

otherwise have. 

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

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

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

May 14, 2012, or any olher matter in tl1ese CCAA proceedings, including withoullimitation, the 

filing and advancement of the Meetings Order and a Plan. 
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CONFIDENTIALITY 

17. THIS COURT ORDERS tba1 any mediation briefs or other documents filed by the 

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

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

a confidentiality agreement. 

18. THIS COURT ORDERS that any mediation briefs or other documents filed by the 

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

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

·other than the Applicant, the incumbent directors of the Applicant, the Monitor and Med1ator. 

MISCELLANEOUS 

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

of this Court, which may be sought on an ex parte basis on consent of the Mediation Parties. 
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Court File No. CV-12-9667-00CL 

THE HONOURABLE IVIR. 

JUSTICE MORAWETZ 

./COUfir--

ONTARIO 
SUPERIOR COURT OF JUSTICE 

COMMERCIAL LIST 

) 

) 

) 

MONDAY, THE 30th 

DAY OF JULY. 2012 

/o'?' ~ 

;{'/ !~~~N if~~ E MATTER OF THE COMPANIES' CREDITORS 
{,;? !if\ : RA · EMENT ACT, R.S.C. 1985, c.C-36, AS AMENDED 
\" \"' ' - rn 

\~",. <::(t~~~~b )N·THE MATTER OF A PLAN OF COMPROMISE OR 
\~f~ ~-'J.!-- .Afl~ANGEMENT OF SINO-FOREST CORPORATION 

'.:.~~~,--·· 

ORDER 

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

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

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

330 University Avenue, Toronto, Ontario, 

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

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

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

underwriters named as defendants in the Ontario Class Action, 

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

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

i. THIS COURT ORDERS that further service of the Notice of Motion and 

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

such that this motion is properly returnable today. 

JSS2J5J.2 
WSLcgal\0~925010000?\ 805606Syl 
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2. THIS COURT ORDERS the Applicant to make the documents listed in 

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

other Mediation Parties (as defined in the order of this court dated July 25, 

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

Order applicable to information made available through the electronic data 

room referenced in the Mediation Order (the "Data Room"), including without 

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

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

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

3. THIS COURT ORDERS that the Documents shall be added to the Data 

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

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

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

Data Room by no later than August 23, 2012. 

4. THIS COURT ORDERS that, promptly following the addition of any 

Documents to the Data Room, the Applicant shall notify or shall cause to be 

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

Agreement pursuant to this Court's Mediation Order that such Documents 

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

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

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

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

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

the form of or substantially similar to a Schedule "B" of an affidavit of 

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

privilege, including, without limitation, identifying information for each 

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

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

1882353 2 
WSL..:t;ai\OS!HS0\00007\ 8056065vl 
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information regarding the litigation that gives rise to the privilege (the 

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

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

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

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

JUL 3D 2012 

I 882353.2 
WSLcgal\059250\000011 S05<i065vl 
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Sch&dul& "A" 

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

2. the following documents relating to Sino-Forest audits, for each of the fiscal years 
2006 through 2010, inclusive. for each audited entity: 

a) Information request list for each year's audit, detailing the documents to be 
provided by the company to the auditor; 

b) The Year End Communication or Report of the Auditor to the Audit Committee 
from BOO or E&Y, including: 

i) Audit scope and findings report; 

ii) Significant matters discussed with management; 

iii) Management's analysis and response; 

iv) Significant judgments and estimates; 

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

vi) Summary of corrected and uncorrected financial statement misstatements; 

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

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

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

f) List of related parties provided to the auditor each year; 

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

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

18K2J5J.2 
WSLt~31\0S9250\00007\ 8051i06Svl 
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i) Process and procedure manuals of the company for each year, particularly 
pertaining to the sales cycle and purchase/acquisition cycle; 

j) Ledgers and subledgers for the following accounts; 

i) Cash; 

ii) Sales; 

iii) Timber Inventory; and 

iv) Cost of Goods Sold; 

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

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

ii) Invoice; and 

iii) Proof of collection; 

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

i) Purchase order (or contract/agreement); 

ii) Invoice; and 

iii) Proof of payment; 

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

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

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

18S2JSJ.2 
WSLel:'II\OS92S0\00007\ 80S606hl 
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p) Internal worksheets, analyses and calculations supporting the "related party 
transactions" disclosure in each year's financial statements (e.g., see Note 23 of 
the 2009 financial statements); 

q) Any additional information provided to/requested by the auditor regarding related 
party transactions; 

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

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

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

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

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

4. the claims register as provided by the Monitor. 

1882353.2 
WSLc~ai\()S91)0\000()71 S05606Sv l 
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(See Attached) . 
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Overview 

[1] SinowForest Corporation ("SFC'> or the "Applicant") seeks an order directing that claims 
against SFC, which result from the ownership, purchase or sale of an equity interest in SFC, are 
"equity claims" as defined in section 2 of the Companies' Creditors Arrangement Act ("CCAN') 
including, without limitation: (i) the claims by or on behalf of current or former shareholders 
asserted in the proceedings listed in Schedule "A" (collectively, the 4'Shareholder Claims"); and 
(ii) any indemnification claims against SFC related to or arising from the Shareholder Claims, 
including, without limitation, those by or on bebalf of any of the other defendants to the 
proceedings listed in Schedule .. A .. (the .. Related Indemnity CJaims''). 

[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 defmition. 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 indemnity 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. FTl Consulting Canada Inc. was appointed as 
Monitor. 

f4l On the same day, the Sales Process Order was granted, approving Sa1es Process 
procedures and authorizing and directing SFC, the Monitor and Houlihan Lokey to carry out 
the Sales Process. 

[5] On May 14, 2012, the court issued a Claims Procedure Order, which established June20; 
2012 as the Claims Bar Date. 

[6J The stay of proceedings has since been extended to September 28,2012. 

[7] Since the outset of the proceedings. SFC has taken the position that it is imp.ortant 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; (ii) cnab1e the restructured business to participate in the Q4 sales 
season in the PRC market; and (iii) maint!iin 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 commercial reality that SFC must complete its restructuring as soon 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 noteholdcrs' debt, have executed written support 
agreements to support the SFC CCAA Plan as of March 30. 2012. 

Shareholder Claims A..~serted Against SFC 

(i) Ontario 

[10] By Fresh as Amended Statement of Claim dated Apri126, 2012 (the "Ontario Statement 
of Claim"')~ the Trustees of the Labourers• Pension Fund of Central and Eastern Canada and 
other plaintiffs asserted various claims in a dnss proceeding (the "Ontario Class Proceedings") 
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 l(m) of the Ontario Statement of Claim defines "class" and ''c]ass members" as: 

AU 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 
Exch~mge o:r 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 OSA". 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 a:re 
alleged to have purchased securities at "inflated prices during the Class Period" and that absent 
the alleged misconduct, sales of such securities •'would have oecUITed at prices that reflected the 
true value" of the securities. It is further alleged that "the price of Sino's Securities was directly 
affected during the CLass Period by the issuance of the Impugned Documents••. 

(ii) Quebec 

[15] By action filed in Quebec on June 9, 20ll, Guining Liu commenced an action (the 
"Quebec Class Proceedings") against SFC, certain of its current and former officers and 
directors, 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 refere~ce ·"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 centre on the effect of alleged 
misrepresentations on the share price. The duty allegedly owed to the class members is said to 
be based in "law and other provisions of the Securities Act", to 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. 

(iii) Saskatchewan 

[ 1 7] By Statement of Claim dated December l, 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 Claim does not specify the quantum of damages sought, 
but instead states in more general tcnns 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 directly affected during the Class Period by the 
issuance of the Impugned Documents. The defendants were aware at an material 
times that the effect of Sino's disclosure documents upon the price of its Sino>s 
[sic] securities. 

(iv) New Yo:rk 

[20] By Verified Class Action Complaint dated January 27, 2012, (the "New York 
Complaint"). Mr. David Leapard and IMP Finance SA commenced a class proceeding against 
SFC, Mr. AlJen Chan, Mr. David Horsley, Mr. Kai Kit Poon, a subset of the Underwriters, E&Y, 
and Ernst & Young Global Limited (the "New York Class Proceedings,). 

[21] SFC contends that the New York Class Proceedings focus on the effect of the alleged. 
wrongful acts upon the trading price ofSFC'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 those parties are detailed later in these renoons. 

Ontario Quebec Saskatchewan New York 

E&YLLP X X - X 

E&YGlobal - ~ - X 

BDO X - - -
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Legal Framework 

[23] Even before the 2009 amendments to the CCAA dealing with equity claims, courts 
recognized that there is a fundamental difference between shareholder equity claims as they 
relate to an insolvent entity versus creditor claims. Essentially. shareholders cannot reasonably 
expect to maintain a finandal interest in an insolvent company where ~reditor claims 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) CanLII 1773 (Ont. S.C.J.) [Stelco ]; Royal Bank of Canada v, Central 
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]. 

[2S] 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. (51h) 102 (Alta. Q.B.) [EarthFirst Canada]; 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 includes the following definitions: 

"Equity Claim" means a claim that is in respect of an equity interest, including a 
clrum 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 (a) to (d); 

''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 to acquire a share in the 
company - other than one that is derived from a. convertible debt, 
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(28] Section 6(8) of the CCAA prohibits a distribution to equity claimants prior to payment in 
fuH of all non-equity claims. 

[291 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 re1ief sought, at least as against E&Y; since the E&Y proof of claim 
evidence demonstrates in its view that E&Y's claim: 

(a) is not an equity clmm; 

(b) does not derive from or depend upon an equity c]aim (in whole or in part); 

(c) represents discreet and independent causes of action as against SFC and its directors 
and officers arising from E&Y's direct contractual relationship wjth 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 succeed independently of whether or not the claims of the plaintiffs in the class 
actions succeed. 

[31] In its 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] On June 2, 2011, Muddy Waters LLC ("Muddy Waters") issued a. report which purported 
to reveal fraud at SFC. In the wake of that 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 c1aims in numerous jurisdictions. 

[34] The plaintiffs in the Ontario Class Proceedings claim damages in the aggregate, as 
against 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 SecuriJies Act (Ontario) 
and at common law, in negligence and negligent misrepresentation. 

[35] In its factum, counsel to E&Y acknowledges that the centrnl claim in the class actions is 
that SFC made a series of misrepresentations in respect of its timber assets. The claims against 
E& 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 Canadian generally accepted 
accounting standards. Similar claims arc advanced in Quebec and the U.S. 

[39] 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 proof..<> 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 indemnity 

·against SFC and its subsidiaries for aU relevant years. E&Y contends that it has stand-alone 
claims for breach of contract and negligent and/or fraudulent misrepresentation against the 
eo1npany and its directors and officers. 

[39] Counsel submits that E&Y's c1aims against Sino-Forest and the SFC subsidiaries are: 

(a) creditor claims; 

(b) derived from E&Y retainers by and/or on behalf of Sino-Forest and the SPC 
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 sense 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 distinct from any and all potential and 
actual claims by the plaintiffs in the class actions against Sino-Forest and that E&Y's chrimfor 
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 distinct 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. 

[41] From a poJicy standpoin~ counsel to E&Y contends that the nature of the relationship 
between a shareholder, who may be in a position to assert an equity claim (in addition to other 
claims) is :fundamentally di:ff'erenl 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] BOO'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 ofs. 2 ofthe CCAA. 

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

Position of the Undenv.-iters · 

[47] The Underwriters take the position that the court should not decide the equity c1aims 
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 s. 2 of the CCAA. 

[48] The Underwriters are among tl1e 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: 

(i) 

(ii) 

Should this court decide the equity claims motion at this time? 

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

[501 On the first issue, counsel to the Underwriters takes the position that the issue is not yet 
ripe for detennination. 

[51] Counsel 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 
detennination of claims. Until such time as tbe 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 merely hypothetical question as 
the court is being asked to determine the proper interpretation of s. 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 in the hypothetical, Sino-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 reliefrequestedshould not be granted. 
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Positi~n of the Appli£nnt 

[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 to U.S. 
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. 

[55] The Applicant takes the position that based on the plain language of the CCAA. the 
Shareholder Claims are "equity claims'~ as defined in s. 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 
shat'eholders. 

(b) the Class Actions also allege wrongful conduct that affected the trading price 
of the shares, in that the alleged misrepresentation ~<artificially inflated" the 
share price; and 

(c) the Class Actions seek damages relating to the trading price of SFC shares 
and, as such, aJ]ege a ~'monetary loss" that resu1ted 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, contractual or 
othetwise. Further, and to the contrary, counsel submits that the legal characterization of a 
contribution or indenmity claim depends solely on the characterization of the ·primary claim upon 
which contribution or indemnity is sought. 

[60] Counsel points out that in Return on Innovation Capital v. Gandi Innovations Limited. 
2011 ONSC 5018, leave to appeal denie~ 2012 ONCA 10 [Return on Innovation] this court 
charactelized the contractual indemnification claims of directors and officers in respect of an 
equity clajm as "equity claims". 

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

Position of the Ad Hoc 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 
dcfmition oP'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 (e) of the defmition 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 felfetence to 
"contribution or indemnity" in order to ex.empt the claims of certain parties, it could have done 
so~ but it did not. 

[66] Counsel also submits that. if the plain language of subsection (e) is not upheld~ 
shareholders of SFC could potentially create claims to receive indirectly what they could not 
receive directly (i.e.~ payment in respect of equity cJajms through the Related Indemnity 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 

{b) the equitable principles and considerations set out in certain U.S. cases: see e.g. Blue 
Range Resources, supra. 

(68} Counsel further submits that, before the CCAA Amendments took effect, courts had 
expanded the types of claims characterized a~ equity claims; first to claims for damages of 
defrauded shareholders and then to contractual indemnity claims of shareholders: see Blue Range 
Resource~·, .'lupra and EarthFirst Canada, supra. 

[69] Counsel for the Ad Hoc Noteholders also submits that indemnity claims of underwriters 
have been treated as equity claims in the United States, pursuant to section SlO(b) ofthe U.S. 
Bankruptcy Code. This submission is detailed at paragraphs 20-25 of their factum which reads 
as follows: · 
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20. The desire to mo:re closely align the Canadian approach to equity claims with 
the U.S. 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. issue of equity claims where codification of the 
~ubordination of equity claims has been long-standing. 

Janis Sarra at p. 209, Ad Hoc Committee's Book of Authorities, Tab 10. 

Report of the Standing Senate Committee on Banking. Trade and 
Commerce ... Debtors and Creditors Sharing the Burden: A Review of the 
Bankruptcy and Insolvency Act and the Companies' Creditors 
Arrangement acr (2003) at 158, [ ... ] 

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

21. Pursuant to§ SIO(b) of the U.S. Bankruptcy Code, all creditorS must be paid 
in fu]J before shareholders are entitled to receive any distribution. § 510(b) ofthe 
U.S . .Bankruptcy Code and the relevant portion of§ 502, which is referenced in § 
51 O(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 sa1e 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 ~ock. 

§ 502. Allowance of claims or interests 

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

(B) such claim for reimbursement 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, 
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and shall be al1owed 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 intetpreted 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 $ecurities or from corporate 
misconduct whether predicated on pre or post-issuance conduct 

Re Tf!legroup Inc. (2002), 281 F. 3d 133 (3'd Cir. U.S. Court of Appeals) 
[ ... ] 
American Broadcasting Systems Inc. v. Nugent, 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 claims of underWriters 
against the corporation for liability or defence costs when shareholders 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§ 51 O(b ), which references claims for "reimbursement or 
contribution" ~md (b) J"isk allooation 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 tmdernrri.ters). 

In re Mid-American Waste Sys., 228 B.R. 816, 1999 Bankr. LEXlS 27 
(Bankr. D. Del. 1999) [Mid-American] [ ... ] 

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

24. In Mid-American, the Court stated the following with respect to the "plain 
language" of § SlO(b), its origins and the inclusion of "reimbursement or 
contribution'• claims in that section: 

... I find that the plain language of§ 5JO(b). its legislative history, and 
applicable case law clearly show that§ 510(b) intends to subordinate the 
indemnification claims of officers, directors, and underwriters for both 
liability 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], 11 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 vis-a-

P.013 
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vis general creditors; Congress also made the decision to subordinate 
based on risk allocation. Consequently, when Congre~·s amended§ 510(b) 
to add reimbursement and contribution claims, it was not radically 
departing from an equltyholder claimant treatment provision, as Nat West 

. suggests; it simply added to the subordination treatment new classes of 
persons and entities involved with the securities transactions giving rise to 
the rescission and damage claims. The 1984 amendment to§ 510(b) is a 
logical extension of one of the rationales for the original section -
because Congress intended the holders of securities law c:laims to be 
subordinated, why not also .Yubordinate claims of other parties (e.g .• 
officers and directors and underwriters) who play a role in the purchase 
and sale tran,<;actions which give rise to the. securities law claims? As I 
view it, in 1984 Congress made a legislative judgment that claims 
emanating from tainted securities law transactions 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. 

In re Drexel 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 Issue? 

[71] The class action litigation was commenced prior to the CCAA Proceedings. It is clear 
that the claims of shareholders as set out in the class action claims against SFC arc "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 claims ofE&Y, BOO 
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 seems to me that the issue that has been placed 
before the court on this motion can be determined independently of the CJaims Procedure. 1 do 
not accept that any party can be said to be prejudiced if this threshold issue is detennined at this 
time. The threshold issue does not depend upon a detennination of quantification of any claim. 
Rather, hs effect will be to establish whether the claims ofE&Y, BDO and the Underwriters will 
be subordinated pursuant to the provisions of the CCAA. This is independent from a 
determination as to the validity of any claim and the quantification thereo[ 

Should the Equity Claims Order be Granted? 

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

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

[78] ln 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 seems clear that the 
Shareholder 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 Claims constitute '4equity 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] In Return on Innovation~ Newbould J. characterized the contractual indemnification 
claims of directors and officers as ''equity claims,'. The Court of Appea] denied leave to appeal. 
The analysis in Return on Innovation leads to the conclusion that the Related Indemnity Claims 
are a1so 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 shareholders 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. 
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[84) The first and most significant aspect of the claims ofE&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 inconceivable that claims of this magnitude would have been launched 
by E&Y, BDO and the Underwriters as ag@.inst SFC. The class action plai~tiffs 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, BDO and the Underwriters. To hold 
otherwise, would, as stated above, Jead to a result that is inconsistent with· the principles of the 
CCAA. It 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 claim". 

[85] l also recognize that the legal construction of the claims of the auditors and the 
Unde:rWriters as against SFC is different than the claims of the sharehoJders against SFC. 
However, that distinction is not, in my view~ reflected in the language of the CCAA which 
makes no distinction based on tbe status of the party but rather focuses on the substance of the 
claim. 

[86J Critical to my analysis of this issue 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 hao:; 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( I) of the CCAA, which provides clear and specific language 
directing that "equity claim" means a claim 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 shareholder claim falls within s. 2(l)(d), the plain words of subsections (d) 
and (e) Jcad to the conclusions that I have set out above. 

[89] I fail to see how the very clear words of subsection (e) can be seen to be a codification of 
existing Jaw. 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 statute has persuaded me that it does not matter whether an 
indemnity ~laim js 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 J However~ that is not to say that the full amount of the claim by the auditors and 
Underwriters can be characterized, at this time, as an "equity claim''. 

[92] The second aspect to the claims of the auditors and underwriters can be illustrated by the 
following hypothetical: ifthe claim of the shareholders does not succeed against the class action 
defendants, E&Y, BDO and the Underwriters will not be liable to the class action plaintiffs. 
However, these parties may be in· a position to 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 indemnity in respect of an equity 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 rise to contractual claims as against SFC. If there is no successful equity claim 
brought by the dass action plaintiffs, it is arguable that aJlY 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 equity claim. If so, there is no principled·basis for subordinating this 
portion of the claim. At this point in time, the quantification of such a claim cannot be 
dctcnnined. 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, I have taken into account the arguments set forth by 
E& Y, BDO and the Underwriters. My conclusions recognjze 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 recogni:i'..ed that there are, in fact, at least two different kinds of 
Re1ated Indemnity Claims: 

(a) indemnity claims against SFC in respect of Shareholder 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 
Shareholder Claims. 

Disposition 

[96] In the result, an order shall. issue that the claims against SFC resulting from the 
ownership, pur_chase or sale of equity interests in SFC. including, without 1imitationJ 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 ownership. purchase or sale of an equity interest. It is noted that 
counsel for the class action plaintiffs did not contest this issue. 

[97] Jn addition, an order shall also issue that any indemnification claim against SFC related 
to or arising from the Shareholders Claims, including, without limitation, by or on beha1f of any 
of the other defendants to the proceedings Jisted in Schedule "An 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 detennine 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 Shareholder Claims. 
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[98] A direction shall also issue that these orders are made without prejudice to SFC's rights 
to apply for a similar order with respect to (i) any claims jn the statement of claim that are in 
respect of securities other than shares and (ii) any indemnification claims against SFC related 
thereto. 

Date: July27)2012 
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SCHEDULE" A"- SHAREHOLDER CLAIMS 

L Tr1.1stees ofthe Labourers' Pension Fund ofCentral and Eastern Canada et al. v. Sino
Forest Corporation et al. (Ontario Superior Cowt of Justice, Court File No. CV -11-
4311 53·00CP) 

2. Guining Liu v. Sino-Forest Corporation et al. (Quebec Superior Court. Court File No.: 
200-06-000 132~ 1 1 1) 

3. Allan Haigh v. Sino-Forest Corporation et al. (Saskatchewan Court of Queen's Bench, 
Court File No. 2288 of20ll) 

4. 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) 

TOTAL P.\l1!1 
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t, 

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

ONTARIO 
SUPERIOR COURT OF JUSTICE 

COMMERCIAL LIST 

THE HONOURABLE MR. ) 

) 

) 

FRIDAY, THE 2ih 

JUSTICE MORAWETZ DAY OF JULY, 2012 

MATTER OF THE COMPANIES' CREDITORS 
MENT ACT, R.S.C. 1985, c.C-36, AS AMENDED 

IN l E MATTER OF A PLAN OF COMPROMISE OR 
GEMENT OF SINO~FOREST CORPORATION 

ORDER 

THIS MOTION made by the Applicant, Sino-Forest Corporation ("SFC") 

regarding the status of shareholder claims and related indemnity claims was heard this 

day, at the courthouse at 330 University Avenue, Toronto, Ontario, 

ON READING the Motion Record of t11e Applicant, the Responding Motion 

Record of Ernst & Young LLP, the Book of Previously Filed Materials and Court Orders, 

and the Responding Motion Record of BOO Limited and the facta of the parties, and on 

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

Monitor, the Ad Hoc Committee of Noteholders, Ernst & Young, BOO, and certain 

underwriters named as defendants in the Ontario Class Action: 

1. THIS COURT ORDERS that further service of the Notice of Motion and 

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

such that this motion is properly returnable today. 

2. THIS COURT ORDERS that the claims against SFC resulting from the 

ownership, purchase or sale of an equity interest in SFC, including, without 
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limitation, the claims by or on behalf of current or former shareholders 

asserted in the proceedings listed in Schedule 'W', (collectively, the 

"Shareholder Claims") are "equity claims" as defined in section 2 of the 

Companies' Creditors Arrangement Act (the "CCM"), being claims in respect 

of monetary losses resulting from the ownership, purchase or sale of an 

equity interest. 

3. THIS COURT ORDERS that any indemnification claims against SFC related 

to or arising from the Shareholder Claims, including, without limitation, by or 

on behalf of any of the other defendants to the proceedings listed in Schedule 

"A", (the "Related Indemnity Claims") are "equity claims" under the CCM, 

being claims for contribution or indemnity in respect of claims that are equity 

claims. 

4. THIS COURT ORDERS that nothing in paragraph 3 determines whether this 

Order extends to the aspect of any Relateg Indemnity Claims that 

corresponds to defence costs in connection with the defence of any 

Shareholder Claims. 

5. THIS COURT ORDERS that the order is without prejudice to SFC's right to 

apply for a similar order with respect to (i) any claims that are in respect of 

Securities other than shares and (ii) any indemnification claims against SFC 

related thereto. 
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Schedule "A" 

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

2. Guining Liu v. Sino-Forest Corporation et a!. (Quebec Superior Court, Court File No: 
200-06-000132~111) 

3. Allan Haigh v. Sino-Forest Corporation eta!. (Saskatchewan Court of Queen's Bench, 
Court File No. 2288 of2011) 

4. David Leapard et a!. v. Allen T. Y. Chan et a!. (District Court of the Southern District of 
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PRIVILEGED AND CONFIDENTIAL 

lntt•gduction 

FIRST INTERIM REPORT OF TII.E 
INDEPENDENT COMMITTEE TO THE 

BOARD OF DIRECTORS OF 
SINO-FOREST CQRPORATION 

August 10, 2011 

The Independent C01m11ittee (the "IC") of the Board of Directors (the ''Board") of Sino-Forest 
Corporation ("SF'' or the "Company") was established by the Board on June 2~ 2011, 
immediately following the release by Muddy Waters, LLC of its ''research report" (the "MW 
Report .. ) regnrding SF. The mandate of the IC, in general terms, is to h1dependently examine and 
review the serious and wide-ranging allegations made in the MW Report a11d report back to and, 
if appropriate, make recotmnendations to the Board. 

On Jw1e 8, 2011, the Ontario Securities Commission (the "OSC") announced it was investigating 
matters related to SF. On July 5, 2011, it annotmced it was conducting a targeted review of 
Ontario reporting issuers listed on Canadian stock exchanges and having significant business 
operations in emerging markets. The investigation of SF is a high priority file at the OSC. It has 
the attention of its new Chairman and a hu·ge investigative team has been assigned to the file, 
likely with extemal advisot·s. 

The IC's activities to date have been focused ou both the original task of examining and 
reviewing the allegations in the MW Report, interacting with Ernst & Young ("E&Y") and 
responding to the extensive requests for information from the OSC investigators. The 'MW 
Report allegations are both general and sweeping and at times specific; with many of the specific 
allegations being quite historic in nature. The purpose of this First Interim Report is to inform the 
Board of the nature and scope ofthelC's activities to date and the platmed next steps. 1 

Ind~nendent Advl§ors 

In early June 2011, the IC appointed the following independe11t advisors to assist it: 

• Osler, Hoskin & Harcourt LLP ("Oslef') -Canadian Counsel 

• Mallesons Stephen Jaques- Hong Kong Counsel 

• Jun He Law Offices ~ PRC Counsel 

• PricewaterbouseCoopers LLP ("PwC'') -Forensic Accounting Advisors 

ScQpe ofiC's Reyiew 

The IC, having regard to the principal allegations in the MW Report relating to the Jegithnacy of 
SF's business, initially focused its independent review on: 

All dollnr numbers herein are itt U.S. dollnrs ond Sll~ject to roundittg. 
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• the ownership structure of fOrestry assets on the SF balance sheet 

• the ownership of trees by SF in Yunnan Province, which is the geographic focus of the 
MWReport 

• the existence and value ofthose trees 

• the revenue recognition processes of SF 

• the relationship of SF with its suppliers and customers in its BVI standing timber trading 
activities, particularly as they affect the items above 

In addition, tlte IC set out to independently determine the facts relevant to the numerous specific 
allegations in the MW Report and to respond to questions and demands for information from the 
OSC. The IC process has also involved extensive inte1·action with E&Y, SF's auditors. 

The initial focus of the IC's review of the MW Report has been on the allegations that affect the 
current state of the Company and its recent finrutcial and other disclosure. 

A compl'ehensive work plan was developed by the IC advisors and approved by the IC. This is 
an evolving document currently approximately 75 pages in length. 

Business Model and Legal Regime 

To be able to respond to the MW Report and the questions of the OSC, it is essential to have a 
clear and detailed understanding of SF's business model and the Chinese legal regime in which it 
operates. The following is an overview summary ofthe business that tlte rc is utilizing to guide 
and focus its review and examination. 

SFs business encompasses several business segments: (i) plantation fibre operations (sometimes 
also referred. to as the tree plantation business), (H) wood log and wood products trading 
operations (both import and domestic) and (iii) manufacturing and other operations.~ SF also 
ow!l., a majority interest in Greenheart Group Limited. 

The plantation fibre operations use two principal business models, a ''purchased plantation'' 
model and a "planted plantation" model. The "purchased plantation" model operates through two 
legal structures! a BVIIAI legal st1.11cture and, ton lesser but growing extent, a PRC-incorporated 
Wholly Foreign Owned Enterprise ("WFOE") legal structure. The planted plantations model is 
operated exclusively through the WFOE legal structure (althougl1 the WFOEs themselves are 
typically held indirectly through a BVI holding structure). Management has advised all fresh 
cash capital invested into the PRC siitce 2005 has been invested in WFOE structures. 

SF discloses 711,000 hectares of purchased plantations under management in the PRC at 
December 31, 2010, with 466,826 hectares recorded as held by BVIs aud 214,182 hectares 
recorded as held by WFOEs at December 31, 2010. SF discloses 77,700 hectares ofplanted 
plantatjon under management in the PRC at December 31, 2010. 

We note thnt segments (i) nnd (ii) have been grouped uuder the general description of"Wood Fibl'e Operations" 
in publh~ disclosure. 
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The Company recorded $1.401 billion in revenue from its plantation fibre operations in the year 
ended December 31,2010 (out of a total revenue of$1.923 billion), of which $1.326 billion was 
generated through its purchased plantation model conducted. through the BVI/AJ legal structure. 
The Company recorded $3.122 billion in timber holdings on its balance sheet, as at December 
31, 2010, of which Management has advised $2.464 bilJion was recorded as timber holdings by 
BVIs. The plantation fibre operations represented $620 million of Income (as disclosed in the 
segment footnote of the 20 10 financial statements) in the year ended December 31, 2010. Over 
90% of su.ch Income was generated through the BVI/Al legal structure. The total consolidated 
Income of SF for 2010 was $576 million. (Income is income (loss) from conti11.uing operations 
before intel'est, other income, exchange losses and changes in fair market value of financial 
instruments.} 

While significant revenues are derived from the wood log and wood products u·ading business 
segment ($454 miHion in revenue in 2010, with approximately 98% of that being derived from 
the impotted wood log and products trading portion of that business), this segment generated 
$1.5.8 million of Income. It is a relatively !ow profit margin business in comparison to the pmflt 
margins in the plantation fibre operations. 

Manufacturing revenue represented. $67.3 miJHon in the year ended December 31, 2010 with a 
loss of $8.7 million (excluding the Greenheart consolidation). 

Thus the core activity of trading in standing timber using the "purchased plantatiOll11 mode~ 
conducted through the BVI/ AI legal structure, is a ce11tral driver of asset value, revenue and 
income for SF. 

The purchased plantation model involves the purchase of standing timber and sale of standing 
timber (priced either as standing timber or as logs) pursuant to stand!ll'dized agreements of 
purchase and sale. When conducted througl1 the BVI/AI legal structure the timber purchases are 
an·anged through supp1iers/aggregators, usually but not always under the framework of a master 
agreement. The BVI sales are conducted through entities refened to by SF as "authorized 
intermediaries" c•AJs"). The BVI structure does not involve the BVIs concun·ently purchasing 
land use rights or leases with the purchase of standing timber. However, the BVI supply 
contracts usually contain ce1tain rights for a WFOE subsidiary to negotiate S\1Ch land use/lease 
rights (referred to as ••plantation land use 1·ights"). 

The planted plantation model involves the planting of seedlings on land for which SF has 
plantation land use dghts tlu·ough leases or other similar legal instruments. Managentent advises 
that sales fi·om these planted plantation transactions do not utilize "Als", but ratber involve direct 
cash sales to customers. 

The BVls do not directly sell standing timber to customers; they sell under contract to an AI who 
may resell to others. The BVI timber sales accounts receivables are settled by the AI making 
payments to SF suppliers on behalf of SF. These paym~nts enable SF BVIs to acquire further 
standing timber from such suppliers. As SF publicly discJbses no cash flows directly th1·ough the 
BVIs, the BVI/AI legal stmcture is accordingly more co!mplex fi:om an accounting verification 
and legal structure point of view than the WFOE structure. The BVI held assets have continued 
to grow as proceeds have been re~invested to acquire further BVI held assets in the PRC. 

, I 
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Most of the IC's time and attention hus been spent on gathering and analyzing information 
relating to the plantation fibre operations and in particular the purchased plantation model 
operated through the BVI/AI structure and this work is ongoing. 

~ 

Earliet in the process, as a precautionary measure; the IC t·equested that PwC conflfm SF's cash 
balances. PwC did this as of June 13, 2011 fur both PRC acco1.U1ts and "offshore" accounts. A 
total of293 accotmts controlled by SF in Hong King were confinned, representi11g 100% of the 
expected cash position. There are a very significant number of accounts held by SF in the PRC 
and the logistics and requirements of in person/in branch verification in that country led the IC to 
confirm only a portion of the PRC accounts (28 accounts, representing approximately 81% of the 
expected PRC cash position). The IC was satisfied that SF's expected cash position existed as at 
the date of the confirmation. PwC's brief reporting note itt this regard is attached as Schedule A. 
The Board sliould be aware tbat SF only updates the details of its own cash position quarterly, so 
the confrrmation results must be considered in this context. The IC has instituted certain 
additional controls over cash movements in excess of $1 million held iu SF Hong Kong bank 
accounts in order to provide the IC with som.e precautionary comfort during the examination 
process. The IC expects that the Audit Committee will repot1 to the Board on sources and ttses of 
cash during Q2 in tile context of its report of its review of the Q2 financial statements and 
management's discussion and nnalysis. 

fnct Gatberine 

To date, much of the IC's work has been, and continues to be, capturing, assembling and 
organizing in useable, searchable form, massive amounts of data from the Company's records 
i11cluding: 

• corporate particulars for all the SF subsidiaries (approximately 146 entities) rutd 
corporate searches of Ais and other third party entities (conducting corporate searches 
which in the PRC is a time consuming exercise as among other things minor differences 
itt symbols can confuse ruune semches and the results of corporate searches); 

• capturing electronic data (accounting data, ernails nnd user files in Word, Excel and PDF) 
from the Company servers, backup tapes and user computers and personal devices of 
over 120 SF pers01mel (over 17 tembytes of data); 

• approximately 452 BVI timber purchase or supply contracts for the last five years; 

• approximately 1,695 timber purchase and lease contracts for the Company's Sino-Wood 
group of WFOE subsidiaries (the ovetwhelming majority of these contracts are where 
there is just one contract for the purchase of standing timber and lease of the la11d. 
underneath that timber); 

• 254 timber purchase contracts and 301 lease contracts for the Company's Sino-Panel 
group ofWFOE subsidiaries; 
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• approximately 1~196 plantation rights certificates for the Sino-Wood gro-up of WFOEs 
(including Mandra) l1ave been collected and inventoried (these can cover multiple 
properties); 

• approximately 383 plantation rights certificates for Sino-Panel WFOEs have been 
collected and inventoried (of these, 92 are held in the names ofWFOEs and 291 are held 
in the names of suppliers); 

• approximately 196 original forestry bureau ("FB") confirmations for BVI timber 
purchase transactions, 44 confirmations for WFOE timber purchase transactions and 60 
confirmations for WFOE land lease transactions have been gathered. (Confirmations can 
cover multiple propetties.); 

• approximately 580 sales contracts for BVI timber sale transactions; 

• 1,530 sample sale agreements for a range of activities in the Sino~ Wood group ofWFOEs 
(primarily from wood log sales and manufacturing operati011s); 

• 56 sample sales contracts for arange of activities in the SinoNPanel group ofWFOEs; 

• BVJ. set-off documentation; 

• nine master supply agreements for the purchase of standing timber; 

• identities, corporate .particulars and coordinates of Ais and suppliers/aggregators; 

• valuation reports; 

• legal advice obtained by SF; and 

• certain information about the other businesses segments. 

The Company has a very complex corporate subsidiary structure whlch operationally is 
organized into three main legal structure streams - the group of "operating" BVI companies in 
the purchased plantations business; the Sino-Panel group of WFOE companies which the IC 
understands hoJds planted plantations, purchased plantations, e11gages in wood log trading 
(involves one BVl trading company) and has some manufacturing operations; and the Sino
Wood WFOE group of companies which the IC understands holds the plantations acquired in the 
Mandra transaction, planted plantations, engages in wood log trading and has manufact\uing 
operations. 

The decentralized structure of the Company, including the absence of a ce11tral server iu the 
PRC, has made the data collection exercise extraordinarily time consuming and dif(tcult. The 
decentralized record 'keeping, the large number of offices and the apparent absence of any formal 
SF documentation retentio'n protocol bas required significant effort to ensure the completeness of 
the data received. In addition, the practice of SF personnel stming data on both theil: SF and 
personal computers has required an additional alllount of work in processing electronic data. 
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Much of the SF and other information is, of course, in Chinese and the IC is entirely reliant on 
Mandarin and Cantonese speakers from among the JC advisors for appropriate translations. In 
th:is regard, it should be noteq that minor translation differences can give rise to significant 
confusion among entities, especially third party companies, and there is evidence of such 
confusion in the MW Report and other public reporting. 

Mana2ement Response 

Senior Management was initially briefly interviewed and denied the allegations in the MW 
Report. 

Management has subsequently provided a preliminary draft response to the MW Repo11 which 
confirmed in writing their denial of the allegations, and included responses to certain specific 
allegations. This has been followed up with limited docttmentation to support their explanations. 
The IC is seeking to independently verify their expla1mtions with Company documentation and 
other sources as pnrt of the overall review. 

In addition to the fact gathering exercise described above, certain members of Management have 
been interviewed in respect of specific areas or issues and they and otlters will be further 
jnterviewed to answer questions and otherwise assist the review team as it conducts its 
examination process through the electronic data, FB visits and AI/supplier interviews. 

Reveuue Mannine 

The OSC requested that the relevant BVI purchase and sale contracts be "mapped'' or tied back 
to SF's reported2010 revenue. PwC and Management completed this project and were able to tie 
back aH the BVI contracts as requested, together with macro customer level data from the other 
businesses, to the Company's total20 lO revenue. The resulting model is very detailed and can be 
t1sed to analyze numerous performance metrics. The revenue mapping documents were delivered 
to the OSC on August 10, 20 L1 pursuant to the summons referred. to under l<Current 
Activities/Next Steps~ OSC Investigation'' below. 

Relationsldp Manpine; 

During the course of the IC advisors' work~ as the identities of third parties and individuals 
related to them become known, the IC advisors are seeking to identify any documented evidence 
of linkages between Management and staff of SF and those third parties. This is an ongoing 
process. Information gained from this exercise may impact other aspects of the examination and 
vice versa. It would be premature to t·eport or to draw any conclusions on this area until the 
examination is ihrther advanced. 

Directorship searches have been conducted in Hong Kong for key members of SF Management 
and certain other persons and to date no conflicts have been found. Additional searches are being 
done on other individuals. Corporate searches have also been initiated on a large number of Als 
and entities relating to Als, suppliers/aggregators m).d associated entities, which list is growing as 
results are analyzed, contracts reviewed, name changes identified and electronic information 
reviewed. The search process in the PRC is arduous. decentralized and thus considerably more 
time consumit1g than in a North American jurisdiction. As a result, the search and review is 
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ongoing. Corporate searches on all SF's Hong Kong, PRC and BVI subsidiaries have been 
conducted and received, and are being cross checked. 

CuJ'rent Acthjties/Next Steus 

(a) FB Visits 

For the last several weeks the IC advisors, accompanied by Management, have been 
conducting visits to various FB offices in Yunnan Province seeking conf'rrmations :from 
the FB officials in such offices as to SF's boldings in their respective jurisdictions. These 
confirmations, while not essential to e::;tabHshing ownership of the timber, would 
constitute independent confirmatory evidence of SF 1s contractual rights. Yunnan was 
selected because of the large hectarage disclosed by SF in that province and because it 
was the focus of the MW Report on the issue ofthnber ownership. There is no system of 
registration for the holding or trading of standing timber maintained by the FBs visited to 
date. The IC's advisors understand, based on information obtained from tl1e PBs, that 
each l1as a system for registration ofplantation·land use rights which is available when 
SF enters leases or land use agreements as in the case of transactions involving planted 
plantations held through WFOEs and certain of the timber supply arrangements using 
WFOEs where plantation land use rights are purchased concurrently with the timber 
supply. 

Beca1.1se each BVI typically purchases its rights to standing timber through coutracts 
without concmrently purchasing plantatiojlland use rights, the verification of SF's rights 
to such timber tmder the applicable forestry legal regime is more challenging than in the 
case ofWFOB holdings involving plantation land use rights. 

The FB process has been far more time conswning than originally anticipated for a 
mm1ber of reasons including: 

the confirmations being sought are not a standard official document customarily 
issued by an FB; that is, responding to the SF request is not a routine established 
process forthe FB; 

the FB offices in Yunnan are in remote locations and visiting them involves very 
challenging and time consuming travel; 

the high public profile of the matter appears to have resulted in an initial 
reluctance of FB officials to become involved and a high degree of caution as to 
providing the cooperation requested; 

from the Compa11y's perspective there are a very limited number of people with 
the relationships necessary to assist with the process of gaining access to FB 
officials and obtaining conf'rrmntions from them; 

time has been lost due to FB office closul'es in connection with local holidays,· 
officials travelling, etc.; and 
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when FBs are visited, they do not provide confu·mations on the day of the visit, 
and follow~up visits may be required, if the FB wiU provide a confirmation. 

The IC has also embarked on a secondary process to determine if it is possible to follow a 
contractual chain of title for standing timber purchased by the BVIs through the 
suppliers/aggregators. This is expected to be a time consuming process and success will depend 
on completeness of Company t'ecords and/or supplier cooperation. Further visits to review 
plantation rights ce1tiflcates of the underlying assets at various FBs are also likely required. 
Initial searches, at least in the case of the BVI transactions, indicated that SF does not retain 
copies of underlying evidence of title or chain of title from suppliers/aggregators, although 
review of such documents is a required part of internal Company purchase pt·otocol. 

(b) Ais {Customers)/Aggregators (Stttwliers) Int~views 

It is proposed that a significant propottion of the Company's suppliers/aggregators and 
Als will be interviewed by the IC's advisors with a view to understanding the 
relationships and verifYing the financial transactions between SF with tl1ese entities, 
including the cost of the timber held on SF's balance sheet. The OSC has agreed to issue 
a summons pursuant to section 13 of the Securities Act (Ontario) (the <~Act") for the 
purposes of compelling production of materials from the IC, including documents and 
information related to the third"plU'tY Ais and sttppliers/aggregators. Such compelled 
production will give rise to certain confidentiality protections under the Act. In addition, 
OSC Staff has confinned that, in the event of an eventual hearing, the IC and/or the 
Company could seek to invoke cet1ain procedural confidentiality measures with a view to 
protecting the identities of the Ais and suppliers/aggregators. The process has been 
initiated and the Company is seeking to make the necessary anangements. 

(c) Yahmtions 

Independent valuations are contemplated by the work plan if necessary. The extent and. 
scope of any valuatiollS to be conducted will be determined after the FB process and 
AJ/supplier/aggregator intelViews have been conducted. 

(d) Eleclronic Data Searches 

As noted above, a significant volume of electronic data has been secured and processed 
fi:om key custodians. To date, approximately six terabytes of data (of the total 17 
terabytes noted above) from 23 higll priority custodians resulting in a total of in excess of 
approximately 845,000 unique e~mails and user files have been processed into an 
electronic review environment to facilitate systetnatic and orderly review. Numerous 
focused searches were initially done as a priority at the request ofE&Y which resulted in 
approximately. 11,000 responsive documents for review. PwC has since turned 'its 
attention to broader additional searches designed to address the specific allegations and 
issues in relation to areas of interest to it. The data is voluminous and the review teams 
have to elate identified in excess of 138,000 documents for review and are currently 
working through them. As the work progresses it can be expected that the scope of the 
electronic review will expand to support the work and to follow up on items of interest 
identified in the initial review. 
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(e) OSC Investigation 

The IC and the Company have very little insight into the OSC's investigation. The OSC 
has made and co·ntinues to make extensive requests for information and requires the IC's 
counsel, Osler, to meet with it once a. week. It can be expected that the OSC will 
subpoena individuals to compelled interviews at which oral evidence will be given under 
oath. It is apparent that the OSC will not restrict itself to the specific allegations in the 
MW Rep01t. This has been and continues to be a very time consuming process which has 
impacted the speed of the IC's examination. On August 10, 2011, at Osler's request, the 
OSC issued a summons pursuant to which the OSCcompelled production ofthe 2010 SF 
revenue mapping spreadsheet prepared by PwC for tbe IC. As compelled evidence, sucl1 
information will enjoy ce11ain confidentiality ·protections provided under securities 
legislation. In addition, OSC Staff has confirmed its understanding that any disclosure of 
privileged information by the IC to the OSC (including any "work product" of the IC 
arising out of t11e review process) is not intended to constitute a complete waiver of the 
undel'lying privilege. 

(f) Evidence BJ'lefs 

As a subsidiary element of the overall work plan, PwC has detailed plans to develop 
focused working briefs on eight topics: AI #16; Yuda Wood; (redacted) FB Joint 
Venture; Survey Company #I; Ais (overaH approach and then a subset of individual and 
groups of Ais); suppliers; FBs; and BVI transactions (especially in relation to 
documentation needed or present in support of transactions). These briefu will serve to 
amalgamate the sources of information on these topics which range in their breadth. 

The IC and its advisors are working closely with E&Y, keeping them informed ofthe progress of 
the review process and addressing questions ofparticulru: interest to them in relation to the scope, 
completeness and findings of the teview. As noted above, certain searches were conducted in 
areas ofinterest to E&Y and the results provided to it. 

For its part, E&Y bas been helpful in providing background infonnation to PwC and the other 
advisors. Efforts on the part of the IC and its advisors dir,ected to addressing E&Y questions have 
taken considerable effort. While many of the issues raised are ones which the IC was 
considering. the relative priorities are not always the saine. As with the requests from the OSC, 
the IC and its advisors recognize E&Y's legitimate need for infonnation and have worked to 
balance the various priorities while keeping E& Y fully advised of the progress of its work. 

Find in us 

While the IC has not determined that there is nny validity to any of the material allegations in the 
MW Report, and there are clear errors in certain specit1c allegations, it is premature for the IC to 
conunent on its findings beyond the limited comments set out above. The review process is 
ongoing in respect of most of the matters. Furthermore) the material issues al'e closely 
interrelated and accordingly, until all the major aspects of the review process are complete, any 
public statement as to the lC's findings may be misleading or inaccurate. 
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Timing 

The IC does not expect to complete its review withjn the originally announced timeframe of two 
to three months. It is difficult to estimate how much longer U1e IC process will take because 
ma·ny of the variables (e.g., OSC, FB visits, AI/supplier/aggregator interviews) are not within om· 
control. However, the IC believes it would be prudent to announce that it will be another six to 
eight weeks before the IC expects to be in a position to produce its next interim report to the 
Board. The completion of the entire IC process is very likely to take longer than that time fi:ame 
but the IC currently believes it can be concluded prior to the Company's year end. 
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From: 
T!>: 
Cc: 

iCNFAS/PwC 
@osler.com>@INTL 

/CAlF AS/PWC@Amerlcas·CA, 
SF-OslerTeam <SF•OslerTaam@osler.com> 

Date: 07127/201 i 10:25 AM 

IHKJCFR/PwC@Asla, 

Subject: Cash confirmation status for your meeting wllh OSC 
,_..,..,,.,..N.h=t'ill~kJ>~ilo· ... , .. ~..,ut•.<l'*~ 1'11111 ... ~-•"'' I lf , __ .._ ___ .,. __ ,,......__._~---------~-·--.. -il-• 

Attached is the Information requested on cash status -let me know ifthere are any questions. 

HK Confirmations 

• $585M confirmed In 293 accounts through 87 confirmation~ as at June 13, 2011 ($558M exol. 2 

offshore PRC confirm}. 

• Confirmed loans of $4 7 million. 

o All confirmations received but 2 HK-connolled accounts In Shanghai were not confirmed in 

accordance with our standard PRO bank confirmation process. These were offshore accounts and 

the banks would no1. allow them to be confirmed through their onshore procedures. The value of these 

2 accounts was $27M. 

• Expected balance of $585M in 293 accounts covered by 87 confirmations. 

• Coverage of 100%. 

PRO Connrmatlons 

• As at June 13, balances confirmed $229M ($227M excluding 1 remote PAC confirm • see below). 

• Based on total $282M balances In all PRC accounts reported by the client on June 13, confirmations 
covered 81% of the feported balances. 

• 28 accounts out ot 27:3 total accounts selected for confirmation. 28 confirmations received, 

• 1 confirmation of an account In Guangzhou related to a Yunnan subsidiary. Since no company 
representative was present, the bank needed additional authorizations and the confirmation took: more 
than 1 day. As such, It was not confirmed In front of PwC as per our standard PAC bank confirmation 
procedures. The value of tills account was $2M. 

Pnvlloged and Cunlidcntial 
PwCI: 

Emnih @cn.pwc.com 
A.1sistant: 
PrlcewaterhouseCoopers L.Lt> 
Roynll'rust Tower, 1'D Centre, Buit<:laooo, Toronh:l ON Msl< tGfl 
http:/ fwww.pwc.com/co. 
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I. EXECUTIVE SUMMARY 

A. Introduction 

The IC was established by the Board on June 2, 2011, immediately following the release by 
Muddy Waters of the MW Report regarding SF. The members of the IC are William Ardell 
(Chair), James Bowland, and James Hyde. At the invitation of the IC, Mr. Garry West, an 
independent director of SF, attends virtually all IC meetings and participates in its process. 
Following the delivery to the Board of the IC's draft of this Second Interim Report on November 
3, 2011, Mr. James Bowland resigned as a director and therefore from the IC. The mandate of 
the IC, in general terms, is to independently examine and review the serious and wide"ranging 
allegations made in the MW Report and report back to and, if appropriate, make 
recommendations to the Board. To date, the IC has met approximately 48 times. 

The IC Advism·s' role is to support the IC in its mandate to t·eview the allegations made in the 
MW Report and related matters. The IC Advisors have conducted various investigative and 
review pt·ocesses, all at the direction of, and subject to such scope limitations as the IC, in its 
judgment, deemed appropriate. (See Part IV.) This Second Interim Report to the Board, while 
based on the work of such advisors, is the report of the IC and (other than Schedule IV) not the 
report of the IC Advisors. 

The IC's First Interim Report to the Board dated August 10, 2011 outlined the nature and scope 
of the IC's activities (principally data collection) to that date and the planned next steps. The 
purpose· of this Sec.ond Interim Report is to report to the Board on the activities undertaken by 
the IC since mid-August, the outcomes and findings fl'Om such activities and further next steps. 
The First Intel'im Report is attached as Schedule I.A. 

While the MW Report took a scatter gun approach in its allegations, the IC determined to 
address the issues t·aised in three core areas: (i) timber asset verification; (ii) timber asset value; 
and (iii) revenue recognition. Overlaying the latter two areas are the issues raised by the MW 
allegations !'elating to related party transactions. The IC also determined to focus on the years 
2006 to 2010. Using this. framework for its review, the IC's focus since its last report has been 
principally on: 

• the ownership structure of timber assets on SF's balance sheet; 

• verifying the Company's holdings of standing timber ("purchased plantations" as 
refetTed to in the 2010 AIF) and plantation land use/lease rights ("planted 
plantations, as referred to in the 2010 AIF, though some plantation land use/lease 
rights, such as the Mandra holdings, are classified as "purchased plantations" in 
the 2010 AIF), held through BVIs and WFOEs and the nature of its interests in 
such assets (see Part V below); 

• interviewing Suppliers and Ais with a view to verifYing the existence and nature 
of SF's relationship with such third parties and seeking to obtain financial 
particulars about purchase and sale transactions between such third parties and SF 
(see Part VI below); and 
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• examining and assessing the relationship with Yuda Wood, historically one of the 
largest Suppliers of standing timber to SF supplying approximately 21.5% of BVI 
timber purchases from 2008 through 2011 (see Section VI.A below). 

The IC's work has also included: 

• examining a number of specific situations which are the subject of MW 
allegations or critical newspaper articles (see e.g. Sections IV.B.6, VI.B and VI.C 
and Part VII below); 

• engaging with and assisting E&Y in its examination of various issues relevant to 
its reports on the Company's financial statements (see Schedule IV attached); 

• responding to questions and requests for documents and information from the 
OSC, including enquiries made through the Hong Kong securities authorities, in 
connection with its publicly announced investigation (see Part IX below); 

• meeting with and responding to requests for information from BJ and FTI; 

• conducting interviews of certain members of Management; 

• inspecting original versions of documents issued to the WFOEs and BVIs on 
letterheads with forestry bureau names and featuring Chops (the seal typically 
used in place of signatures) that indicate that they had been issued by the 
corresponding forestry bureau (the "forestry bureau confirmations"), and 
attending meetings with forestry bureaus in an attempt to verifY the Company's 
holdings of standing timber; 

• attending interviews of Als and Suppliers, examining SF employee and other 
relationships with Als and Suppliers (see Schedule IV attached); and 

• meeting with and responding to requests for information from the RCMP (see Part 
XI). 

In addition to the IC review, the MW Report has spawned various actions by public and private 
parties. These actions, which have affected the IC's activities and processes, include: 

• an OSC investigation of matters related to SF; 

• a review by E&Y of various matters relating to its 2010 and prior years' audits; 

• three class action lawsuits in Ontario (one of which has a companion action in 
Quebec) by securities holders against the Company, its officers, E&Y and others; 

• a threatened derivative claim against E&Y and certain officers and employees of 
the Company; 
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• extensive newspaper and analyst reporting of the Company, including several in
depth investigative reports; and 

• an enquiry by the RCMP through IMET. 

While the IC believes its work is substantially complete, there remain certain further steps which 
it intends to undertake as follows: 

• review the information and analysis very recently provided by Management 
intended to respond to certain issues regarding relationships ·Of the Company with 
Als . and Suppliers and between Als and Suppliers identified in this Second 
Interim Report (see Part VI); 

• engage an independent valuator (see Part VIII); 

• such other steps as the IC, in its judgement, deems advisable in the discharge of 
its mandate; and 

• submit its final report and recommendations to the Board. 

The IC expects to be able to deliver its final .report to the Board prior to the end of2011. 
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B. Overview of Principal Findings 

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

Timber OwncrshiR 

Based on its review and subject to its comments herein, the IC has confirmed to its satisfaction 
that the Company has: 

• registered title to approximately 151,000 Ha. of SW and SP planted plantations 
and Mandra plantations. This constitutes approximately 17.9% of its timber 
holdings by area as at December 31, 201 0; 1 and 

• contractual or other rights to approximately 683,000 Ha. of plantations, being 
81.3% .of its timber holdings by area as at December 31, 2010 (of these, the 
Company holds original Plantation Rights Certificates, issued in the name of the· 
Supplier, representing approximately 15,000 Ha., which the IC believes gives the 
Company a demonstrable chain of title). See Section III.B. 

In connection with such confirmation, the IC has reviewed originals or copies of purchase 
contracts (and the corresponding set-off documentation confirming payment, in the case of the 
BVI purchased plantations) for the acquisition by the Company of: 

• approximately 467,000 Ha. ofBVIs purchased plantations;2 

• approximately 237,000 Ha. of WFOE purchased plantations;3 and 

• approximately 129,000 Ha. of planted plantations4 

representing approximately 106%5 of SF's disclosed timber holdings of 788,700 Ha. as at 
December 31, 2010. With respect to these holdings, the IC has verified to its satisfaction that the 
Company has registered title: 

Timber holdings by area as at December 31, 2010 have been calculated by adding approximately 51,000 Ha. of 
planted plantation land for which the Company has contracts but has yet to classify as plantations under 
management for the purposes of its annual disclosure, to the Company's disclosed plantation holdings in China 
of788,700 Ha. 

BVI purchased plantations are comprised of standing timber without underlying leases of land use rights. 

The Company classifies this as being comprised of all WFOE (SP) standing timber and all Mandra leased 
plantations. Mandra leased plantations are considered to be "purchased" plantations in the Company's public 
disclosure because they were acquired through the 2010 acquisition ofMandra. 

The Company classifies this as being comprised of all WFOE (SW and SP) leased plantations. 

The Company's explanation for this figure being approximately 106% of its disclosed timber holdings as at 
December31, 2010 is that the IC reviewed leases for approximately 51,000 Ha. ofplantation land which were 
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• via original Plantation Rights Certificates in the Company's name, to 
approximately 86,000 Ha. of WFOE purchased plantations,6 and approximately 
43,000 Ha. ofWFOE planted plantations;7 and 

• via copies of Plantation Rights Certificates in the Company's name, to 
approximately 9,000 Ha. of WFOE purchased plantations, and approximately 
12,000 Ha. of WFOE planted plantations. 

In addition, as at December 31, 2010, the IC has determined that the Company has original Ol' 

copies of forestry bureau confirmations relating to the acquisition of: 

• approximately 467,000 Ha. of BVIs purchased plantations; 

• approximately 89,000 Ha. of WFOE (SP) purchased plantations; and 

• approximately 50,000 Ha. of WFOE (SP only) planted plantations. 

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

Forestry Bureau Confirmations and Plantation Rights Certificates 

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

The IC Advisors reviewed forestry bureau confirmations for virtually all BVIs assets and non
Mandra WFOE purchased plantations held as at December 31, 2010. The IC Advisors, in 
meetings organized by Management, met with a sample of forestry bureaus with a view to 
obtaining verification of the Company's rights to standing timber in those jurisdictions. The 

6 

not included in the disclosed total of planted plantations of 77,700 Ha. as of December 31, 2010, due to a 
number of reasons, primarily because these lands had not yet been planted. 

These 86,000 Ha. of WFOE purchased plantations are composed of approximately 84,000 Ha. of leases under 
Mandra and approximately 2,000 Ha. of standing timber under SP. 

These 43,000 Ha. ofWFOE planted plantations are composed approximately of31,000 Ha. of leases under SW 
and appmximately 12,000 Ha. ofleases under SP. 
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result of such meetings to date have concluded with the forestry bureaus or related entities 
having issued new confinnations as to the Company's contractual rights to the Company in 
respect of 111,177 Ha. as of December 31, 20108 and 133,040 Ha. as of March 31, 2011,9 and 
have acknowledged the issuance of existing confirmations issued to the Comrcany as to certain 
rights, among other things, in t·espect of 113,058 Ha. as ofDecember 31, 2010. 0 

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

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

Book Value of Timber 

Based on its review to date, the IC is satisfied that the book value of the BVIs timber assets of 
$2.476 billion reflected on its 2010 Financial Statements and of SP WFOE standing timber assets 
of $298.6 million reflected in its 2010 Financial Statements reflects the purchase prices for such 
assets as set out in the BVIs and WFOE standing timber purchase contracts reviewed by the IC 
Advisors. Fmiher, the purchase prices for such BVIs timber assets have been reconciled to the 
Company's financial statements based on set-off documentation relating to such contracts that 
were reviewed by the IC. However, these comments are also subject to the conclusions set out 
above unde1· "Timber Ownership" on title and other rights to plantation assets. 

The IC Advisors reviewed documentation acknowledging the execution of the set-off 
arrangements between Suppliers, the Company and Als for the 2006-2010 period. However, the 
IC Advisors were unable to review any documentation of Ais m· Suppliers which independently 
verified movements of cash in connection with such set-off atTangements between Suppliers, the 
Company and the Als used to settle purchase prices paid to Suppliers by Als on behalf of SF. We 

Composed of I 06,446 Ha. of BVI plantations and 4, 731 Ha. of WFOE p ]anted plantations, of which 60,707 Ha. 
were con finned in the Hunan Forestry Entity #I Confirmation. This amount is, however, different from the total 
60,696 Ha. shown on the confirmation, which appears to arise from an addition en·ot·. 

Composed of 128,309 Ha. ofBVI plantations and 4,731 Ha. ofWFOE planted plantations, of which 60,707 Ha. 
were confirmed in the Hunan Forestry Entity #I Confinnation. This amount is however different from the total 
hectare of 60,696 shown on the confirmation, which appears to arise from an addition error. 

1° Composed of90,905 Ha. ofBVI plantations and 22,153 Ha. ofWFOE planted plantations. 
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note also that the independent valuation referred to in Part VIII below has not yet been 
completed. 

Revenue Reconciliation 

As reported in its First Interim Report, the IC has reconciled repotted 2010 total revenue to the 
sales prices in BVIs timber sales contracts, together with macro customer level data from other 
businesses. However, the IC was unable to review any documentation of Als or Suppliers which 
independently verified movements of cash in connection with set-off arrangements used to settle 
purchase prices paid, or sale proceeds received by, or on behalf of SF. 

Relationships 

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

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

• Accounting Considerations: To the extent that any of SF's purchase and sale 
transactions are with related parties for accounting purposes, the value of these 
transactions as recot'ded on the books and records of the Company may be 
impacted. 
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As reported in the IC's First Interim Report, as a precautionary measure, the IC requested that 
PwC confirm SF's cash balances. PwC did this as of June 13, 2011 for both China accounts and 
"offshore" accounts. A total of 293 accounts controlled by SF in Hong Kong were confirmed, 
representing 100% of the expected cash position. There are a very significant number of 
accounts held by SF in China (in excess of 260) and the logistics and requirements of in
person/in-branch verification in that country led the IC to confirm only a portion of the China 
accounts (28 accounts, representing approximately 81% of the expected China cash position). 
The IC was satisfied that SF's expected cash position existed as at the date of the confinnation. 
The Board should be aware that at the time of the cash confirmation process, SF only updated the 
details of its cash position quarterly, so the confinnation results must be considered in that 
context. The IC has instituted certain additional controls over cash movements in excess of $1 
million held in SF Hong Kong bank accounts in order to provide the IC with some precautionary 
comfort during the examination process. Further, Management has advised that cash balances are 
now updated on a more frequent basis. See Part XII. 

BVI Structure 

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

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

(a) Chinese Legal Regime for Forestry: 

• national laws and policies appear not yet to be implemented at all local 
levels; 

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

• the registration of plantation land use rights, the issue of Plantation Rights 
Certificates and the establishment of registries, is incomplete in some 
jul'isdictions based on the information available to the IC; 

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

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

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

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

• third parties appeared to have concerns relating to disclosure of 
information regarding their operations that could become public or fall 
into the hands of Chinese government authorities: many third parties 
explained their reluctance to provide requested documentation and 
information as being ''for tax reasons" but declined to elaborate; and 

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

(c) Small Management Team: The Company has a very small executive management 
team and it is stretched by: 

• demands from the IC, the OSCand E&Y; 

• the placement on administrative leave in late August 2011 of certain 
members of Management by the Company, based upon the advice of BJ. 
These employees remained available to assist Management upon request 
on a supervised basis, which further stretched the remaining management; 

• the appointment of a new Chief Executive Officer part way through the IC 
process; and 

• the fact that Management is dispersed among Canada, Hong Kong and 
various parts of China. 

(d) Cultural/Language/Geographic Issues: 

• vast majority of operational documents are in Chinese; 

• most Asia-based Management employees' first language is Chinese; 

• business practices in China and the SF business model: 

• rely heavily on personal relationships; and 

• documentation of contractual arrangements is not as 
comprehensive as would be typical in Western jurisdictions, is 
often not done until after the transaction is agreed and is frequently 
incomplete; 

• geographic and time distances for the North American-based teams; 

• SF's operations in China are widely and remotely geographically 
dispersed, a number of plantations are close to sensitive border areas and 
some are accessible only by overland vehicle travel; and 

• public records in China are more limited than in Western jurisdictions and 
are often not complete, accessible, up to date or accurate. 

(e) Corporate Governance/Operational Weaknesses: Management has asserted that 
business in China is based upon relationships. The IC and the IC Advisors have 
observed this through their efforts to obtain meetings with forestry bureaus, 
Suppliers and AJs and their other experience in China. The importance of 
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relationships appears to have resulted in dependence on a relatively small group 
of Management who are integral to maintaining customer relationships, 
negotiating and finalizing the purchase and sale of plantation fibre contracts and 
the settlement of accounts receivable and accounts payable associated with 
plantation fibre contracts. This concentration of authority or lack of segregation of 
duties has been previously disclosed by the Company as a control weakness. As a 
result and as disclosed in the 2010 MD&A, senior Management in thch· ongoing 
evaluation of disclosure controls and procedures and internal controls over 
fmancial reporting, recognizing the disclosed weakness, determined that the 
design and controls were ineffective. The Chairman and Chief Financial Officer 
provided annual and quarterly certifications of their regulatory filings. Related to 
this weakness the following challenges ptesented themselves in the examination 
by the IC and the IC Adviso1·s: 

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

• incomplete or inadequate record creation and retention practices; 

• contracts not maintained in a central location; 

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

• data on some servers in China appearing to have been deleted on 
an inegular basis, and there is no back-up system; 

• no integrated accounting system: accounting data is not maintained 
on a single, consolidated application, which can require extensive 
manual procedures to produce reports; and 

• a treasury function that was centralized for certain major financial 
accounts, but was not actively involved in the contl·ol or 
management of numerous local operations bank accounts; 

• no internal audit function although there is evidence the Company has 
undertaken and continues to assess its disclosure controls and procedures 
and internal controls over financial reporting using senior Management 
and independent control consultants; 

• SF employees conduct Company affairs from time to time using personal 
devices and non-corporate email addresses which have been observed to 
be shared across groups of staff and changed on a periodic and organized 
basis; this complicated and delayed the examination of email data by the 
IC Advisors; and 
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• lack of full cooperation/openness in the ICs examination from certain 
members of Management. 

(f) Complexity, Lack of Visibility into, and .Limitations of BVIs Model: The use of 
Ais and Suppliers as an essential feature of the BVIs standing timbe1· business 
model contributes to the lack of visibility into title documentation, cash 
movements and tax liability since cash settlement in respect of the BVIs standing 
timber transactions takes place outside of the Company's books. 

(g) Cooperation and openness of the Companis executives throughout the process: 
From the outset, the IC Advisors sought the full cooperation and support of Allen 
Chan and the executive management team. Initially, the executive management 
team appeared ill-prepared to address the IC's concerns in an organized fashion 
and there was perhaps a degree of culture shock as Management adjusted to the 
IC Advisors' examination. In any event, significant amounts of material 
information, particularly with respect to the relationship with Yuda Wood, 
inten·elationships between Ais and/or Suppliers, were not provided to the IC 
Advisors as l'equested. In late August 2011 on the instructions of the IC, 
interviews of Management were conducted by the IC Advisors in which 
documents evidencing these connections were put to the Management for 
explanation. As a result of these interviews (which were also attended by BJ) the 
Company placed certain members of Management on administrative leave upon 
the advice of Company counsel. At the same time the OSC made allegations in 
the CTO of Management misconduct. 

Following the implementation of these administrative leaves and the subsequent 
appointment of Judson Martin as the new Chief Executive Office!' of the company 
on August 26, 2011, the cooperation received by the IC Advisors from the 
Company improved significantly. As a result of Mr. Martin's direction, meetings 
have been arranged and held with Suppliers, AI's and additional forestry bureaus. 
In addition, as noted above, very recently, Management presented information 
regarding Ais and Suppliers and relationships among the Company and such 
parties. The IC is reviewing this material from Management and intends to report 
its findings in this regard in its final report to the Board. 

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

334



II. BUSINESS MODEL AND CORPORATE STRUCTURE 

335



II. BUSINESS MODEL AND CORPORATE STRUCTURE 

A. Business Model 

The IC's understanding of the Company's business model remains as described in its First 
Interim Report and reference should be made to that for an overall understanding of the business 
segments of the Company and their relative impottance. The plantation fibre operations and, in 
particular, the core activity of purchasing and selling standing timber through the BVIs/ AI 
structure is the central driver of asset value, revenue and income for SF. BVI entities within the 
BVI/AI structure represented as at December 31, 2010 $2.476 billion of book value (466,826 
Ha.) and $1.326 billion in revenue, and approximately $622 million of Income for the year then 
ended before allocation ofcorporate overhead. 

The plantation fibre operations use two principal business models, a "purchased plantation" 
model and a "planted plantation" model and disclose its timber assets in its AIF and other 
disclosure documents on that basis. The purchased plantation model operates through two legal 
structures: a BVIIAI legal stmcture and, to a lesser but growing extent, a China incorporated 
WFOE legal structure. The planted plantations model is operated exclusively through the WFOE 
legal structure (although the WFOEs themselves are typically held indirectly through a BVIs 
holding structure). Management advised that no new cash capital had been deployed by SF into 
the BVIs' standing timber operations since 2004. Recently identified e-mails suggest that 
payments may have been made from the WFOE stmcture into the BVIs structure, e.g., by an 
offshore customer of a WFOE to settle amounts due to a BVIs, and by WFOEs to establish BVIs 
Suppliers. Management has not yet provided a full explanation of all these emails. However, 
Management has advised that there have been transactions whereby SF subsidiaries sell impmted 
logs offshore to a Chinese customer who then owes SF U.S. dollars or Hong Kong dollars. As a 
result of pressure to collect receivables and the fact that the customer does not have the required 
currency, SF accepts payment in RMB. The RMB is accepted as payment onshore and is used to 
buy trees in the BVI model. 

The purchased plantation model involves the purchase of standing timber and sale of standing 
timber pursuant to standardized timber purchase agreements and Entrusted Sale Agreements. The 
standing timber purchased is generally on land owned by collectives or villages (i.e., not state
owned land). When conducted through the BVIs/AI legal structure, of which 20 BVIs hold all of 
the BVI timber assets, the timber purchases are arranged through Suppliers. The relationship 
between such Suppliers and SF has been the focus of much review by the IC. (see Part VI 
below.) The BVIs structure does not involve the BVIs concurrently purchasing land use rights or 
leases with the purchase of standing of timber. However, the BVIs supply contracts typically 
contain a right of first refusal for the BVIs to acquire, or nominate an affiliate to acquire the 
plantation land use rights after the timber has been harvested. Despite such common contractual 
provision, the IC Advisors did not identify any occasions when such rights have been exercised. 

The BVIs do not sell standing timber directly to customers; they sell under contract to an entity 
refetTed to as an AI who usually resells to others. The BVIs timber sales accounts receivables are 
settled by the AI making payments to Suppliers (directly or indirectly to other parties on their 
behalf) on behalf of SF. These payments by way of set-off enable the BVIs to acquire further 
standing timber from Suppliers. As SF has publicly disclosed, no cash actually flows directly 
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through the BVIs- all BVIs purchases are funded through the set-off mechanism using accounts 
receivable owed to SF. The particulars of the sales process between BVIs and Als is set out in 
Section II.B and Section V.C.15,(b), below. 

WFOEs are also engaged in the purchase and sale of standing timber through the SP group of 
entities with such activity classified as purchased plantations in the 2010 AIF disclosure. When 
conducted through a WFOE, purchases of standing timber are sometimes accompanied by 
concurrently obtaining plantation land use t·ights. The IC understands that WFOE standing 
timber transactions do not usually involve payments by way of set-off but are conducted on a 
direct fund transfer basis. 

The planted plantation model is conducted by WFOEs through both SP and SW. It involves 
obtaining plantation land use rights, sometimes with standing timber but often as bare land 

. suitable for planting. Management advises that sales from these planted plantations do not utilize 
the AI model but t•ather generally involve direct fund transfers by the WFOEs to the customer, 
some of whom are the same as or related to Ais under the BVIs/AI model. The IC understands 
that WFOEs, whether selling standing timber or selling logs from either planted plantations or 
pUl'chased plantations, both buy and sell on a dh·ect fund transfer basis; with all transactions 
settled in RMB. 

What has become apparent throughout the examination process, is that important and integral 
elements of the business model are the relationships with business partners. Management had not 
been f011hcoming in clarifying the pa11ies behind the Suppliers and Als or the relationships with 
the forestry bureaus that Management stresses are impot1ant to the ongoing business. However, 
as noted above, very recently, Management presented information regarding Als and Suppliers 
and relationships among the Company and such parties. The IC is reviewing this material from 
Management and intends to report its findings in this regard in its final rep011 to the Boat·d. The 
extent of relationship~. as discussed later in this report, are important to both the business model 
and to repot1ing requirements. 

B. BVI Structure 

The Company has established 58 companies in the British Virgin Islands. It uses these 
companies as both holding companies for subsidiaries in China and to engage in the purchase 
and sale of standing timber in China. 

Dul'ing the IC's review period ofthe first fiscal quartet· of2006 to the first fiscal quat1er of2011, 
a total of 20 BVIs entered into a total of 453 timber purchase contracts for the purchase of 
823,153 Ha. of standing timber. The aggregate purchase price was RMB 28.654 billion. Of those 
purchases, 466,826 Ha. of standing timber from 31 0 timber purchase contracts remained in the 
Company's books as at December 31, 2010, with the balance being accounted for by sales 
between the first fiscal quat1ers of 2006 and 2011, and by purchases made in the first fiscal 
quat1er of2011. 

Of those 20 BVIs, only Sud-Wood Inc. and Sino-Panel (Yunnan) Limited were incorporated 
prior to 2009. The t'emaining 18 BVIs al'e subsidiaries of Suri-Wood Inc. incorporated in 2009 or 
later and have company names not immediately associated with Sino-Forest, such as Brain Force 

337



~ 16-

Limited, Glory Billion International and Trillion Edge Limited. A table summarising BVI 
corporate search results for all BVIs is found at Schedule V.A.l. 

The BVI with the most purchases during the review period was Suri-Wood Inc., which had 131 
purchase transactions amounting to a total of 325,697 Ha. and RMB 10.994 billion. However, its 
last purchase transaction was in 2008. Over the same period Sino-Panel (Yunnan) Limited had 
just tw9 purchase transactions in 2007 amounting to 10,438 Ha. and RMB 670.5 million. 
Further, .another BVI called Sino-Forest Resources Inc. had purchases prior to but not during the 
review period. 

The remaining 18 BVIs account for all 320 BVI timber purchase contracts entered into from the 
first fiscal quarter of2009 to the first fiscal quarter of 2011, amounting to 487,018 Ha. and RMB 
J 6.989 billion. 

During the IC's review period, Suri-Wood Inc., Sino-Panel (Yunnan) Limited and Sino-Forest 
Resources Inc. had a total of 582 sales transactions amounting to a total of 548,292 Ha. and 
RMB 27.465 billion. The BVIwith the most sales during this period was Suri-Wood Inc. which 
had 509 sales transactions amounting to a total of 492,718 Ha. and RMB 24.099 billion. The 18 
BVIs incorporated after 2009 are yet to have sales recorded as at the date of this report. 

Despite criticism ofthe use ofBritish Virgin Islands holding structures in the MW Report (which 
describes them on page 2 as an "unjustifiable black hole"), IC believes that there are proper 
commercial reasons for using British Virgin Islands holding structures for investing in China. 

1. BVIs as Investment Vehicles 

Many foreign investors, including well known multi-national companies, hold their investments 
in China in special purpose vehicles established overseas in jurisdictions with a familiar and 
internationally accepted system of corporate governance. By way of example, over 75% of blue 
chip companies listed on the Hong Kong Stock Exchange (Hang Seng Index constituent stocks 
excluding the Finance Sub-Index) utilise British Virgin Islands holding structures, including for 
their investments in China. This reduces the uncettainties of operating under relatively new and 
untested Chinese corporate structures, and enables investors to enter into shareholding 
arrangements under familiar Western structures, governed by a common law system. 

The British Virgin Islands has been a patiicularly popular jurisdiction in which to establish such 
companies, because of the lack of corporate income tax, capital duty and stamp duty on profits or 
issue or sale of shares. The use of such special purpose companies, one for each investment, also 
facilitates raising capital offshore and restructuring such companies without the uncettainties and 
delays inherent in the domestic Chinese system which requires a host of government approvals 
for even minor changes to a company ownership or structure. 

2. BVIs as Vehicles to Purchase and Sell Timber 

The IC has been advised by its Chinese counsel that there is no express statutory prohibition that 
foreign companies such as the BVIs may not purchase, hold and sell assets including standing 
timber located in China. Foreign companies may, after obtaining necessary government 
approvals and clearances and going through the proper formalities relating to foreign exchange, 
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remit foreign exchange into China and pay the purchase prices and repatriate the sale proceeds 
outside of China on the basis of proper documentary support, including evidence of payment of 
income tax and other taxes such as VAT (which is usually withheld by the domestic payer as 
withholding agent). 

However, business operations in China conducted by foreign companies without an onshore 
presence is generally not allowed. Since 1992, SAIC regulations have required foreign 
companies to set up onshore entities within China before carrying out "business activities" 
within China. Chinese laws do not have any express definition of what activities carried out by 
foreign companies would constitute "business activities." 

The Company has obtained Chinese legal opinions that state that the purchase of timber in China 
by certain BVIs and the sale of such timber by those BVIs are not prohibited by Chinese law, 11 

and that "to the best of [local counsel's] knowledge after reasonable investigation and inquiry 
and as confirmed by the Company, each of the [BVIs listed] has the right to conduct business in 
China in the manner as presenttr conducted and as described in the Disclosure Package and the 
Final Offering Memorandum".1 However, Chinese counsel to the IC has advised that, on the 
basis of the materials reviewed by it, interviews. with Company officers and representatives of 
Suppliers, Ais and forestry bureaus, as well as its other investigations from June 2011 to the 
present, it cannot definitively conclude that the activities of the BVIs are not "business activities" 
carried on within China, and it is believed there is a risk that such activities, taken as a whole, 
might be considered carrying out "business activities", which requires a business to be registered 
in China. Chinese counsel to the Company and Chinese counsel to the IC met to consider these 
issues on N ovem her 11, 2011, and concluded that, given the lack of an express definition of 
"business activities" under Chinese law, and the uncertainty of the Chinese legal system, it was 
not possible to reach a definitive opinion on this issue. 

Under the BVI structure, the BVIs do not sell standing timber directly to customers, they sell to 
Als who, the IC are told, usually resell to others. Instead of receiving after-tax payment directly 
from the Als, the BVI sales accounts receivables are settled in RMB by the Als making 
payments to Suppliers on behalf of SF, which are usually by way of set-off (and some Als and 
Suppliers stated to the IC Advisors during interviews that they sometimes directed the set-offs to 
be made to and from other parties), and thus enable the BVIs to acquire further standing timber 
from Suppliers without remitting the sale proceeds offshore and purchase monies back onshore 
again. This process avoids Chinese foreign exchange controls which must be complied with in a 
normal CI'oss-bm·der sale and purchase transaction, and this could present an obstacle to future 
t·epatriation of sales proceeds, and could have tax implications as well. 

The Chinese authorities have demonstrated tolerance towards business activities that may be 
regarded as technically non-compliant or arguably non-compliant as business practices are 
gradually reguladsed over time, and tax laws are enforced more strictly year by year. While such 
practices by the BVIs and Als have been going on for many years (since the 1990s according to 

11 See Jingtian & Gongcheng legal opinions issued for the reference of the Company's auditors in 2007 and 2008. 

12 Jingtian & Gongchcng legal opinion dated October 21, 2010 in respect of offering of 6.25% Guaranteed Senior 
Notes Due 20 17. 
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Management), the Company has achieved large scale operations only in more recent years, 
which rnay result in more attention from the Chinese authorities. The BVIs are subject to 
withholding tax, stamp tax liabilities and VAT or business tax (as the case may be) and the Als 
need to specifically record in their financial statements liabilities of those taxes to be paid on 
behalf of the BVIs. While Ais are responsible for paying tax on behalf of the BVIs according to 
the te1ms of the standat·d fonn entrusted sales contracts they enter into with BVIs, the IC has not 
been able to verify that any relevant income taxes and VAT have been paid by or on behalf of 
the BVIs in China. 

The Company discloses potential Chinese tax liabilities as a risk factor in its AIF, and sets out 
the methodologies it uses for calculating such liabilities. The Company states that Management 
applies significant estimates and judgment to determine the appropriate amount of tax related 
liabilities, and contingencies for such liabilities, to be recognized and disclosed in the financial 
statements. The Company recognized a provision of approximately $160 million as at 
December 31, 20 10 for contingent Chinese tax I iabil ities. 

In the event that this business model is challenged by the relevant Chinese authorities as carrying 
on business activities in China by the BVIs, Chinese counsel to the IC has advised that, quite 
apart from the tax and fOI'eign exchange compliance issues mentioned above, SF may be required 
to cease operations under this business model and could be subjected to administrative fines and 
other penalties. 

However, as regularization ofthe practices of foreign businesses in China is an on-going process 
(as has happened in various industries since the early 1990s), the government has in the past 
tended to allow foreign companies a period to restructure their operations in accordance with 
regulatory requirements rather than enforcing the Jaws strictly and imposing penalties without 
notice. 

3. WFOEs as Trading Vehicles since 2004 

Chinese counsel to the IC has advised that, under Chinese law, the business of purchase and sale 
of standing timber could be categorized as a form of trading or commodity distribution business, 
which is an industry in which foreign investment in China has been subject to various restrictions 
and has been subject to change over the years. 

In 1992, the State Council issued a notice to permit foreign-invested enterprises to be established 
in the commodity distribution industry in five trial cities, subject to relevant approvaL However, 
in that notice, the State Council explicitly prohibited wholly foreign-owned enterprises from 
engaging in that industry. 

In 2004, MOFCOM issued a notice that lifted both the prohibition on wholly fot·eign-owned 
enterprises from engaging in the commodity distribution industry and the limitation to certain 
cities. Since then 1 foreign investors have been permitted to, subject to relevant regulatory 
approval, establish trading companies (eithet· as joint ventures or wholly foreign-owned 
enterprises) to patticipate in most areas of the commodity distribution industry, including the 
purchase and sale of standing timber, throughout China. 
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The Company established its first WFOE to engage in the purchase and sale of standing timber 
in 2004 in compliance with such regulatory requirements. 

C. Corporate Structure 

The Company's corporate stmcture is detailed in Schedule II.C. The organization has multiple 
subsidiary companies that have been formed over time to hold the different assets of the 
Company. There are, for example, about twenty BVIs holding different parcels of standing 
timber in China. 

From a legal perspective, the vast majority of the subsidiaries are held through two holding 
companies: Sino-Wood and Sino-Panel. 

Sino-Wood 

SW holds, through many subsidiaries in the British Virgin Islands, Hong Kong and China, the 
Mandm assets, the BVIs' standing timber assets and a significant portion of non-Mandra WFOE 
assets. Management explained that functionally within SW, the domestic WFOE business and 
BVI business are operated quite separately. SW is also responsible for the flooring 
manufacturing operations, HOMIX, and the nursery business. SW is engaged in the buying and 
selling of imported logs. 

In the SW WFOE domestic business (including Mandra), Albert Zhao is responsible for 
operations and Chen Hua is responsible for finance. 

Sino-Panel 

SP holds, through many subsidiaries in the British Virgin Islands and China, a significant portion 
of the non-Mandra WFOE assets. Management explained that Albert Ip was responsible for 
operations and George Ho was responsible for finance. 

SP engages in both the purchased plantation business model and in the planted plantation 
business model. It also engages in the buying and selling of imported logs and, to a limited 
extent, in the buying and selling of domestic logs. We also understand it has some manufacturing 
operations. 

For the BVI standing timber business, Albert Ip is responsible for purchases, Albert Zhao is 
responsible for sales, and Alfred Hung is responsible for finance. 

341



III. LEGAL REGIME 

342



- 21 -

III. LEGAL REGIME 

A. Evidence of Ownership of Tree Plantations 

The core activity of the Company's business is the purchase and sale of standing timber using the 
"purchased plantation" model, principally through BVIs, and to a lesser extent, through WFOEs. 
The BVI model is described more fully in Part II above. The BVIs (and sometimes WFOEs) 
acquire standing timber pursuant to timber purchase contracts from Suppliers without acquiring 
any land use rights. Forestry bureau "confirmation letters" are commonly obtained by the 
Supplier from the local forestry bureau at county level or above in respect of such contracts. One 
Supplier, in its interview with the IC, noted that SF is its only customer t•equiring confirmation 
letters for standing timber purchases in addition to a purchase agreement. It appears that issuing 
confirmations is not typical practice and that such confirmations have been provided as a 
"favour" at the request of the Company and its Suppliers. WFOEs acquire standing timber on a 
stand~alone basis or in conjunction with land use rights or land leases. When land use rights or 
land leases are acquired, Plantation Rights Certificates are often eventually obtained in the name 
ofthe contracting WFOE subsidiary evidencing registered title. 

(a) Forestry Administration - China utilizes a top-down hierarchical system to govern 
its timber resources: 

(i) State Forestry Administration - the central level, responsible for national 
legislation, policy development, national strategic planning and key 
forestry programs; 

(ii) provincial departments of forestry - the regional level, responsible for 
forest regulationJ by-laws and regional policy, short-term forestry and 
forest resource planning and organizing key programs; 

(iii) city-level Forestry Bureaus - primarily act as a bridge for county and 
provincial level communications; and 

(iv) county Forestry Bureaus- the local level, oversees the implementation of 
the central or pt·ovincial projects, resource management planning and 
land/forest title management. 

This administrative structure is illustmted in the following figure: 
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(b) Regulatory Framework - The key legislation regulating the forestry industry in 
China is the Forestry Law (effective from January 1, 1985, as amended), and its 
Implementation Regulations (effective from January 29, 2000, as amended). 
These are supplemented by various provisions, notices and other administrative 
rules at the national and provincial level. 

The transfer of timber and other plantation rights is permitted by the relevant 
legislation, in particular the "Opinions on Comprehensively Promoting the 
Reform of the Collectively Owned Plantation Right System" (promulgated by the 
State Council of China on July 14, 2008). Such Opinions provide that, among 
others, farmers with contractual rights over collectively-owned commercial 
plantations may, without change of the plantation usage, and in accordance with 
applicable Jaws and regulations, dispose of such rights relating to plantation 
operations and plantation tree ownership rights through sub-contracts, leases, 
transfers, mortgages, or as contributions in capital or under cooperative structures. 

The Forestry Law and its Implementation Regulations implement a system of 
plantation rights registration and issuance of certificates as evidence of such 
registration. Pursuant to the Implementation Regulations, all entities must apply to 
the forestry bureau of the local government at the county level or above for 
plantation rights registration, and such forestry bureau is responsible for issuing 
Plantation Rights Certificates. 

There are four types ofrights associated with plantations in China, being: 

(i) plantation land ownership, 

(ii) plantation land use rights, 
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(iii) timber ownership and 

(iv) timber use rights, 

all of which are separate rights. Private enterprises cannot hold plantation land 
ownet·ship but may hold plantation land use rights for a specified duration (up to 
70 years), timber ownership and timber use rights. In certain provinces, fot·eign 
enterprises cannot acquire land use rights. The various rights are separate rights 
and can be separately owned by different parties. 

(c) Plantation Rights Certificates and Confirmations- A Plantation Rights Certificate 
should reflect plantation rights as registered in the registration system and is the 
ultimate proof of ownership and sets out the patties that hold each of such rights, 
There is a nationally mandated registration system for Plantation Rights 
Certificates, though there appear to be some locations where Plantation Rights 
Cettificates are not issued. In every visit with forestry bureaus conducted by the 
IC Advisors, they were told that Plantation Rights Cettificates are not issued for 
timber ownership alone and that there is no forestry bureau record of the sale and 
purchase of standing timber alone. In these cimumstances, the Company required 
their Suppliers to seek and they typically obtained from local forestry bureaus, 
"confirmation letters" (or "approvals") relating to the standing timber purchase 
contracts entered into by its BVIs and some WFOEs. These confirmation letters 
are not title documents as there appears to be no official regulatory basis for their 
issue. We understand that there is no registration system for such confirmation 
letters or approvals. 

The forestry bureau confirmations are not a form of official documents 
contemplated by the applicable regulatory regime. Rather, we believe, based on 
meetings with ce1tain forestry bureau officials or former officials and with certain 
Suppliers, and discussion with Management, that they are documents issued at the 
request of either the Company or, mot·e commonly, its Suppliers as a "favour" and 
should not be disclosed outside the Company or relied upon legally. They have 
what purports to be the forestry bureau's Chop on them. We believe the forestry 
bureau confirmations should be viewed as comfort indicating that the relevant 
forestry bureaus do not dispute SF's claims to the standing timber to which they 
relate, but which are not documents of title that could be relied upon in event of a 
dispute or in a court of law. However as noted below, a number of the forestry 
bureaus have indicated that these have been issued at SF's request and that the 
confirmations are for SF internal use only and may not be shown to third parties. 
This could limit the usefulness ofthese documents in any legal dispute. 

In two instances the IC Advisors have identified that forestry bureau officials 
were either concurrently or subsequently employees of, or consultants to, SF. One 
forestry bureau indicated that it assigned employees to SF and other companies to 
assist in the development of the forestry industry in its jurisdiction. 

345



-24-

Attached as Schedule liLA is a chart prepared by the IC's independent Chinese counsel setting 
out the availability of Plantation Rights Certificates in various pwvinces in China. 

B. Available Legal Opinions 

Given the foregoing, the IC's independent Chinese counsel has advised that the available legal 
opinions regarding the Company's interests in its planted and purchased plantation standing 
timber, vary depending on the nature of the interest held. Schedule III.B sets out the form of 
opinion which JH lias indicated it could pwvide to the IC. In summary, and subject in each case 
to the qualifications and assumptions set out in such form of opinion: 

(a) if the BVI or WFOE has entered into a timber purchase contract to acquire 
standing timber, has from the local forestry bureau a written confirmation 
letter and does not have a Plantation Rights Certificate registered in its name 
or been provided the relevant Plantation Rights Certificate registered in the 
name of the Supplier for such standing timber: each such timbet· purchase 
contract entered into by such BVIs or WFOE is valid, effective and legally 
binding on the patties thereto subject to the authorization by (a) the de facto 
owner with the Plantation Rights Certificate for such standing timber, if any, or 
(b) the ultimate farmer or collective economic organization who has legally 
obtained the ownership of the standing timber during the reform of the 
coJ\ectively-owned plantation rights system, as the case may be. If the de facto 
owner or the ultimate farmer or collective economic organization, as the case may 
be, refuses to grant the authOl'ization to any contract, the contract will be void and 
the Company will have no contractual rights. However, if the Company has paid 
consideration to the Supplier pursuant to the contract, the Company will have a 
cause of action against the Supplier for the return of the consideration based on 
the legal theory of unjust enrichment; 

(b) where the WFOE has entered into a timber purchase contract and a forest 
land use rights lease contract and has the relevant Plantation Rights 
Certificate registered in its name: the WFOE has legally obtained the use right 
of the forest land and the ownership of the standing timber as recorded in the 
Plantation Rights Certificate; 

(o) where the WFOE has entered into a purchase contract and forest land usc 
rights lease contract, has a forestry bul'eau confirmation lettel' and has not 
acquired the relevant Plantation Rights Certificate registered in its name but 
has been provided the relevant Plantation Rights Certificate registered in the 
name of the Supplier: the forest land use lease contract and timber purchase 
contract are valid, effective and legally binding upon the parties thereto and are 
enforceable against the parties thereto; as a result, the WFOE has contractual 
rights to the forest land and standing timber as provided in such contracts; 

(d) whel'e the WFOE has entered into a timber purchase contract and a forest 
land use rights lease contl'act and has obtained a forestry bureau 
confirmation letter but has not obtained relevant Plantation Rights 
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Certificate registered in its name or been provided the relevant Plantation 
Rights Certificate registered in the name of the Supplier: such timber 
purchase contract and forest land use rights lease contract is valid, effective and 
legally binding subject to the authorization by (a) the de facto owner with the 
relevant Plantation Rights Certificate, if any, or (b) the ultimate farmer or 
collective economic organization who has legally obtained the ownership of the 
standing timber during the refonn of the collectively-owned p.lantation rights 
systems, as the case may be. If the de facto owner or the ultimate farmer or 
collective economic organization, as the case may be, refuses to grant the 
authorization to any contract, the contract will be void and the Company will have 
no contractual rights. However, if the Company has paid consideration to the 
Supplier pursuant to the contract, the Company wiii have a cause of action against 
the Supplier for the return of the consideration based on the legal theory of unjust 
enrichment; and · 

(e) where the WFOE has entered into a timber purchase contract, has obtained 
the forestry bureau confirmation Jetter and has not acquired the relevant 
Plantation Rights Certificate registered in its name but has been provided 
the relevant Plantation Rights Certificate registered in the Supplier's name: 
the timber purchase contract is valid, effective and legally binding upon the 
parties thereto and is enforceable against the parties thereto pursuant to the terms 
and conditions thereof; as a result, the WFOE has contractual rights to the 
standing timber as provided in such contract. 

JH' s form of legal opinion also provides that, while a forestry bureau confirmation letter does not 
constitute definitive evidence of ownership of the standing timber referred to therein, such letters 
may provide cettain comfmt in respect of the BVIs or WFOE contractual ot· other rights over 
such standing timber. This is because under applicable Chinese law, in the event of any dispute 
in respect of the ownership of standing timber, the disputing party shall seek determination of 
such ownership from the govemment, namely the forestry bureau, before they may start 
litigation in the court. 

We note that in prior years SF has obtained legal opinions from its Chinese counsel regarding its 
plantation rights assets and business in China. These opinions were issued in connection with its 
annual audit or offshore securities issues. It is not clem· to the IC what level of due diligence was 
undertaken by Chinese counsel in connection with the issue of such opinion. In the context of the 
IC's review, JH's due diligence process has been rigorous and has included JH's visits with 
forestry bureaus, review of original contracts, Plantation Rights Certificates and forestry bureau 
confirmations, and participation in the investigation undertaken by the IC. 

C. SAIC Filings 

The SF transaction volumes with a number of AI and Suppliers do not match the revenue 
rep01ted by such Suppliers in their SAIC filings. The Ais and Suppliers, which are private 
entities, make their own filings without input or review by SF. Attached as Schedule III.C is a 
chart setting out such differences. Both MW and the OSC have focused greatly on this 
differential. 
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IC Advisors made the following observations to the IC regarding the reliability ofSAIC filings: 

(a) Discrepancies between the information set forth in SAIC filings and the filer's 
books and records, as well as the filer's tax filings, can be expected in China. 
There are a number of reasons fo1· this, such as the following: 

• SAJC searches are not definitive - filings and searches are not of the same 
status as in many Western countries, and should not be relied upon as 
being up~to"date and wholly accurate; and 

• the requirements for filing accounts with SAIC branches may be different 
from the requirements fm· statutory tax audits, l'esulting in different 
numbers. 

(b) SAJC filings should not be relied upon exclusively. The unreliability of financial 
information in such filings is something that one should take into account in 
China. 

(c) The way in which companies file with the SAIC I MOFCOM I SAFE I Finance 
Bureau I Tax Bureau I etc. would not usually be seen as a matter that concerns the 
counterpart:ies that deal with such filers in China, with the possible exception of 
tax filings in the case of SF, as the Ais have an obligation under the Entrusted 
Sales Agreements to "pay relevant taxes on behalf of the Company". 

(d) While information in such filings as to legal representations and shareholders is 
generally more accurate it is not uncommon practice in China that one or more 
registel'ed shareholders may be a trustee or nominee holdet· for an undel'lying 
beneficial holder who is undisclosed. 

(e) Legal and pt·actical consequences of inaccurate SAIC filings could range from the 
draconian (on a literal interpretation of the legislation in the caSe of t·epeated, 
egregious breaches) to an expectation not to rely on filings (as a mattet· of 
common practice). The national government policy is that filings should be 
accurate, but the system of corporate filings I independent audits I imposition of 
tax I etc. is still at an early stage in China, and as a matter of practice, legislation 
reflecting such policy will only be enforced as and when the regulators choose to 
do so. 

The conclusion that the IC has drawn from this advice is that information in SAIC filings, 
particularly financial filings, is one data point to consider but no conclusions can be drawn fl'om 
that information alone, whether it be conclusions of a financial nature, ownership nature or 
otherwise based. 
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IV. PROCESS TO DATE 

The IC Advisors' report on the process conducted on behalf of the IC is attached as Schedule IV. 
The scope of review and the p1·ocesses undertaken by the IC Advisors to date were determined 
by the IC and have been subject to certain limitations. The IC, in its judgment, considers such 
limitations to be appropriate, having regard to the challenges discussed in Section I.C of this 
report, time constraints and cost/benefit considerations. 
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V. TIMBER ASSET VERIFICATION 

The principal objective of the asset verification process is to confirm SF's ownership of or 
contractual and other rights to standing timber in China, whether held by BVIs or WFOEs. In 
addition, steps were taken to verity the corporate existence of the subsidiary entities within the 
Company's corporate structure. 

A central theme of the MW Report is that the Company does not own all the timber assets 
recorded on its books and that its reported revenue from timber is overstated. A principal task of 
the IC has been to examine the Company's rights to its timber assets and the revenue therefrom 
as reported in its 2010 Financial Statements. The chart attached as Schedule V sets out an overall 
summary of the Company's timber holdings as at December 31, 2010 broken down by 
organizational stream within the Company and showing the type of document held by the 
Company as evidence of title or contractual and other rights. Such documents include purchase 
contracts, Plantation Rights Certificates and forestry bureau confirmations. 

A. Corporate Existence 

The Company provided a list of the 149 entities comprising the SF group of companies: 58 BVI 
entities, 7 HK entities, 75 China entities, 2 Canadian entities, 1 Barbados entity, and 6 other 
entities (See ScheduleV.A.) and a Chat1 showing the organization thereof(see Schedule ILC). 

The existence of the Subsidiary BVIs and the WFOEs indicated on the Chart and the Company's 
ownership thereof has been confitmed as at the date of the searches. As noted below, the 
directors and officers of all such subsidiaries, with the exception of one, 13 were listed in SF 
records as being employees of the Company at the time of the searches. This included Mr. Allen 
Chan, who has subsequently resigned from his position. Management and its counsel have 
advised that they are undertaking changes to install current Management as directors and officers 
of such subsidiaries. The IC has not independently verified this process. Such searches do not 
assure that the Company does not own other subsidiaries or interests in other entities. 

1. BVIs 

To verity the incorporation and existence ofthe Subsidiary BVIs on the Cha11, the IC: 

• confirmed that the list provided by the Company included all of the BVIs listed as 
material subsidiaries in the 2010 AIF; 

• obtained search results (including copies of charter documents) and original cet1ificates 
of good standing through BVI counsel for all 58 BVIs listed; 

• obtained original cet1ificates of incumbency showing directors, officers and shareholders 
for the Subsidiary BVIs listed; and 

13 The authorized person to handle SAIC matters for Sino-Forest (Heyuan) Co., Ltd., He Qianghua, does not 
appear on the list of employees provided by the Company. 
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• summarized the search results in respect of each Subsidiat·y BVI listed, including 
verifying that the list accurately reflected the corporate name and shareholders of such 
Subsidiary BVI and that its directors and officers were employees of the Company at the 
date of the searches. 

A table summarizing the BVI corporate search results is appended hereto as Schedule V .A.1. 

2. WFOEs 

To verify the incorporation and existence of the WFOEs on the Chatt, the IC Advisors have: 

• confirmed that the corporate list provided by the Company included all of the WFOEs 
listed as material subsidiaries in the 2010 AIF; 

• obtained SAIC search results in China (including up to date basic company information 
sheets) for all WFOEs identified in the list; and 

• summarized the search results in respect of each WFOE listed, including verifYing that 
the list accurately reflected the name and shareholders of such WFOE Subsidiary and 
confirming its lawful incorporation, validity of business license and cut'rent scope of 
business. 

A table summarizing the Chinese SAIC search results is appended hereto as Schedule V.A.2. 

B. Master Framework Agreements 

1. Overv.iew ofMFAs 

Between September 2006 and the second fiscal quarter of 2011, through both BVIs and WFOEs, 
the Company entered into nine Jong-tetm MF As with nine different Counterparties. These 
contracts address the supply to the Company of standing timbe.r covering 1 ,667,667 Ha. in seven 
provinces over varying periods of three to fourteen years. 

The MW Report questioned the legitimacy of cettain of the MF As. In its response to the MW 
Report, Management characterized the MFAs as framework agreements that are similar to a 
"Heads of Agreement'' commonly used in Western business circies to outline the terms of a 
business deal. The MF As provide the basis for subsequent specific purchase agreements for 
standing timber in the specific region. 

2. MFA Review Process 

The IC: 

• reviewed the MW Report and Management's Response thereto; 

• reviewed the Chinese texts and English translations of nine MFAs; 
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• reviewed certain public disclosure relating to the MFAs, including that set out in the 2010 
AIF, 2010 MD&A and press releases issued by the Company concerning the MF As; 

• reviewed BVI and WFOE purchase contracts provided by the Company for standing 
timber held as at December 31, 2010, various BVI and WFOE contract spreadsheets, and 
BVI and WFOE asset listings as reftmed to elsewhere in this report; 

• engaged in discussions with Management with respect to the business, including MFAs; 

• performed corporate searches on each MFA Counterparty and potential related parties; 
and 

• interviewed two of the MFA Counterparties (Supplier #3 and Supplier #19) in connection 
with its process interviewing certain Suppliers and Als. 

3. Muddy Waters MFA Allegations 

The MW Report made a number of allegations with respect to the legitimacy of various 
Suppliers to the Company. Pages 16 to 29 of the MW Report focus on certain MF As and the 
Counterparties th~reto, particularly the MFAs with: 

• Gengma Dai and Wa Tribes Autonomous Region Forestry Co., Ltd. (incorporated March 
25, 1995, with registered capital of RMB 3 million, contract on March 23, 2007 for a 10 
year term w approximately 200,000 Ha.); 

• Zhanjiang Bohu Wood Co., Ltd. (incorporated on November 2, 2007, with registered 
capital of RMB 10 million (versus RMB 1 million disclosed in the MW Repmi), contract 
on December 10, 2007 for a 5 year term- approximately 150,000 Ha.); 

• Zhangzhou Lu Sheng Forestry Development Co., Ltd. (incorporated November 19, 2007, 
with registered capital of RMB 2 million (versus RMB 550,000 disclosed in the MW 
Report), contract on August 11, 2008 for 10 year terms -approximately 200,000 Ha.); 
and 

• Jiangxi Zhonggan Industrial Development Co., Ltd. (incorporated January 28, 2008 
(versus January 28, 2009 as disclosed in the MW Repmi), with registered capital of USD 
5 million (as disclosed in the MW Report), contract on June 11, 2009 for a 3 year term -
approximately 150,000-300,000 Ha.). 

The thrust of the Muddy Waters allegations is that the Company could not have made purchases 
from those Suppliers in the volume stated in those agreements. A number of t•easons are put fo1th 
for that allegation ':"hich broadly can be summarized as follows: 

• allegations that the Counterparties are generally newly created and thus cannot be 
credible Suppliers of the contracted supply volumes; 
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• allegations that based on SAIC filings the Counterparties have insufficient capital to 
support the contracted supply volumes; 

• allegations that the Counterparties occupy simple offices or homes indicating that they 
are not sophisticated enough to be credible Suppliers of the contracted supply volumes; 
and 

• allegations that the Counterparties' SAIC filings relating to their financial activity do not. 
reflect SF's recorded contmcted volume ofbusiness with such Counterparties; (including 
a detailed analysis of the Gengma Dai MFA by reference to Lincang City Forestry 
Bureau reports of forestry activity, reports on GDP and foreign investment levels for 
Lincang City in addition to SAIC financial filings). 

There are a number of other specific allegations pertaining to each of the above-noted MFA 
Counterparties some of which are addressed in Part VI. 

4. MFA Contract Terms 

Each English translation of an MFA is 6-8 pages long. The MF As are substantially similar 
although they have evolved over time to more closely reflect appat·ent actual practice. Key terms, 
and facts are summarized below: 

• The SF subsidiary entering into an MFA was a BVI in the first 6 MF As (2006-2008) and 
a WFOE subsidiary in the last 3 MFAs (2009-2011). The SF subsidiary may assign all its 
rights and obligations under the MFA to another SF subsidiary. 

• Under each MFA, the SF subsidiary has first right of refusal to purchase very large 
volumes of standing timber (measured by mu/Ha. and cubic meters) in a designated area 
or region. Plantation land use rights are explicitly excluded from this first right of refusal. 

• The MFA's do not contemplate the sale ofthe large volumes of standing timber through 
one transaction. Rather, the SF subsidiary is to exerCise its rights by entering into a series 
of specific timber purchase agreements with the MFA Counterparty. Given the SF 
subsidiary may assign its rights and obligations under the MFA to any other SF 
subsidiary, both BVIs and WFOEs may ultimately enter into those specific timber 
purchase agreements. 

• The MFAs stipulate that after a specific timber purchase agreement has been entered into, 
and the subject standing timber has been hal'vested, the SF subsidiary then has a 
preferential option to lease the underlying land. 

• The MFA recitals state that the Counterparty has received, either directly or indirectly 
through an entrusted third party, the full commission of the original owner to enter into 
the MFA. Regarding the actual performance of the MFA, the actual contractual 
warranties are weaker, stipulating that the Counterparty has acquired or will acquire the 
necessary consent and approvals, including those of the original owners either directly or 
through a third party designated by it. 
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• The Counterparties' representations and warranties in the MFAs have become stronger 
over time. All of the MF As contain a soft "authority" representation to the effect that the 
Counterparty has or wi II have authority to transfer the assets. In the case of MF As signed 
with WFOEs, this has evolved to a representation that a third party designated by the 
Counterparty has or will have authority to transfer. In the case of MF As signed with 
BVIs, the representation is to the effect that tbe forests assigned are subject to a 
Plantation Rights Certificate or other documents that evidence legal ownership. More 
recent MF As include a title representation and a compliance with law representation and, 
in the case of the three most recent MFAs, a representation that the forests were 
commercial forest lands not subject to any restrictions on transfer. 

Schedule V.B.4.1 sets out a detailed summary of the MFAs terms and Schedule V.B.4.2 provides 
an unofficial English translation of the Gengma Dai MFA. 

5. MFA and BVI Timber Purchase Contract Pricing 

The MFAs set maximum prices at which standing timber is to be purchased by the company SF 
subsidiary within areas covered by IVIFAs. While the MFAs contemplate the purchase of 
specified amounts of standing timbet· measured in mu/Ha. and cubic meters, with an estimated 
volume, the maximum contractual prices contemplated in the MFAs (generally in cubic meters) 
varying between 260 RM;B per cubic metre and 380 RMB per cubic metre. See Schedule V.B.5. 

The MFA maximum price per cubic metr·e of timber does not differentiate between species of 
trees. However, the MFAs identify the main species of trees that are to be the subject matter of 
the specific purchase contracts. All specific BVI timber purchase contracts for timber in that 
province or region signed after the relevant MFA, regardless of the identity of the Supplier, at·e 
generally priced almost exactly to the maximum price set out in the MFA for that province OI' 

region. 

For example, in March 2007, SF signed an MFA with Gengma Dai setting a cap qfRMB 260 per 
cubic metre. The IC Advisors found that most subsequent BVI timber purchase contracts for 
Yunnan, irrespective ofthe Supplier, are priced at exactly RMB 260 or to within several RMB of 
that. However, two contracts signed in September 2010 for pine and fir, as opposed to broadleaf, 
are priced at an average of RMB 5 I 0 and three contracts signed in the first fiscal quarter of 2011 
are priced at an average of RNIB 310. Some BVI timber purchase contracts signed before the 
March 2007 MFA for Yunnan were priced higher than RMB 260. A spot review revealed several 
contracts priced at around RMB 370. 

Similarly, in December 2006, SF signed an MFA with the Hongjiang City Forestry Technology 
Integrated Development Services Company for Hunan timber, capping prices at RMB 260 per 
cubic metre. Again, most of the subsequent BVI timber purchase contracts the IC Advisors have 
seen for Hunan are priced at exactly that price or to within several RMB except for the five 
aforementioned contracts signed in September 2010 and in the first fiscal quarter of2011. 

Furthet·, in December 2007, SF signed an MFA with Bohu Wood which priced timber in 
Guangxi at a cap of RMB 380 per cubic metre. All subsequent BVI timber purchase contracts for 
Guangxi for all Suppliers were priced either at that price or to within several RMB. In contl'ast, 
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BVI timber purchases signed for Guangxi prior to the signing of the Bohu Wood MFA tended to 
have higher prices, sometimes as much as RMB 465 per cubic metre. 

It appears that the MF As establish a target price at which the subsequent specific BVI timber 
purchase. A chart summarising the pricing information for the MFAs from September 2006 
onwards is attached as Schedule V.B.S. It is noted that there are some MFAs where the MFA 
Counterparty itself did not subsequently enter into any specific BVI timber purchase contracts. 
There are also MF As under which the Company has not disclosed any subsequent purchases. 

Very recently, Management provided the IC Advisors with infot·mation, which they indicate 
pettains to the market pricing of timber in each of the t•egions that are the subject matter of the 
MFAs at the time of entry into each of the MFAs. The IC has not yet reviewed or analyzed this 
information. 

6. Summary of Findings on MW Allegations Regarding MFA 

The MW Report seems to assume that the MFA Counterparties owned the standing timber that is 
the subject of the MFAs and that those Counterparties are directly supplying timber under the 
MFA itself. This assumption, together with the simplicity of the MF As and the SAIC 
information on incorporation dates and capital, appears to have led MW to conclude that the 
contracts must be fraudulent. 

In patticular the MW Report alleges that the timber purchases under the Gengma Dai MFA were 
overstated by $800 million primarily based upon information from Lincang City public records 
about direct sales with associated land rights fi·om Gengma Dai as the seller. The allegations 
appear to be based on several misconceptions: 

• that Lincang City recot·ds show all forestry transactions. 

• that Gengma Dai was the sole supplier under the Gengma Dai MFA. 

• that the supply disclosed by the Company was all purchased in Gengma County. 

In respect thereto the IC found as follows: 

(a) Based on its interviews the IC does not believe tt·ading in standing timber on a 
standalone basis is registered with the forestry bureaus. Accordingly, such trading 
volu.mes are not likely included in formal government statistics. 

(b) Management provided a letter ft·om Gengma Dai confirming that it had sold to SF 
520;000 mu (appl'Oximately 34,670 Ha.) of standing timber and 190,000 mu 
(approximately 12,670 Ha.) of plantation land use rights combined with standing 
timber. The IC reviewed contracts covering such sales. In addition, Gengma Dai 
indicated it had also facilitated sales of some 3,040,000 mu (approximately 
202,670 Ha.) of standing timber by third parties. The IC reviewed contracts for 
sales of standing timber in Yunnan that at least equalled the indicated volumes 
although those contracts did not reference Gengma Dai or the MFA. Management 
explained that the MFA Counterparties did not receive compensation for such 

357



-34-

arrangements. The IC received no other evidence of MFA Counterparties 
facilitating supply by other parties. 

(c) MW ignores the fact that the MFA with Gengma Dai is to be fulfilled over as long 
as a ten year period. The various forestry and other economic statistics cited by 
MW are only for Gengma County and Lincang City whereas the underlying BVI 
timber purchase contracts disclosed by the Company are for plantations in I 8 
different counties within six different cities in Yunnan (not just Lincang City). 
For a table showing purchases of timber assets in Yunnan Province, please refer 
to Schedule V.B.6.(c). 

The MW Repot't also indicated that SAIC filings by the MFA Counterparties did not reflect the 
values of the contracted supply in the MFA. The general issue of the accuracy of financial 
information in such filings is addressed under Section III.C. However, the point in this context 
reflects a misunderstanding by MW of the framework nature of the MF As. In practice, only a 
small portion of the volume stated by the Company to be purchased under MFAs (with the 
exception of Supplier #3) has actually been supplied by the MFA Counterparty. As a result, the 
MFA Counterparty's SAIC records, even if accurate, would not be the basis by which to measure 
the Company's activity levels. As set out above, in the case of Gengma Dai, the role of the MFA 
Countel'party is explained by Management as also being a facilitator of supply through other 
parties. Further detailed analysis of the actual supply provided by MFA Counterparties is set out 
in Schedule V.B.6. 

The MW Report suggests that the MFA Counterparties are generally newly incorporated entities. 
Four of the entities were incorporated more than two years prior to their entry into the MF As. 
Three of the MFA Counterparties were incorporated within one year of their entry into the 
MF As. The IC believes it is likely that at least some of the Suppliers are specifically 
incorporated for the purposes of acting as project companies to supply the Company. The MW 
Report also suggests (based on their SAIC filings) most MFA Counterparties have very modest 
offices and minimal capital. 

Management's response to these points was as follows: 

"For foreign investors looking to invest in standing timber in the PRC, it is 
natural, and more likely, a necessity, to deal through local agents in a specific 
geographical area who are either a supplier and/or agent for the suppliers, or 
both, of standing timber. During the past several years, SF has worked with a 
small team of agents knowledgeable in their specialized geographical regions 
within the PRC, who work as intermediaries between SF and the local villagers 
and collectives, private owners and companies that own the standing timber .... 

Undet· a typical "timber acquisition contract" used by SF in the acquisition of 
standing timber in the PRC, the buyer, a BVI company wholly owned by SF, 
will acquire standing timber from the suppliers/suppliers' agent who either has 
expressed authority from the original holder of timber rights to sell or is the 
holder of the timber rights .... 

A good suppliers' agent does not need to have a large base nor a strong balance 
sheet nor a long history, but its key man needs to have extensive and in-depth 
local knowledge of the timber resources in the region, to have excellent 
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relationship with the villages, their inhabitants and their respective elders, 
familiarity with their local practices and preferences; and a good knowledge and 
understanding of local rules and regulations, and the enforcement thereof, as 
well as good working connection with local regulators. None of them needs a 
posh, westem office with high tech gears located in a class A office building at 
the centre of a major city (as stipulated by MW). In fact, by necessity, they 
should be located close to the villages, with humble and low cost set up for their 
offices. 

All SF suppliers' agents are selected on the basis mentioned above and are fully 
independent of and unrelated to SF in any way or form." 

Schedule V.B.4.1 identifies the reported registered capital of each of the MFA Counterparties, 
where available in SAIC filings. 

For the purposes of the IC's interviews of certain Suppliers, Management identified the key 
personnel at such Suppliers which included two MFA Counterparties. Interviews did not 
necessarily take place at the Supplier's place of business and little documentation was provided. 
The IC Advisors have observed that the business sophistication of these individuals and the 
apparent scope of the Suppliers' operations and related operations val'ied greatly. See Section 
V.C.l2. The IC was unable to gain insight into the scope of capital necessary to act as a Supplier 
or whether the Suppliers are effectively funding their supply to the Company using deferred 
payments to underlying suppliers and the funds paid to it by the Company itself. The IC's 
analysis ofBVI Suppliers activity generally is found at "BVI Suppliers General Observations" in 
Section V.C.l3 below. 

C. BVI Standing Timber Asset Review 

1. BVI Asset Review Process 

The BVI review process involved capturing, assembling and organizing into usable form 
massive amounts of documentation and data. 

IC Advisors reviewed: 

• 453 standing timber purchase contracts entered into by BVIs for the purchase of standing 
timber for the period January 1, 2006 to March 31, 2011, of which 337 were originals and 
116 were copies. Of these, the timber acquired through 3 J 0 outstanding timber purchase 
contracts remained in the Company's books as at December 31, 2010 (consisting of 304 
originals and 6 copies of contracts). 

• 579 BVI Entrusted Sale Agreements by which BVIs sold standing timber for the period 
from January 1, 2006 to March 31, 2011, of which all were copies, see Section V.C.14. 

• Documents:among BVIs, Als or parties related to Als and BVI Suppliers recording set
off payments between the AI parties and BVI Suppliers on behalf of the BVIs for each 
timber purchase transaction. See Section V.C.14 below. · 
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• 209 (196 originals and 13 copies) forestry bureau confirmations. The confirmations are 
on letterheads with forestry bureau names and feature Chops that indicate that they had 
been issued by the corresponding forestry bureau from 49 different forestry bureaus for 
BVI standing timber acquired from the third fiscal quarter of 2008 onward. 181 originals 
and 13 copies cover timber acquired before 2011 and the remaining cover timber 
acquired from January 1, 2011 unti I March 31, 2011. 

• No originals or copies of Plantation Rights Certificates regarding BVI timber supply 
transactions, either in the name of the Company or other parties who previously owned 
the standing timber, were available to the IC Advisors. (Forestry bureaus visited 
generally advised that Plantation Rights Certificates are not available for standing timber 
only, and in one jurisdiction, are not available at all.) 

• For the second fisc a] quartet· of 2011, 10 original B VI timber purchase contracts and set
off documents corresponding to each (set-off documents are discussed in Section V.C.15 
below). No corresponding forestry bureau confirmations for these transactions were 
available. (Management advised that the Company has developed a new form of forestry 
bureau confirmation which it intends to obtain.) 

The Company organized data including extensive spreadsheets listing: 

• Detailed BVI timber assets spreadsheet tracking detailed information from 2006 to the 
first fiscal quarter of 2011 on BVI timber acquisitions and dispositions including 
information on contract number, buyer, seller, transaction dates and hectares moving; 

• For the second fiscal quarter of 2011, BVI timber acquisitions and disposals including 
information on contract number, buyer, seller, transaction dates, hectares moving and set~ 
off arrangements; 

• Detai1ed BVI timber asset inventory information as of December 31, 2010 showing 
detailed flow chart of the asset inventory, a list of plantation timber holding amounts 
shown on the Company's balance sheet in the.2010 Financial Statements; 

• Detailed BVI timber revenue information across a wide range of data points including 
contract tracking numbers, tree type, location, yield, margins by a number of measures, 
cost and maintenance costs; 

• EmaiJ reviews, interviews with forestry bureaus, Als/Suppliers and Management and 
other reviews as noted in Schedule IV; and 

• The MW Report and the Management MW Response. 

The IC observed that the Company possesses extensive and elaborate documentation with 
respect to its stated BVI standing timber purchases and standing timber sales. 
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2. BVI Standing Timber Purchase Contracts Reviewed 

The IC has reviewed 337 original contracts and 116 copies of contracts for the purchase of 
standing timber by BVIs for the period of 2006 to the first fiscal qua11er of 2011, of which 304 
original contracts (452,959 Ha.) and 6 copies of contracts (13,667 Ha.) were for the standing 
timber held as at December 31,2010. 

Through timber purchase contracts, the BVIs acquire contractual and other rights from the 
Supplier or if the Supplier is properly acting as authorized agent of the underlying owner, then 
from such underlying owner, to standing timber purchased by them under such contracts. In the 
case of BVI standing timber purchases, the Company does not concul1'ently lease or obtain 
plantation land use rights. 

3. Asset Reconciliation and Tie-in to 2010 Financial Statements 

Management provided a detailed reconciliation of the contract purchase prices and amount of 
hectares shown in the BVI standing timber contracts to the BVI standing timber book value in 
the 2010 Financial Statements and the Ha. disclosure in the 2010 AIF. The JC reviewed and 
discussed this reconciliation (which was filed with the OSC) at length with Management. It 
contained a listing of BVI timber purchase contracts and purchase prices which the IC Advisors 
reviewed against the actual contracts. The IC is satisfied that the aggregate purchase prices 
shown in the BVI timber purchase contracts that SF indicated it held at December 31, 2010 
reconcile to the book value ofBVJ standing timber assets of$2.476 billion as recorded as part of 
the total timber holding shown on the 2010 Financial Statements. The BVJ holdings of 466,826 
Ha. of standing timber disclosed by the Company as at December 31, 2010 also tied-in to the 
hectare amounts contained in the BVI timber purchase contracts reviewed by the JC. 

This is consistent with the Company's public disclosure reviewed by the IC. Such management 
reconciliation also contained consolidated information for WFOE purchased plantation standing 
timber assets and WFOE planted plantation assets at a corporate level. 

4. Form of BVI Timber Pu1·chase Contract 

The BVI timber purchase contracts are the previously discussed "specific purchase contracts". 
They are signed between the BVJ and Counterparties (i.e. Suppliers). Not every BVI timber 
purchase contract is signed with a MFA Counterparty. All are written in Chinese and mostly 
follow a template fonnat with standard wording, even though they may have varying titles. An 
English translation of an example contmct, together with a summary of the terms, is attached as 
Schedule V.C.4. 

5. BVI Supply Contract Payment Process 

The BVI timber purchase contracts do not specify the manner in which Suppliers are paid. The 
Company discloses in Note 4 to its 2010 Financial Statements that as a result of the accounts 
receivable from the BVI timber purchase contracts being denominated in RMB (which is not 
freely remittable out of China and its conversion is restricted), the majority of accounts 
receivables arising from sales by BVIs of standing timber are realized by the Company 
instructing its Als i.e., customers/debtors, to settle on behalf of the Company the amounts 
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payable by it to Suppliers for further standing timber purchases and other liabilities denominated 
in RMB. For more discussion of set-off arrangements between BVIs and AI, see Section V.C.l5. 

Management advised that no new cash capital had been deployed by SF into the BVIs' standing 
timber operations since 2004. Rather the proceeds of disposition of BVI standing timber sales 
were ge.nerally redeployed to purchase further standing timber supply using the BVI/AI model. 
The IC email review indicated certain emails suggesting payment of certain BVI Supplier 
accounts payable were made by an offshore subsidiary of a customer and the IC has sought an 
explanation thereof from Management. Management's explanation is set out in Section VI.B.l, 
below. 

6. Timber Rights Diligence Process 

(a) Company Surveys 

Each BVI timber purchase contract had an accompanying Forest Resource Survey Report 
("Survey Repot•t") which provides a general introduction of the county where the forest 
resources contemplated by the survey are located. The IC considered such surveys in connection 
with the asset verification process. The Survey Report also sets out the general geographic 
location of the county (including the longitude/latitude coordinates) and describes its natural 
conditions, total plantation land area, forest covering rate, timber reserves, tree types, tree details 
such as· average height, diameter, density, transport conditions, and social and economic 
conditions. The Survey Report generally describes the verification method used and sets out the 
verification results of plantation area (mu), total number of compartments and sub-compartments 
that compose the plantation, and timber reserves (cubic meters). Although the reference numbers 
of compartments are included, no centralized system which connects compartments to the 
location of specific plantations is available to the IC and other location data that would be 
required to identify specific .locations ofthe plantations is general in nature. 

The Survey Reports for the BVI timber purchase contracts are almost exclusively produced by 
one survey company called Survey Co #1. The use of one company has raised concerns by the 
OSC. Management has provided an explanation as to its use of the surveys. See Section G of 
Schedule IX. 

Management explained that the Survey Report was part of the due diligence process to determine 
suitability for acquisition and not a valuation or cash flow analysis. Management indicates in its 
diligence process summary that it also conducts an internal investment return analysis. The 
technicai data, however, set out in the Survey Report were factors in the pricing of the timber. 
The most important factor is the volume of timber given that, on the basis of price per cubic 
metre of timber, the BVI timber purchase contracts are almost always priced in accordance with 
MFA pricing. 

Management has explained that it reviews maps that allow them to locate the properties but does 
not retain them. The IC has not been able to verify this explanation and notes the Plantation 
Rights Certificates in the Company's possession in respect of WFOE timber transactions have 
detailed location descriptions. The IC Advisors were able to verify that most Mandra and SW 
purchase contracts have attached to them either a map or a description of boundaries or both. It is 
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not clear to the IC Advisors how the Company would be able to identify the relevant areas of 
timber purchased by the BVIs at the time of sale or harvesting. 

(b) Standing Timber Chain of Title Diligence 

The IC initially considered and rejected a process of tmcing the Company's title back through 
the chain of supply to the holder of a Plantation Rights Certificate in favour of a forestry bureau 
confl1mation process. The issue was revisited in light of the delays related to obtaining new 
confltm~tions, information that emerged about the nature of the confirmations and the OSC 
request for BVI timber purchase contract attachments. 

None of the BVI timber purchase contracts 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 f01m of BVI timber purchase contract 
employed by the Company. The OSC expressed grave concerns as to such absence and surmised 
in its discussions with the IC that such absence is per se evidence of fraud. The IC disagrees with 
this proposition and has indicated that to the OSC. While there is little question possession of 
such documentation would provide significant evidentiary comfort that the representations of the 
Suppliers in the BVI timber purchase contracts were accurate, the IC believes that their absence 
is evidence of Chinese forestry practices, weak internal diligence practices and weak document 
retention practices rather than anything else. 

The t·esponse of Management to the MW Report indicated as part of a comprehensive diligence 
review process for timber purchases that the Company reviewed underlying Plantation Rights 
Certificates iftimbet· was purchased directly from the plantation right land owner. If the supply 
of the timber was through a Supplier who owned the rights, Management indicated the 
underlying contract by which such Supplier purchased the timber and, if available, the Plantation 
Rights Certificate of the underlying owner of that property, were reviewed. A complete set of the 
steps that Management indicated in its response that it followed is set out in Schedule V.C.6.(b). 

Ms. Xu Ni (Head of Legal) relayed from Mr. Ip that the operations department reviewed 
Plantation Rights Certificates and village resolutions as part of the Company's diligence review 
process but that copies of such documents were not maintained. The reluctance by Suppliers to 
pmvide the underlying documents was confirmed during the various visits by the IC Advisors. 

IC Advisors, in its e-mail review in August found a detailed SP diligence checklist from 2008. 
SP is a holding company for many non-Mandra SF WFOE companies that also purchase and sell 
standing timber. The diligence checklist stipulates that legal chain of title documentation is to be 
reviewed as part of the purchase of standing timber. Although the timber purchase process is 
conceptually the same for a WFOE as a BVI (although payment procedures are different), the 
document does not specify that the outlined diligence process is applicable to purchases by the 
BVI group. No similarly detailed document specifically addressed BVIs. An accounting flow 
diligence checklist for the BVI purchases indicates that Messrs. Chan and Ip were closely 
involved in BVI purchase planning and in approving individual purchases at several stages 
including selecting the BVI to make such purchases. 
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In response to a detailed OSC request, Management provided an updated report on its diligence 
process that evolved from pt·ior explanations. Management indicated that when buying from a 
Supplier who was authorized by the original owner, it did not view Plantation Rights Certificates 
and may only view parts but not all of the underlying contract relevant to its purchase. Further, 
when buying from a Supplier who purchased from another Supplier, Management indicated that 
it relies upon Supplier representations without viewing underlying contracts m· Plantation Rights 
Certificates. Management indicated that they may nmdomly check villagers' authorizations. No 
evidenc·e was produced to support the Management explanation. 

Management also indicated in its response to the OSC that it had visited certain forestry bureaus 
to view the history of the area in which timber is purchased and advised of SF's intention to 
purchase. It is unclear to the IC the extent and nature of the diligence that Management could 
have undertaken at forestry bureaus. The IC interviews with forestry bureaus indicate none 
maintained any records of standing timber-only transfer transactions, although most 
acknowledged they had issued Plantation Rights Certificates for land ownership. 

In the course of assisting the Company to inspect specific transaction documents in connection 
with the 2011 second fiscal quarter report, it became apparent to the IC Advisors that the BVI 
timber purchase contracts and BVI timber sale contracts for the 2011 second fiscal quarter were 
only documented at quarter end. No forestry bureau confit·mations were obtained in the second 
fiscal quarter of 2011. (Management advised that the Company has developed a new form of 
forestry bureau confirmation, which it intends to obtain.) Forestry bureau confirmations in 
respect of the 20 ll first fiscal quarter purchases and the related BVI purchase contracts were 
provided to the IC Advisors in June 2011 for review. 

The IC requested on a number of occasions commencing in late July that Management seek 
copies of the attachments to the BVI purchase contracts from the Suppliers. The Company 
provided copies of correspondence dated September 20, 2011 in which it made requests for the 
infonnation but has advised that none has been forthcoming. In advance of and at each Supplier 
interview, requests for .documentation including the attachments to BVI timber purchase 
contracts were made but no pertinent documents were produced by any BVI Supplier even 
though some BVI Suppliers undertook at various points to provide them. 

7. Plantation Rights Certificates Not Generally Available for Standing Timber 
Alone 

As noted above, under Chinese national forestry law (see Section III.A), Plantation Rights 
Certificates, a document evidencing ownership issued by governments in China (through local 
forestry bureaus), should theoreticaiJy be available fm· standing timber. 

As noted above, the BVI standing timbet· contmcts contemplate either a Plantation Rights 
Certificate or other valid ownership certification being held by the Counterpatty or the original 
owner of the Counterparty in assisting the BVI in registering ownership of timber. 

However, Management indicates that in practice it is not able to obtain Plantation Rights 
Certificates for standing timbel' purchases when no land transfel' rights are transferred. Nine 
forestry bureaus visited by the IC generally advised that Plantation Rights Certificate's were not 
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available to a holder of interests in standing timber only. Very recently, one official at one 
forestry bureau suggested that Plantation Rights Certificates may be avai !able for standing timber 
alone. However, he advised that the forestt')' bm·eau had never issued such a certificate. This 
suggestion is also inconsistent with all of the other infonnation received by the IC in respect of 
BVI standing timber and the availability of such Plantation Rights Certificates has not been 
tested. 

While this is not definitive evidence that Plantation Rights Certificates are not available 
anywhere in China fm· standing timber alone, the IC has concluded that proof of ownership of 
standing timber through possession by SF of a Plantation Rights Certificate for standing timber 
interests alone is not currently available in the jurisdictions in which SF has been conducting 
business. 

8. Forestry Bureau Confirmations 

(a) Existing Confitmations 

The IC is satisfied that it is not yet possible to obtain Plantation Rights Certificates for standing 
timber alone in most, if not all jurisdictions in which the Company is doing business. 

Management indicated that, in the absence of Plantation Rights Cetiificates, it has sought further 
acknowledgements from relevant forestry bureaus in the form of "confirmations, that it has 
rights in the timber. The Company has previously obtained legal opinions from the Chinese law 
firm of Jingtian & Gongcheng regarding the issuance of such confirmations. Accot·ding to the 
legal opinions, if in a particular locality the work of registel'ing plantation rights and issuing the 
new format of Plantation Rights Cetiificates has been delayed, and it is not possible to obtain the 
old form of Plantation Rights Certificates, and the BVI needs to prove the legality of its 
plantation rights to a third party, the BVI may apply to the competent department in charge of 
forestry administration at county level or above where the timber is located for the issuance of a 
"cetiification letter or confirmation letter" to prove the lawfull'ights that the BVI holds over the 
timber, and in such a case, such a certification letter or confirmation letter may be seen as valid 
proof that the BVI has the right to own the timber. Management has advised that they relied upon 
such opinions and also believe that these confinnations provide additional comf01't in the event 
of any dispute. 

The Company provided and the IC reviewed 196 originals and 13 copies of existing 
confirmations for the period of 2006 to the first fiscal quarter of 2011 in the possession of the 
Company, of which 181 ol'iginals (452,958 Ha.) and 6 copies (13,868 Ha.) compl'ising all of the 
466,826 Ha. ofthe.Company's disclosed BVI standing timber holdings as at December 31,2010. 

The BVI confinnations were in the form prepared by SF outside counsel and all were printed on 
letterheads with fot·estt')' bureau names and featured Chops that indicate that they had been issued 
by the con-esponding forestry bureau. The confinnations reviewed are substantially of the same 
standard f01m, which include the following key terms: 

• forestry bureau confirms that it has reviewed the BVI timber purchase contract before 
issuing such confitmations; 
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• forestry bureau approves the contract arrangement under which timber is transferred to 
the BVIs; 

• forestry bureau agrees to issue Plantation Rights Certificates to the BVIs and register its 
timber ownership according to the schedule of municipal or city government 
implementation for Plantation Rights Certificates; and 

• forestry bureaus confirm that subject to applicable laws the BVI is entitled to harvest, 
transport and sell the timber once the timbe1· grows to full size. 

Attached to each confirmation is a chart setting out the timber stipulated in the corresponding 
BVI timber purchase contracts. Because SP WFOEs also obtain confirmations for both standing 
timber and leases, the woi'ding of SP WFOE confirmations is different. 

Further, it is apparent from documentation found in email searches that the Company, at least in 
some instances, prepared the actual forestry bureau confirmations on notional forestry bureau 
letterhead on which a forestry bureau Chop was then obtained. Management explained that it 
created the notional letteL·head copies, as the issue of the confirmation was not a statutory or 
mandated action, but rather a favour to assist the activities of the Company. Accordingly, they 
had to arrange all the logistics to obtain the confitmation. The IC Advisors did not find any 
evidence, through its email searches or otherwise, ofthe Company having falsified the Chop on 
forestry bureau confirmations. · 

There are .indications in emails and in interviews with Suppliers that gifts or cash payments at·e 
made to forestry bureaus and forestry bureau officials. The reasons are not clear although two 
Suppliers noted benefits were provided for the issuance of confirmations. 

Affi1mations of existing confirmations were not initially sought by the IC fOI' the reasons set out 
below. Eventually certain affirmations were sought and the results are described under Section 
V.C.9- "Summary Outcome of Forestry Bureau Visits" below. 

(b) New Form of Forestry Bureau Confirmations sought by the IC 

After input from Management, the IC concluded that it would be disruptive to SF's forestry 
bureau relations to reconfirm the existing confirmations. A new form of confirmation with a 
more limited scope (i.e. did not address issues such as transportation, harvesting, and sale, as SF 
did not have these rights) was agreed upon with Management and sought from forestry bureaus. 
It is attached as Schedule V.C.8.(b). 

The IC Adviso1·s determined that it was appropriate to initially focus on BVI forestry assets in 
Yunnan Province in its asset verification process because Yunnan was the focus of the Muddy 
Waters allegations pertaining to the Company's plantation assets, and the vast majority of the 
Company's book value and net income resides in the BVI standing timber business. Yunnan 
Province represented 186,700 Ha. of the Company's total plantation assets as at December 31, 
2010 and 201,673 Ha. as at March31, 2011. The IC Advisors conducted an analysis to select 
forestry bureaus at which new continuations would be sought. Management arranged visits at 
each of the forestry bureaus, with the exception of Yunnan FB#8 which was originally selected 
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by the IC Advisors but not yet visited. This focus was later broadened to include BVI forestry 
assets elsewhere and WFOE forestry assets both Mandra WFOEs and non-Mandra WFOEs. 

9. Summary Outcome of Forestry Bureau Visits 

The IC Advisors attended meetings with ten forestt·y bureaus or associated bodies between July 7 
and November 12, 2011. The process by which meetings were arranged and the scheduling of 
those meetings took substantially longer than expected by the IC. Management explained that 
these delays were due to local holidays, changes in officials, personal holidays of officials, 
official forestry bureau requirement for background survey diligence and the adverse publicity 
surrounding SF, and conflicting demands on Management's time involved in both assisting the 
IC and conducting the Company's business. 

The forestry bureaus responsible for Plantation Rights Certificates and from whom the Company 
has confirmations are located in the areas in which the Company assets are located, and visits to 
such locations involved significant time and travel, including multiple modes of transportation, 
often to somewhat remote locations in southern China. 

The IC, on the advice of Management as to the importance of its forestry bureau relationships 
and on the advice of the IC Advisors that some form of introduction from the Company was a 
necessity, had Management arrange all of the visits and follow-up. The IC had little visibility 
into that process. Management attended and participated in all the forestry bureau meetings. 
There was sometimes disagreement with Mana,gement as to the tenor and findings of the 
meetings. The details of the IC process around the forestry bureau meetings is set out in Part IV. 
The status and results of these meetings to date are set out in narrative format below and a table 
in Schedule V.C.9.1. Summaries of the meetings with forestry bureau officials at the individual 
forestry bureaus are provided in Schedule V.C.9.2 and more complete notes ofthe interviews are 
available to the Board for its confidential review. 

New confirmations rep1·esenting a total of 54,781 Ha. ofBVI standing timber we1·e issued by two 
forestry bureaus from Yunnan selected by the IC Advisors (Yunnan FB#9 (14,433 Ha.) under 
Yunnan FB#6 (40,348 Ha.)). The visit to the Yunnan FB#2 resulted from the advice of the 
Yunnan FB#1 that it would not be able to issue a confirmation but that underlying county 
forestry bureaus may do ~o. 

Two new confirmations representing a total of75,892.71 Ha. ofBVI standing timber were issued 
by two organizations related to forestry bureaus selected by Management. These were Hunan 
Forestry Entity #1 in Hunan Pl'Ovince (60,696.88 Ha.) and Yunnan Forestry Entity #l in Yunnan 
Province (15, 195.83 Ha.). The IC understands that these organizations are sponsored by the 
Hunan FB#2 and Yunnan FB#7, respectively. 

Each of the four new confirmations varied from the form of confinnation agreed upon by SF's 
in-house counsel and the IC Advisors. Some of the material differences between the old 
confirmations and the new confirmations include the following: 

• The new confirmations only state that SF BVIs have contractual rights and do not discuss 
other ownership characteristics. 

367



-44-

• The Hunan Forestry Entity #1 issued a new confirmation ("Hunan Forestry Entity #1 
Confirmation") conesponding to 60,696.88 Ha. 14 which states that standing timbet· 
transactions comply with national and provincial laws, regulations and policies and such 
contracts are lawful and effective. 

• The three Yunnan confirmations confirm the contract and Ha. information set out in the 
table of plantation rights as well as confinn that the BVI standing timber purchase 
contracts are lawful and effective. 

There were indetenninate outcomes fmm several forestry bureau visits as follows: 

• One foresti'y bureau in Yunnan Province (Yunnan FB#4) agreed to issue a new 
confit•mation during the IC Advisors' visit subject to its completion of cet1ain due 
diligence exercises, which it indicated would take approximately one month to complete 
from July 22, 2011. As of the date of this repot1, the new confirmation has not been 
received. 

• Two forestry bureaus in Yunnan Province Yunnan FB#3 and Yunnan FB#5) declined to 
issue new confirmations relating to a total area of 95,550 Ha., as at December 31, 20 l 0 or 
121,062 Ha. as at March 31, 2011, referl'ing the IC to. the county level forestry bureau 
within that area. Management later advised that the forestry bureaus were willing to issue 
the confirmations· after conducting some due diligence. As of the date of this repm1, new 
confirmations from these two fot·estry bureaus have not been t•eceived. In the case of the 
Yunnan FB#S, M_anagement an·anged for the issuance of the confirmation in relation to 
Yunnan Forestry Entity #1 as noted above. 

Existing confirmations representing a total of 90,905 Ha. of BVI standing timber were 
acknowledged by two forestry bureaus as having been issued by that forestry bureau. The 
reconfirmation process was subject to certain caveats noted below, including that Management 
selected the forestry bureaus at which reconfirmations were sought. A brief description of the 
two visits follows below: 

• One forestry bureau in Hunan Province (Hunan FB#l) affirmed the issuance of certain 
samples of confirmations pl'ior to the MW Report corresponding to BVI plantations with 
a total area of 13,845 Ha. as at December 31,2010. At the forestry bureau meeting, the 
party to whom Management intmduced the IC Advisors affirmed the authenticity of the 
confirmation. Subsequent to the meeting, the IC Advisors determined that the person was 
a recently reti1·ed former vice-chief who had been briefly on the SF payroll after the 
announcement of his retirement, receiving a monthly consulting fee. Management 
provided evidence of the an·angement and of termination of employment. 

• One forestry bureau in Guangxi Province (Guangxi FB#l) affirmed the issuance of 
certain confirmations corresponding to BVI plantations with a total area of 77,060 Ha. as 
at December 31, 2010. A single officral attended the meeting. 

14 The hectarage of 60,696.88 Ha. differs from the total shown on the Hunan Forestry Entity #I Confirmation, 
which shows 60,707 Ha. The difference appears to arise from an arithmetic el1'01', 
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The new confirmations and acknowledged existing confirmations also cover certain WPOE 
standing timber assets and these are detailed under Section V.3.(d). Other infonnation obtained 
from forestry bureaus: 

• The level of transparency as to the nature of the diligence undertaken in issuing new 
confirmations or examining and reconfirming existing confirmations did vary, ranging 
from confil'mation of an extensive review of underlying documentation (including 
confirmation of discussion of the underlying Suppliers and the review of such Suppliers' 
rights, including underlying Plantation Rights Certificates in the names of Suppliers) to 
no indication as to the methodology by which (or if) diligence was undertaken prior to 
the issuance of a confitmation. 

• The interviews indicate that forestry bureaus have varying levels of completion in 
different Provinces with respect to the issuance of Plantation Rights Certificates to village 
collectives and other parties residing in the relevant area. All forestry bureaus visited by 
the IC Advisors in Yunnan Province and one in Hunan Province claimed to have issued 
Plantation Rights Certificates in respect of all plantations under their jurisdiction. In the 
case of the only forestry bureau visited in Guangxi, the IC Advisors were told that not 
many Plantation Rights Certificates (less than 3% in terms of plantation area) had been 
issued by it. The IC inquired about the ability to review Plantation Rights Certificate 
registries that are ostensibly available to the public. In some instances, it was indicated 
that no Plantation Rights Certificate registry exists. At other times, it was indicated that 
the Plantation Rights Certificate registry existed, but could not be reviewed or was kept at 
the county level rather than the city level. A variety of other reasons were provided as to 
why the Plantation Rights Certificate registry could not be seen at the time of the visit. 

• All of the forestry bureaus acknowledge the activity of SF in their jurisdiction. A number 
expressly indicated that foreign offshore companies were not entitled to obtain Plantation 
Rights Certificates; but most expressly acknowledge that a foreign company was able to 
buy timber and sell timber. 

• It was also clear that the forestry bureaus were of the view that the only means to 
establish legal rights with respect to the sale of standing timber alone was through 
contract. 

• A number of the forestry bureaus indicated they had active relationships with SF and 
were aware of its activities as a buyer. In two instances the forestry bureau confirmed that 
SF was the largest owner of plantation forest areas within their jurisdiction. 

• During the Hunan FB#2 visit, the party with whom the IC Advisors met advised that a 
specific vice-chief of the forestry bureau had been assigned to work closely with SF and 
that whilst he still drew a basic sa]ary from the forestry bureau he also acted as a 
consultant to SF to assist SF in conducting its business. The IC Advisors were told that 
this arrangement had been in place for several years and a similar arrangement was in 
place between another forestry company and the forestry bureau at the direction of the 
local government. IC Advisors have confirmed that according to the Company's records 

369



~ 46 ~ 

the vice~chief has appeared on the payroll since January 2007 with a monthly payment of 
RMB 15,000 which is likely to be significant compared with his forestry bureau salary. 

• The IC Advisors were informed by one of the forestry bureaus (Yunnan FB#2) that the 
harvest of plantations belonging to SF in that county is very difficult, if not impossible, to 
be approved since the forest of that county is located in the "Natural Forest Preservation 
Zone". The forestry bureau also indicated that there could be a few exceptions, namely 
the "Middle or Lower Output Forest Replanting Scheme". It is not apparent whether 
standing timber purchased by SF qualified as "Middle or Lowet· Output Forest". 

10. Introduction to Supplier and AI Interviews 

The IC Advisors have attended meetings with Suppliers and Als between September 22, 2011 
and October 25, 2011. The IC concluded that the only means by which Supplier and AI 
interviews could be ananged was through Management. Much delay was encountered in 
ananging such meetings; in part, Management advised, due to concerns about confidentiality and 
in part due to the notoriety ofthematter, particularly after the OSC announced the CTO. Certain 
limited assurances were eventually provided by the OSC. All such meetings were also attended 
by Management with the concurrence ofthe IC. Apart from an initial meeting with Supplier #I 
at the request of Management and the concurrence of the IC, the interviews were led by the 
Company's counsel, BJ. 

The purpose of these meetings was to obtain information relevant to certain allegations made by 
Muddy Waters- specifically ownership of timber, the genuineness of the BVI purchase and sale 
transactions and aHegations of related party t•elationships. 

The IC Advisors established and pmvided an interview protocol, a detailed sample of 
transactions and a list of specific documents to SF which the IC Advisors understand were 
provided to Suppliers/Ais in advanceofthe meetings. 

The IC Advisors created a detailed set of questions to be asked by BJ at these meetings. The IC 
Advisors were provided with additional questions from the OSC to be asked by BJ at these 
interviews. The IC Advisors posed some additional questions at the meeting. 

The interviewees declined to show any evidence of financial transactions, notwithstanding the 
request provided to them. The reasons given for not producing financial documents included 
avoiding scrutiny regarding tax, media exposure, and that SF should have copies of certain of the 
same documents. 

The 1imited sample documents provided by certain ofthe interviewees such as Plantation Rights 
Certificates and villager's resolutions wet·e not the documents requested in the interview protocol 
and could not be tied back to the sample tran~actions. 

Many of the responses of the interviewees were similar- for example, no financial records were 
given, no copies of documents presented could be taken and the interviewees were not prepared 
to discuss any aspect of any other companies that deal with SF that they control or that appear to 
be in the same corporate group or any transactions with other parties, including any other 
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Suppliers and Ais. The SAIC filings indicate a number of accounts payable and receivable as 
well some minority cross shareholdings amongst Suppliers and Als. 

Members of Management and Supplier/A! employees attended all meetings with the IC Advisors 
but one meet and greet with Supplier# I. 

The IC -and its Advisors are unable to compel the Als and Suppliers to cooperate or to produce 
documents. 

With the exception of the Supplier Supplier #20, none of the meetings took place at the business 
addresses of the Als and Suppliers provided by SF or the registered addresses noted in the 
relevant SAIC filings. 

With respect to Supplier #3, the meeting took place at substantial business premises of what the 
IC Advisors understand to be a Supplier #3-related entity. 

11. Summary of Supplier Interviews 

During September 2011 the IC Advisors interviewed four of nine selected Suppliers (Supplier 
#3, Supplier# 1, Supplier #20 and Supplier# 19). Summaries and detailed notes in respect of each 
visit at·e also available to the Board for its confidential review. 

In preparation for the Supplier interviews the IC Advisors reviewed SAIC filings for the 
Suppliet·s and Ais and identified numerous potential relationships between Ais and BVI 
Suppliers such as payables and receivables amongst them, cross personnel appointments and 
cross minority shareho1dings. This raised questions amongst the IC Advisors as Mr. Allen Chan 
had previously explicitly denied knowledge of any relationships between BVI Suppliers and Als 
or between BVI Suppliers/Als and the Company. Details of these relationships are discussed 
below at Section VI.B. Very recently, Management provided information regarding Ais and 
Suppliers and relationships among the Company and such parties. The IC is reviewing this 
material from Management and intends to report its findings in this regard in itS final report to 
the Board. 

Interviews were held with Supplier #1 and Supplier #3, which are Suppliers to BVIs and 
WFOEs, and Supplier #20 and Supplier #19, which are Suppliers to WFOEs only. Supplier #3 
also purchases logs fi•om the Company's log import trading business segment and is not an AI of 
the plantation fibl'e business as characterized by MW. All of the Suppliers interviewed indicated 
that they did business at arm's length with the Company· and that there were no common 
employees or shareholders between them and the Company. However, three of the four Suppliers 
interviewed confirmed that they had pet·sonnel that were fonner SF employees. These 
relationships are discussed below at Pat1 VI. 

The Supp1iers generally confirmed the levels of business activity between them and the 
Company but none of the Suppliers of BVI timber produced any documentation evidencing 
receipt of funds fi·om the Company's Ais or any other parties or relevant chain of title 
documentation. A few sample documents such as contracts, villagers' resolutions, Plantation 
Rights Certificates and/or confirmations were provided by Supplie1· #1, Supplier #20 and 
Supplier #19. However, apart from the five Supplier/SF contracts provided by Supplier #20 and 
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one contract provided by Supplier #1, none of the supporting documentation provided could be 
reconciled with transactions selected for review by the IC Advisors based on the information 
available on the documents. Nor could this documentation provide assistance in understanding 
movements of funds between these Suppliers and the relevant parties. Some interviewees did 
acknowledge doing business with other Suppliers and/or Als. 

The IC Advisors have also found additional information which suggests connections between 
former SF employees, Suppliers and Als. (see Schedule VI.B.l.l). This infmmation has been 
provided to SF Management for comment. 

Supplier interviews indicated that the Supplier due diligence process for the purchase of timber is 
likely less rigorous than that of the Company. A number ofthe Suppliers advised that they used 
rotating project companies and undeNeported revenue, all with the purpose of minimizing taxes 
payable. Additionally, some Suppliers indicated that they only traded in standing timber and 
avoided applying for Plantation Rights Certificates also in an effmt to minimise tax payable. The 
table in Schedule V.C.ll sets out a summary of the outcome of Supplier and AI visits to date. 

Very recently, Management provided information regarding Als and Suppliers and relationships 
among the Company and such parties. The IC is reviewing this material fi'Om Management and 
intends to report its findings in this regard -in its final repmt to the Board. 

12. Supplie1·s Site Visits 

In addition to the Supplier interviews, the IC instructed the IC Advisors to conduct unannounced 
site visits for a small sample of these companies to verifY their existence at the addresses 
recorded in their SAIC filings, or at an address taken from the Company's records. Certain of 
these visits are described in more detail in Schedules V.C.11. · 

A selection of Suppliers was identified that would enable the IC Advisot·s, where applicable, to 
combine this manner of testing in conjunction with travel to various locations for planned 
Supplier visits, or to visit locations within a travel radius oftwo hours or less of an IC Advisor's 
office. 

During the period from October 18, 2011 to October 20, 2011, the IC Advisors performed site 
visits to the following Suppliers offices based on addresses provided by SF and company 
information included in SAIC filings: 

• Supplier #1 was a supplier to BVIs and WFOEs from 2007 to 2010. Four locations were 
identified in the sun-ounding area. Three of the locations were no longer occupied by 
Supplier #l and the fourth address was incorrect. The IC Advisors were provided with a 
new address from individuals identifying themselves as Supplier #1 personnel. A sign at 
the site indicated that Supplier #1 had offices at this new location. One of the three 
Supplier #f interviews took place at a business location in Chongqing, which appeared to 
involve newly planted forest plantations, although this location was not independently 
identified as being owned by Supplier #I. 
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• Supplier #10 was a supplier to BVIs in 2007 and 2008. Two locations were identified in 
the sun·ounding area. Offices belonging to Supplier #1 0 could not be found at either 
location. 

• Supplier #11 was a supplier to BVIs in 2006 and 2009. Two locations were identified in 
the surrounding area. One address was not sufficiently specific to be located and the 
second address was not a corporate office. 

Results of these site visitS have been summarized in Schedule V .C.11. 

13. BVI Supplier·s General Obser·vations 

A chart showing the Suppliers to the BVIs fmm 2002 through 2011 by volume of transactions is 
attached as Schedule III.C. In that period the BVIs purchased from as few as four Suppliers to as 
many as eight Suppliers in any given year. The length of time the BVIs have dealt with any one 
Supplier has not exceeded four years despite large volumes of transaction. 

(a) Suppliers as Project Companies 

Management has suggested that the use of limited life project companies is not uncommon in 
China. The IC was advised that Mr. Chan undertook to identify the conglomemte structure 
behind these Suppliers in August, 2011. Such information was provided very recently. It 
identifies ce11ain persons as supporting certain of the Suppliers and in many cases the same 
person supporting multiple Suppliers. The IC is reviewing this material from Management and 
intends to report its findings in this regard in its final report to the Board. 

Further, interviews with certain Suppliers have supported the notion that the Suppliers are part of 
a conglomerate. However, such Suppliers have declined to reveal the identity of such entities or 
their backers with a limited exception and that person is one of the people identified by Mr. 
Chan. The SAIC information on the shareholders of the various BVI Suppliers does not point to 
a consistent pattem of direct replacement of successive Suppliers with the same shareholders. 
However the use of nominee shareholders has been alluded to by many of those interviewed so 
the true beneficial ownership of the Suppliers may not be discemable through SAIC filings. 

The MW Report noted in some instances the low capitalization based on SAIC filings and 
unsophisticated offices of some Suppliers. Management's general response to such allegations is 
reproduced in Section V.B.6, "Summary of Findings on MW Allegations on MFA". If certain 
Suppliers are part of a group of companies, the level of capitalization of Suppliers as project 
companies would be less of an issue as they would be supported by their respective parent 
company with greater capital resources. The timing of payments by the Suppliers to undedying 
landholders or other Suppliers and whether such Suppliers utilize SF payments to them in order 
to pay underlying owners or suppliers is not known to the IC. 

(b) Local Knowledge 

Management also suggested that the Company relies heavily on Suppliet·s due to their unique 
local knowledge on contacts necessary to aggregate and sell plantation assets in their respective 
provinces. That appears generally correct for the MFA Counterparties with one exception. Upon 
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reviewing the timber purchase agreements, the IC Advisors observed that several of the 
Suppliers conduct business with the Company in multiple provinces rather than in one specific 
location that would require focused local knowledge. For instance, while Supplier #6 has its head 
office in Jiangsu Province, it has sold timber to the BVIs in five different provinces including 
Guangxi, Guizhou, Heilongjiang, Hunan and Yunnan. 

(c) Payments to Suppliers 

The IC Advisors found limited anecdotal evidence in an email in the Company records that 
suggested the Supplier mark-up on two contracts was in the range of 158% to 170%. 

Payments to BVI Suppliers occur by way of set-off from Company customers. These are all 
documented by set~off documents although the Suppliers and Als .interviewed declined to 
provide 'the IC Advisors with any independent evidence of movement of funds evidencing 

· payments. The basis for the price paid to Suppliers by the Company has not been determined 
although all the Suppliers interviewed and Management maintain the relationship between the 
Company and Suppliers is at arm's length and all pricing on market terms. 

Very recently, Management provided the IC Advisors with information that it indicated 
supported that MFAs were priced at then market prices for the regions to which such MFAs 
applied. Such information has not been reviewed by the IC Advisors or independently verified. 

14. BVI Standing Timber Sales Contract Reviewed 

(a) Contract Review 

The IC also reviewed 579 copies of contracts for the sale of BVI standing timber for the period 
of 2006 to the first quarter of 2011, of which 167 sales contracts with an aggregate sale price of 
approximately $1.327 billion related to sales in 2010. As described below, these 2010 sales 
contracts have been reconciled to the revenue of $1.327 billion in respect of the sale of BVI 
standing timber recorded on the 2010 Financial Statements. 

(b) BVI Standing Timber Revenue Reconciliation 

The IC Advisors established procedures to assist the IC in determining the facts related to 
revenue reconciliation issues. The IC Advisors have performed the following procedures to date: 

• Obtained understanding of revenue streams and revenue recognition policies as applied 
by SF across its operating segments; and 

• Obtained a listing of all transactions and, for standing timber, related purchase and sales 
agreements, and have tied revenue reported in the 2010 Financial Statements for BVI 
timber sales to the sales prices shown in the underlying BVI timber sales contracts. 

15. Terms of BVI Timber Sale Agreements 

As disclosed in the 2010 Annual Report, the BVIs sell standing timber through Entrusted Sale 
Agreements. These are contracts signed between the BVIs and the Ais. The IC reviewed 579 
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BVI Entmsted Sale Agreements by which BVIs sold standing timber for the period from 
January 1, 2006 to March 31, 2011, of which all were copies. All at·e written in Chinese and 
mostly follow a template format with standard wording. These agreements are also referred to as 
"AI Agreements". The IC Advisors observed the following regarding such contacts: 

(a) Agency vs. Principal Transactions 

The Ais are Chinese incorporated companies that engage in timber trading. In the preamble to 
the Entrusted Sale Agreements, it is stipulated that the BVI "entrusts" the AI to sell the standing 
timber on its behalf. Ais are sometimes described by SF as "selling agents". 

Under a typical Entrusted Sale Agreement, the AI is entrusted by the BVI to sell the BVIs 
standing timber assets located in China on its behalf. Notwithstanding its stated role as an 
"agent", the Entrusted Sale Agreements stipulate that the AI is itself directly liable for paying 
SF. That is, the AI's obligation to make payment to SF is not conditional upon the AI on-selling 
the standing timber to its customers. The AI does not receive any commission or fee from SF. It 
appears in reality that the Entrusted Sale Agreements are pdncipal-to-principal contracts and do 
not appear to involve an actual "agency" arrangement. During meetings with Als in September 
and October 2011, representatives from the Als confirmed to the IC Advisors that they do not act 
as "agents" for SF and are responsible for finding their own customers. The IC understands that 
Management has treated the BVI sales transactions as being complete upon the sale to the Ais 
for revenue recognition process. 

(b) Payment through Set-Off 

Payment terms may vary but typically involve payment of 20% of the total sale price within 60 
days of signing the Entmsted Sale Agreement, an additional 40% within 150 days, and the 
balance within 270 days of signing. Upon signing, the AI has full powers and rights to dispose of 
and handle the standing timber, and simultaneously, all risks in the standing timber pass to the 
AI. This confirms that the Enttusted Sale Agreements do not involve an agency arrangement. 

In practice, proceeds from the Entrusted Sale Agt·eements are not paid to SF but are held by the 
Ais as instructed by SF and subsequently used to pay for further purchases of standing timber by 
the same or other· BVIs. The Als will continue to hold these proceeds until the Company 
instructs the Als to use these proceeds to pay for new BVI standing timber purchases. No 
proceeds are dit'ectly paid to the Company, either onshore or offshore. 

When an AI makes payment for a new BVI standing timber purchase, the funds used to make 
payment may ol'iginate from the pt·oceeds of multiple Entrusted Sale Agreements. However, the 
Company's accounting records show that any set-off payments made by an AI are deemed to 
contribute to either the partial or complete settlement of the account or accounts receivable from 
an AI in the books of a BVI that is earliest in time. That is, the accounts receivable from any one 
particular AI in the books of a BVI are always settled in chronological order while any one 
account receivable may be settled through one or more set-off payments by the AI for new BVI 
standing timber purchases. Examination of the accounting records of the Company indicate that 
most Ais with regular entrusted sales transactions with the Company will at any one time have 
multiple accounts payably to the Company. 
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Further, the BVI on whose behalf an AI holds proceeds from an Entrusted Sale Agreement may 
request that AI to use those held pmceeds to pay for a new standing timber purchase by a 
different BVI. For example, the BVI Suri-Wood Inc. entered into 131 standing timber purchase 
transactions from 2006 to 2008 but has had none since. Proceeds from the sales of standing 
timber purchased through these 131 standing timber purchase transactions have been used to pay 
for new standing timber purchase transactions by ] 8 new BVIs established from 2009 onwards, 
including Amplemax Worldwide, Ace Supreme and Glory Billion International. The 18 new 
BVIs have yet to have any sales. 

In this way, proceeds from the Company's BVI timber sales have been re-invested on behalf of 
SF to expand its asset base in China. This re-investment of the proceeds from standing timber 
sales by the BVI is confirmed in Note 4 to the Company's audited financial statements set out in 
the 2010 Annual Report. SF refers to such arrangements as "set-off arrangements''. 

(c) Set-offDocuments 

Set-off arrangements are not stipulated in the Entrusted Sale Agreements themselves but rather 
are stipulated in separate documents which SF refers to as "Set-off Documents". The set-off 
documents are organized into sets and use standard wording and formatting, with each set 
containing the following documents: 

• written instructions from a BVI with accounts receivable from an AI for that AI to make 
payment to a particular Supplier as payment for a new timber purchase by that same BVI 
or another BVL These written instructions feature the name of the BVI at the top and are 
dated, signed and stamped and set out the amount to be paid; 

• written notification from SF to the Supplier that payment is being made through the AI 
via set-off on behalf of the purchasing BVI. This written notification features the name of 
the BVI at the top and is dated, signed and stamped and set out the amount to be paid; 

• written confirmation from the AI that payment has been made to the Supplier as 
requested by the instructing BVI. This written confirmation features the name of the AI 
and is undated and stamped and sets out the amount and date of payment; and 

• written confirmation from the Supplier to the instructing BVI and paying AI that payment 
has been received from the AI. This written confirmation features the name of the 
Supplier and is dated stamped and sets out the amount and date of payment received. 

The set-off documents are only produced and stamped after the Company enters into a new BVI 
Timber Purchase Contract and therefore reflect the payment of the consideration for this new 
BVI Timber Purchase Contract using proceeds from earlier Entrusted Sale Contracts held by the 
Als on behalf of the Company. The set-off documents do not explicitly relate to any particular 
Entrusted Sale Contract and are not a record of BVI sales transactions. Apart from the Entrusted 
Sale Contract itself, and until set-off documents are produced pursuant to a new BVI timber 
purchase, there is no other document produced dealing with payment or settlement of B VI timber 
sales. 
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The IC ·Advisors have received copies of the Set-off Documents related to all the BVI standing 
timber purchase transactions between the first fiscal quarter of 2006 and the first fiscal quarter of 
2011. However, the IC Advisors have not been provided with any documents showing 
movement of money to confitm that such set-off an·angements have been carded out. During 
meetings of the IC Advisors with Ais and Suppliers, representatives from the Ais and Suppliers 
declined to produce such documents showing movements of money. Common reasons cited for 
declining to produce documents included "tax reasons'' and sensitivity towards the MW 
allegations and the resultant publicity. Further, some Als visited stated that they may not in fact 
make payment themselves as instructed by SF but would instead arrange for other parties 
("fourth parties") to make payment on their behalf. Those fourth patties may then instruct 
"fifth" or "sixth" patties to make payment. 

In this situation, the Suppliers receiving payment will sometimes instruct its own "fourth" parties 
to receive payment on its behalf. All the Als interviewed stated that these fomth patties are 
unrelated to SF. A common reason cited to explain the use of such expanding set-offs was for tax 
reasons but all Ais declined to discuss exactly how such use of fourth parties reduce taxes 
payable. During the meeting with· Supplier #l, its legal representative explicitly stated that it 
would always instruct another party to t·eceive payment from the Als on its behalf. Reasons 
given for this arrangement included tax minimization and the fact that Supplier #I did not have 
tmnsactions with the Als and therefore would be unable to account for the receipt of payment 
fi:om the Als. 

(d) Tax Arrangements 

The Entrusted Sale Agreement expressly provides that all taxes and fees that are to be bome by 
the BVI are to be withheld and paid by the AI to the appropriate tax bureau on behalf of the BVI. 
However, SF has not .provided any documents to the IC Advisors showing that the Als had in 
fact paid tax on behalf of any BVIs. Management has advised that they have not requested 
confirmations from the Als with respect to payment of taxes. The Ais also declined to produce 
any such documents during meetings although severa'i confirmed that they made such payments. 
Others either declined to discuss the issue of paying tax on behalf of SF or indicated that they 
were not aware of the details of whether tax is paid. The Company has t·ecorded in its audited 
balance sheet as at December 31, 2010 a provision of approximately $160 million in respect of 
any contingent liability it may have with respect to these tax liabilities. 

(e) Harvesting Timber 

All the Entrusted Sale Agreements impose an obligation on the AI to return the plantation land 
within a stipulated period. Some additionally impose an explicit obligation on the AI to harvest 
the timber within a stipulated period. It should be noted that there are harvesting quotas imposed 
by forestry bureaus in many areas. Management are of the view that these quotas are subject to 
negotiation. Harvesting license requirements are also stipulated in Chinese laws. The IC 
Advisors have not received any infotmation confirming that any standing timber sold through 
Entrusted Sale Agreements has been harvested. The Als and Suppliers also could not confirm 
that any BVI standing timber has been so harvested. The ability of the Company to exercise its 
preferential option to lease such land for replanting is premised on the harvesting thereof. 
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Further, the IC Advisors have seen no evidence of SF exercising this right in respect of BVI 
standing timber holdings. 

(f) Attachments 

The Entrusted Sale Agreements do not include a schedule of attachments and therefore, provide 
no insight as to what underlying documents if any SF produces to the AI when the sale 
transactions occur. A number of Als indicated that they did their own diligence investigations 
but the nature and extent-of that investigation was not detailed; others have indicated that when 
the Ais purchase the timber, they usually review the purchase contracts between SF and the 
Suppliers. 

16. Summary of AI Interviews 

The IC Advisors conducted interviews with four of five selected Ais (AI #2, AI #4, AI #3 and AI 
#1). Summaries and detailed notes in respect of each visit are also available to the Board for its 
confidential review. 

All of the Als indicated in the interviews that they did business at arm's length with the 
Company and that there were no common employees between them and the Company. However, 
several Als confirmed that they had personnel that were former SF employees. Further, several 
Als admitted to having or to have had connections with Supp tiers but denied that these 
connections affect the arm's length nature of transactions with SF. These connections are 
discussed in detail below at Section VI.B. 

The Ais indicated that they bought standing timber from SF and sold it to their own customers. 
As noted above, they do not act under the direction of SF and are not in essence "agents", 
Accordingly, they are not paid any commission or agency fees. 

The Als generally confirmed the levels of business activity reported by the Company but none 
produced any documentation of fund transfers to the Company or its Suppliers. Common reasons 
cited for declining to produce documents was sensitivity towards the issues raised by MW and 
tax. 

Like with the Suppliers, AI interviews suggested that the due diligence process undertaken by 
Als is likely less rigorous than those of the Company. All Ais indicated that they only traded in 
standing timber and therefore did not rely on Plantation Rights Ce1tiflcates. Ais reported that 
they instructed their personnel to perform site visits and inspect timber offered by SF and review 
contracts between SF and earliet' suppliers but without keeping copies of such documents. It was 
not clear if any Ais visited forestry bureaus to make inquiries. 

Most Ais indicated that they did not harvest any timber and were not aware if their customers 
applied for harvesting pennits. 

17. AISiteVisits 

In addition to the AI intei'Views, the IC instructed the IC Advisors to conduct unannounced site 
visits for a small sample of these companies to verify their existence at the addresses recorded in 
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their SAIC filings, or at an address taken from the Company's records. Certain of these visits are 
described in more detail in Schedule V.C.ll. 

A selection of Als was identified that would enable the IC Advisors, where applicable, to 
combine this manner of testing in conjunction with travel to various locations for planned AI 
visits, or to visit locations within a travel radius of two hours or less of an IC Advisor's office. 

During the period from October 18, 2011 to October 20, 2011, the IC Advisors performed site 
visits to the following Ais offices based on addresses provided by SF and company information 
included in SAIC filings: 

• AI #2 has been an AI customet· to BVIs from 2007 through to 2011. Three locations were 
identified in the Guangzhou area. AI #2 was found at one of the three sites, but had 
changed its name. Brochures at the location displayed the English name of Shareholder 
#10, a shareholder of the WFOE Supplier, Supplier #19. 

• AI #3 has been an AI customer to BVIs from 2008 through to 2011. Two locations were 
identified in the Shanghai area. The company had recently vacated one site and could not 
be located at the other. 

• AI #4 has been an AI customer to BVls from 2008 through to 2011. One location was 
identified in the Shanghai area. The company could not be located at the site. 

Results of these site visits have been summarized in Schedule V.C.ll. 

Representatives of AI #2 and AI #4 were included in the Ais interviewed. Those interviews took 
place at the offices of AI Conglomerate #1 ("AI Conglomerate #1"), an entity identified by 
Management as the conglomerate parent of these companies. The offices of AI Conglomerate #1 
suggest the existence of a substantial business. 

Representatives of AI #3 were included in the Ais interviewed. Those interviews took place at 
the offices of AI Conglomet·ate #2, an entity identified by Management as the conglomerate 
parent of this company. The offices of AI Conglomerate #2 suggest the existence of a substantial 
business. 

18. AI General Observations 

fa) Scale of Transactions with Ais 

Fmm the first fiscal quarter of 2006 to the first fiscal quarter of 2011, SF has dealt with 
approximately 14 different Als, with no AI having dealings with SF spanning more than 4 years. 
Of those 14, 3 have been de registered as of the date of this report, namely AI #8, AI # 11 and AI 
#5. The total volume of transactions with the 14 Ais from the first fiscal quarter of 2006 to the 
first fiscal quarter of2011 is approximately RMB 27 billion. 

The volume of transactions with individual Ais can vary. The annual transaction sales volume 
with each AI from 2002-2011 is set on Schedule III.C. The five current Ais as at the first fiscal 
quatter·of2011 are AI #4, AI #1, AI #2, AI #6 and AI #3. From the first fiscal quatter of2006 to 
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the first fiscal qua1tet· of 2011, they have had a combined approximately RMB 16.9 billion of 
transactions with SF. 

(b) Als as Project Companies 

On August 19, 2011, Mr. Allen Chan provided an organizational diagram setting out the 
relationships between the five current Ais as at the first fiscal quarter of 20 11 and their 
relationships with their holding companies ("Holdcos"15

). He explained that the Als were project 
companies which would change periodically but that the Holdcos remained the same. The 
diagram shows that AI #2 and AI #4 both fit under the one Holdco called AI Conglomerate #I 
(or "AI Holdco") while the other 3 current Als each have their own Holdcos. The SAIC filings 
received by the IC however did not indicate any relationship between these Holdcos and the 5 
Als. 

This organizational diagram was presented to Mr. Albert Zhao during his interview on 
August 24, 2011. Mr. Zhao explained that during his tenure with SF, where he was in charge of 
I iaising with A Is in relation to sales, he had only ever dealt with 5 Als. He clarified that the 
individuals within the Als with whom he Jiaises remain constant despite changes in the company 
with which they worked over time. Mr Zhao further indicated that the 5 Als presented to him on 
the organizational chart were current as at the first fiscal quarter of 2011 and were comprised of 
the same main individuals as all other Als he has dealt with. 

D. WFOEs Contracts and Assets 

1. Review Process Undertaken on WFOE Plantation Contracts and Assets 

The primary focus of the asset vetification has been the BVI standing timber assets. However, as 
the time frame and the difficulty of that process evolved, it was detennined to also focus efforts 
on gathering, cataloguing and reviewing WFOE documentation. With respect to the WFOE 
timber assets, such documentation is not centralized and involved travelling to a number of 
offices and steps by the Company to centralize documentation within China. As in the case of the 
BVI assets, the review involved reviewing copies and originals of pUl'chase contracts and land 
lease agreements, forestry bureau confirmations in the case of certain SP transactions and, in the 
case of SW and to a lesser extent SP, reviewing Plantation Rights Certificates. 

Management has advised that WFOE standing timber assets as at December 31, 2010 
represented approximately $298.6 million of book value (97,038 Ha.), $74 million in revenue 
and $10 million of Income for such year before allocation of corporate overhead; and that, SW 
and SP WFOE planted plantations represented approximately $103.8 million in book value as at 
December 31, 20 10, but have not yet contributed materially to revenue. 

15 "Holdcos" refers to groupings which may not be legal gmupings with cross shareholdings in the Western sense 
but rather groups of companies under common control or influence. 
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2. Review of Sino-Wood WFOE Plantation Assets 

(a) Contract Review Results 

All timber assets under SW are plantation land leases classified as planted plantations in the 
Company's public disclosure. The IC assembled and reviewed a total of 623 SW plantation land 
lease contracts (19 originals and 604 copies) covering 51,700 Ha. of planted plantations as at 
December 31, 2010. This is compared to the Company's disclosed total of 52,663 Ha. ofplanted 
plantations under SW as at December 31, 2010. Given its small size, the IC did not investigate 
this discrepancy. The plantation area of a typical SW plantation land lease contract is small 
compared to that of the BVI timber purchase contracts. 

The IC Advisoi's s~lected and reviewed in more detail a sample of 19 original plantation land 
lease contracts covering the largest plantations of the four WFOEs. under SW, representing 
approximately 8.89% of SW's total timber assets. Many more original plantation land lease 
contracts were made available for review at various SF offices in China but were not further 
inspected. This was due to the IC Advisors having previous reviewed copies of these and to the 
availability of Plantation Rights Certificates under SW for asset verification. 

In contrast to the relative uniformity of BVI timber purchase contracts, the SW plantation land 
lease contracts are not in one standard form. SW contracts adopt a variety of forms and 
terminology, including land lease, land use right transfer, land contracting and plantation 
right/profit sharing structures. However, they generally involve the transfer of plantation land use 
rights, timber ownership and timber use rights at the same time. Plantation right/profit sharing 
structures refers to the arrangement whereby the villagers holding the plantation land ownership 
receive a percentage of the profits generated by the plantation in return for accepting reduced 
land lease fees from SF. · 

(b) Plantation Rights Certificates Reviewed 

To the knowledge of the IC, the SW division does not ever purchase standing timber on a 
standalone basis and has not had a policy of seeking forestry bureau confirmations. 

The IC Advisors reviewed a total of 418 copies of Plantation Rights Certificates provided by the 
Company representing approximately 42,979 Ha. of planted plantations held under the SW 
division. 

The IC then reviewed 287 original Plantation Rights Certificates covering a total plantation area 
of 31,121 Ha. The details of this and a brief explanation regarding the Plantation Rights 
Certificates that were not available for review are set out below. 

The IC inspected original Plantation Rights Certificates of (i) Gaoyao Jiayao Forestry 
Development Co., Ltd. in an office of Gaoyao Jiayao Forestry Development Co., Ltd. located in 
Zhaoqing city on October 18,2011, (ii) Sino-Forest (Heyuan) Co., Ltd. and Zhangzhou Jiamin 
Forestry Development Co., Ltd. in an office of Sino-Forest (Heyuan) Co., Ltd. located in Heyuan 
city on October 19 and 20, 2011, and (iii) Guangxi Guijia Forestry Co., Ltd. in an office of 
Guangxi Guijia Forestry Co., Ltd. located in Nanning city on October 21, 2011, as aJTanged by 
SF. 
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The Company has advised that amongst the 418 copies of Plantation Rights Certificates which 
the IC Advisors initially reviewed, some had been superseded while others had been cancelled 
and reissued. Reasons for certain Plantation Rights Cettificates being superseded or cancelled 
and ·reissued included that there were recalculations conducted for the area covered by the 
Plantation Rights Cettificates. As a result, not all of the 287 original Plantation Rights 
Cettificates later reviewed by the IC Advisors correspond exactly to copies amongst the 418 
Plantation Rights Cettificates that were initially reviewed. 

Further, Management advised that a total of 136 Plantation Rights Cetiificates have been 
mortgaged as security for Plantation Rights Cetiificate loans and were therefore not available for 
review. Please refer to notes 5 and 8 of Schedule V.D.2.(f) for details. The IC Advisors reviewed 
a small sample of the mortgages. 

Finally, certain SW WFOEs share their rights over the plantations with other pfl.rties on a 7:3 
ratio and this is reflected in their Plantation Rights Certificates. A total of 54 Plantation Rights 
Certificates fall into this category. The Company has included 100% of the area covered by these 
54 Plantation Rights Cettificates in its calculations of proven ownership to the JC, covering 
2,554 Ha., whereas the IC Advisors have only included 70% of the area for these assets in their 
calculations-a minor difference of 765 Ha. Please refer to notes 6, 9 and 10 of Schedule 
V.D.2(f) for details. 

The IC has not visited any forestry bureaus to attempt to confirm the original Plantation Rights 
Certificates against registries, if any, maintained by such forestry bureaus. 

3. Review of Sino Panel Timber Assets 

(a) Contract Review Results 

Unlike SW, SP does engage in the purchase and sale of standing timber as well as leasing 
plantation land so contracts reviewed for SP comprised of both timber purchase contracts and 
plantation land lease contracts. Accordingly, SP's standing timber and plantation land lease 
assets are divided into and •·espectively classified as purchased plantations and planted 
plantations. 

The IC assembled and reviewed a total of 358 copies of SP WFOE contracts covering 173,424 
Ha. as at December 31, 2010. These are comprised of 107 standing timber purchase contracts 
covering 96,169 Ha. of purchased plantations and 251 plantation land lease contracts covering 
77,254 Ha. of planted plantations. 

(b) Reconci I iation of Surplus 

The figures obtained from the IC's review of contracts are higher than the Company's recorded 
figures as at December 31, 2010 of 122,136 Ha., comprised of 97,038 Ha. of purchased 
plantations and 25,098 Ha. of planted plantations as shown in the asset reconciliation provided 
by Management to the IC and the OSC. Management has provided a reconciliation and 
explanation of this surplus of approximately 51,000 Ha. as well as the minor difference in its 
WFOE purchased plantation Ha. figut"e. The core of Management's reconciliation to disclosed 
figures as at December 31, 2010 was that such figures are lower primarily because they excluded 
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bare land that had been leased but on which timber had not been replanted whereas the IC's 
contract review totals did include this bare land. The IC accepted this reconciliation and 
explanation and made no further investigations into this surplus. 

(c) Plantation Rights Certificates Reviewed 

(i) Purchased Plantations 

The IC has reviewed a total of 383 original Plantation Rights Certificates which account for a 
total plantation area of 27,715 Ha. This Plantation Rights Certificate coverage amounts to a total 
of approximately 15.98% ofSP's total timber assets of 173,424 Ha. based on contracts reviewed. 
These Plantation Rights Certificates ate comprised of 301 Plantation Rights Certificates for 
16,026 Ha. of standing timber and 82 Plantation Rights Certificates for 11,689 Ha. of plantation 
land leases. 

The IC reviewed a total of 301 Plantation Rights Certificates for standing timber held under the 
SP division. Ofthese, 10 are in the name of SF covering2,329 Ha. while 291 are in the name of 
Suppliers covering 13,697 Ha. 

Regarding the 10 Plantation Rights Certificates in the name of SF, it is normally not possible to 
have Plantation Rights Certificates issued for standing timber only transactions. The Company 
explained that the standing timber purchase contracts conesponding to these 10 Plantation Rights 
Certificates were signed by Sino-Panel (China) but that the Plantation Rights Certificates were 
issued to Sino-Panel (Yunnan) Forest Management Co., Ltd. with the understanding that Sino-:
Panel (Yunnan) Forest Management Co., Ltd. would then purchase a lease over the same 
plantation land and would be assigned the l'ights over the standing timber from Sino-Panel 
(China). It was also explained that the Supplier in question agreed to delay the signing of the 
lease until after the issuance of the Plantation Rights Certificates and supported the application 
for those Plantation Rights Certificates. However, as at the date of this report, that lease is yet to 
be signed. Additionally, no documentation evidencing an assignment of the standing timber to 
Sino-Panel (Yunnan) Forest Management Co., Ltd. has been received. Nevertheless, for the 
purposes of this report, the IC has included these 2,392.2 Ha. of standing timber as being 
supported by original Plantation Rights Certificates. 

Regarding the 291 Plantation Rights Certificates issued in the name of Suppliers, these are 
Plantation Rights Certificates issued to Suppliers that have sold the standing timber the subject of 
those Plantation Rights Certificates to SF WFOEs. As a form of security, these Suppliers allow 
the SF WFOEs to take possession of these Plantation Rights Certificates fot· the duration of the 
timber purchase contract, whose termination is usually deemed to occur when the timber is sold 
by SF or harvested. The SF WFOEs only have a contractualt·elationship with the Suppliers who 
remain the registered holders of the rights stipulated on the Plantation rughts Cettificates. 
Nevertheless, in light of the contractual relationship between SF WFOEs and such Suppliers, and 
SF's possession of such Plantation Rights Certificates, for the purposes of this report, the IC has 
identified these 13,.697 Ha. of standing timber as being supported by demonstrable chain of title 
to the original Plantation Rights Certificates. 
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(ii) Planted Plantations 

The IC has reviewed a total of 82 Plantation Rights Cettificates covering a total of 11,689 Ha. 
All of these 82 Plantation Rights Cettificates are issued under SF's name. 

The IC has not visited any forestry bureaus to attempt to confirm the original SP Plantation 
Rights Certificates against registries, if any, maintained by such forestry bureaus for purchased 
or planted plantations. 

(d) Forestry Bureau Confirmations Reviewed 

The IC has reviewed a ~otal of 103 original forestry bureau confinnations covering a total of 
138,914 Ha. which in tum represents approximately 80.1% of SP's total timber assets of 173,424 
Ha. based on contracts reviewed. Of these, 42 confirmations covering 88,684 Ha. relate to 
standing timber while another 61 confirmations covering leases covering 50,230 Ha. relate to 
plantation land leases. 

(e) Overlap between Plantation Rights Certificates and Forestry Bureau 
Confirmations 

For the reasons outlined above, SP WFOEs sometimes have Plantation Rights Certificates and 
forestry bureau confirmations for the same plantation and therefore create an overlap between 
the totals of Plantation Rights Cettificates and forestry but·eau confirmations. The total amount of 
overlap between Plantation Rights Certificates and forestry bureau confirmations for SP is 
26,333 Ha. which is comprised of overlaps of 15,264 Ha. for standing timber and 11,069 Ha. for 
plantation land leases. In some instances the forestry bureau confirmations were issued after the 
Plantation Rights Certificate had already been issued. 16 · . 

{i) Purchased Plantations 

Of the 96,169 Ha. of purchased plantations, approximately 88,684 Ha. are covered by forestry 
bureau confirmations. At the same time, approximately 1 6,026 Ha. are also covered by ol'iginal 
Plantation Rights Certificates (13,697 Ha. in Suppliers' .names and 2,329 Ha. in SF's name). Of 
the 16,026 Ha. covet·ed by original Plantation Rights Certificates, only 762 Ha. (which originate 
from 2 transactions) are not concun·ently covered by forestry bureau confirmations. Therefore, 
the overlap between fot·estry bureau confirmations and Plantation Rights Ce1tificates is 15,264 
Ha. 

16 Examples of forestry bureau confirmations being issued after the issuance of a PRC include those relating to SP 
plantation land lease contract JUWwRES-REN-002-07, whereby the PRC was issued under SF's name on 
November 27, 2007 while the confirmation was issued on July 28, 2008. Another example is the uncoded SP 
plantation land lease contract dated December 2, 2007 for 13,126.70 Mu (875.11 Ha) in the jurisdiction of 
Hunan FB#l whereby two corresponding PRCs were issued on October 17 and November 6, 2007 while the 
confirmation was issued on August 8, 2008. 
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(ii) Planted Plantations 

Of the 77,254 Ha. of planted plantations, approximately 50,230 Ha. are covered by forestry 
bureau confirmations. At the same time, approximately 11,689 Ha. are covered by original 
Plantation Rights Cettificates in SF's name. Of these 11,689 covered by Plantation Rights 
Cettificates, only 620 Ha. (which originate from 1 transaction) are not concUI'rently covered by 
forestry bureau confirmations. Therefore, the overlap between forestry bureau confirmation is 
11,069 Ha. 

(f) Forestry Bureau Visits 

In conjunction with its visits to forestry bureaus to obtain BVI standing timber confirmations, the 
IC concurrently sought to acknowledge the issuance of old confirmations or to obtain new 
confirmations in respect of SP WFOE propetties within the jurisdiction of the same forestly 
bureaus. A total of 15,980 Ha. of purchased plantation holdings and 10,904 Ha. of planted 
plantation holdings as at December 31,2010 were so acknowledged or confirmed. 

In respect of acknowledging the issuance of old confirmations, the Guangxi FB# 1 confirmed that 
it had issued SP-related confirmations covering a total of 10,773 Ha. of purchased plantations 
and 9,518 Ha. of planted plantation holdings. 

The person whom the IC Advisors met at the Hunan FB#l acknowledged that it had issued SP
related confirmations covering a total of 476 Ha. of purchased plantations and 1,386 Ha. of 
planted plantations. This acknowledgment was given by the previous vice-chief, who had been 
appointed as a consultant to the Company. 

The Hunan Forestry Entity #1 issued a new confirmation covering a total of2,374 Ha. 

The Yunnan FB#2 issued a new confirmation covering a total of 2,357 Ha. of SP purchased 
plantations. 

See section V.C.9 for a fmther description of the various forestry bureau visits. 

(g) SP Supplier Interviews 

All of the Suppliers that were interviewed by the IC Advisors had contracts to supply timber to 
SP WFOEs. A summary of the IC's findings in respect of them is set out above under Part VI. 

4. Review ofMandra Holdings 

(a) Mandra- Executive Summaty 

The Company first became a shareholder of the Mandra group of companies in Apri12005 with a 
15% investment and completed the fulJ acquisition of all of the Mandra group of companies in 
2010. 

The Company provided a chatt of Mandra properties at the corporate subsidiaty level that 
contained book values and hectare amounts that tied into the 2010 Financial Statements. It 
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indicated a total of 147,144 Ha. held by Mandra subsidiaries which included 93,689 Ha. of 
plantations, 1 ,231 Ha. of bare land and 52,224 Ha. subject to long-term lease prepayments. The 
book value for the latter hectare amount was not included in timber holdings line item in the 
balance sheet included in 2010 Financial Statements but rather under the line item "Other 
Assets". 

Approximately 853 contracts entered into by Mandra subsidiaries of the Company (as the buyer) 
covering plantation lands' of 141,719 Ha. were reviewed. Management provided a reconciliation 
of the difference between that number and the publicly disclosed number of 147,144 Ha. held at 
December 31, 2010. Some 1,196 copies of Plantation Rights Cettificates covering 95,420 Ha. 
were reviewed covering approximately 64.73% of the publicly disclosed total Ha. for Mandra 
and 1,115 original Plantation Rights Cettificates related to Mandra assets have been sighted by 
the IC. These cover approximately 85,664 Ha. or 58.2% of the publicly disclosed total land 
holdings in the Mandra group of subsidiaries. Management explained that the balance of the 
propetties were either subject to Plantation Rights Certificates under mmtgage, under review for 
harvesting licensing or were properties for which Plantation Rights Cettificates were in the 
process of being sought. 

Underlying documentation relating to the purchases was also reviewed. As a general matter, 
documentation for Mandra properties was systematically more comprehensive than in other 
Company groups. 

(b) Brief Mandra History Overview 

The Company first made an investment by way of loan subscription to Mandra in April.2005. 
According to the minutes of the Company reviewed, Mandra became operational in 2006 prior to 
the issuance of bonds in a related public offering. There was extensive discussion in the Board 
minutes with respect to the Mandra investment throughout the period of time the Company held 
its investment, including recognition of a deteriorating financial condition. The Mandra bonds 
were publicly rated and Moody's issued a number of press releases concerning Mandra's 
financial status from 2006 through 2010, including a default situation in 2009 so Mandra cash 
flow situation was notorious. The Company took effective control of Mandra through a series of 
shine acquisitions and bonds as addressed elsewhere in this repmt. The Globe made a series of 
accusations suggesting that the Company had bought Mandra while in a financially weakened 
state implying that Mandra's state was not public information. This is demonstrably wrong. A 
detailed review of the Globe report is set out in Schedule V.D.4.(b). 

The IC reviewed Mandra diligence reports prepared in respect of legal matters pertaining to the 
Mandra companies at the time of its acquisition and a diligence repmt with respect to Plantation 
Rights Certificates held by its domestic subsidiaries. 

(c) Mandra Review Process 

(i) Number of contracts and Plantation Rights Certificates reviewed: 

A. Approximately 853 copies of contracts have been assembled. The 
large majority of these transactions involve both purchasing timber 
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and leasing underlying plantation land at the same time. The 853 
contracts cover plantation land of 141 , 719 Ha. 

B. The IC Advisors visited and inspected original Plantation Rights 
Certificates of Mandra in offices of Anqing Mandra Forestry Co., 
Ltd and Mandra Forestry (Jiangxi) Co., Ltd located in Anqing city 
and Nanchang city respectively as arranged by SF. 

C. A total of I, 196 copies of Plantation Rights Certificates of Mandra 
have been reviewed covering plantation land of 95,240 Ha. 
representing 64.73% of the publicly disclosed total for Mandra of 
which l, 115 original Plantation Rights Certificates have been 
verified covering plantation land of 85,664 Ha. or 58.20% of the 
publicly disclosed totals for Mandra. 

D. 17 original plantation land disposal contracts, under which all the 
1,810 Ha. plantation of Huanggang Mandra Forestry Co., Ltd. and 
Wuhu Mandra Forestry Co., Ltd were disposed, have been 
reviewed. 

E. The IC has reviewed two original mortgage certificates covering 
6,982 Ha. plantation being mortgaged. The balance of the 
mortgaged Plantation Rights Certificates were not reviewed 

(ii) Types of contracts Planted Plantations 

There were four primary types of contracts: 

• Timber purchase with plantation land lease contract- Anqing Mandra Forestry Limited's 
contracts with total contract area of 95,535 Ha. are substantially of this type. The WFOE 
purchases standing timber and leases underneath plantation land at the same time. The 
WFOE is entitled to harvest the existing timber and replant trees thereafter. The 
consideration for the purchase of timber and for the annual plantation land rental are 
calculated separately at a fixed rate according to the reserves of timber (in cubic meters) 
and area of plantation land (in mu). A map indicating the boundaries of the plantation, 
Plantation Rights Certificates of the villagers, villagers' resolution and the WFOEs' 
internal smvey report are usually attached to the contracts. 

• Timber and plantation land contracting right transfer contract - the overwhelming 
majority of Xuancheng Mandra Forestry Limited's contmcts with total contract area of 
6, 700 Ha. are of this type. The contracting rights of the timber and underlying plantation 
rights are transferred to the WFOE ft·om the previous contmcting party and consent is 
obtained from the plantation land owner. The consideration for the purchase of timber 
and plantation land is usually calculated together at a fixed rate per mu for the whole 
contracting term. 
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• Forestry resources transfer contract - the overwhelming majority of Mandra Forestry 
(Jiangxi) Limited, Yihuang Mandra Forestry Limited and Zixi Mandra Forestry Limited 
contracts with total contract area of 37,674 Ha. are of this type. Timber and underlying 
plantation land use rights are transferred together to the WFOE and consideration for 
timber and plantation land are usually calculated together at a fixed rate per mu. 

• Plantation land use right transfer contract - The contracts for Wuhu Mandra Forestry 
Limited are of this type. Only the plantation land use right is transferred to the WFOE 
and the transferor is obliged to clear the timber thereon. 

The IC has not visited any forestry bureaus to attempt to confinn the original Mandra Plantation 
Rights Certificates against registries, if any, maintained by such forestt·y bureaus. 

(d) MW-HSBC Letter Timing and Issues 

In reviewing the incorporation applications in the SAIC files of four Mandra entities, MW 
retrieved a letter from The Hongkong and Shanghai Banking Corporation Limited ("HSBC") 
dated February 1, 2005. The letter (which is a poor-quality copy) has a re. line referring to a 
Mandra company, but in fact comments on HSBC's banking relationship with "Sino-Wood 
Bartners [sic.]" (Hthe Company"), noting, for example, that it considers "the Compant' "good" 
fot· "normal business engagement". MW characterizes the letter as "suspicious". The MW Report 
includes a photograph of the letter, the appearance of which could suggest that it has been 
tampered with (see Schedule V.D.4.(d).l). 

The IC Advisors retrieved the HSBC Jetter in question from SAIC filings in connection with 
applications regarding the fonnation of three Mandra entities, Anqing Mandra Forestry Limited, 
Xuancheng Mandra Forestry Limited and Wuhu Mandra Forestry Limited. These three 
companies were formed on March 14, 2005, pl'ior to the date SF initially became a shareholder 
of Mandra. The IC Advisors also found a Chinese version of the HSBC letter (see Schedule 
V.D.4.(d).3) in the SAIC filings of Anqing Mandra Forestry Limited. It is also dated February 1, 
2005, and generally appeat·s to be identical to the English version of the letter that appem·ed in 
the MW Report, speaking only to Mandra Forestry Anhui Limited without mention of Sino
Wood. 

Management denied knowledge of the HSBC Jetter in its response to the MW Report, stating 
that, on the date of the letter, SF was not a shareholder of Mandra. BJ has retrieved an email 
subsequent to the MW Report attaching what the author, Ringo Yip, Senior Manager- Corporate 
Planning, SF, characterizes as "the true HSBC bank reference letter" (see Schedule V.D.4.(d).2). 
This letter, which is also dated February 1, 2005, generally appears to be identical to the letter in 
the MW Report, except that the subject and copy line properly refers to Sino-Wood, not Mandra 
Forestry Anhui Limited. 

The IC's Chinese advisors have observed that, according to the Implementation Rules of Law of 
Wholly Foreign Owned Enterprises, a foreign investor is required to include evidence of credit in 
its application for forming a WFOE. Such evidence is nonnally issued by a bank in which the 
foreign investor maintains an active account, to certify to the regulatory authority that the foreign 
investor is of good credit and able to conduct business through the proposed WFOE. If this was 
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the purpose of the HSBC letter, the letter should address Mandra Forestry Anhui Limited, a 
major investor in WFOEs, not Sino-Wood, which was not an investor in WFOEs at the time. 

Management explained that they do not have any record of the forged version of the letter and do 
not know who forged such letter. 
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VI. RELATIONSHIPS 

The MW report made a number of allegations regarding the relationships of the Company with 
Als and Suppliers and between Als and Suppliers~ patticularly with respect to Yuda Wood. The 
IC Advisors, in the course of their review, identified a number of possible relationships which 
warranted explanation. These are outlined below in this Part VI. Management has very recently 
provided to the IC information regarding Als and Suppliers and relationships among the 
Company and such patties. The IC is reviewing this material from Management and intends to 
report its findings in this regard in its final report to the Board. Some of such information and 
analysis may not be capable of independent verification. 

The objectives of the IC's examination of the Company's relationship with its A Is and Suppliers 
were to determine, in light of the MW allegations, if such relationships are arm's length and to 
obtain, if possible, independent verification of the cash flows underlying the set-off transactions 
described in Section II.A. That the Company's relationships with its Als and Suppliers be arms 
length is relevant to SF's ability under GAAP to: 

• book its timber assets at cost in its 2010 and prior years' audited financial 
statements; and 

• t'ecognize revenue from standing timber sales as currently reflected in its 2010 
and· prior years' audited financial statements. 

A. Yuda Wood 

1. Muddy Waters' Allegations 

(a) In the MW Report, Muddy Waters alleged that Yuda Wood, a major Supplier 
based in Hunan Province, was a significant "undisclosed subsidiary" of SF, which· 
has been receiving "massive amounts of money" from SF subsidiaries and which 
is "the nerve center for [SF's] illicit activities". 

(b) In addition to the allegations in the MW Report, Muddy Waters published a shmt 
follow-up repott on June 20, 2011, that focused on SF's relationship with Hong 
Kong's Sonic Jita, the holding company of Yuda Wood, which specifically 
alleged that: 

(i) when Hong Kong Sonic Jita was owned by SF executives and SF itself, SF 
engaged in a major undisclosed related party transaction with Hong Kong 
Sonic Jita (in 1997); and 

(ii) while Hong Kong Sonic Jita is cmTently nominally owned by patties 
unrelated to SF, SF and Hong Kong Sonic Jita shared "at least one key 
executive" (identified by the Chinese name of Albert lp), who in 2005 
entered into a contract with Hong Jiang City, Hunan Province on behalf of 
Hong Kong Sonic Jita. 
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(c) However, Hong Kong Companies Registry filings show a change of control and 
ownership of Hong Kong Sonic Jita on July 28, 1997 and July 28, 1998 
respectively, prior to the occurrence ofthe alleged related party transactions cited 
in the MW Report. In particular, those filings show that: 

(i) from November 13, 1993 to July 28, 1997, the directm·s of Hong Kong 
Sonic Jita were SF executives and associated parties, and that from 
November 13, 1993 to July 28, 1998, the shareholders of Hong Kong 
Sonic Jita were parties associated with SF. 

(ii) parties associated with SF were t'eplaced as directors and shareholders of 
Hong Kong Sonic Jita on July 28, 1997 and JuJy 28, 1998, respectively by 
Jin Juemin and Li Haibao, who appear to have been associated with 
Beijing Sonic Jita, a forestry engineering contractor to SF's factories 
within China, and who renamed the company as "Sonic Jita Engineering 
Ltd." from August 1, 1997. 

(d) In his statutory declaration dated August 15,2011 (see Section VI.A.2(d) below), 
Allen Chan stated that up to JuJy 28, 1998, SF did not engage in any transactions 
with Hong Kong Sonic Jita, and that, up until this date, the Company (under all its 
registered names) had not engaged in any business and remained a dormant 
company, and that' aftet· this date, Hong Kong Sonic Jita was no longer a related 
party to SF. 

(e) Nevertheless, in the course of the IC Advisors' Yuda Wood review, they 
identified infmmation that suggested that SF had a close relationship with Yuda 
Wood, may have been involved in its establishment and exercised an influence 
over certain of its RMB bank accounts, funding and tax payments. 

2. Review Conducted 

(a) Evidence Brief 

To address the MW allegations, and to gain a better understanding of the 
connections between SF and Yuda Wood, the IC Advisors prepared an interim 
evidence brief plan (draft dated August 23, 201 1) that included an electronic data 
review as described above in Schedule IV, relationship mapping and meetings 
with Management and with E&Y. Relationship mapping findings are set out in 
Schedule VI.A.2(a). 

(b) BJ's Interviews with Management 

The IC Advisors attended interviews conducted by BJ with Management between 
July 26 to August ll, 2011. Information concerning the Yuda Wood t•elationship 
was presented to members of Management. The members of Management 
interviewed were Allen Chan, KK Poon, Alfred Hung, Albert Zhao, George Ho 
and Chen Hua. 
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(c) Review for Associated Parties 

(i) During the IC AdvisOI's' t·eview of the SAIC filings for Yuda Wood and 
other companies identified during the process, a document was found 
within the Yuda Wood SAIC search results which linked Simon Yeung to 
the purchase of a manufacturing facility in Hunan in Yuda Wood's name 
prior to when Yuda Wood had yet to be officially incorporated. Mr. 
Yeung's Chinese signature appeared on an offer, and ultimately an 
executed put·chase contract, for Yuda Wood to acquire the factory facility. 

(ii) This document was presented to Mr. Yeung for an explanation at his 
interview by the IC Advisors. On August 25, 2011, Mr. Yeung responded 
that he was performing a favour for Mr. Huang Ran as he was absent from 
the region at the time the facility became available for sale and that he did 
not act on behalf ofYuda Wood in any capacity. 

(d) Statutory Declarations 

The issues of SF's relationship with Yuda Wood were still being examined by the 
IC Advisors in the middle of August, 2011, at a time when the Company's 
quarterly report for the period ending June 30, 2011 ("Q2s") were being prepared. 
To address certain issues relating to Yuda Wood pending completion of the IC's 
review, statutory declarations were obtained by the IC and the Audit Committee 
from the following members of Management at the IG's request: 

• Allen Chan; 

• Albert Ip; and 

• Chen Jun. 

The declarations were prepared with assistance from the Company's counsel and 
were sworn on August 15, 2011. 

In his statutory declaration, Allen Chan declared that: 

(i) he 'did not hold a direct or indirect or beneficial shareholding interest in 
Yuda Wood, Beijing Sonic Jita or Hong Kong Sonic Jita or their affiliates, 
and was not involved in their operations and that he did not have other 
personal an-angements with or entitlements from these entities; and 

(ii) to his knowledge, no officer, director or employee of SF held a direct or 
indirect or beneficial shareholding interest in Yuda Wood, Beijing Sonic 
Jita or Hong Kong Sonic Jita or their aftiliates or was involved in their 
operations, and that to his knowledge, no other officer, director or 
employee of SF had any other personal arrangements with or entitlements 
from these entities. 
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In his statutory declaration, Albert Ip: 

(i) denied having ever been an executive of Hong Kong Sonic Jita, held 
himself out to be a representative of Hong Kong Sonic Jita or entered into 
a c.ontract in 2005 with Hong Jiang City, Hunan Province, on behalf of 
Hong Kong Sonic Jita; and 

(ii) further declared that Zhan Xiaokun and Chen Jun did not become 
employees of SF until after resigning as directors from, and selling their 
shares in, Hong Kong Sonic Jita. 

However, searches at Hong Kong's Companies Registry in August 2011 indicated 
that Chen Jun remained a director and shareholder of Hong Kong Sonic Jita since 
joining SF in July 2010. In .response to this finding, SF counsel arranged for Chen 
Junto make a statutory declaration in which he declared that he had been only a 
nominee shareholder in Hong Kong Sonic Jita, and had submitted a Jetter to the 
other shareholder and director of Hong Kong Sonic Jita, Huang Ran, on June 26, 
2010, tendering his resignation as director and asking to transfer his shares to 
Huang Ran. Huang Ran appears, from the documents exhibited to Chen Jun's 
statutOI'y declaration, to have only filed documents implementing such requests 
with Hong Kong's Companies Registry and Stamp Duty office one year later, on 
June 10, 2011. Those documents were dated July 30, 2010, and included minutes 
of a shareholders' meeting allegedly held in Hong Kong on July 30, 2010, and 
attended by Chen Jun, at which his resignation as director and sale of his shares 
was approved. Chen Jun stated in his declaration that he did not attend any such 
meeting. 

(e) IC Advisors' Interviews with Management 

As the IC Advisors' Yuda Wood review proceeded subsequent to the release of 
the Q2s, they identified additional infOI'mation relevant to SF's relationship to 
Yuda Wood. 

The IC Advisors presented to the IC on August 23, 2011 a draft Yuda Wood 
interim evidence brief memo which set out certain matters of concern that 
warmnted further investigation. (This memo was subsequently presented to the 
Board on August 23,2011, and delivered to the OSC under summons.) 

The IC Advisors recommended that certain members of Management be 
interviewed about the subject matter raised in certain emails identified by the IC 
Advisors, and about the Yuda Wood relationship generally; these emails 
suggested a close relationship between SF, its past and current employees, and 
past and current shareholders of Yuda Wood and/or its holding company. 

The intet·views conducted by the IC Advisors took place in Hong Kong from 
August 24, 2011 to August 26, 2011 and were also attended by BJ who 
occasionally participated. The members of Management interviewed were: Allen 
Chan, Albert lp, GeorgeHo, Eric Chan, Alfred Hung, Simon Yeung, Albert Zhao, 
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Chen Hua and KK Poon. The IC Advisors have delivered completed notes of such 
interviews to the IC, which delivered them to E& Y and to the OSC under 
summons. The IC authorized Osler to provide such notes to BJ so it could provide 
copies of the relevant interview notes to each interviewee and his or her 
respective counsel. 

Following their respective interviews, Mr. Martin put Messrs. Ho, Hung and 
Yeung on administrative leave and Mr. Ip on limited duties. 

The IC Advisors subsequently conducted interviews on September 8, 2011 with 
Messrs. Chen Jun, and Zhan Xiaokun. Both are current employees of SF and both 
are fmmer 50% sha1·eholders of Hong Kong Sonic Jita, the holding company of 
Yuda Wood. 

(f) Inte1·views and Meetings with Yuda Wood 

Further to the steps set out in their Yuda Wood evidence bl'ief plan, the IC 
Advisors requested a meeting with Yuda Wood for the purposes of interviewing 
Yuda Wood's sole shareholder, Huang Ran. 

On Septembe1·l, 2011 a meeting was held in Shenzhen. The nature of the meeting 
was a "meet and greet" between Huang Ran and SF's new Chief Executive 
Officer, Judson Martin. Huang Ran was accompanied by Supporte1· #2 who 
appears to be a shareholder and supervisal' of Jiangxi Tianyao which is also a 
supplier to SF and Supporter #1. BJ and JH were also present. The IC Advisors 
were told by Management and BJ not to take any notes or ask any questions 
during the meeting as a condition of participation. · 

The key items noted during the September 1, 2011 meeting with Huang Ran are 
as follows: 

• Huang Ran stated that he was in charge of running Yuda Wood's daily 
business. He denied that Yuda Wood is obligated by SF's instructions and 
stated that no one from SF has any interest in Yuda Wood. 

• Huang Ran declined to disclose the names of the supporters behind Yuda 
Wood. 

• Huang Ran stated that the only company to which Yuda Wood sold 
standing timber was SF. 

• Huang Ran advised that he owns three other companies in China, namely 
Supplier #26, Supplier #9 and Supplier #25, which also act as Suppliers to 
SF. The SAIC filings indicate that Huang Ran holds a majority 
shareholding interest in those companies. 

Following the meeting in Shenzhen, the IC Advisors were advised by BJ that 
Huang Ran would meet them again the next day in Chongqing, a five hour 
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journey from Hong Kong and Shenzhen. The IC Advisors were also told that such 
meeting the next day would be another Hmeet and greet", and that it was unlikely 
that they would be able to review any documentation. 

The second meeting with Huang Ran took place in Chongqing on Septembet· 2 
2011. The meeting was conducted in accordance with the Interview Protocol for 
Suppliers and Als prepared by the IC Advisors and sent to Allen Chan, Judson 
Martin and BJ on August 4, 2011. (See Schedule VI.A.2.(f).) 

The key items noted during the second meeting with Huang Ran al'e as follows: 

• The meeting was a "meet and greet" and consisted of a meeting over lunch 
and a subsequent meeting at Huang Ran's premises. 

• Huang Ran confirmed he is the legal representative of Yuda Wood. 

• Huang Ran declined to talk about any companies he is associated with 
other than Yuda Wood. 

• Huang Ran advised that transactions with SF account for over 50% of 
Yuda Wood's business. 

• Huang Ran advised that Yuda Wood acquires plantations from 
aggregators, not directly from farmers. 

• Huang Ran advised that Yuda Wood obtains confirmations from forestry 
bureaus at the request of SF; the forestry bureaus have no obi igation to 
issue them. 

• Huang Ran advised that Yuda Wood sometimes directs payments to it 
from Ais to othet· parties, so there may be no evidence of Yuda Wood 
having received funds. 

• Huang Ran agreed to try to coJlect documents for the IC Advisors' review. 

A third meeting with Huang Ran was scheduled and took place at SP's 
Guangzhou office on September 28, 2011. 

The key items noted during the third meeting with Huang Ran are as follows: 

• Huang Ran was cooperative and gave responses to all questions. 

• The IC Advisors were shown copies of four contracts with two farmers' 
resolutions attached, and two contracts between Yuda Wood and its 
suppliers. With the exception of one contract for approximately 4,000 Ha., 
matched on the basis of the city and county of the plantation alone, the 
sample contracts provided between Yuda Wood and its suppliers could not 
be directly reconciled with transactions selected for review by the IC 
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Advisors, as specific location data was not available. No copies of these 
documents were allowed to be made. 

• Huang Ran stated that Yuda Wood's business is trading and planting 
plantations and that SF represents approximately 40% • 50% of Yuda 
Wood's business. 

• Huang Ran advised that in cases where SF directs a third party AI to settle 
its transactions with Yuda Wood (i.e. all BVIs transactions), Yuda Wood 
would always nominate a fourth party (which may in tum nominate a fifth 
or sixth pat1y) to receive the payment "for tax reasons". 

• Huang Ran declined to discuss tax related matters and when asked if Yuda 
Wood has ever issued VAT receipts to SF, he stated he was uncertain if 
that was the case, but if so, Yuda Wood should have records of any VAT 
receipts issued to SF. 

• During the interview, Huang Ran was shown two emails by Rebecca 
Huang of BJ, which she identified as being the two emails resulting from 
the email review that were of concern to E& Y. 

• In response to the two emails, Huang Ran denied that SF controlled Yuda 
Wood. He acknowledged that SF, through George Ho, Vice-President, 
Finance, monitored and was a joint operator of one of Yuda Wood's bank 
accounts (each of Yuda Wood and SF had lmowledge of one of two 
passwords which were jointly required to release funds from .the account) .. 

• When shown the lists of SF Suppliers/ Ais provided to the OSC and 
companies identified through relationship mapping or SAIC filings, 
Huang Ran acknowledged only that he has an interest in Supplier #9. 
When asked about other companies, he declined to discuss them. He did 
state that Yuda Wood "may have done one or two transactions" with 
Supplier #3 a few years ago. 

• According to SF's records, the total volume of transactions between SF 
and Yuda Wood from 2007-2010 was RMB 4.56 billion. The IC Advisors 
were not provided access to the Yuda Wood books and records in order to 
confirm this volume during any of the three meetings. 

(g) Management Responses 

The IC Advisors completed additional electronic review for Yuda Wood related 
emails and the IC and E&Y requested a response from Management. The final 
version of such response was delivered to the IC, the audit committee and E&Y 
on October 22, 2011. The IC Advisors provided comment to the IC on 
Management's response to the emails in that such response was determined to be 
incomplete. 
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3. Findings Relating to Yuda Wood 

(a) The IC is satisfied that Mr. Huang Ran is not cutTently an employee of the 
Company and that Yuda Wood is not a subsidiary of the Company. However, 
there is evidence suggesting close cooperation (including possible payment of 
capital at the time of establishment, joint control of certain of Yuda Wood's bank 
accounts and the numerous emai Is indicating coordination of funding, and other 
business activities). Management has advised, based on its own inquiries, that 
they believe that .no such payment of capital has occurred. Management 
explanations of a number of Yuda Wood-related emails and answers to E&Y's 
questions are being reviewed by the IC but may not be capable of independent 
verit1cation. 

(b) Considerations Relevant to Yuda Wood Review: 

(i) The meetings with Huang Ran occmTed at a location related to a separate 
project company that Huang Ran is associated with and the second 
meeting occurred at the Guangzhou offices of SP. 

(ii) The IC Advisors were not given access to certain of Yuda Wood's books 
and .records in order to trace the flow of funds related to a selected sample 
oftransactions (which sample was provided to Yuda Wood in advance). 

(iii) Huang Ran declined to provide the names of other individuals or 
companies that control or have an interest in Yuda Wood. 

Please see Schedule V.C.II for a summary of Supplier site visits. 

B. Other Relationships 

1. Relationships Identified in Preparation for Suppliers/Als Interviews 

In preparation for the Supplier and AI interviews the IC Advisors performed reviews of SAIC 
111ings for the Suppliers and Als and identified numerous potential relationships between Als and 
BVI Suppliers. Relationships identified to date for the key Suppliers and Als are summarised in 
Schedule VI.B.l.l. In light of the potential relationships identified, the IC Advisors further 
reviewed BVI timber purchase contracts, Entrusted Sale Agreements and summary charts ofBVI 
transactions. As a result of this review, the IC Advisors identified transactions which require 
explanations. 

Observations included that SF's top Supplier from 2007~2010, Supplier #I, had no transactions 
with any SF BVIs in the Companis first and second fiscal quartet's of2011. In this same period, 
three new Suppliers, owned partly by recently departed SF employees, appeared and conducted 
several billions of RMB of business in the Company's first and second fiscal quarters of 2011. 

Other observations included a number of payments to Suppliet·s in 2011 being made by an 
offshore customer that appears to be related to AI Conglomerate #1/ Supplier #3, suggesting that 
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there may be funds held offshore on behalf of SF BVIs or offshore payment obligations owed to 
SF BVIs. 

Further observations included set-off anangements between Ais and Suppliers with potential 
relationships as well as the sale of BVI standing timber to Als that are potentially connected to 
the Suppliers that supplied the same standing timber. 

These observations are summarized below. Some of these observations were raised with Mr. 
Judson Mattin via email on October 19, 2011. A copy of the conespondence to Mr. Martin is 
attached as Schedule VI.B.1.2. As noted above, very recently, Management provided to the IC 
information regarding Ais and Suppliers and relationships among the Company and such parties. 
The rc· is reviewing this· material from Management and intends to report its findings in this 
regard in its final report to the Board. 

(a) Suppliers with Former SF Employees 

In addition to Yuda Wood, to date, the IC Advisors have identified 13 Suppliers 
where former SF employees, consultants or secondees are or have been directors, 
officers and/or shareholders. Including Yuda Wood, these suppliers account for 
43% of SF plantation purchases between 2006 and the first quruter of2011. Very 
recently, in Management's explanation of relationships, a number of additional 
relationships were identified. These have not yet been reviewed by the IC 
Advisors. 

(i) Supplier #2 

Supplier #2 was established in 2010 and acts as a major Supplier to BVIs, 
taking up much of the slack in supply of timber left by the absence of 
Supplier #1 as a Supplier in 2011. It appears to be patily owned by an 
individual who was a SF employee from 2007 to 2010. 

According to SAIC search results, Supplier #2 was incorporated on May 
27, 2010, and has 2 shareholders. The first is Shareholder #11, who holds 
80% of the shares and contributed RMB 800,000 of the registered capital. 
The second is Shareholder #12, who holds 20% of the shares and 
contributed RMB 200,000 of the registered capital. The total registered 
capital is just RMB l million. 

According to the first SF employee lists obtained through electronic data 
searches, Shareholder #12 was an employee of the SF WFOE Hunan Jiayu 
Wood Products Co., Ltd. from March 1, 2007 to March 1, 2008, as a 
manager in the resources depatiment. l-Ie was also employed at Sino-Panel 
(Luzhai) Co., Ltd. from March 1, 2007 to March 31, 201 0, as a manager in 
the operations department. These positions appear to be intermediate 
positions. 

In the third and fourth quarters of 2010 Supplier #2 had over RMB 1.8 
billion worth of standing timber transactions with the BVT companies. In 
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the first quarter of 2011 Supplier #2 had over RMB 1.76 billion worth of 
standing timber transactions with BVI Companies. 

According to a scan of his Chinese ID card found in the SAIC filings, 
Shareholder #11, the 80% shareholder of Supplier #2, was born on June 9, 
1987. This means that he was 23 years old when Supplier #2 engaged in 
transactions worth RMB 3.56 billion with SF from the third quatter of 
2010 to the first quarter of2011. 

(ii) Supplier #21 

Supplier #21 has been acting as a Supplier to BVIs since the Company's 
second fiscal quatter of 2011. According to SAIC search results, Supplier 
#21 was incorporated on Mat·ch 11, 2011. It has registered capital of RMB 
5 million and its legal representative is the previously mentioned 
Shareholder #12, the former employee of SF until March 31, 2010, and the 
20% shareholder of Supplier #2. Shareholder #12 holds 70% of the sha1·es 
while Shareholder #13 holds the other 30%. 

An email located in the Company's records suggested that senior 
management personnel knew of Shareholder #12 using proceeds paid from 
Sino-Panel Luzhai and Jianghua WFOEs to Supplier #2 for timber 
purchases to pay the registered capital of Supplier #21. 

In the second fiscal quarter of 2011, Supplier #21 had over RMB 1 billion 
in transactions with the SF BVIs. The first such transaction was for RMB 
432 million and was dated Apl'il 7, 2011. 

(iii) Supplier #7 

Supplier #7 has been acting as a Supplier to BVIs - since the first fiscal 
quarter of 2009. In 2009, Supplier #7 had over RMB 1.8 billion of 
standing timber transactions with the BVIs. In all of 2010 and the first 
fiscal quattet· of 2011 it had no transactions with the BVIs. In the second 
fiscal quatter of 2011 it had over RMB 435 million of transactions with . 
the BVIs. 

According to SAIC seat·ch results, it was registered on January 20, 2009, 
with a registered capital of RMB 500,000. Its 60% shareholder is 
Shareholder #14, who was an employee of the SF Jiamu WFOE from 
May 1, 2007 to October 31, 2007, as a project assistant in the logistics 
department. He was also employed by the SF Hezhou WFOE from 
November 1, 2007 to October 31, 2008, as a manager in the projects 
department. During his interview, Mr. Allen Chan described Shareholder 
#14 having been a junior employee and the IC's findings appear to 
confirm this. 
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(iv) Other Suppliers and Als with Former SF Personnel 

Other observations regarding SF Suppliers with former SF personnel as 
summarised in the table below. A more detailed discussion of these 
Suppliers is contained in Schedule VI.B.l.l. 
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Shareholder#12 (20%) (SF Mar 1,2007to Mar 
31, 2010) 

Supplier#21 BVI Supplier 1 billion(Q22011) Mar 11,2011 5milllon Shareholder #12 (70%)(SF Mar 1, 2007 to Mar 
31, 2010) 

Supplier#? BVI and 1.8 billion (BVI) (Jan to Jan 20, 2009 500,000 Shareholder #14 (60%) (SF May 1, 2007 to Oct 
WFOE Dec 2009), 205 million 31, 2008) 
Supplier (WFOE) (Aug 2010), 

435 million (Q2 2011) 

Supplier#22 WFOE 39 million (Mar 2011) Dec10, 2mlllion Shareholder#14 (30%)(SF May 1, 20 07\o Oc1 
Supplier 2010 31, 2008) 

Shareholder #19 (700k) (SF Sep 24, 2007\o 
Aug6, 2010) 

·Supplier #18 BVI Supplier 49 million (Dec 20, Sep12, 500,000 Shareholder #14 (director and GM Aug 2007 to 
2007) 2006 Apr 2008) (SF May 1, 2007\o Oc\31, 2008) 

Officer #1 (supervisor Aug 2007 to Apr 2008) 
(SF 2005 lo present) 

Suppller#12 BVI and 837.6 million (BVI) (Q3 Aug 7,2009 500,000 Shareholder #14 (shareholder Aug 7, 20091o 
WFOE and 4 2009) Ocl15, 2009) (SF May 1, 2007to Oc\31, 
Supplier 31 million (WFOE) (10 2008) 

Jan 2010) 

Supplier#23 WFQE 3.3 million (Oc\3, Jun 15,2005 500,000 Shareholder#20 (70%) (SF Aprl11, 2004to 
Supplier 2007) ( deregistered present) 

Mar5,2008) 

Suppller#24 WFOE 182 million (Ocl2009) Apr28, 2006 20million 
Supplier 

Supplier#25 WFOE 99 million (Oct 2007 to Oct31, 2005 reholder #1 (100%) 
Supplier Apr 2010) 

Suppller#9 WFOE 1.1 billion (Apr 10 to Aug 19, 2 million Shareholder #1 (80%) 
Supplier Mar 11) 2009 

Suppller#26 WFOE 170 million (Aug 21, Jan 5, 2010 2 million Shareholder #1 (80%) 
Supplier 2010) Shareholder #21 (20%) (SF Luzhal Jan 1, 2008 

to Mar 31, 2010, Gaoyao Jiayao left May 30, 
2003, join dale 

Supplier#20 WFOE 61 million (sale to SF) Dec2, 2008 1 million Shareholder #21 (70%) (SF Luzhai Jan 1, 2008 
Supplier and (2010) to Mar 31, 2010, Gaoyao Jlayao May 30, 2003 
customer 65 million (purchase to present) 

from SF) (2009) Shareholder #17 (SF 2000 to 2008) 

WFOE 478 million (Mar to Jan 28,2008 USD5 Shareholder #9 (SF 2001\o 2007) 
Supplier Nov2009) million 
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(b) Ais with Former SF Employees 

(i) AI #2 

AI #2 is a current AI that was J'egistered on February 15, 2002 with a registered 
capital of RMB 500,000. From the third quarter of 2007 to the first quarter of 
2011, it purchased appmximately RMB 4.093 billion of standing timber from 
BVIs. 

During the interview with AI #2, the IC Advisors were introduced to Officer #3 as 
the person in charge. Officer #3 was an employee of the Company from 2004 to 
2007. 17 

(c) Potential Relationships between Als and Suppliers 

(i) Supplier #13 and Suppliet· #1 

Supplier #13 is a supplier to BVIs WFOEs. It was registered on June 5, 
2009, with registered capital of RMB 5 million. In September 20 I 0 it sold 
approximately RMB 796 million of timber to the BVIs ovet· two 
transactions. From October to December 2009 it completed approximately 
RMB 179 million oftt·ansactions with the WFOEs. 

According to SAIC filings, the 60% shareholder is Shareholder #15 while 
the 40% shareholder is Supporter #2. On September 1, 2011, Supporter #2 
was introduced to Mt·. Judson Martin in the presence of Mr. Robert Staley 
and Ms Rebecca Huang ofBJ as a supporter behind Yuda Wood. 

(ii) Suppliet· #4, Supplier #5 and AI #6. 

There are two Suppliers and an AI that have a common person as their 
"supervisor". The practical role of "supervisor" varies within different 
Chinese companies and it is not known what the role of this person is 
within each of these companies. 

Supplier #4 is a supplier to BVIs that was registered on December 15, 
2005, with a registered capital of RMB 500,000 and was deregistered on 
July 16,2009. Its 100% shareholder was Shareholder #16. Its supervisor is 
Officer #2. From 2006 to 2009, it sold RMB 3.28 billion of standing 
timber to the BVIs. 

Supplier #4 is a supplier to BVIs that was registered on April 16, 2009, 
with a registered capital of RMB 300,000. Its 100% shareholder was the 

17 According to SAIC search results, Officer #3 is not listed as a shareholder or officer of AI #2. Similarly, the 
SAIC search results do not indicate any shareholding by AI Conglomerate #I. However, during the interview 
with AI Conglomerate #I, its chief Shareholder #5 introduced Officer #3 as the person in charge of AI #2 and 
stated that AI #2 was his investment. For details of the interview, please refer to Schedule V.C.l 1. 
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same Shareholder #16. Its supervisor is the same Officer #2. Prom 2009 to 
the first quarter of 2011, it sold RMB 2.64 billion of standing timber to the 
BVIs. 

AI #6 is an AI that was registered on January 13, 201 0 with a registered 
capital of RMB 200,000. From 2010 to the first quarter of 2011 it 
purchased RMB 2.15 billion of standing timber from the BVIs. According 
to SAIC filings, its supervisor is the same Officer #2. From January to 
November its 100% shareholder was Shareholdet· #18. 

(d) Payments for BVI Standing Timber Purchases Made by Companies that are Not 
Ais 

(i) Trading Co. # 1 

According to emails located in the Company's records, Trading Co. #1 is 
incorporated in the BVI and is owned by Shareholder #4, the brother of 
Shareholder #3 of Supplier #3. That email was sent to SF personnel and 
also contains the Hong Kong HSBC bank details of the company. A 
search seeking the identity of shareholders of Trading Co. #1 was denied 
(shareholding information in the BVI is only available with the consent of 
the shareholder). 

According to the SAIC search results, and confirmed at the AI interview 
with AI #4 and AI #2, Shareholder #4 is a former shareholder of AI 
Conglomerate #1, the Holdco of these two Als. 

In the first fiscal quarter of 2011, in four diffel'ent BVI standing timber 
purchases with Suppliel' #2, payment was made partially by Trading Co 
#1. This is unusual as payments for BVI standing timber purchases are 
nmmally made by SF's Ais as set-offs against SF's standing timber sales 
to those Als. It is not clear on what basis Trading Co. #1 owed money to 
SF and made those payments to Supplier #2. The SAIC search .results for 
Supplier #2 do not indicate that Shareholder #4 is involved in Supplier #2. 

These payment records suggest that there may be funds held offshore by 
Trading Co. #1 (or others) on behalf of SF, or accounts payable to SF 
BVIs by Trading Co. #1 (or others). 

Management advises that Trading Co. #1 is owned by Shareholder #4 and 
is a customer of both SP and SW Trading that purchases imported logs 
from the Company. Supplier #2 is a supplier of plantations that 
Shareholder #4 is not involved with. The Company sold imported logs to 
Trading Co. #1 and by the end of 2010, Trading Co. #1 owed the 
Company $39 million. The Company had purchased plantations from 
Supplier #2 and owed it for these purchases. The Company's finance 
department pressured Trading Co. #1 to pay its account after year end, but 
it did not have the U.S. dollars to pay the amounts owing. Trading Co. #1 
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was directed to pay its liability using RMB and it was directed to pay it to 
Supplier #2 in partial settlement of the plantation purchases. Management 
very recently provided the IC with information regarding Als and 
Suppliers and relationships among the Company and such patties. The IC 
is reviewing this material from Management and intends to report its 
findings in this regard in its final report to the Board. 

(ii) Other Set~off An·angements Involving Non-AI Companies 

The IC Advisors have also identified other instances where Suppliers of 
BVI standing timber purchases have received payment from companies 
other than Als. The companies identified appear to be domestic 
import/export companies. 

Payments by these companies in RMB to Suppliers of the BVIs in China 
may suggest that they have accounts payable to the BVls. If this is the 
case, BVI funds outside China (or accounts receivable offshore in foreign 
exchange) are being transferred by way of set-off into China for purchase 
of standing timber that become part of the BVI assets in China. 

Specific examples include payments in 2010, where Supplier #3 received 
payment from non-AI companies, including Trading Co. #2 and Trading 
Co. #3. Similarly, in 2010 the Supplier #5 received payment from Trading 
Co. #4. 

It is again unclear on what basis these non~AI companies are making set
off payments on behalf of SF. 

(e) Payments to Potentially Connected Suppliers 

(i) Als AI #4 and AI #2 Paying Potentially Connected Supplier #3 

SF charts ofBVI purchase and sale transactions indicate that from 2009 to 
2011, the Ais AI #4 and AI #2 made over RMB 604 million in set-off 
payments on behalf of SF for BVI timber purchases from the Supplier. 

At the Supplier #3 supplier interview in Schedule V.C.ll, Shareholder#3, 
the chief of Supplier #3, confirmed that he founded AI Conglomerate #1, 
the holding company which owns AI #4. 

Based on the SAIC search results, it appears that 40% of the shares of AI 
Conglomerate #1 are held by a Hong Kong company called Shareholder 
#22 that is 100% owned by a company called Shareholder #23, which is a 
BVI company. Emails located in the Company records indicate that 
Shareholder #23 is controlled by Shareholder #3 and that it is through this 
BVI structure that Shareholder #3 maintains his shareholding in AI 
Conglomerate # 1 and therefore the two Als. A search seeking the identity 
of shareholders of Shareholder #23 was denied (shareholding infonnation 
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in the BVI is only available with the consent of the shareholder). The most 
current SAIC search results show that Shat·eholdet· #3 is currently the vice 
chairman of AI Conglomerate # 1. During the interview with Shareholder 
#5, the IC Advisors were told that the information was out of date and that 
Shareholder #3 had transferred his shares to Shareholder #5 and his 
brother Shareholder #6 in 2009. However, SAIC search results showed 
that Shareholder #3 patticipated in a board resolution of AI Conglomerate 
# 1 in 2010. The holding structure is illustrated in a cha1t attached to such 
emails. 

(ii) Ais AI #6 and AI #5 Paying Potentially Connected Suppliet·s Supplier #4 
and Supplier #5. 

SF cha1ts of BVI purchase and sale transactions indicate that in 2010, the 
AI AI #6 made over RMB 313 million in set-off payments on behalf of SF 
for BVI timber purchases from the Supplier #5 both of whom have a 
common supervisor as noted above. In 2009, AI #5, which is an AI 
identified by Management as also controlled by the same entity which 
controls AI #6, made over RMB 170 million in set-off payments on behalf 
of SF for BVI timber pmchases from the Supplier #5. From 2007 to 2008, 
AI #5 made over RMB 499 million in set-off payments on behalf of SF for 
BVI timber purchases from Supplier #4. The IC intends to assess the 
implications of these potential relationships. 

(f) Sale of Standing Timber to AI Potentially Connected to Supplier of that Timber 

(i) Timber Bought from Supplier #3 and Sold to AI #4 and AI #2. 

SF charts ofBVI purchase and sale transactions indicate that from October 
2008 to March 2011, SF sold a total of approximately RMB. 145 million of 
standing timber to the Ais AI #2 and AI #4 that was purchased from 
Supplier #3. During the interview with Shareholder #5, the IC Advisors 
were told that the information was out of date and that Shareholder #3 had 
transferred his shares to Shareholder #5 and his brother Shareholder #6 in 
2009. For fmther details about the relationship between AI #2, AI #4 and 
Supplier #3, please refer to Schedule VI.B.l.l. 

(ii) Timber Bought from Supplier #8 and Sold to AI #3 

SF charts of BVI purchase and sale transactions indicate that from July 
2006 to December 2009, SF sold a total of approximately RMB 456 
million of standing timber to AI #3 that was purchased from the connected 
Supplier #8. For details about the relationship between AI #3 and Supplier 
#8, please refer to Schedule VI.B.l.l. 
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(g) Lam Hon Chiu- Jiangxi Zhonggan 

Certain of the related-party allegations in the MW Report concerned Lam Hon 
Chiu, who was characterized in the MW Report as an "executive" of the 
Company. The MW Report alleged, among other things, that Lam Hon Chiu was 
also the manager of two of the Company's "agents" (which agents were 
unnamed), as well as the legal representative and President of Supplier Jiangxi 
Zhonggan. 

Management responded that Lam Hon Chiu, also known as Marco Lam, had once 
held the position of Vice-President, Business Development and Logistics, with the 
Company, but left Sino-Forest on July 22, 2007. 

Management provided the IC with a letter of Sino-Panel (Asia) Inc. dated July 17, 
2007, confirming the termination of Lam Hon Chiu's employment, effective 
July 23, 2007. The letter was acknowledged by Lam Hon Chiu on July 17, 2007. 
In addition, Management provided a copy of an Employee 'Termination Checklist 
dated July 22, 2007, acknowledged by Lam Hon Chiu on July 17, 2007, and an 
MPF Membet· Termination Statement for Employer in respect of Lam Hon Chiu 
issued by HSBC Life (International) Limited on November 7, 2007. These 
materials are attached as Schedule VI.B.1(g). 

During the interview with Supplier Jiangxi Zhonggan on September 22, 2011 
Lam Hon Chiu confirmed his previous employment with the Company. He further 
stated that Jiangxi Zhonggan, the Supplier of which he is legal representative, did 
not have any transactions with Sino-Forest until after his employment with it had 
ended. 

(h) Relationship Mapping 

The IC Advisors identified other possible relationships between SF, its parent and 
current employees and Als and Suppliers. 

To date numerous interrelationships and linkages between SF',s current/former 
employees, and Ais, Suppliers, forestry bureaus and their current/former 
employees have been identified and further potential relationships continue to be 
identified as enquiries continue. 

On the instructions of the IC, the IC Advisors have passed the details of possible 
relationships identified to date to Management for further follow up and 
explanation. As noted above, very recently, Management provided information 
regarding Ais and Suppliers and relationships among the Company and such 
parties. The IC is reviewing this material from Management and intends to report 
its findings in this regard in its final report to the Board. 
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2. E&Y Directors 

Muddy Waters alleged that the Board appears to be a retirement plan for partners of E&Y. In 
particular, Muddy Water~ suggested that there are currently five retired E&Y partners on the 
Board. 

In fact, there are only two current directors ofthe Company who were formerly partners ofE&Y, 
Mr. James Hyde and Mr. Garry West. Mr. Hyde left E&Y in 2002 to take a position in industry, 
and became a dire¥tor of the Company in 2004. Mr. West retired from E&Y in June 2007 and 
became a directot· of the Company in February 2011. No other persons on the current Board have 
been E& Y partners. 

It would appear that Muddy Waters confused Mr. Jamie Bowland, a recently departed director 
with a long career at BMO Capital Markets, with a "James Boland" - an American who sits on a 
public company board. While Mr. Jamie Bowland had advised that he worked briefly fot· a 
pt·edecessor to E& Y in the 1970s, he was not a partnet· thereof. 

Muddy Waters may also have confused Mr. W. Judson Martin, the Chief Executive Officer, with 
a "J. W. Martin" - a former E&Y partner who is not associated with the Company. Mr. W. 
Judson Martin has never been an E& Y partner or employee. 

Finally, the Company has been advised by E&Y that Mr. Peter D.W. Wang has a similar name to 
an E&Y partner, although he, too; has not been an E&Y partner. 

C. Globe and Mail Allegations re: Homix and Chen Hua 

Homix is currently an indit·ect wholly owned subsidiary of the Company. Dayang is currently a 
wholly owned subsidiary of Homix. The Globe, in a story printed September 3, 2011, claimed 
that SAIC corporate filings for Dayang indicate Chen Hua, a Vice-President of SF, was also a 
shareholder in Dayang at the time of the sale ofHomix to SF in 2010 for $7.1 million. The Globe 
characterized Dayang as a "unit of Homix" and stated that SF closed the purchase of Homix in 
June 2010. Muddy Waters says that SF paid Ms. Chen $7 million (without relating such payment 
to any particular tmnsaction). Based on SF public disclosures at the time, the transaction was 
closed in January 2010. 

Based on the Dayang SAIC filings that have been t·eviewed by the IC Advisors, the IC was able 
confirm that the SAIC filings do not show Chen Hua as holding an interest or a position in 
Dayang after January 28, 2008. The Homix sale is recorded in the SAIC filing and disclosed by 
SF as occurring on January 4, 2010. The SAIC searches show Chen Hua was a 30% shareholder 
(and Chair) from August 2003 to November 2004. She was again shown as a 30% shareholder 
for three days in January 2008. BJ advised the IC Advisors that Ms. Chen has stated to them that 
she was a nominee holder who held for the owner who was a friend. She further indicated to BJ 
that she acted as Chair in the initial stages as she had good relationships that wet·e relevant to the 
business. 
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VII. OTHER MUDDY WATERS ITEMS 

The IC has not attempted to address every allegation made by MW but rather has focussed its 
review as previously described. Set out below are two additional of allegations of MW~ which 
the IC also believes warrant comment. 

A. Logging Versus Sale of Trees 

One of the allegations in the MW Report was that, .given logistics and operational realities, SF's 
Yunnan Province timber sales are largely fabricated. For example, Muddy Waters noted that 
Yunnan is a remote, rugged, mountainous province, making the prospect of harvesting any 
sizeable quantity of logs, even by hand, daunting. Moreover, even if the Company were able to 
harvest the logs claimed, the roads through the mountains are dangerous, with switchbacks and 
steep precipices. Roads leading into the agricultural areas are of an even lower quality and often 
unpaved. During the rainy season (from May to October), travel by road would be further 
complicated by mud and occasional landslides. According to the MW Report, the value of 
purchases made undet· the Yunnan MFA was overstated by approximately $800 million. 

In response to these allegations, Management explained that, in fact, its revenue from Yunnan 
Province was solely the result of the sale of standing timber. No cutting or transport was 
involved, as the tr~es were sold as living trees and not harvested as logs. 

The IC Advisors reviewed the Company's 2010 MD&A, the MD&A for the three months ended 
March 31, 2011, and the Q2s, and determined that this particular element did not require further 
investigation, as the Company's public disclosure supported Management's assertion that the 
revenue generated by the Company in Yunnan Province resulted from the sale of standing 
timber. For example~ the 2010 MD&A stated that the revenue from broadlea.f in Yunnan 
accounted for approximately 45.5% of standing timber revenue in the year ended December 31, 
2010. The MD&A for the three months ended March 31, 2011 disclosed that during the three 
months ended March 31, 2011, the Company sold approximately 9,868 Ha. of phmtations which 
were acquired under MFAs, mainly in the provinces of Guangxi, Yunnan and Hunan. Finally, the 
Q2s indicated that in the six months ended June 30, 2010, 92.9% of standing timber sales were of 
broad leaf from Yunnan Province. 

B. Capital Hole 

The MW report raises an allegation it refers to as the "Capital Hole". The essence of this 
al1egation is that there is a gap between the capital available to SF in China which it could access 
through equity inj~ctions, debt and asset dispositions, and the capital SF reports to have spent in 
China on acquisitions. 

Management was risked to address this allegation in its overall response to the MW allegations. 
Management's primary response is as foJJows: 

"MW's premise is that SF's business generated $3.5 billion of cash flow (after 
change in working capital components and changes in short term borrowings) 
but that SF purchased $5,0 billion worth ofb·ees, thereby SF has a cash shortfall 
of $1.5 billion. Since Chinese govemment records only show between $0.7 
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billion and $1.2 billion of investment by SF into the PRC, SF in China must be 
short of cash of between $0.3 billion and $0.8 billion. MW then argued that SF 
must not have been acquiring all of the trees that SF publicly discussed. In 
reality, the alleged cash short fall has been made up by fund raising exercises 
undertaken at the parent level outside of China. And not all of this cash raised 
has gone into China to fund trees acquisitions. In fact, the operating cash flow 
figm·es that MW used are taken from our financial statements and include 
expenses in the income statement and investments in working capital assets in 
Hong Kong that have been funded by capital raised at the parent level and kept 
in Hong Kong. The expenses have not been funded by operating cash flow in 
China. The expenses made in Hong Kong should not be included as deduction 
against the operating cash flow in China. For example, SF's selling, general and 
administrative expense and Interest for the period of time referred to the MW 
Report has been in excess of $0.7 billion. This amount has been wrongly 
deducted by MW from the China operating cash flow to arrive at the incorrect 
oped1.ting cash flow used in the MW report. This $0.7 billion has been funded by 
cash raised at the parent level and paid outside of China, and therefore this 
amount needs to be added back to the operating cash flow within China. The 
remaining of the alleged excess/shortfall in the MW Report is caused by MW 
wrongly lumping together the change in working capital components. Some of 
the change relates to onshore WFOE's and is funded by their operating cash 
flow in China, some of the change is related to the BVI plantation purchases and 
is funded by this model and some of the change is related to HOng Kong Jog 
trading business which is funded off shore by capital raised by the parent. For 
example, SF funded the Imported log trading business in Hong Kong (the 
investment in this business is included in the change in non-cash working capital 
components when determining operating cash flow) to the extent of $220 
million. This amount needs to be added back to the operating cash flow. When 
one adjusts for these two amounts and includes the actual investment in China, 
one arrives at an excess funding scenario - there is no cash hole as MW so 
sensationally alleged." 

The IC did not ask the JC Advisors to examine the capital hole allegation in favour of focusing 
on the primary issues described in Pat1 I above. 
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VIII. VALUATION 

Key allegations in the MW Report relate to the valuation of SF's standing timber holdings being 
overstated. The MW Report suggests that Poyry, the company retained by SF to provide certain 
valuation services, had been provided manipulated data and had its scope of work restricted by 
SF. The MW Repmt also suggests that timber holdings are overstated by way of alleging 
purchase transactions are fabricated. 

Initially, the IC instructed the IC Advisors to focus on verifying existence and ownership of the 
assets, with a subsequent step being the valuation of those assets. The IC detennined in August 
20 II that the valuation exercise would need to run concurrently with the other effotts. 

At the request of the IC, the IC Advisors pursued the engagement of an independent valuator 
with appropriate forestry expertise in China. The scoping of this project with a prospective 
valuator was completed. However, through the course of its own review, the IC determined it 
had material concerns with respect to such valuator's independence and did not proceed with it 
further. At the same time, SF was giving consideration to a course of action which would require 
a valuation of its own and, in order to avoid duplication of costs and effort, the IC determined it 
would combine its needs with those of the Company and proceed with a new process. 

A key concern identified by the IC Advisors was the information from SF that longitude/latitude 
coordinates of standing timber plantations cannot be obtained from the Surveyor Reports. Such 
reports show GPS coordinates for the village/general area rather than detailed coordinates that 
would facilitate specific identification and a site~walk/examination. 

The IC and Management are currently negotiating an engagement letter with an independent 
valuator pursuant to which it would conduct a valuation process in respect of a sample of SF's 
standing timber. 
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IX. OSC 

On June 8, 2011, the OSC announced it was investigating matters related to SF. A discussion of 
the OSC's investigation and the work of the IC in that regard is attached as Schedule IX, which 
is privileged and confidential. 
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X. E&Y 

As auditor, E& Y is entitled to inspect the books and t·ecords of the Company. The I C agreed and 
instructed the IC Advisors to keep E&Y informed as to the status of the IC's review process and 
have addressed questions of particular interest to E& Y in relation to the scope and progress of 
the review. 

At the outset the IC provided E&Y with the first draft of the proposed work plan of PwC as 
submitted to the IC. The IC has continued to discuss the work plan with E&Y as it has 
developed. The IC also has given E&Y access to the Sino-Forest data captured by PwC on behalf 
ofthe IC. 

A particular area of interest for the IC and E&Y has been Sino-Fot·est's relationships with Als 
and Suppliers, particularly, the Hong Kong Sonic Jita and Yuda Wood relationships. 

The IC has briefed E&Y regularly on the nature and progress of the IC's Teview in relation to the 
following topics: 

• Cash; 

• Fact Gathering; 

• Management Response; 

• Revenue Mapping; 

• Relationship Mapping; 

• All~ged Non-Arm's Length Relationships; 

• Foresn·y Bureau Visits and Confirmations; 

• Customer/Supplier Visits; 

• Current Activities/Next Steps; and 

• Timing . 
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XI. ROYAL CANADIAN MOUNTED POLICE (IMET) 

The RCMP has advised the IC that it has commenced a preliminary investigation into the 
allegations of fraud asserted in the MW Report. Particulars of the IC's discussion with the 
RCMP to date are set out in Schedule XI, which is privileged and confidential. 
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XII. CASH 

As reported in the IC' s First Interim Report, as a precautionary measure, the IC requested that 
PwC confirm SF's cash balances. PwC did this as of June 13, 2011 for both PRC accounts and 
"offshore" accounts. A total of 293 accounts controlled by SF in Hong Kong were confirmed, 
representing 100% of the expected cash position. There are a very significant number of 
accounts held by SF in China and the logistics and requirements of in person/in branch 
verification in that country led the IC to confirm only a portion of the China accounts (28 
accounts, representing approximately 81% of the expected China cash position). The IC was 
satisfied that SF's expected cash position existed as at the date of the confirmation. The Board 
should be aware that SF only updates the details of its own cash position quarterly, so the 
confirmation results must be considered in this context. The IC has instituted certain additional 
controls over cash movements in excess of $1 million held in SF Hong Kong bank accounts in 
order to provide the IC with some precautionary comfort during the examination process. 
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XIIT. NEXT STEPS 

Subject to the direction of the Board, the IC expects to complete its review prior to the end of 
201 I and intends to: 

(a) review the information and analysis recently received from Management relating 
to certain relationship issues; 

(b) in cooperation with Management, engage an independent valuator to conduct a 
valuation process with a scope and parameters acceptable to the IC; 

(c) such other steps as the IC, in its judgement, deems advisable in the discharge of 
its mandate; and 

(d) submit its final report and recommendations to the Board. 

The IC expects to be able to deliver its final report to the Board prior to the end of 2011. 
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GLOSSARY 

"$" means, unless otherwise specified, U.S. dollars; 

"2010 Acquisition" means the Company's acquisition of substantially all of the outstanding 
common shares ofMandra (not already owned by the Company) on February 5, 2010; 

"2010 AIF" or "AIF'' means the Company's annual information form for the year ending 
December 31, 201 0; 

"20 10 Annual Report" means the Company's annual report for the 2010 calendar year; 

"2010 Financial Statements" means the Company's audited consolidated financial statements 
and the notes thereto as at and for the year ended December 31, 20 10; 

"2010 MD&A" means the Company's management discussion and analysis for the year ending 
December 31, 201 0; 

"AI" means an authorized intermediary, an entity through which a BVI conducts its sales; 

"AIC" or "SAIC" means China's State Administration for Industry and Commerce, the national 
authority responsible for administering industry and commerce; 

"AI HoldCo" or "AI Conglomerate #1" means AI Conglomerate #1, a holding company that 
controls several AJs; 

"Audit Committee" means the Audit Committee of the Board; 

"BJ" means Bennett Jones LLP, Canadian counsel to the Company; 

"Board" means the Board ofDirectors of SF; 

"BVI" means a subsidiary of the Company incorporated in the British Virgin Islands; 

"Chart" means the corporate structure chart provided to the IC Advisors by the Company and 
attached as Schedule II.C; · 

"China" means The People's Republic of China; 

"Chop" means the seal typically used in place of signatures in China; 

"Company" or "SF" or "Sino-Forest" means Sino-Forest Corporation and, where the context 
requires, its consolidated subsidiaries; 

"Counterparty" means a party to an agreement with SF that is not a subsidiary of the Company; 

"CTO" means the cease trade order of the OSC dated August 26, 201 0; 

"Dayang" means Jiango Dayang Timber Co. Ltd., a wholly-owned subsidiary of Homix; 
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"E&Y" means Ernst & Young LLP, the auditor of the Company; 

"Entrusted Sale Agreements" has the meaning set forth in Section V.C.l5; 

"forestry bureau confirmations" or "confirmations" means documents issued to the WFOEs 
and BVIs on letterheads with forestry bureau names and featuring Chops (the seal typically used 
in place of signatures) that indicate that they had been issued by the corresponding forestry 
bureau, but does not include new confirmations; 

"FTI" means FTI Consulting, a consulting firm advising the Company; 

"GAAP" means the Generally Accepted Accounting Principles; 

"Gengma Dai" means Gengma Dai and Wa Tribes Autonomous Region Forestry Company Ltd., 
an agent through which the Company purchases timber assets in the Yunnan region of China; 

"Globe" means The Globe and Mail, a Canadian national newspaper; 

"Ha." means hectares, which is equivalent to 15 mu (statements of Ha. herein are approximate, 
given the rounding associated with the conversion of mu to Ha.); 

"Hornix" means Homix Limited, a company acquked by SF in June 201 0; 

"Hong Kong Sonic Jita" means Sonic Jita Engineering Co. Ltd., the Hong Kong incorporated 
parent company ofYuda Wood; 

"Hunan Forestry Entity #1 Confirmation" means the new forestry bureau confirmation issued 
by Hunan Forestry Entity #1 (see Section V.C.9); 

"IC" means the Independent Committee to the Board; 

"IC Advisors" means one or more ofPwC, Osler, Mallesons and JH; 

"IMET" means an Integrated Market Enforcement Team of the RCMP; 

"Income" means income from continuing operations- before interest, other income, exchange 
losses and changes in fair value of financial instruments; 

"JH" or ~'Chinese counsel to the IC" means Jun He Law Offices, independent Chinese IC 
counsel; 

"Jiangxi Zhonggan" means Jiangxi Zhonggan Industrial Development Company Ltd.; 

"Mallesons" means Mallesons Stephen Jaques, independent Hong Kong counsel to the IC; 

"Management" means, at any time, the management of SF at that time; 

"Mandra" means Mandra Forestry Holdings Limited, a wholly-owned subsidiary of SF; 
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"Mandra Bonds~~ means aggregate principal amount of $194,470,000 of 12% Guaranteed 
Senior Notes due May 2013 issued by Mandra Finance; 

"Mandra Finance'' means Mandra Forestry Finance Limited; 

"MD&N' means management discussion and analysis; 

"MFAss' means master framework agreements between various BVIs or WFOEs, on the one 
hand, and various Chinese entities, on the othet', which establish a framework for the supply of 
standing•timberto the Company in specified areas; 

"MOFCOM" means China's Ministry of Commerce; 

"mu" means a Chinese unit of measure for area, which is equivalent to 0.067 Ha; 

"Muddy Waters" or "MW' means Muddy Waters, L.L.C.; 

"MW Report" means the initial "research report" issued by Muddy Waters dated June 2, 2011; 

"OSC" means Ontario Securities Commission; 

"Oster" means Osler~ Hoskin & Harcourt LLP, independent Canadian counsel to the IC; 

"Plantation Rights Certificate" means a governmental registered certification of ownership 
issued by a forestry bureau in China to evidence certain forestry-related rights; 

"PwC'' means PricewaterhouseCoopers LLP, forensic accounting advisors to the IC; 

"Q2s" means, collectively, the financial statements of the Company for the six months ended 
June 30, 2011 and the related MD&A; 

"RCMP" means Royal Canadian Mounted Police; 

"RMB" means Renminbi, the official currency of China; 

"SAFE'' means China's State Administration for Foreign Exchange; 

"SAIC" means China's State Administration for Industry and Commerce, the national authority 
responsible for adl'l)inistering industry and commerce; 

"Sino-Panel (China)" means Sino-Panel (China) Investments Ltd., a WFOE; 

"SP" or "Sino-Panel'' means Sino-Panel (Asia) Inc. (BVI), a BVI; 

"Staff' means Staffofthe OSC; 

"Subsidiary BVIs'~ means, as of the date hereof, all BVIs, other than Oreenheart Resources 
Holdings Limited;. 

427



G-4 

"Supplier" means a supplier to the Company of plantation assets, either rights to standing timber 
or plantation/land use rights or both; 

"Survey Company #1" means Survey Company #1, a survey company engaged by SF to 
provide it with surveyor services in connection with its plantation assets; 

"Survey Report" means a Forest Resource Survey Repo1t that accompanies BVI timber 
purchase contracts; 

"SW" or "Sino-Wood" means Sino-Wood Partners, Limited, a Hong Kong incorporated 
subsidiary of SF; . 

"TSX" means Toronto Stock Exchange; 

"VAT" means valued-added tax; 

"WFOE1
' means a subsidiary of the Company incorporated in China as a "Wholly Foreign 

Owned Enterprise"; 

"WFOE MFAs" means the four MFAs entered into between WFOEs and vendor Counterparties 
from 2009 to 2011, described further in Section V.B; and 

"Yuda Wood'1 means Huaihua City Yuda Wood Co. Ltd, a Supplier. 
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INTRODUCTION 

The IC was established by the Board on June 2, 2011 immediately following the release by 
Muddy Waters of the MW Report. The IC has issued two interim t•epmis to the Board since that 
date, the first dated August 10, 2011 and the second dated November 13, 2011. The initial 
members of the IC were William Ardell (Chair), James Bowland and James Hyde. At the 
invitation ofthe IC, Mr. Garry West, an independent director of SF, has attended virtually all the 
IC meetings and participated in its process. Mr. Bowland resigned as a director and from the IC 
on November 3, 2011 following the delivery to the Board of the IC's draft Second Interim 
Repmi. The IC has formally met approximately 75 times, in most cases for several hours, and 
met informally and communicated by email almost daily, either as IC members or in another 
Board capacity. 

As was noted in the Second Interim Report, the IC focused on the years 2006 and following and 
limited its process to the examination and review of the issues raised in three core areas: 
(i) timber asset verification; (ii) timber asset value; and (iii) revenue recognition. Overlaying or 
intertwined with the latter two areas were the issues raised by the MW allegations regarding 
•·elated party transactions and relationships. These issues have proved to be very difficult to 
definitively resolve. 

The Second Interim Report described the process undertaken by the IC in its examination and 
review of the allegations made in the MW Report, summarized the outcomes and findings 
1·esulting :li·om such process and identified cet1ain further steps which the IC intended to take. 
Attached as Schedule I to this report is the Executive Summary fi.·om the Second Interim Repmi 
which includes an overview of the IC's principal findings as to timber ownership, forestry 
bureau confirmations and Plantation Rights Certificates, book values of timber, revenue 
reconciliation, relationships, cash and the BVI structure. The Executive Summary also discusses 
the challenges encountered by the IC in conducting its process. 

The Second Interim Report stated that, while the IC believed its work was substantially 
complete, there remained certain further steps which it intended to undertake as follows: 

• review the information and analysis which had very recently been provided by 
Management and which was intended to respond to cetiain issues regarding relationships 
of the Company with Als and Suppliers and between Als and Suppliers as identified in 
Part IV of the Second Interim Report; 

• work with management to engage an independent valuator; and 

• such other steps as the IC, in its judgment, deemed advisable in the discharge of its 
mandate. 

This Final Report of the IC sets out the activities undertaken by the IC since mid-November, the 
findings from such activities and the IC's conclusions regarding its examination and review. The 
IC's activities during this period have been limited as a result of Canadian and Chinese holidays 
(Christmas, New Year and Chinese New Year) and the extensive involvement ofiC members in 
the Company's Restructuring and Audit Committees, both of which are advised by different 
advisors than those retained by the IC. The IC believes that, notwithstanding there remain issues 
which have not been fully answered, the work of the IC is now at the point of diminishing 
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returns because much of the inforn1ation which it is seeking lies with non-compellable third 
parties, may not exist or is apparently not retrievable from the records ofthe Company. 

In December 2011, the Company defaulted under the indentures relating to its outstanding bonds 
with the result that its resources are now more focused on dealing with its bondholders. This 
process is being overseen by the Restructuring Committee appointed by the Board. Pursuant to 
the Waiver Agreement dated January 18, 2012 between the Company and the holders of a 
majority of the principal amount of its 2014 Notes, the Company agreed, among other things, 
that the final report of the IC to the Board would be made public by January 31, 2012. 

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

I. PROCESS SINCE NOVEMBER 13, 2011 

The IC Advisors' privileged report on outstanding items as at the date of the Second Interim 
Report and limited processes conducted by the IC Advisors since November 13, 2011 (being the 
date of the IC's Second Interim Report) has been delivered to the Board. Many of those 
challenges, which are fully described in section C of the Executive Summary of the Second 
Interim Report, continued to affect the IC's process since November 13, 2011. See Schedule I. 

The scope of review and the processes undertaken by the IC Advisors since November 13, 2011 
were determined by the IC and have been subject to certain limitations. The IC, in its judgment, 
considers such limitations to be appropriate and in the best interest of the Company, having 
regard to the challenges referred to above, time constraints and cost/benefit considerations. This 
Final Report to the Board, while partially based on the work of the IC Advisors, is the report of 
the IC and not the work of the IC Advisors. 

II. RELATIONSHIPS 

The objectives of the IC's examination ofthe Company's relationships with its Ais and Suppliers 
were to determine, in light of the MW allegations, if such relationships are arm's length and to 
obtain, if possible, independent verification of the cash flows under lying the set-off transactions 
described in Section II. A of the Second Interim Report. That the Company's relationships with 
its Ais and Supp.liers be arm's length is relevant to SF's ability under GAAP to: 

• book its timber assets at cost in its 2011 and prior years' financial statements, both 
audited and unaudited 

• recognize revenue from standing timber sales as currently reflected in its 2011 and prior 
years' financial statements, both audited and unaudited. 
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A. Yuda Wood 

B. 

Yuda Wood was founded in April2006 and was until2010 a Supplier of SF. Its business 
with SF from 2007 to 2010 totalled approximately 152~164 Ha and RMB 4.94 billion. 
Section VLA and Schedule VI.A.2(a) of the Second Interim Report described the MW 
allegations relating to Yuda Wood, the review conducted by the IC and its findings to 
date. The IC concluded that Huang Ran is not currently an employee~ and that Yuda 
Wood is not a subsidiary, of the Company. However, there is evidence suggesting a 
close cooperation between SF and Yuda Wood which the IC had asked Management to 
explain. At the time the Second Interim Report was issued, the IC was continuing to 
review Management's explanations of a number of Yuda Wood-related emails and 
certain questions arising there-from. 

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

Other Relationships 

Section VI.B.1 of the Second Interim Report described certain other relationships which 
had been identified in the course ofthe IC's preparation for certain interviews with Als 
and Suppliers. These relationships include (i) thirteen Suppliers where former SF 
employees, consultants or secondees are or have been directors, officers and/or 
shareholders (including Yuda Wood); (ii) an A1 with a former SF employee in a senior 
position; (iii) potential relationships between Als and Suppliers; (iv) set-off payments for 
BVI standing timber purchases being made by companies that are not Ais and other set
off arrangements involving non-AJ entities; (v) payments by Als to potentially connected 
Suppliers; and (vi) sale of standing timber to an AI potentially connected to a Supplier of 
that timber. Unless expressly addressed herein, the IC has no further update of a material 
nature on the items raised above. 

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

This information was in the form of a report dated November 10, 2011, subsequently 
updated on November21, 2011 and January20, 2012 (the latest version being the 
"Kaitong Repott'') prepared by Kaitong Law Firm ("Kaitong"), a Chinese law firm which 
advises the Company. The Kaitong Report has been separately delivered to the Board. 
Kaitong has advised that much of the information in the Kaitong Report was provided by 
Management and has not been independently verified by such law fum or the IC. 
Kaitong's work on the information received from Management includes: 

• Reconciling the annual transaction amount for each Supplier and AI with the 
purchase/sales detailed data, which were provided by Management; 

• Checking registration documents filed with SAIC to verify the basic information 
(legal representative, shareholding structure and establishment date) of Suppliers 
and Als; and 

• Performing Internet searches on the backers including their current and past 
position, investment and news. 

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

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

(ii) Suppliers and Ais with Former SF Pe1·sonnel: The appendices to the 
Kaitong Report list certain Suppliers that have former SF personnel as 
current shareholders. 

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

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

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

Backers to Suppliers and Als 

As noted above, the Kaitong Report explains the concept of backers of certain Suppliers 
and Als. The Kaitong Report in effect supersedes certain of the information previously 
provided by Management and reported in the Second Interim Report (Part V.C.l8(b)) 
concerning Als and their supporters (then referred to as AI Holdcos or conglomerate). 

The Kaitong Report states that all backers to Suppliers and Als have strong business 
networks and good relations with various levels of the identified Chinese governments 
but does not explain the nature of the connections. The Kaitong Report stresses the 
importance of "GuanxiH in Chinese business, but is not specific as to particular benefits 
and why these particular relationships are important. The Kaitong Report contains little 
information to validate the political or business connections of such backers, or the nature 
of the relationship between the backers and the Suppliers or Als. There is no 
documentary evidence of the nature of their support for their respective Suppliers or Als 
nor the consideration (if any) received by the backers for their support of the Suppliers or 
Als. The Kaitong Report suggests that such backers may provide resources that are 
important in China such as introductions, endorsements and connections. 

As described in Schedule II, the IC Advisors conducted a review of the emails of twenty
three custodians using keyword searches related to the backers. 

The documents identified by the IC Advisors from such review as being of potential 
interest showed no direct communication between backers and SF personnel. No 
additional substantive information was obtained from such email review or the 
interactions between the IC Advisors and Kaitong and management either on the 
relationships between SF and the backers or the roles and involvement of the backers in 
the business' dealings between SF and the Als and Suppliers. Management has advised 
that, while they were aware of certain backers of the Als and Suppliers; the backers were 
not directly involved in the interactions with the Company. This appears to be borne out 
by the key word searches. 

The SAIC information reviewed by the IC Advisors indicated one connection between an 
identified backer and an associated Supplier and the Kaitong Report indicates another 
between a backer and one of his associated Suppliers. 
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As described below, certain of the persons identified as backers of Als were interviewed 
pdor to the Second Interim Rep01t and, in some cases, acknowledged an association with 
the AI for which the Kaitong Rep01t identified them as its backer. 

Given the general lack of information on the backers or the nature and scope of the 
relationships between the Suppliers orAls and their respective backers and the absence 
of any documentary support or independent evidence of such relationships, the IC has 
been unable to reach any conclusion as to the existence, nature or importance of such 
l'elationships. As a result, the IC is unable to assess the implications, if any, of these 
backe1·s with respect to SF's relationships with its Suppliers or Als. Based on its 
experience to date, including interviews with Suppliers and Als involving persons who 
have now been identified as backers in the Kaitong Report, the IC believes that it would 
be very difficult for the IC Advisors to arrange interviews with either the Ais or Suppliers 
or their respective backers and, if arranged, that such interviews would yield very little, if 
any, verifiable information to such advisors. The IC understands Management is 
continuing to seek meetings with its Als and Suppliers with the objective of obtaining 
information, to the extent such is available, that will provide further background to the 
relationships to the Audit Committee. 

(a) New Suppliers 

The Kaitong Repmt also addresses the observation in the Second Interim Report that 
several new Suppliers have appeared since 2009 and completed very large transactions 
with SF. The Kaitong Report states that Management advised that the main reason to 
have new Suppliers is that as the Company expands its business into new geographic 
regions, it needs Suppliers established in each such region. In addition, the Company 
would also like to balance the transactions among Suppliers so as to reduce dependency 
risk on certain Suppliers. Supplier #21. is named as one such Supplier. This Supplier has 
the same backer (Backer #24 1

) and one similar shareholder (Shareholder #12 as to 70%) 
as the earlier supplier, Supplier #2, where Shareholder #12 is shown in SAIC filings as a 
20% shareholder. This particular new Supplier is supp.lying in Sichuan Province, a 
relatively new area for SF. 

(b) Backers to Ais 

The Kaitong Report states that from 2006 to 2011 Sino-Forest sold timber to a total of 13 
Als and of these, 6 are supported by four backers. These backers are Backer #5, Backer 
#7, and Backer #32

, Backer #2 and Backer #8. The Kaitong Report states that it is not 
known if the remaining 7 Ais have backers. 

The IC Advisors have interviewed Backer #5, Backer #3 and Backer #2 prior to 
production of the Kaitong Report as former Management had identified them as 
associated with certain corporate entities then referred to as AI Holdcos or 

For the purposes of this t·eport, certain persons or entities that were labelled as "Shareholdet·" in the Second 
h1terim Report are referred to as "Backer" in this Final Report. The numeric portion of the assigned name of 
such persons or entities remains the same where previously referred to in the Second Interim Report. 

Formerly referred to as AI~Supplier Contact #3 
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conglomerates. All confirmed their associations with the relevant Ais , but did not 
produce any documentation verifying such association. 

2. Suppliers and Als with Former SF Personnel 

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

(a) Suppliers with former SF personnel 

The Kaitong Report, which is limited to examining Suppliers where ex-SF employees are 
current shareholders as shown in SAIC filings, does not provide material new 
information concerning Suppliers where former SF employees were identified by the IC 
in the Second Interim Report as having various past or present connections to current or 
former Suppliers except that the Kaitong Report provides an explanation of two 
transactions identified in the Second Interim Report. These involved purchases of 
standing timber by SF from Suppliers controlled by persons who were employees of SF 
at the time of these transactions. Neither of the Suppliers have been related to an 
identified backer in the Kaitong Report. The explanations are similar indicating that 
neither of the SF employees was an officer in charge of plantation purchases or one of 
SF's senior management at the time ofthe transactions. The employees in question were 
Shareholder #14 in relation to a RMB 49 million purchase from Supplier #18 in 
December 2007 (shown in SAIC filings to be 100% owned by him) and Shareholder #20 
in relation to a RMB 3.3 million purchase from Supplier #23 (shown in SAIC filings to 
be 70% owned by him) in October 2007. The Kaitong Repo1t indicates Shareholder #20 
is a current employee of SF who then had responsibilities in SF's wood board production 
business. 

The IC is not aware that the employees' ownership positions were brought to the 
attention of the Board at the time of the transactions 01\ subsequently, until the 
publication of the Second Interim Report and understands the Audit Committee will 
consider such information. 

(b) Ais with former SF personnel 

The Kaitong Report indicates that no SF employees are listed in SAIC filing reports as 
current shareholders of Als. Except as noted herein, the IC agrees with this statement. 
The Kaitong Report does not address the apparent role of an ex-employee Officer #3 who 
was introduced to the IC as the person in charge of AI #2 by Backer #5 of AI 
Conglomerate #1. Backer #5 is identified in the Kaitong Report as a backer of two Ais, 
including A1#2. (The Kaitong Repo1t properly does not include AI #14. as an AI for this 
purpose, whose 100% shareholder is former SF employee Officer #3. However, the IC is 
satisfied that the activities of this entity primarily relate to certain onshoring transactions 
that facilitated the transfer of SF BVI timber assets to SF WFOE subsidiaries.) 

There was one other instance where a past shareholding relationship has been identified 
between an AI #10 and persons who were previously or are still shown on the SF human 
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resources records, Shareholder #26 and Shareholder #27. Management has explained that 
such entity sold wood board processing and other assets to SF and that the persons 
associated with that company consulted with SF after such sale in relation to the 
purchased wood board processing assets. Such entity subsequently also undertook 
material timber purchases as an AI of SF in 2007-2008 over a time period in which such 
persons are shown as shareholders of such AI in the SAIC filing reviewed (as to 47.5% 
for Shareholder #26 and as to 52.5% for Shareholder #27). That time period also 
intersects the time that Liu Zhiwei is shown in such human resources records and 
partially intersects the time that Shareholder #27 is shown on such records. Management 
has also explained that Shareholder #26 subsequent to the time of such AI sales became 
an employee of a SF wood board processing subsidiary. Management has provided 
certain documentary evidence of its explanations. The IC understands that the Audit 
Committee will consider this matter. 

Common Shareholders between Supplier and Als 

The Kaitong Report states that there are 5 Suppliers and 3 Ais that respectively have 
ce1tain common current shareholders but also states that there is no cross control by those 
current shareholders of such Suppliers or Ais based on SAIC filings. The Kaitong Report 
coliectly addresses current cross shareholdings in Suppliers and Ais based on SAIC 
filings but does not address certain other shareholdings. With the exception of one 
situation of cross control in the past, the IC has not identified a circumstance in the SAIC 
filings reviewed where the same person controlled a Supplier at the time it controlled a 
different AI. The one exception is that fi·om April 2002 to February 2006, AI #13 is 
shown in SAIC filings as the 90% shareholder of Supplier/ AI #14. AI #13 did business 
with SF BVIs from 2005 through 2007 and Supplier/A! #14 supplied SF BVIs from 
2004 through 2006. However, the IC to date has only identified one contract involving 
timber bought fi·om Supplier/A! #14 that was subsequently sold to AI #13. It involved a 
parcel of2,379 Ha. timber sold to AI #13 in December 2005 that originated from a larger 
timber purchase contract with Supplier/A! #14 earlier that year. Management has 
provided an explanation for this transaction. The IC -understands that the Audit 
Committee will consider this matter. 

Transactions involving Suppliers and Als with Current Shareholders in Common 

The Kaitong Report states that where SF has had transactions with 5 Suppliers and 3 Ais 
that have current shareholders in common (but no one controlling shareholder) as shown 
in SAIC filings, the subject timber in the transactions they each undertook with SF is not 
the same; that is, the timber which SF buys fi·om the Suppliers and the timber which SF 
sells to the Als where the Supplier and AI have a current common shareholder were 
located in diffel'ent areas and do not involve the same plots of timber. The Kaitong 
Report further states that where SF has had tmnsactions with 5 Suppliers and 3 Als with 
current shareholders in common as shown in SAIC filings, SF had transactions with those 
Als prior to having transactions with those Suppliers, thus SF was not overstating its 
transactions by buying and selling to the same counterparties. 

Other than the immaterial timber parcel transaction referred to in Section II.B.3 above, 
which is a 2005 transaction, the IC believes that the Kaitong Report is accurate in respect 
of the specific transactions cited by it, except that it could not independently confirm the 
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information reported for sales from Suppliers with cross minority interests to AI #3 of 
timber parcels in Jiangxi Province due to the absence of detailed location information in 
the sales contracts. 

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

The Second Interim Report indicated some potential connections between shareholders of 
Supplier #3 and two Ais that Management then associated with an entity called AI 
Conglomerate #1. No direct ownership was indicated between such Ais and AI 
Conglomerate #1 based on the SAIC filings reviewed, although the Kaitong Report 
indicates that the current owner of AI Conglomerate #1 is a backer of such Als. The IC 
is also now satisfied that based on various corporate filings, there is no current cross 
ownership between AI Conglomemte #1 and Supplier #3. Further, the IC believes, based 
on its review of the timber purchase contracts between Supplier #3 and SF and the timber 
sales contmcts between SF and Als backed by the ownet· of AI Conglomerate # 1 that 
there were no purchases and sales of the same timber with those parties during any period 
for which the IC believe there may have been cross ownership between shareholders of 
Supplier #3 and shareholders of AI Conglomerate #1 (or the two Ais). Further, 
Management has also provided the IC information suggesting that no proceeds :fi:om any 
sales to those Als wet·e redeployed to purchase timber from Supplier #3 or entities known 
to be controlled by its shareholder, Shareholder #3. 

The IC notes that there were significant set-off payments :from such Als to Supplier #3 
(approximately RMB 1.04 billion). Given Supplier #3 is a major Supplier and such Ais 
are major Als, this is consistent with the BVI business model. 

III. TIMBER ASSET PROOF OF CONCEPT 

A. Baclcground 

The Second Interim Report discussed the absence of maps in documentation for BVI timber 
purchase transactions. In response to these concerns, Management provided information 
regarding various issues regarding the due diligence conducted prior to entering into a BVI 
timber purchase contract, including maps which in the case of timber purchases were provided 
through forestry bureaus. 

Management also provided copies of news articles regarding foreigners being subject to criminal 
sanctions in China for possessing maps and other geographical information that were deemed to 
be classified as state secrets. The IC has reviewed these responses fmm Management and was 
unable to verify all of Management's assertions regarding forestry maps or that forestry mapping 
information would be regarded as subject to such sanctions but recognizes that this is an area of 
the law in China where a conservative approach may be pmdent. 
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In mid December 2011, Management provided a document entitled "Detailed Description of 
Locating Forestry Resources in China" which explains how the locations ofBVI standing timber 
assets are determined. This document has been provided to the Board. 

It indicates that although certain types of stand maps and these land descriptions are available as 
part of PRCs, maps are not readily available for continuing possession by persons trading in 
standing timber without a lease as is the case of the transactions by SF's BVI model. 
Management indicates that such maps usually can be borrowed from forestry bureaus (but not 
retained) and are used by the smvey companies as part of the Company's due diligence. 
Management believes the ability of a foreign company to retain such maps is unclear and has 
adopted a cautious approach to this issue. The advice received by the IC from independent 
forestry experts is that this practice is not inconsistent with the practice of other parties in China 
who buy and sell standing timber without leasing the underlying land. 

B. Independent Review by Forestry Experts 

(i) Background 

The IC requested that a sample proof of concept exercise be undertaken by an independent 
forestry expert to determine if the specified areas of forest in a particular BVI purchase contract 
could be located and quantified by such party. 

The IC determined that it was appropriate to use two forestry companies that were also being 
retained by the Company in connection with its restructuring and the valuation process 
associated therewith. These two independent forestry experts were Indufor Asia Pacific Limited 
("Indufor") and Stewart Murray (Singapore) Pte. Ltd. ("Stewart Murray''). Members of the IC 
were involved in that retainer process. These entities had been retained through BJ for such 
valuation process and the repol1 they provided was a repo1t to BJ from Indufor on the work done 
by Indufor and Stewatt Murray (collectively, the "Forestry Experts" and their report dated 
January 27, 2012, the "Forest Report"). The Forest Report has been delivered to .the Board. The 
Forest Report describes the proof of concept asset verification process undertaken to determine 
ifthe net stocked area of two fOl'est compartments purchased under two specific SF BVI timber 
purchase contracts could be verified. 

The importance of such a "proof of concept" engagement is that it confirms the technology, 
methodology and reporting framework that can be used for the wider area verification of the SF 
estate, subject to access to maps meeting the standards described below. 

(ii) Summary 

As part of the proof of concept process and based upon information :fi:om SF, including maps that 
SF indicated were borrowed by SF's contract survey company from the relevant forestry 
bureaus, the Forestry Experts were then able to locate the two compartments in question and to 
relate them to the specific contracts. They measured the net stocked area of forest cover in the 
two compartments compared to the net stocked area for those compartments described in the 
survey attached to th.e contracts. Indufor repotted that the actual net stocked area of the two 
selected compartments fell within six percent of the net stocked area recorded for those within 
the contract documents. 
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The analysis and findings of the report are limited solely to the two compartments described 
therein. Indufor states that no extrapolation of findings to the wider SF estate is possible or is 
implied. 

(iii) The Process and Detailed Findings 

The IC selected tvvo compartments from ten possible compartment options suggested by the 
Forestry Experts. 

The Forest Report indicates that the ten forest compartment options put forward to the IC met 
criteria requiring that the compartments: 

1. were impartially selected by Indufor and Stewatt Murray for the IC and not selected by 
SF; 

2. were part ofthe SF purchased timberplantations located in Yunnan province of China; 

3. 

4. 

were listed as being held by BVI entities and not by WFOE entities, and; 

should cover multiple county forestry bureaus. It was the IC's intention to select 
compartments that were in different county forestry bureau jurisdictions. 

The IC selected the following two compartments for the area verification process: 

1. 

2. 

Purchase Contract STP-SUW-0409 dated January 7, 2011 and Survey Report STP-SUW-
0409 dated 27 December 2010. Compartment 11. Located in Jianchuan county, near the 
township of Ma-teng. Jurisdiction of the Jianchuan County Forestry Bureau, with a 
stated area of 1145 mu (being 76.3 hectares). 

Purchase Contract STP-SUW-0411 dated January 14, 2011 and Survey Report STP
SUW-0411 dated 5 January 2011. Compartment 44. Located in Heqing county, near the 
township ofBeiya. Jurisdiction of the Heqing County Forestry Bureau, with a stated area 
of957 mu (being 63.8 hectares). · 

The Forest Report summarizes the results of the proof of concept process as follows: 

1. 

2. 

maps of the two compartments were provided by SF to Indufor, which SF indicated were 
borrowed by the contracted survey company from forestry bureaus; 

the two maps clearly showed the extent of each compattment's boundary that 
cot1'esponded to those in Surveys related to the contracts; 

each compartment's boundary was able to be spatially located (gee-referenced) for use 
within a Geographic Information System; 

the Forestry Experts located and physically visited the two forest compartments; 

the use of recent high resolution satellite images allowed the removal of gaps and areas of 
unstocked forest from the calculation of each compartment's net stocked area; 

the net stocked area calculated by the verification process for the two compartments 
slightly exceeded that stated in the forest survey reports attached to the SF purchase 
contracts for the compartments; and 
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7. it is important to reemphasise that no extrapolation ofthe area verification findings to the 
wider SF estate is possible. 

The Forestry Experts utilized the maps as described above but were not permitted to retain them. 
Indufor has advised the IC that did not present any material issues to its process or conclusions. 
They confirm that the compartments were forested, but did not undertake an assessment of 
standing timber volume. 

The Forestry Expetts used the combined results of the field observations and satellite imagery to 
assess the net stocked area for each of the two forest compartments. Net stocked area is forested 
area and excludes any unstocked forest gaps. The following table compat·es the SF purchase 
contract areas and the net stocked area mapped by the Forestry Experts using remote sensing 
processes. 

Table 1: Net Stocked Area Comparison of Purchase Contract vs. Assessed Area 

Purchase 
Assessed Area Difference Difference 

I 
Identification Reference Contract Area 

(Ha.) (Ha.) (%) (Ha.) 

Compa11ment 11 76.3 80.5 4.2 +5.5% I 
Compartment 44 63.8 66.5 2.7 +4.2% 

i 

The exercise did prove the concept that was presented for testing -subject to the provision of 
adequate maps, it was possible to use a combination of remote sensing and ground inspection to 
assess the net stocked area. The Forestry Experts reported that it should indeed be possible for 
the Company to use the same teclmology, process and methodology as demonstrated in the 
Forest Report to verify the area and land cover status of its entire forest estate. The Forestry 
Experts observed and emphasised that the viability of such a large scale area verification exercise 
is critically dependent on having access to maps that meet certain standards, these being: 

1. that the maps are provided in a format that is readily usable and reliable, be that in a high 
quality digital or paper format; 

2. the maps are already gee-referenced, or can be readily and reliably gee-referenced; and 

3. the maps clearly show the boundaries of each forest compartment or collection of forest 
compartments. 

The Forestry Experts observed that the availability of maps meeting such specifications 
described above should enable an efficient area verification process of the wider SF estate to be 
undertaken. Forest compartment maps that did not meet such specifications would prevent their 
area from being verified. 

The Forestry Experts therefore concluded that a large scale area verification exercise has to 
follow the sequence outlined below: 

1. digital gee-referenced maps are combined with satellite images. 

2. the locations ofthe necessary field sample sites are identified. 

3. field sample sites are visited and the forest ground cover data are recorded. 
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4. the forest cover data are combined with the satellite images and the resulting net stocked 
area of each forest compattment can be measured. 

The concept of testing a sample of BVI purchase contracts and survey information by forestry 
experts was discussed among the IC and counsel to the IC, although the design and testing of the 
proof of concept that was undertaken was a matter detetmined by the Forestry Experts within the 
parameters for selection of the two test areas detennined by the IC. 

The IC Advisors were not involved in the preparation of the Forest Report although such repmt 
was made available to them in order to assist counsel in advising the IC in the preparation of the 
Final Report. 

IV. ASSET VERIFICATION 

The Company's counsel has engaged Stewart Murray to assist the Company in compiling a full 
forest description and implementing a forest asset valuation framework as at December 31, 2011. 
This will enable Management to give its opinion and guidance as to the fair market value of the 
Company's forest assets to the Board. Stewart Murray will identify and report to the Board on 
the sources of data (and any assumptions therein) that are incorporated within the Company's 
forest description, including assigning and reporting the levels of confidence that surround key 
assumptions. This engagement is expected to expand to include a verification and validation 
process of the key components that underpin forest value involving both Stewart Murray and 
Indufor. The exercise will involve a highly structured process that will, over time, systematically 
assess the area of forest cover and merchantable volume across the SF estate. Members of the IC 
were involved in determining the scope and parameters of the engagement of Stewart Murray. 
The IC Advisors were not directly involved in the retainer process of such experts. 

V. ONTARIO SECURITIES COMMISSION 

The OSC sought extensive information from the IC in letters dated December 7, 2011 (7 pages) 
and December 22, 2011 (29 pages), much of which was information properly sought from the 
Company. 

The IC advised the OSC on January 4, 2012 that it would respond to their extensive inquiries. 

The IC has responded to the December 7'h letter and a response to the December 22nd letter, 
which also requires input fi:om the Company, is expected to be completed within a reasonable 
period oftime after the completion of this report. 

VI. OUTSTANDING MATTERS 

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

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

(b) such other specific activities as it may deem advisable or the Board may instruct. 
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GLOSSARY 

"$"means, unless otherwise specified, U.S. dollars; 

"2010 AIF, or "b" means the Company's annual information form for the year ending December 
31, 2010; 

"2010 Financial Statements" means the Company's audited consolidated financial statements 
and the notes thereto as at and for the year ended December 31, 201 0; 

"2010 MD&A" means the Company's management discussion and analysis for the year ending 
December 31, 20 1 0; 

"AI" means an authorized intermediary, an entity through which a BVI conducts its sales; 

"AI Hold Co" means AI Conglomerate #1; 

"Audit Committee" means the Audit Committee of the Board; 

"BJ" means Bennett Jones LLP, Canadian counsel to the Company; 

"Board" means the Board ofDirectors ofSF; 

"BVI'' means a subsidiary of the Company incorporated in the British Virgin Islands; 

"China" means The People's Republic of China; 

"Chop" means the seal typically used in place of signatures in China; 

"Company" or "SF" or "Sino-Forest" means Sino-Forest Corporation and, where the context 
requires, its consolidated subsidiades; 

"CTO" means the cease trade order ofthe OSC dated August 26, 2010; 

"E&Y" means Emst & Young LLP, the auditor ofthe Company; 

"Executive Summary" means the executive summary of the Second Interim Report, attached 
hereto as Schedule II; 

"Final Report" means the final report of the IC to the Board dated January 31, 2012; 

"Forest Report" the report of the Forestry Experts dated January 27,2012 referred to in Section 
IIIB(i); 

"forestry bureau confirmations" or "confirmations" means documents iss1:1ed to the WFOEs 
and BVIs on letterheads with forestry bureau names and featuring Chops (the seal typically used 
in place of signatures) that indicate that they had been issued by the corresponding forestry 
bureau, but does not include new confirmations; 

"Foresh'Y Experts" means, collectively, Indufor and Stewart Murray; 

445



G- 2-

"FIT' means FTI Consulting, a consulting firm advising the Company; 

"GAAP" means the generally accepted accounting principles as set out in the Canadian Institute 
of Chartered Accountants Handbook- Accounting as applicable to public companies in Canada; 

"Ha." means hectares, which is equivalent to 15 mu (statements of Ha. herein are approximate, 
given the rounding associated with the conversion ofmu to Ha.); 

"IC" means the Independent Committee to the Board; 

"IC Advisors" means one or more ofPwC, Osler, Mallesons and JH; 

"IMET'' means an Integrated Market Enforcement Team of the RCMP; 

"lndufor" means Indufor Asia Pacific Limited; 

"JH" or "Chinese counsel" means Jun He Law Offices, independent Chinese IC counsel; 

"KaitongH means a Chinese law f1rm retained by the Company; 

"Kaitong Report" means the report of Kaitong dated January 20, 2012 regarding cet·tain 
relationship issues; 

"Mallesons" means Mailesons Stephen Jaques, independent Hong Kong counsel to the IC; 

"Management" means, at any time, the management of SF at that time; 

"Mandra" means Mandra Forestry Holdings Limited, a whol1y-owned subsidiary of SF; 

"MD&A" means management discussion and analysis; 

"mu" means a Chinese unit of measure for area, which is equivalent to 0.067 Ha.; 

"Muddy Waters" or "MW" means Muddy Waters, L.L.C.; 

"MW Report" means the initial "research report" issued by Muddy Waters dated June 2, 2011; 

"OSC" means Ontario Securities Commission; 

"Osler" means Osler, Hoskin & Harcom1 LLP, independent Canadian counsel to the IC; 

"Plantation Rights Certificate" or "PRC" means a governmental registered certification of 
ownership issued by a forestry bureau in China to evidence certain forestry~related rights; 

"PwC" means PricewaterhouseCoopers LLP, forensic accounting advisors to the IC; 

"RCMP" means Royal Canadian Mounted Police; 

"RMB" means Renminbi, the official currency of China; 
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"SAIC" means China's State Administration for Industry and Commerce, the national authority 
responsible for administering industry and commerce; 

"Second Interim Report" means the second interim report of the IC to the Board dated 
November 13, 2011; 

"Stewati Murray" means Stewart Murray (Singapore) Pte Ltd.; 

"Supplier" means a supplier to the Company of plantation assets, either rights to standing timber 
ot· plantation/land use rights or both; 

"Survey Report" means a Forest Resource Survey Report that accompanies BVI timber 
purchase contracts; 

"SW" means Sino-Wood Partners, Limited, a Hong Kong incorporated subsidiary of SF; 

"WFOE" means a subsidiary of the Company incorporated in China as a "Wholly Foreign 
Owned Enterprise"; and 

"Yuda Wood" or "Yuda" means Huaihua City Yuda Wood Co. Ltd, a Supplier. 
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SCHEDULE I 
SECOND INTERIM REPORT- EXECUTIVE SUMMARY 

A. Introduction 

The IC was established by the Board on June 2, 2011, immediately following the release by 
Muddy Waters of the MW Report regarding SF. The members of the IC are WiJiiam Ardell 
(Chair), James Bow land, and James Hyde. At the invitation of the IC, Mr. Garry West, an 
independent director of SF, attends virtually all IC meetings and patticipates in its process. 
Following the delivery to the Board of the IC's draft of this Second Interim Report on 
November 3, 2011, Mr. James Bowland resigned as a director and therefore fi·om the IC. The 
mandate of the IC, in general terms, is to independently examine and review the serious and 
wide-ranging allegations made in the MW Report and report back to and, if appropriate, make 
recommendations to the Board. To date, the IC has met appmximately 48 times. 

The IC Advisors' role is to support the IC in its mandate to review the allegations made in the 
MW Repot·t and related matters. The IC Advisors have conducted various investigative and 
review processes, all at the direction of, and subject to such scope limitations as the IC, in its 
judgment, deemed appropriate. (See Part IV.) This Second Interim Report to the Board, while 
based on the work of such advisors, is the repott of the IC and (other than Schedule IV) not 
the report of the IC Advisors. 

The IC's First Interim Report to the Board dated August 10, 2011 outlined the nature and 
scope of the IC's activities (principally data collection) to that date and the planned next steps. 
The purpose of this Second Interim Report is to repmt to the Board on the activities 
undertaken by the IC since mid-August, the outcomes and findings :fi·om such activities and 
further next steps. The First Interim Report is attached as Schedule I.A. 

While the MW Report took a scatter gun approach in its allegations, the IC determined to 
address the issues raised in three core areas: (i) timber asset verification; (ii) timber asset 
value; and (iii) revenue recognition. Overlaying the latter two areas are the issues raised by 
the MW allegations relating to related party transactions. The IC also determined to focus on 
the years 2006 to 2010. Using this fi·amework for its review, the IC's focus since its last 
repmt has been principally on: 

• the ownership structure of timber assets on SF's balance sheet; 

• verifYing the Company's holdings of standing timber ("purchased plantations" 
as refetTed to in the 20 I 0 AIF) and plantation land use/lease rights ("planted 
plantations" as referred to in the 2010 AIF, though some plantation land 
use/lease rights, such as the Mandt·a holdings, are classified as "purchased 
plantations" in the 2010 AIF), held through BVIs and WFOEs and the nature 
of its interests in such assets (see Patt V below); 

• interviewing Suppliers and Ais with a view to verifYing the existence and 
nature of SF's relationship with such third parties and seeking to obtain 
financial particulars about purchase and sale transactions between such third 
parties and SF (see Part VI below); and · 
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• examining and assessing the relationship with Yuda Wood, historically one of 
the largest Suppliers of standing timber to SF supplying approximately 21.5% 
ofBVI timber purchases fi·om 2008 through 2011 (see Section VI.A below). 

The IC's work has also included: 

• examining a number of specific situations which are the subject of MW 
allegations or critical newspaper articles (see e.g. Sections IV.B.6, VI.B and 
VI.C and Pa1t VII below); 

• engaging with and assisting E& Y in its examination of val'ious issues relevant 
to its reports on the Company's financial statements (see Schedule IV 
attached); 

• responding to questions and requests for documents and information from the 
OSC, including enquiries made through the Hong Kong securities authorities, 
in connection with its publicly announced investigation (see Part IX); 

• meeting with and t·esponding to requests for information from BJ and FTI; 

• conducting interviews of certain members of Management; 

• inspecting original versions of documents issued to the WFOEs and BVIs on 
letterheads with forestry bureau names and featuring Chops (the seal typically 
used in place of signatut·es) that indicate that they had been issued by the 
corresponding forestry bureau (the "forestry bureau confirmations"), and 
attending meetings with forestry bureaus in an attempt to verifY the 
Company's holdings of standing timber; 

• attending interviews of Als and Suppliers, examining SF employee and other 
t•elationships with Als and Suppliers (see Schedule IV attached); and 

• meeting with and responding to requests for information from the RCMP (see 
Part XI). 

In addition to the IC review, the MW Report has spawned various actions by public and 
private parties. These actions, which have affected the IC's activities and processes, include: 

• an OSC investigation of matters related to SF; 

• a review by E&Y of various matters relating to its 2010 and prior years' audits; 

• 

• 

three class action lawsuits in Ontario (one of which has a companion action in 
Quebec) by securities holders against the Company, its officers, E&Y and 
others; 

a threatened derivative claim against E&Y and certain officers and employees 
ofthe Company; 
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• extensive newspaper and analyst reporting of the Company, including several 
in-depth investigative reports; and 

• an enquiry by the RCMP through !MET. 

While the IC believes its work is substantially complete, there remain ce1tain further steps 
which it intends to unde1take as follows: 

• t·eview the information and analysis very recently provided by Management 
intended to respond to certain issues regarding relationships of the Company 
with Als and Suppliers and between Als and Suppliers identified in this 
Second Interim Report (see Part VI); 

• engage an independent valuator (see Part VIII); 

• such other steps as the IC, in its judgement, deems advisable in the discharge 
of its mandate; and 

• submit its final report and recommendations to the Board. 

The IC expects to be able to deliver its final report to the Board prior to the end of2011. 
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B. Overview of Principal Findings 

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

Timber Ownership 

Based on its review and subject to its comments herein, the IC has confirmed to its 
satisfaction that the Company has: 

• registered title to approximately 151,000 Ha. ofSW and SP planted plantations 
and Mandra plantations. This constitutes approximately 17.9% of its timber 
holdings by area as at December 31, 2010;1 and 

• contractual or other rights to approximately 683,000 Ha. ofplantations, being 
81.3% of its timbet· holdings by area as at December 31, 2010 (of these, the 
Company holds original Plantation Rights Certificates, issued in the name of 
the Supplier, representing approximately 15,000 Ha., which the IC believes 
gives the Company a demonstrable chain of title). See Section III.B. 

In connection with such confirmation, the IC has reviewed originals or copies of pm·chase 
contracts (and the corresponding set-off documentation confirming payment, in the case of 
the BVI purchased plantations) for the acquisition by the Company of: 

approximately 467,000 Ha. ofBVIs purchased plantations;2 

• approximately 237,000 Ha. ofWFOE pmchased plantations;3 and 

• approximately 129,000 Ha. ofplanted plantations4 

t·epresenting approximately 106%5 of SF's disclosed timber holdings of 788,700 Ha. as at 
December 31, 2010. With respect to these holdings, the IC has verified to its satisfaction that 
the Company has registered title: 

Timber holdings by area as at December 31, 2010 have been calculated by adding approximately S I ,000 Ha. 
of planted plantation land for which the Company has contracts but has yet to classify as plantations under 
management for the purposes of its annual disclosure, to the Company's disclosed plantation of holdings of 
788,700 Ha. 

BVI pw·chased plantations are comprised of standing timber without undel'lying leases of land use rights. 

The Company classifies this as being .comprised of all WFOE (SP) standing timber and all Mandra leased 
plantations. Mandra leased plantations are considered to be "purchased" plantations in the Company's 
public disclosure because they were acquired through the 2010 acquisition ofMandra. 

The Company classifies this as being comprised of all WFOE (SW and SP) leased plantations, 

The Company's explanation for this figu1·e being approximately 106% ofits disclosed timber holdings as at 
December 31, 2010 is that the IC reviewed leases for approximately 51,000 Ha. of plantation land which 
were not included in the disclosed total of planted plantations of 77,700 Ha. as of December 31, 2010, due 
to a numbet· of reasons, pl'imarily because these lands had not yet been planted. 
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• via original Plantation Rights Certificates in the Company>s name, to 
approximately 86,000 Ha. of WFOE purchased plantations, 6 and 
approximately 43,000 Ha. ofWFOE planted plantations; 7 and 

• via copies of Plantation Rights Certificates in the Company's name, to 
approximately 9,000 Ha. of WFOE purchased plantations, and approximately 
12,000 Ha. ofWFOE planted plantations. 

In addition, as at December 31, 2010, the IC has determined that the Company has original or 
copies of fmestry bureau confirmations relating to the acquisition of: 

• approximately 467,000 Ha. ofBVIs purchased plantations; 

• appmximately 89,000 Ha. ofWFOE (SP) purchased plantations; and 

• approximately 50,000 Ha. ofWFOE (SP only) planted plantations. 

The Company does not obtain registered title to BVI purchased plantations. In the case of the 
BVIs' plantations, the IC has visited forestry bureaus, Suppliers and Als to seek independent 
evidence to establish a chain oftitle or payment transactions to verity such acquisitions. The 
purchase cont1·acts, set-off arrangement documentation and forestry bureau confirmations 
constitute the documentary evidence as to the Company's contractual or other rights. The IC 
has been advised that the Company's rights to such plantations could be open to challenge. 
However, Management has advised that, to date, it is unaware of any such challenges that 
have not been l'esolved with the Suppliers in a manner satisfactory to the Company. 

Forestry Bureau Confirmations and Plantation Rights Certificates 

Registered title, through Plantation Rights Certificates is not available in the jurisdictions {i.e. 
cities and counties) examined by the IC Advisors for standing timber that is held without land 
use/lease rights. Therefore the Company was not able to obtain Plantation Rights Cetiificates 
for its BVIs standing timber assets in those areas. In these circumstances, the Company 
sought confirmations fi·om the relevant local forestry bureau acknowledging its rights to the 
standing timber. 

The IC Advisors reviewed forestry bureau confirmations for virtually aJJ BVIs assets and non" 
Mandra WFOE purchased plantations held as at December 31, 2010. The IC Advisors, in 
meetings organized by Management, met with a sample of forestry bureaus with a view to 
obtaining verification of the Company's rights to standing timber in those jurisdictions. The 
result of such meetings to date have concluded with the fo1·estry bureaus or related entities 
having issued new confirmations as to the Comfany's contractuall'ights to the Company in 
respect of 111,177 Ha. as of December 31,2010 and 133,040 Ha. as of March 31, 2011,9 and 

6 These 86,000 Ha. of WFOE purchased plantations are composed of approximately 84,000 Ha. of leases 
under Mandra and approximately 2,000 Ha. of standing timber undet• SP. 

These 43,000 Ha, of WFOE planted plantations are composed approximately of 31,000 Ha. of leases under 
SW and approximately 12,000 Ha. of leases under SP. 

Composed of 106,446 Ha. ofBVI plantations and 4, 731 Ha. of WFOE planted plantations, of which 60,707 
Ha, were confirmed in the Hunan Forestry Entity Conflt·mation. This amount is, however, different .from the 
total 60,696 Ha. shown on the confirmation, which appears lo arise fi·om rtn addition e!TOI'. 
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have acknowledged the issuance of existing confirmations issued to the Companfc as to 
cettain rights, among other things, in respect of 113,058 Ha. as of December 31, 2010. 0 

Forestry bureau confirmations are not officially recognized documents and are not issued 
pursuant to a legislative mandate or, to the knowledge of the IC, a published policy. It 
apperu·s they were issued at the request of the Company or its Suppliers. The confirmations 
are not title documents, in the Western sense of that term, although the IC believes they 
should be viewed as comfort indicating the relevant forestry bureau does not dispute SF's 
claims to the standing timber to which they relate and might provide comfot't in case of 
disputes. The purchase contracts ru·e the primary evidence of the Company's interest in 
timber assets. 

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

Book Value of Timber 

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

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

Revenue Reconciliation 

As reported in its First Interim Rep01t, the IC has reconciled repotted 2010 total revenue to 
the sales prices in BVIs timber sales contracts, together with macro customer level data from 
other businesses. However, the IC was unable to review any documentation of Als or 
Suppliers which independently verified movements of cash in connection with set-off 

9 Composed of 128,309 Ha. ofBVI plantations and 4,731 Ha. of WFOE planted plantations, of which 60,707 
Ha, were confirmed in the Hunan Forestry Entity Confirmation. This amount is however different from the 
total hectare of 60,696 shown on the confirmation, which apperu·s to arise from an addition enor. 

1° Composed of90,905 Ha ofBVI plru1tations and 22,153 Ha. ofWFOE planted plantations. 
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arrangements used to settle purchase prices paid, or sale proceeds received by, or on behalf of 
SF. 

• 

• 

• 

Relationships 

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

Other: The IC's review .has identified other situations which require further 
review. These situations suggest that the Company may have close 
relationships with certain Suppliers, and cet1ain Suppliers and Als may have 
cross-ownership and other relationships with each other. The IC notes that in 
the interviews conducted by the IC with selected Als and Suppliers, all such 
parties represented that they were independent of SF. Management has very 
recently provided information and analysis intended to explain these situations. 
The IC is reviewing this material fi·om Management and intends to report its 
findings in this regard in its final report to the Board. Some of such 
information and explanations may not be capable of independent verification. 

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

, impacted. 

As reported in the IC's First Interim Report, as a precautionary measure, the IC requested that 
PwC confirm SF's cash balances. PwC did this as of June 13, 2011 for both China accounts 
and "offshore" accounts. A total of 293 accounts controlled by SF in Hong Kong were 
confirmed, representing 100% of the expected cash position. There are a very significant 
number of accounts held by SF in China (in excess of 260) and the logistics and requirements 
of in-person/in-branch verification in that country led the IC to confirm only a portion ofthe 
China accounts (28 accounts, representing approximately 81% of the expected China cash 
position). The IC was satisfied that SF's expected cash position existed as at the date of the 
confirmation. The Board should be aware that at the time of the cash confirmation process, 
SF only updated the details of its cash position quarterly, so the confirmation results must be 
considered in that context. The IC has instituted certain additional controls over cash 
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movements in excess of $1 million held in SF Hong Kong bank accounts in order to provide 
the IC with some precautionary comfort during the examination process. Further, 
Management has advised that cash balances are now updated on a more frequent basis. See 
Part XII. 

BVI Structure 

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

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

(a) Chinese Legal Regime for Forestry: 

(b) 

• national laws and policies appear not yet to be implemented at all local 
levels; 

• in practice, none of the local jurisdictions tested in which BVIs hold 
standing timber appears to have instituted a government registry and 
documentation system for the ownership of standing timber as distinct 
fi:om a government registry system for the ownership ofplantation land 
use rights; 

• the registration of plantation land use rights, the issue of Plantation 
Rights Certificates and the establishment of registries, is incompJete in 
some jurisdictions based on the information available to the IC; 

• as a result, title to standing timber, when not held in conjunction with a 
land use right, cannot be definitively pmven by reference to a 
govermrtent maintained register; and 

• Sino-Forest has requested confirmations fi·om forestry bureaus of its 
acquisition of timber holdings (excluding land leases) as additional 
evidence of owne1·ship. Certain forestry bureaus and Suppliers have 
indicated the confirmation was beyond the typical diligence practice in 
China fo1· acquisition oftimbe1· holdings. 

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

• many ofthe third parties fi·om whom the IC wanted information (e.g., 
Als, Suppliers and forestry bUI'eaus) are not compellable by the 
Company or Canadian legal processes; 

• thh·d parties appeared to have concerns relating to disclosure of 
infonnation regarding their operations that could become public or fall 
into the hands of Chinese government authorities: many third parties 
explained their reluctance to provide requested documentation and 
information as being "for tax reasons" but declined to elaborate; and 

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

(c) Small Management Team: The Company has a very small executive 
management team and it is stretched by: 

(d) 

(e) 

• demands from the IC, the OSC and E&Y; 

• the placement on administrative leave in late August 2011 of ce11ain 
members of Management by the Company, based upon the advice of 
BJ. These employees remained available to assist Management upon 
request on a supervised basis, which further stl·etched the remaining 
management; 

• the appointment of a new ChiefExecutive Officer part way through the 
IC process; and 

• the fact that Management is dispersed among Canada, Hong Kong and 
various parts of China. 

Cultural/Language/Geographic Issues: 

• vast majority of operational documents are in Chinese; 

• most Asia-based Management employees1 first language is Chinese; 

• business practices in China and the SF business model: 

• rely heavily on personal relationships; and 

• documentation of contractual arrangements is not as 
comprehensive as would be typical in Western jurisdictions, is 
often not done until after the transaction is agreed and is 
frequently incomplete; 

• geographic and time distances fur the North American-based teams; 

• SF's operations in China are widely and remotely geographically 
dispersed, a number of plantations are close to sensitive border areas 
and some are accessible only by overland vehicle travel; and 

• public records in China are more limited than in Westem jurisdictions 
and are often not complete, accessible, up to date or accurate. 

Corporate Governance/Operational Weaknesses: Management has assetted that 
business in China is based upon relationships. The IC and the IC Advisors 
have observed this through their efforts to obtain meetings with forestry 
bureaus, Suppliers and Ais and their other experience in China. The 
importance of relationships appears to have resulted in dependence on a 
relatively small group of Management who are integ1·al to maintaining 
customer relationships, negotiating and finalizing the purchase and sale of 
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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 has been previously disclosed by 
the Company as a control weakness. As a result and as disclosed in the 2010 
MD&A, senior Management in their ongoing evaluation of disclosure controls 
and procedm·es and internal controls over financial reporting, recognizing the 
disclosed weakness, determined that the design and controls were ineffective. 
The Chairman and Chief Financial Officer provided annual and quarterly 
certifications of their regulatory filings. Related to this weakness the following 
challenges presented themselves in the examination by the IC and the IC 
Advisors: 

• operational and administration systems that a1·e generally not 
sophisticated having regard to the size and complexity of the 
Company's business and in relation to N01th American practices; 
including: 

• 

• 

• 

• incomplete or inadequate record creation and retention 
practices; 

• contracts not maintained in a central location; 

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

• data on some servers in China appearing to have been deleted 
on an irregular basis, and there is no back-up system; 

• no integrated accounting system: accounting data is not 
maintained on a single, consolidated application, which can 
require extensive manual procedures to produce rep01ts; and 

• a treasury function that was centralized fm· certain major 
financial accounts, but was not actively involved in the control 
or management of numerous local operations bank accounts; 

no intemal audit function although there is evidence the Company has 
unde1taken and continues to assess its disclosure controls and 
procedures and intemal controls over financial repOI'ting using senior 
Management and independent control consultants; 

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

lack of full cooperation/openness in the ICs examination from certain 
members ofManagement. 
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(t) Complexity, Lack ofVisibility into. and Limitations ofBVIs Model: The use 
of Als and Suppliers as an essential feature of the BVIs standing timber 
business model contributes to the lack of visibility into title documentation, 
cash movements and tax liability since cash settlement in respect of the BVIs 
standing timber transactions takes place outside ofthe Company's books. 

(g) Cooperation and openness of the Company's executives throughout the 
process: From the outset, the IC Advisors sought the full cooperation and 
supp01t of Allen Chan and the executive management team. Initially, the 
executive management team appeared ill-prepared to address the IC's concerns 
in an organized fashion and there was perhaps a degree of culture shock as 
Management adjusted to the IC Advisors' examination. In any event, 
significant amounts of material information, particularly with respect to the 
relationship with Yuda Wood, interrelationships between Als and/or Suppliers, 
were not provided to the IC Advisors as requested. In late August 2011 on the 
instructions of the IC, interviews of Management were conducted by the IC 
Advisors in which documents evidencing these connections were put to the 
Management for explanation. As a result of these interviews (which were also 
attended by BJ) the Company placed ce1tain members of Management on 

(h) 

administrative leave upon the advice of Company counsel. At the same time 
the OSC made allegations in the CTO of Management misconduct. 

Following the implementation of these administrative leaves and the 
subsequent appointment of Judson Martin as the new Chief Executive Officer 
of the company on August 26, 2011, the cooperation received by the IC 
Advisors from the Company improved significantly. As a result of Mr. 
Martin's direction, meetings have been arranged and held with Suppliers, Al's 
and additional forestry bureaus. In addition, as noted above, very recently, 
Management presented information regarding Als and Suppliers and 
relationships among the Company and such parties. The IC is reviewing this 
material from Management and intends to report its findings in this regard in 
its final report to the Board. 

Independence of the IC Process: The cooperation and collaboration of the IC 
with Management (operating under the direction of the new Chief Executive 
Officer) and with Company counsel in completing ce1tain aspects of the IC's 
mandate has been noted by the OSC and by E& Y. Both have questioned the 
degree of independence of the IC from Management as a result of this 
interaction. The IC has explained the practical impediments to its work in the 
context of the distinct business culture (and associated issues of privacy) in the 
forestry sector in China in which the Company operates. Cooperation of third 
parties in Hong Kong and China, including employees, depends heavily on 
relationships and trust. As noted above, the Company's placing certain 
members of Management on administrative leave, as well as the OSC's 
allegatlons in the CTO, further hampered the IC's ability to conduct its 
process. As a result, the work of the IC was :fi·equently done with the 
assistance of, or in reliance on, the new Chief Executive Officer and his 
Management team and Company counsel. Given that Mr. Ma1tin was, in 
effect, selected by the IC and BJ was appointed in late June 2011, the IC 
concluded that, while not ideal, this was a practical and appropriate way to 
proceed in the circumstances. As evidenced by the increased number of 
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scheduled meetings with forestry bureaus, Suppliers and Als, and, very 
recently, the delivery to the IC of information regarding Als and Suppliers and 
relationships among the Company and such patties, it is acknowledged that 
Mr. Ma1tin's involvement in the process has been beneficial. It is also 
acknowledged that in executing his role and assisting the IC he has had to rely 
on certain of the members of Management who had been placed on 
administrative leave. 
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Sino-Forest Provides Update on the Status of its Accounts Receivable 

TORONTO, CANADA - July 31, 2012 - Sino-Forest Corporation ("Sino-Forest" or the 
"Company") today provided a status update regarding its efforts to collect accounts 
receivable owing to subsidiaries of the Company. 

In support of the Company's March 30, 2012 application under the Companies' 
Creditors Arrangement Act ("CCM"), Sino-Forest filed an affidavit (the "Initial Affidavit") 
that, among other things, described the two business models used by the Company to 
carry on business in the People's Republic of China (the "PRC") 1. One business model 
involves the use of subsidiaries incorporated in the British Virgin Islands ("BVI"), and the 
other involves subsidiaries incorporated in the PRC as a wholly foreign-owned 
enterprise ("WFOE"). 

As disclosed in the Initial Affidavit, owing to historic restrictions on foreign companies 
carrying on business in the PRC, a substantial portion of the Company's business in the 
PRC has been conducted through "authorized intermediaries" that acted as sales 
agents for Sino-Forest in the PRC. Under this model, standing timber forestry assets 
are acquired by Sino-Forest through its subsidiaries incorporated in the BVI. Authorized 
intermediaries receive payments due to Sino-Forest from the sale of standing timber 
forestry assets owned by certain of the Company's BVI subsidiaries and, at the 
Company's direction, make payments to the Company's suppliers on account of other 
standing timber forestry assets purchased by the Company's BVI subsidiaries. Under 
these set-off arrangements, no cash flows directly through the Company's BVI 
subsidiaries. · 

As disclosed in the Initial Affidavit, after foreign ownership restrictions were relaxed, the 
Company established WFOE subsidiaries that carry on the forestry business directly in 
the PRC. Under the WFOE model, WFOEs directly pay suppliers for the purchase of 
forestry assets and directly receive payment from customers when forestry assets are 
sold. 

The Initial Affidavit discussed difficulties faced by the Company in collecting accounts 
receivable owing to subsidiaries of the Company. The affidavit reported that Sino
Forest's counsel in the PRC had sent demand letters to 17 entities and that further 
demand letters were in preparation. 

As at March 30, 2012, according to the Company's records, a total of $79.6 million was 
owing to WFOE subsidiaries of Sino-Forest, a total of $887.4 million was owing to BVI 
subsidiaries of Sino-Forest from authorized intermediaries arising from the sale of 
standing timber forestry assets and a total of $126.2 million was owing to other BVI 

The affidavit is publicly available on the web site of the Company's court-appointed Monitor, FTI 
Consulting Canada Inc. ("FTI Consulting"), http://cfcanada.fticonsulting.com/sfc. 
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subsidiaries of Sino-Forest from certain PRC and BVI domiciled corporate customers 
from the sale of imported logs and wood products. 

Subsequent to March 30, 2012 the Company has continued efforts through its PRC 
counsel and otherwise to collect receivables owing to its WFOE subsidiaries and to 
preserve receivables owing to the Company's BVI subsidiaries held by authorized 
intermediaries and other PRC and BVI domiciled corporate customers. In taking these 
steps, the Company has learned that certain of the entities with receivables owing to the 
Company's subsidiaries have recently deregistered under PRC law. Deregistration has 
the effect of terminating the existence ofthe entity. 

Of the $887.4 million the Company's records show as owed to BVI subsidiaries from 
authorized intermediaries, approximately $504.8 million is owed by three authorized 

. intermediaries that the Company has learned have been deregistered. 

Of the $126.2 million the Company's records show as owed to other BVI subsidiaries 
from certain PRC and BVI domiciled corporate customers, approximately $63.8 million 
is owed by six PRC corporate customers that Sino-Forest has learned have been 
deregistered. One of these six companies also is one of the three authorized 
intermediaries that deregistered. 

The Company believes that the deregistrations were improper under PRC law, and that 
remedies are available to it as a result of the actions taken. The Company intends to 
take all steps necessary to collect receivables owing to it, and to enforce its rights 
against persons and entities responsible for the deregistrations. In addition, as part of 
its efforts to collect receivables, the Company is closely monitoring the registrations and 
status of its counterparties. 

Inquiries 

All inquiries regarding the Company's proceedings under the CCAA should be directed 
to the Monitor, FTI Consulting, via email at: sfc@fticonsulting.com, or telephone: (416) 
649-8094. Information about the CCAA proceedings, including copies of all court orders 
and the Monitor's reports, are available at the Monitor's website 
http://cfcanada.fticonsulting.com/sfc. 

This news release contains forward-looking information within the meaning of applicable securities laws 
("forward-looking statements"), including forward-looking statements relating to: the Company's belief that 
the deregistration of certain entities with receivables owing to the Company's subsidiaries was improper 
under PRC law and the Company's belief that remedies are available to it as a result of the actions taken; 
the Company's intention to take all steps necessary to collect receivables owing to it and to enforce its 
rights against persons and entities responsible for the deregistrations; and the Company's intention to 
closely monitor the registrations and status of its authorized intermediaries and suppliers. The forward 
looking statements expressed or implied by this news release are subject to important risks and 
uncertainties. When used in this news release, the words "believes", "intends" and similar expressions 
are intended to identify forward-looking statements, although not all forward-looking statements contain 
such words. Forward-looking statements are based on estimates and assumptions made by the 
Company in light of its experience and its perception of historical trends, current conditions and expected 
future developments, as well as other factors that the Company believes are appropriate in the 
circumstances. The results or events predicted in these statements may differ materially from actual 
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results or events and are not guarantees of future performance of Sino-Forest. Factors which could cause 
results or events to differ from current expectations include, among other things: the interpretation and 
enforcement of applicable PRC laws and regulations by applicable governmental and regulatory entities 
in the PRC; actions taken against the Company by governmental agencies and securities and other 
regulators; actions taken by the Company's noteholders, lenders, creditors, shareholders, and other 
stakeholders to enforce their rights; the outcome of examinations and proceedings currently underway by 
law enforcement and securities regulatory authorities; the outcome of class action or other proceedings 
which have been or may in future be initiated against the Company; the accuracy and outcome of the 
results of tree asset testing undertaken by the Company; the Company's reliance on key employees; the 
Company's ability to acquire rights to additional standing timber; the Company's ability to meet its 
expected plantation yields; the cyclical nature of the forest products industry and price fluctuation in and 
the demand and supply of logs; the Company's reliance on the relationship with local plantation land 
owners and/or plantation land use rights holders, authorized intermediaries, key customers, suppliers and 
third party service providers; the Company's ability to operate its production facilities on a profitable basis; 
changes in currency exchange rates and interest rates; the evaluation of the Company's provision for 
income and related taxes; economic, political and social conditions and government policy in China, the 

. Republic of Suriname and New Zealand; and other factors not currently viewed as material that could 
cause actual results to differ materially from those described in the forwarding-looking statements. Sino
Forest Corporation disclaims any intention or obligation to update or revise any forward-looking 
statements, whether as a result of new information, future events or otherwise, except as required by law. 
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29 
PLAN OF COMPROMISE AND REORGANIZATION 

WHEREAS Sino-Forest Corporation ("SFC") is insolvent; 

AND WHEREAS, on March 30, 2012 (the "Filing Date"), the Honourable Justice Morawetz of 
the Ontario Superior Court of Justice (Commercial List) (the "Court") granted an initial Order in 
respect of SFC (as such Order may be amended, restated or varied from time to time, the "Initial 
Order") pursuant to the Companies' Creditors Arrangement Act, R.S.C. 1985, c. C-36, as 
amended (the "CCAA") and the Canada Business Corporation Act, R.S.C. 1985, c. C-44, as 
amended (the "CBCA"). 

AND WHEREAS, SFC hereby proposes this plan of compromise and reorganization pursuant to 
the CCAA and CBCA: 

1.1 Definitions 

ARTICLE 1 
INTERPRETATION 

In the Plan, unless otherwise stated or unless the subject matter or context otherwise 
reqmres: 

"2013 Note Indenture" means the indenture dated as of July 23, 2008, by and between SFC, the 
entities listed as subsidiary guarantors therein, and The Bank of New York Mellon, as trustee, as 
amended, modified or supplemented. 

"2014 Note Indenture" means the indenture dated as of July 27, 2009, by and between SFC, the 
entities listed as subsidiary guarantors therein, and Law Debenture Trust Company ofNew York, 
as trustee, as amended, modified or supplemented. 

"2016 Note Indenture" means the indenture dated as of December 17, 2009, by and between 
SFC, the entities listed as subsidiary guarantors therein, and The Bank of New York Mellon, as 
trustee, as amended, modified or supplemented. 

"2017 Note Indenture" means the indenture dated as of October 21,2010, by and between SFC, 
the entities listed as subsidiary guarantors therein, and Law Debenture Trust Company of New 
York, as trustee, as amended, modified or supplemented. 

"2013 Notes" means the US$345,000,000 of 5.00% Convertible Senior Notes Due 2013 issued 
pursuant to the 2013 Note Indenture. 

"2014 Notes" means the US$399,517,000 of 10.25% Guaranteed Senior Notes Due 2014 issued 
pursuant to the 2014 Note Indenture. 

"2016 Notes" means the US$460,000,000 of 4.25% Convertible Senior Notes Due 2016 issued 
pursuant to the 2016 Note Indenture. 
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"2017 Notes" means the US$600,000,000 of 6.25% Guaranteed Senior Notes Due 2017 issued 
pursuant to the 2017 Note Indenture. 

"Accrued Interest" means, in respect of any series of Notes, all accrued and unpaid interest on 
such Notes, at the regular rates provided in the applicable Note Indentures, up to and including 
the Filing Date. 

"Administration Charge" has the meaning ascribed thereto in the Initial Order. 

"Administration Charge Reserve" means the cash reserve to be established by SFC on the Plan 
Implementation Date in an amount acceptable to the Persons secured by the Administration 
Charge (having regard to, among other things, any retainers held by Persons secured by the 
Administration Charge), which cash reserve: (i) shall be maintained and administered by the 
Monitor, in trust, for the purpose of paying any amounts secured by the Administration Charge; 
and (ii) upon the termination of the Administration Charge pursuant to the Plan, shall stand in 
place of the Administration Charge as security for the payment of any amounts secured by the 
Administration Charge. 

"Affected Claim" means any Claim, D&O Claim or D&O Indemnity Claim that is not: an 
Unaffected Claim; a Retained D&O Claim; a Continuing Other D&O Claim; a Non-Released 
D&O Claim; or a Subsidiary Intercompany Claim, and "Affected Claim" includes any Class 
Action Indemnity Claim. For greater certainty, all of the following are Affected Claims: 
Affected Creditor Claims; Equity Claims; N oteholder Class Action Claims (other than the 
Continuing Noteholder Class Action Claims against the Third Party Defendants and any 
Noteholder Class Action Claims that are Retained D&O Claims, Continuing Other D&O Claims 
or Non-Released D&O Claims); and Class Action Indemnity Claims. 

"Affected Creditor" means a Person with an Affected Creditor Claim, but only with respect to 
and to the extent of such Affected Creditor Claim. 

"Affected Creditor Claim" means any Ordinary Affected Creditor Claim or Noteholder Claim. 

"Affected Creditors Class" has the meaning ascribed thereto in section 3.2(a) hereof. 

"Affected Creditors Equity Sub-Pool" means an amount ofNewco Shares representing 92.5% 
of the Newco Equity Pool. 

"Applicable Law" means any applicable law, statute, order, decree, consent decree, judgment, 
rule, regulation, ordinance or other pronouncement having the effect of law whether in Canada, 
the United States, Hong Kong, the PRC or any other country, or any domestic or foreign state, 
county, province, city or other political subdivision or of any Governmental Entity. 

"Auditors" means the former auditors of SFC that are named as defendants to the Class Actions 
Claims, including for greater certainty Ernst & Young LLP and BDO Limited. 

"BIA'' means the Bankruptcy and Insolvency Act, R. S. C. 1985, c. B-3. 
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"Business Day" means a day, other than Saturday, Sunday or a statutory holiday, on which 
banks are generally open for business in Toronto, Ontario. 

"Canadian Tax Act" means the Income Tax Act (Canada) and the Income Tax Regulations, in 
each case as amended from time to time. 

"CBCA" has the meaning ascribed thereto in the recitals. 

"CCAA" has the meaning ascribed thereto in the recitals. 

"CCAA Proceeding" means the proceeding commenced by SFC under the CCAA on the Filing 
Date in the Ontario Superior Court of Justice (Commercial List) under court file number CV-12-
9667-00CL. 

"Charges" means the Administration Charge and the Directors' Charge. 

"Claim" means any right or claim of any Person that may be asserted or made against SFC, in 
whole or in part, whether or not asserted or made, in connection with any indebtedness, liability 
or obligation of any kind whatsoever, and any interest accrued thereon or costs payable in respect 
thereof, including by reason of the commission of a tort (intentional or unintentional), by reason 
of any breach of contract or other agreement (oral or written), by reason of any breach of duty 
(including any legal, statutory, equitable or fiduciary duty) or by reason of any right of 
ownership of or title to property or assets or right to a trust or deemed trust (statutory, express, 
implied, resulting, constructive or otherwise), and whether or not any indebtedness, liability or 
obligation is reduced to judgment, liquidated, unliquidated, fixed, contingent, matured, 
unmatured, disputed, undisputed, legal, equitable, secured, unsecured, present or future, known 
or unknown, by guarantee, surety or otherwise, and whether or not any right or claim is 
executory or anticipatory in nature, including any right or ability of any Person (including any 
Directors or Officers of SFC or any of the Subsidiaries) to advance a claim for contribution or 
indemnity or otherwise with respect to any matter, action, cause or chose in action, whether 
existing at present or commenced in the future, which indebtedness, liability or obligation, and 
any interest accrued thereon or costs payable in respect thereof (A) is based in whole or in part 
on facts prior to the Filing Date, (B) relates to a time period prior to the Filing Date, or (C) is a 
right or claim of any kind that would be a claim provable against SFC in bankruptcy within the 
meaning of the BIA had SFC become bankrupt on the Filing Date, or is an Equity Claim, a 
Noteholder Class Action Claim against SFC, a Class Action Indemnity Claim against SFC, a 
Restructuring Claim or a Lien Claim, provided, however, that "Claim" shall not include a D&O 
Claim or a D&O Indemnity Claim. 

"Claims Bar Date" has the meaning ascribed thereto in the Claims Procedure Order. 

"Claims Procedure" means the procedure established for determining the amount and status of 
Claims, D&O Claims and D&O Indemnity Claims pursuant to the Claims Procedure Order. 

"Claims Procedure Order" means the Order under the CCAA of the Honourable Justice 
Morawetz dated May 14, 2012, establishing, among other things, a claims procedure in respect 
of SFC and calling for claims in respect of the Subsidiaries, as such Order may be amended, 
restated or varied from time to time. 
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"Class Action Claims" means, collectively, any rights or claims of any kind advanced or which 
may be advanced in the Class Actions or in any other similar proceeding, whether a class action 
proceeding or otherwise, and for greater certainty includes any Noteholder Class Action Claims. 

"Class Actions" means, collectively, the following proceedings: (i) Trustees of the Labourers' 
Pension Fund of Central and Eastern Canada et a! v. Sino-Forest Corporation et a!. (Ontario 
Superior Court of Justice, Court File No. CV -11-431153-00CP); (ii) Guining Liu v. Sino-Forest 
Corporation et a!. (Quebec Superior Court, Court File No. 200-06-000132-111); (iii) Allan 
Haigh v. Sino-Forest Corporation eta!. (Saskatchewan Court of Queen's Bench, Court File No. 
2288 of 2011); and (iv) David Leapard eta!. v. Allen T.Y. Chan eta!. (District Court of the 
Southern District ofNew York, Court File No. 650258/2012). 

"Class Action Court" means, with respect to the Class Action Claims, the court of competent 
jurisdiction that is responsible for administering the applicable Class Action Claim. 

"Class Action Indemnity Claim" means any right or claim of any Person that may be asserted 
or made in whole or in part against SFC and/or any Subsidiary for indemnity, contribution, 
reimbursement or otherwise from or in connection with any Class Action Claim asserted against 
such Person. 

"Consent Date" means May 15, 2012. 

"Continuing Noteholder Class Action Claim" has the meaning ascribed thereto in section 
4.4(b) hereof. 

"Continuing Other D&O Claims" has the meaning ascribed thereto in section 4.9(b) hereof. 

"Court" has the meaning ascribed thereto in the recitals. 

"D&O Claim" means (i) any right or claim of any Person that may be asserted or made in whole 
or in part against one or more Directors or Officers of SFC that relates to a Claim for which such 
Directors or Officers are by law liable to pay in their capacity as Directors or Officers of SFC, or 
(ii) any right or claim of any Person that may be asserted or made in whole or in part against one 
or more Directors or Officers of SFC, in that capacity, whether or not asserted or made, in 
connection with any indebtedness, liability or obligation of any kind whatsoever, and any interest 
accrued thereon or costs payable in respect thereof, including by reason of the commission of a 
tort (intentional or unintentional), by reason of any breach of contract or other agreement (oral or 
written), by reason of any breach of duty (including any legal, statutory, equitable or fiduciary 
duty and including, for greater certainty, any monetary administrative or other monetary penalty 
or claim for costs asserted against any Officer or Director of SFC by any Government Entity) or 
by reason of any right of ownership of or title to property or assets or right to a trust or deemed 
trust (statutory, express, implied, resulting, constructive or otherwise), and whether or not any 
indebtedness, liability or obligation, and any interest accrued thereon or costs payable in respect 
thereof, is reduced to judgment, liquidated, unliquidated, fixed, contingent, matured, unmatured, 
disputed, undisputed, legal, equitable, secured, unsecured, present or future, known or unknown, 
by guarantee, surety or otherwise, and whether or not any right or claim is executory or 
anticipatory in nature, including any right or ability of any Person to advance a claim for 
contribution or indemnity from any such Directors or Officers of SFC or otherwise with respect 
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to any matter, action, cause or chose in action, whether existing at present or commenced in the 
future, which indebtedness, liability or obligation, and any interest accrued thereon or costs 
payable in respect thereof (A) is based in whole or in part on facts prior to the Filing Date, or (B) 
relates to a time period prior to the Filing Date. 

"D&O Indemnity Claim" means any existing or future right of any Director or Officer of SFC 
against SFC that arose or arises as a result of any Person filing a D&O Proof of Claim (as 
defined in the Claims Procedure Order) in respect of such Director or Officer of SFC for which 
such Director or Officer of SFC is entitled to be indemnified by SFC. 

"Defence Costs" has the meaning ascribed thereto in section 4.8 hereof. 

"Director" means, with respect to SFC or any Subsidiary, anyone who is or was, or may be 
deemed to be or have been, whether by statute, operation of law or otherwise, a director or de 
facto director of such SFC Company. 

"Directors' Charge" has the meaning ascribed thereto in the Initial Order. 

"Directors' Charge Reserve" means the cash reserve to be established by SFC on the Plan 
Implementation Date in an amount acceptable to SFC, the Monitor, Osler Hoskin & Harcourt 
LLP and the Initial Consenting Noteholders, which cash reserve: (i) shall be maintained by the 
Monitor, in trust, for the purpose of paying any amounts secured by the Directors' Charge; and 
(ii) upon the termination of the Directors' Charge pursuant to the Plan, shall stand in place of the 
Directors' Charge as security for the payment of any amounts secured by the Directors' Charge. 

"Direct Registration Account" means, if applicable, a direct registration account administered 
by the Transfer Agent in which those Persons entitled to receive Newco Shares and/or Newco 
Notes pursuant to the Plan will hold such Newco Shares and/or Newco Notes in registered form. 

"Direct Registration Transaction Advice" means, if applicable, a statement delivered by the 
Monitor, the Trustees, the Transfer Agent or any such Person's agent to any Person entitled to 
receive Newco Shares or Newco Notes pursuant to the Plan on the Initial Distribution Date and 
each subsequent Distribution Date, as applicable, indicating the number of Newco Shares and/or 
Newco Notes registered in the name of or as directed by the applicable Person in a Direct 
Registration Account. 

"Direct Subsidiaries" means, collectively, Sino-Panel Holdings Limited, Sino-Global Holdings 
Inc., Sino-Panel Corporation, Sino-Capital Global Inc., Sino-Forest International (Barbados) 
Corporation, Sino-Forest Resources Inc. Sino-Wood Partners, Limited. 

"Distribution Date" means the date or dates from time to time set in accordance with the 
provisions of the Plan to effect distributions in respect of the Proven Claims, excluding the Initial 
Distribution Date. 

"Distribution Record Date" means the Plan Implementation Date, or such other date as SFC, 
the Monitor and the Initial Consenting Noteholders may agree. 

"DTC" means The Depository Trust Company, or any successor thereof. 

474



6 34 
"Early Consent Equity Sub-Pool" means an amount ofNewco Shares representing 7.5% of the 
Newco Equity Pool. 

"Early Consent Noteholder" means any Noteholder that: 

(a) (i) as confirmed by the Monitor on June 12, 2012, executed the (A) RSA, (B) a 
support agreement with SFC and the Direct Subsidiaries in the form of the RSA 
or (C) a joinder agreement in the fmm attached as Schedule C to the RSA; (ii) 
provided evidence satisfactory to the Monitor in accordance with section 2(a) of 
the RSA of the Notes held by such Noteholder as at the Consent Date (the "Early 
Consent Notes"), as such list of Noteholders and Notes held has been verified 
and is maintained by the Monitor on a confidential basis; and (iii) continues to 
hold such Early Consent Notes as at the Distribution Record Date; or 

(b) (i) has acquired Early Consent Notes; (ii) has signed the necessary transfer and 
joinder documentation as required by the RSA and has otherwise acquired such 
Early Consent Notes in compliance with the RSA; and (iii) continues to hold such 
Early Consent Notes as at the Distribution Record Date. 

"Effective Time" means 12:01 a.m. (Toronto time) on the Plan Implementation Date or such 
other time on such date as SFC, the Monitor and the Initial Consenting Noteholders may agree. 

"Employee Priority Claims" means the following Claims of employees and former employees 
ofSFC: 

(a) Claims equal to the amounts that such employees and former employees would 
have been qualified to receive under paragraph 136(1 )(d) of the BIA if SFC had 
become bankrupt on the Filing Date; and 

(b) Claims for wages, salaries, commissions or compensation for services rendered by 
them after the Filing Date and on or before the Plan Implementation Date. 

"Encumbrance" means any security interest (whether contractual, statutory, or otherwise), 
hypothec, mortgage, trust or deemed trust (whether contractual, statutory, or otherwise), lien, 
execution, levy, charge, demand, action, liability or other claim, action, demand or liability of 
any kind whatsoever, whether proprietary, financial or monetary, and whether or not it has 
attached or been perfected, registered or filed and whether secured, unsecured or otherwise, 
including: (i) any of the Charges; and (ii) any charge, security interest or claim evidenced by 
registrations pursuant to the Personal Property Security Act (Ontario) or any other personal 
property registry system. 

"Equity Cancellation Date" means the date that is the first Business Day 31 days after the Plan 
Implementation Date, or such other date after the Plan Implementation Date as may be agreed to 
by SFC, the Monitor and the Initial Consenting Noteholders. 

"Equity Claim" means a Claim that meets the definition of "equity claim" in section 2(1) of the 
CCAA and, for greater certainty, includes any of the following: 
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(c) any claim against SFC resulting from the ownership, purchase or sale of an equity 

interest in SFC, including the claims by or on behalf of current or former 
shareholders asserted in the Class Actions; 

(d) any indemnification claim against SFC related to or arising from the claims 
described in sub-paragraph (c), including any such indemnification claims against 
SFC by or on behalf of any and all of the Third Party Defendants (other than for 
Defence Costs, unless any such claims for Defence Costs have been determined to 
be Equity Claims subsequent to the date of the Equity Claims Order); and 

(e) any other claim that has been determined to be an Equity Claim pursuant to an 
Order of the Court. 

"Equity Claimant" means any Person having an Equity Claim, but only with respect to and to 
the extent of such Equity Claim. 

"Equity Claimant Class" has the meaning ascribed thereto in section 3 .2(b ). 

"Equity Claims Order" means the Order under the CCAA of the Honourable Justice Morawetz 
dated July 27, 2012, in respect of Shareholder Claims and Related Indemnity Claims against 
SFC, as such terms are defined therein. 

"Equity Interest" has the meaning set forth in section 2(1) ofthe CCAA. 

"Excluded SFC Assets" means (i) the rights of SFC to be transferred to the Litigation Trust in 
accordance with section 6.3(n) hereof; (ii) any entitlement to insurance proceeds in respect of 
insured Claims and/or Retained D&O Claims; (iii) any secured property of SFC that is to be 
returned in satisfaction of a Lien Claim pursuant to section 4.2(c)(i) hereof; (iv) any input tax 
credits or other refunds received by SFC after the Effective Time; and (v) cash in the aggregate 
amount of (and for the purpose of): (A) the Litigation Funding Amount; (B) the Unaffected 
Claims Reserve; (C) the Administration Charge Reserve; (D) the Directors' Charge Reserve; (E) 
the Expense Reimbursement; and (F) any amounts in respect of Lien Claims to be paid in 
accordance with section 4.2( c )(ii) hereof. 

"Existing Shares" means all existing shares in the equity of SFC issued and outstanding 
immediately prior to the Effective Time and all warrants, options or other rights to acquire such 
shares, whether or not exercised as at the Effective Time. 

"Expense Reimbursement" means the aggregate amount of the reasonable and documented fees 
and expenses of the Noteholder Advisors, pursuant to their respective engagement letters with 
SFC, and other advisors as may be agreed to by SFC and the Initial Consenting Noteholders, 
including an estimated amount for any such fees and expenses expected to be incurred in 
connection with the implementation of the Plan. 

"Filing Date" has the meaning ascribed thereto in the recitals. 

"Fractional Interests" has the meaning given in section 5.12 hereof. 
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"FTI HK" means FTI Consulting (Hong Kong) Limited. 

"Governmental Entity" means any government, regulatory authority, governmental department, 
agency, commission, bureau, official, minister, Crown corporation, court, board, tribunal or 
dispute settlement panel or other law, rule or regulation-making organization or entity: (a) having 
or purporting to have jurisdiction on behalf of any nation, province, territory or state or any other 
geographic or political subdivision of any of them; or (b) exercising, or entitled or purporting to 
exercise any administrative, executive, judicial, legislative, policy, regulatory or taxing authority 
or power. 

"Government Priority Claims" means all Claims of Governmental Entities in respect of 
amounts that were outstanding as of the Plan Implementation Date and that are of a kind that 
could be subject to a demand under: 

(f) subsections 224( 1.2) of the Canadian Tax Act; 

(g) any provision of the Canada Pension Plan or the Employment Insurance Act 
(Canada) that refers to subsection 224(1.2) of the Canadian Tax Act and provides 
for the collection of a contribution, as defined in the Canada Pension Plan, or 
employee's premium or employer's premium as defined in the Employment 
Insurance Act (Canada), or a premium under Part VII.1 of that Act, and of any 
related interest, penalties or other amounts; or 

(h) any provision of provincial legislation that has a similar purpose to subsection 
224(1.2) of the Canadian Tax Act, or that refers to that subsection, to the extent 
that it provides for the collection of a sum, and of any related interest, penalties or 
other amounts, where the sum: 

(i) has been withheld or deducted by a person from a payment to another 
person and is in respect of a tax similar in nature to the income tax 
imposed on individuals under the Canadian Tax Act; or 

(ii) is of the same nature as a contribution under the Canada Pension Plan if 
the province is a "province providing a comprehensive pension plan" as 
defined in subsection 3(1) of the Canada Pension Plan and the provincial 
legislation establishes a "provincial pension plan" as defined in that 
subsection. 

"Greenheart" means Greenheart Group Limited. 

"Indemnified Noteholder Class Action Claims" has the meaning ascribed thereto in section 
4.4(b )(i) hereof. 

"Indemnified Noteholder Class Action Limit" means an amount agreed to by SFC, the 
Monitor, the Initial Consenting Noteholders and counsel to the Ontario Class Action Plaintiffs, 
or such other amount as is determined by the Court. 
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"Initial Consenting Noteholders" means the Noteholders that executed the RSA on March 30, 
2012. 

"Initial Distribution Date" means a date no more than ten (1 0) Business Days after the Plan 
Implementation Date or such other date as SFC, the Monitor and the Initial Consenting 
Noteholders may agree. 

"Initial Order" has the meaning ascribed thereto in the recitals. 

"Intellectual Property" means: (i) patents, and applications for patents, including divisional and 
continuation patents; (ii) registered and unregistered trade-marks, logos and other indicia of 
origin, pending trade-mark registration applications, and proposed use application or similar 
reservations of marks, and all goodwill associated therewith; (iii) registered and unregistered 
copyrights, including all copyright in and to computer software programs, and applications for 
and registration of such copyright (including all copyright in and to the SFC Companies' 
websites); (iv) world wide web addresses and internet domain names, applications and 
reservations for world wide web addresses and internet domain names, uniform resource locators 
and the corresponding internet sites; (v) industrial designs; and (vi) trade secrets and proprietary 
information not otherwise listed in (i) through (v) above, including all inventions (whether or not 
patentable), invention disclosures, moral and economic rights of authors and inventors (however 
denominated), confidential information, technical data, customer lists, corporate and business 
names, trade names, trade dress, brand names, know-how, formulae, methods (whether or not 
patentable), designs, processes, procedures, technology, business methods, source codes, object 
codes, computer software programs (in either source code or object code form), databases, data 
collections and other proprietary information or material of any type, and all derivatives, 
improvements and refinements thereof, howsoever recorded, or unrecorded. 

"Letter of Instruction" means a form, to be completed by each Ordinary Affected Creditor and 
each Early Consent Noteholder, and that is to be delivered to the Monitor in accordance with 
section 5.1 hereof, which form shall set out: 

(i) the registration details for the Newco Shares and, if applicable, Newco Notes to 
be distributed to such Ordinary Affected Creditor or Early Consent Noteholder in 
accordance with the Plan; and 

G) the address to which such Ordinary Affected Creditor's or Early Consent 
Noteholder's Direct Registration Transaction Advice or its Newco Share 
Certificates and Newco Note Certificates, as applicable, are to be delivered. 

"Lien Claim" means any Proven Claim of a Person indicated as a secured creditor in Schedule 
"B" to the Initial Order (other than the Trustees) that is secured by a lien or encumbrance on any 
property of SFC, which lien is valid, perfected and enforceable pursuant to Applicable Law, 
provided that the Charges and any Claims in respect of Notes shall not constitute "Lien Claims". 

11Lien Claimant" means a Person having a Lien Claim, other than any Noteholder or Trustee in 
respect of any Noteholder Claim. 
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"Litigation Funding Amount" means a cash amount to be contributed by SFC to the Litigation 
Trustee for purposes of funding the Litigation Trust on the Plan Implementation Date in 
accordance with section 6.3(n) hereof. 

"Litigation Trust" means the trust to be established on the Plan Implementation Date at the time 
specified in section 6.3(o) in accordance with the Litigation Trust Agreement pursuant to the 
laws of a jurisdiction that is acceptable to SFC and the Initial Consenting Noteholders, which 
trust will acquire the Litigation Trust Claims and the Litigation Funding Amount in accordance 
with the Plan. 

"Litigation Trust Agreement" means the trust agreement dated as of the Plan Implementation 
Date, between SFC and the Litigation Trustee, establishing the Litigation Trust. 

"Litigation Trust Claims" means any and all claims, actions, causes of action, demands, suits, 
rights, entitlements, litigation, arbitration, proceeding, hearing or complaint, whether known or 
unknown, reduced to judgment or not reduced to judgment, liquidated or unliquidated, 
contingent or non-contingent, matured or unmatured, disputed or undisputed, secured or 
unsecured, assertable directly or derivatively, in law, equity or otherwise, based in whole or in 
part upon any act or omission or other event occurring before or after the Filing Date that have 
been or may be asserted by or on behalf of: (i) SFC against any and all third parties; or (ii) the 
Trustees, the Noteholders or any representative of the Noteholders against any and all Persons in 
connection with the Notes issued by SFC; provided, however, that in no event shall the 
Litigation Trust Claims include any claim, right or cause of action against any Person that is 
released pursuant to sections 7.1 or 7.2 hereof. 

"Litigation Trust Interests" means the beneficial interests in the Litigation Trust to be created 
on the Plan Implementation Date. 

"Litigation Trustee" means a Person to be determined by SFC and the Initial Consenting 
Noteholders prior to the Effective Time, with the consent of the Monitor, to serve as trustee of 
the Litigation Trust pursuant to and in accordance with the terms thereof. 

"Material" means a fact, circumstance, change, effect, matter, action, condition, event, 
occurrence or development that, individually or in the aggregate, is, or would reasonably be 
expected to be, material to the business, affairs, results of operations or financial condition of the 
SFC Companies (taken as a whole). 

"Material Adverse Effect" means a fact, event, change, occurrence, circumstance or condition 
that, individually or together with any other event, change or occurrence, has or would 
reasonably be expected to have a material adverse impact on the assets, condition (financial or 
otherwise), business, liabilities, obligations (whether absolute, accrued, conditional or otherwise) 
or operations of the SFC Companies (taken as a whole); provided, however, that a Material 
Adverse Effect shall not include and shall be deemed to exclude the impact of any fact, event, 
change, occurrence, circumstance or condition resulting from or relating to: (A) changes in 
Applicable Laws of general applicability or interpretations thereof by courts or Governmental 
Entities or regulatory authorities, which changes do not have a Material disproportionate effect 
on the SFC Companies (taken as a whole), (B) any change in the forestry industry generally, 
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which does not have a Material disproportionate effect on the SFC Companies (taken as a whole) 
(relative to other industry participants operating primarily in the PRC), (C) actions and omissions 
of any of the SFC Companies required pursuant to the RSA or this Plan or taken with the prior 
written consent of the Initial Consenting Noteholders, (D) the effects of compliance with the 
RSA or this Plan, including on the operating performance of the SFC Companies, (E) the 
negotiation, execution, delivery, performance, consummation, potential consummation or public 
announcement of the RSA or this Plan or the transactions contemplated thereby or hereby, (F) 
any change in U.S. or Canadian interest rates or currency exchange rates unless such change has 
a Material disproportionate effect on the SFC Companies (taken as a whole), and (G) general 
political, economic or financial conditions in Canada, the United States, Hong Kong or the PRC, 
which changes do not have a Material disproportionate effect on the SFC Companies (taken as a 
whole). 

"Meeting" means the meeting of Affected Creditors, and any adjournment or extension thereof, 
that is called and conducted in accordance with the Meeting Order for the purpose of considering 
and voting on the Plan. 

"Meeting Order" means the Order that, among other things, sets the date for the Meeting and 
establishes the procedures for voting on the Plan, as such Order may be amended, restated or 
varied from time to time. 

"Monitor" means FTI Consulting Canada Inc., in its capacity as Court-appointed Monitor of 
SFC in the CCAA Proceeding. 

"Monitor's Post-Implementation Reserve" means the cash reserve to be established by SFC on 
the Plan Implementation Date in an amount acceptable to SFC, the Monitor, and the Initial 
Consenting Noteholders, which cash reserve shall be maintained and administered by the 
Monitor for the purpose of administering SFC, as necessary, from and after the Plan 
Implementation Date. 

"Named Directors and Officers" means Andrew Agnew, William E. Ardell, James Bowland, 
Leslie Chan, Michael Cheng, Lawrence Hon, David J. Horsley, James M.E. Hyde, Richard M. 
Kimel, R. John (Jack) Lawrence, Jay A. Lefton, Edmund Mak, Tom Maradin, Judson Martin, 
Simon Murray, James F. O'Donnell, Kai Kit Poon, William P. Rosenfeld, Peter Donghong 
Wang, Garry West and Kee Y. Wong, in their respective capacities as Directors or Officers. 

"Newco" means the new corporation to be incorporated pursuant to section 6.2 hereof under the 
laws of the Cayman Islands or such other jurisdiction as is acceptable to SFC and the Initial 
Consenting Noteholders. 

"Newco Equity Pool" means all of the Newco Shares to be issued by Newco on the Plan 
Implementation Date pursuant to section 6.3(i) hereof. 

"Newco Note Certificate" means a certificate evidencing Newco Notes. 
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"Newco Notes" means the new notes to be issued by Newco on the Plan Implementation Date 
pursuant to Section 6.3(i), on such terms and conditions as are satisfactory to the Initial 
Consenting Noteholders and SFC, acting reasonably. 

"Newco Promissory Note 1", "Newco Promissory Note 2", "Newco Promissory Note 3" and 
"Newco Promissory Notes" have the meanings ascribed thereto in sections 6.30), 6.3(k), 6.3(m) 
and 6.3(p) hereof, respectively. 

"Newco Share Certificate" means a certificate evidencing Newco Shares. 

"Newco Shares" means common shares in the capital ofNewco. 

"Non-Released D&O Claims" has the meaning ascribed thereto in section 4.9(f) hereof. 

"Noteholder Advisors" means Goodmans LLP, Hogan Lovells and Conyers, Dill & Pearman 
LLP in their capacity as legal advisors to the Initial Consenting Noteholders, and Moelis & 
Company LLC and Moelis and Company Asia Limited, in their capacity as the financial advisors 
to the Initial Consenting Noteholders. 

"Noteholder Claim" means any Claim by a Noteholder (or a Trustee or other representative on 
the Noteholder's behalf) in respect of or in relation to the Notes owned or held by such 
Noteholder, including all principal and Accrued Interest payable to such Noteholder pursuant to 
such Notes or the Note Indentures, but for greater certainty does not include any Noteholder 
Class Action Claim. 

"Noteholder Class Action Claim" means any Class Action Claim or any other claim (whether 
advanced in a class action proceeding or otherwise), or any part thereof, against SFC, any of the 
Subsidiaries, any of the Directors and Officers of SFC or the Subsidiaries, any of the Auditors, 
any of the Underwriters and/or any other defendant to the Class Action Claims that relates to the 
purchase, sale or ownership ofNotes. 

"Noteholder Class Action Claimant" means any Person having or asserting a Noteholder Class 
Action Claim. 

"Noteholder Class Action Representative" means an individual to be appointed by counsel to 
the Ontario Class Action Plaintiffs. 

"Noteholders" means, collectively, the beneficial owners of Notes as of the Distribution Record 
Date, and "Noteholder" means any one of the Noteholders. 

"Note Indentures" means collectively the 2013 Note Indenture, the 2014 Note Indenture, the 
2016 Note Indenture, and the 2017 Note Indenture. 

"Notes" means, collectively, the 2013 Notes, the 2014 Notes, the 2016 Notes and the 2017 
Notes. 
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"Officer" means, with respect to SFC or any Subsidiary, anyone who is or was, or may be 
deemed to be or have been, whether by statute, operation of law or otherwise, an officer or de 
facto officer of such SFC Company. 

"Ontario Class Action Plaintiffs" means the plaintiffs in the Ontario class action case styled as 
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). 

"Order" means any order of the Court made in connection with the CCAA Proceeding or this 
Plan. 

"Ordinary Affected Creditor" means a Person with an Ordinary Affected Creditor Claim. 

"Ordinary Affected Creditor Claim" means a Claim that is not: an Unaffected Claim; a 
Noteholder Claim; an Equity Claim; a Subsidiary Intercompany Claim; a Noteholder Class 
Action Claim; or a Class Action Indemnity Claim (other than a Class Action Indemnity Claim by 
any of the Third Party Defendants in respect of the Indemnified Noteholder Class Action 
Claims). 

"Other Directors and/or Officers" means any Directors and/or Officers other than the Named 
Directors and Officers. 

"Person" means any individual, sole proprietorship, limited or unlimited liability corporation, 
partnership, unincorporated association, unincorporated syndicate, unincorporated organization, 
body corporate, joint venture, trust, pension fund, union, Governmental Entity, and a natural 
person including in such person's capacity as trustee, heir, beneficiary, executor, administrator or 
other legal representative. 

"Plan" means this Plan of Compromise and Reorganization filed by SFC pursuant to the CCAA 
and the CBCA, as such Plan may be amended, supplemented or restated from time to time in 
accordance with the terms hereof or an Order. 

"Plan Implementation Date" means the Business Day on which this Plan becomes effective, 
which shall be the Business Day on which the Monitor has filed with the Court the certificate 
contemplated in section 9.2 hereof, or such other date as SFC, the Monitor and the Initial 
Consenting Noteholders may agree. 

"PRC" means the People's Republic of China. 

"Proof of Claim" means the "Proof of Claim" referred to in the Claims Procedure Order, 
substantially in the form attached to the Claims Procedure Order. 

"Pro-Rata" means: 

(k) with respect to any Noteholder in relation to all Noteholders, the proportion of (i) 
the principal amount of Notes beneficially owned by such Noteholder as of the 
Distribution Record Date plus the Accrued Interest owing on such Notes as of the 
Filing Date, in relation to (ii) the aggregate principal amount of all Notes 
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outstanding as of the Distribution Record Date plus the aggregate of all Accrued 
Interest owing on all Notes as of the Filing Date; 

(1) with respect to any Early Consent Noteholder in relation to all Early Consent 
Noteholders, the proportion of the principal amount of Early Consent Notes 
beneficially owned by such Early Consent Noteholder as of the Distribution 
Record Date in relation to the aggregate principal amount of Early Consent Notes 
held by all Early Consent Noteholders as of the Distribution Record Date; and 

(m) with respect to any Affected Creditor in relation to all Affected Creditors, the 
proportion of such Affected Creditor's Affected Creditor Claim as at any relevant 
time in relation to the aggregate of all Proven Claims and Unresolved Claims of 
Affected Creditors as at that time. 

"Proven Claim" means an Affected Creditor Claim to the extent that such Affected Creditor 
Claim is finally determined and valued in accordance with the provisions of the Claims 
Procedure Order, the Meeting Order or any other Order, as applicable. 

"Released Claims" means all of the rights, claims and liabilities of any kind released pursuant to 
sections 7.1 and 7.2 hereof. 

"Released Parties" means, collectively, those Persons released pursuant to sections 7.1 and 7.2 
hereof, but only to the extent so released, and each such Person is referred to individually as a 
"Released Party". 

"Required Majority" means a majority in number of Affected Creditors with Proven Claims, 
and two-thirds in value of the Proven Claims held by such Affected Creditors, in each case who 
vote (in person or by proxy) on the Plan at the Meeting. 

"Restructuring Claim" means any right or claim of any Person that may be asserted or made in 
whole or in part against SFC, whether or not asserted or made, in connection with any 
indebtedness, liability or obligation of any kind arising out of the restructuring, termination, 
repudiation or disclaimer of any lease, contract, or other agreement or obligation on or after the 
Filing Date and whether such restructuring, termination, repudiation or disclaimer took place or 
takes place before or after the date of the Claims Procedure Order. 

"Restructuring Transaction" means the transactions contemplated by this Plan. 

"Retained D&O Claim" means any D&O Claim that is not permitted to be compromised 
pursuant to section 5.1 (2) of the CCAA, but only to the extent not so permitted, provided that 
any D&O Claim that qualifies as a Non-Released D&O Claim or a Continuing Other D&O 
Claim shall not constitute a Retained D&O Claim. 

"RSA" means the Restructuring Support Agreement executed as of March 30,2012 by SFC, the 
Direct Subsidiaries and the Initial Consenting Noteholders, and subsequently executed or 
otherwise agreed to by the Early Consent Noteholders, as such Restructuring Support Agreement 
may be amended, restated and varied from time to time in accordance with its terms. 
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"Sanction Date" means the date that the Sanction Order is granted by the Court. 

"Sanction Order" means the Order of the Court sanctioning and approving this Plan. 

"SFC" has the meaning ascribed thereto in the recitals. 

"SFC Advisors" means Bennett Jones LLP, Appleby Global Group, King & Wood Mallesons 
and Linklaters LLP, in their respective capacities as legal advisors to SFC, Houlihan Lokey 
Howard & Zukin Capital, Inc., in its capacity as financial advisor to SFC, and Indufor Asia 
Pacific Limited and Stewart Murray (Singapore) Pte. Ltd, in their capacities as forestry advisors 
to SFC. 

"SFC Assets" means all of SFC's right, title and interest in and to all of SFC's properties, assets 
and rights of every kind and description (including all restricted and unrestricted cash, contracts, 
real property, receivables or other debts owed to SFC, Intellectual Property, SFC's corporate 
name and all related marks, all of SFC's ownership interests in the Subsidiaries (including all of 
the shares of the Direct Subsidiaries and any other Subsidiaries that are directly owned by SFC 
immediately prior to the Effective Time), all of SFC's ownership interest in Greenheart and its 
subsidiaries, and all SFC Intercompany Claims), other than the Excluded SFC Assets. 

"SFC Business" means the business operated by the SFC Companies. 

"SFC Continuing Shareholder" means the Litigation Trustee or such other Person as may be 
agreed to by the Monitor and the Initial Consenting Noteholders. 

"SFC Companies" means, collectively, SFC and all of the Subsidiaries, and "SFC Company" 
means any of them. 

"SFC Intercompany Claim" means any amount owing to SFC by any Subsidiary or Greenheart 
and any claim by SFC against any Subsidiary or Greenheart. 

"Subsidiaries" means all direct and indirect subsidiaries of SFC, other than Greenheart and its 
direct and indirect subsidiaries, and "Subsidiary" means any one ofthe Subsidiaries. 

"Subsidiary Intercompany Claim" means any Claim by any Subsidiary or Greenheart against 
SFC. 

"Tax" or "Taxes" means any and all federal, provincial, municipal, local and foreign taxes, 
assessments, reassessments and other governmental charges, duties, impositions and liabilities 
including for greater ceriainty taxes based upon or measured by reference to income, gross 
receipts, profits, capital, transfer, land transfer, sales, goods and services, harmonized sales, use, 
value-added, excise, withholding, business, franchising, property, development, occupancy, 
employer health, payroll, employment, health, social services, education and social security 
taxes, all surtaxes, all customs duties and import and export taxes, all licence, franchise and 
registration fees and all employment insurance, health insurance and government pension plan 
premiums or contributions, together with all interest, penalties, fines and additions with respect 
to such amounts. 
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"Taxing Authorities" means any one of Her Majesty the Queen, Her Majesty the Queen in right 
of Canada, Her Majesty the Queen in right of any province or territory of Canada, the Canada 
Revenue Agency, any similar revenue or taxing authority of Canada and each and every province 
or territory of Canada and any political subdivision thereof, any similar revenue or taxing 
authority of the United States, the PRC, Hong Kong or other foreign state and any political 
subdivision thereof, and any Canadian, United States, Hong Kong, PRC or other government, 
regulatory authority, government department, agency, commission, bureau, minister, court, 
tribunal or body or regulation-making entity exercising taxing authority or power, and "Taxing 
Authority" means any one of the Taxing Authorities. 

"Third Party Defendants" means any defendants to the Class Action Claims (present or future) 
other than SFC, the Subsidiaries or the Named Directors and Officers. 

"Transfer Agent" means such other transfer agent as Newco may appoint, with the consent of 
the Monitor and the Initial Consenting Noteholders. 

"Trustees" means, collectively, The Bank of New York Mellon in its capacity as trustee for the 
2013 Notes and the 2016 Notes, and Law Debenture Trust Company ofNew York in its capacity 
as trustee for the 2014 Notes and the 2017 Notes, and "Trustee" means either one of them. 

"Unaffected Claim" means any: 

(a) Claim secured by any of the Charges (provided that, following the discharge of 
the Charges on the Plan Implementation Date, such Claims shall be paid from and 
limited to recovery as against the Administration Charge Reserve or the 
Directors' Charge Reserve, as applicable, in accordance with section 4.2(b) 
hereof); 

(b) Government Priority Claim; 

(c) Employee Priority Claim; 

(d) Lien Claim; 

(e) any other Claim of any employee, former employee, Director or Officer of SFC in 
respect of wages, vacation pay, bonuses, termination pay, severance pay or other 
remuneration payable to such Person by SFC; 

(f) rights or claims by the Trustees for reasonable outstanding fees and expenses, 
including reasonable legal fees, incurred by the Trustees before or after the Plan 
Implementation Date in connection with the performance of their respective 
duties under the Note Indentures or this Plan; and 

(g) any trade payables that were incurred by SFC (i) after the Filing Date but before 
the Plan Implementation Date; and (ii) in compliance with the Initial Order or 
other Order issued in the CCAA Proceeding. 
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"Unaffected Claims Reserve" means the cash reserve to be established by SFC on the Plan 
Implementation Date and maintained by the Monitor, in escrow, for the purpose of paying 
certain Unaffected Claims in accordance with section 4.2 hereof. 

"Unaffected Creditor" means a Person who has an Unaffected Claim, but only in respect of and 
to the extent of such Unaffected Claim. 

"Undeliverable Distribution" has the meaning ascribed thereto in section 5.4. 

"Underwriters" means any underwriters of SFC that are named as defendants in the Class 
Action Claims, including for greater certainty Credit Suisse Securities (Canada), Inc., TD 
Securities Inc., Dundee Securities Corporation, RBC Dominion Securities Inc., Scotia Capital 
Inc., CIBC World Markets Inc., Merrill Lynch Canada Inc., Canaccord Financial Ltd., Maison 
Placements Canada Inc., Credit Suisse Securities (USA) LLC and Merrill Lynch, Pierce, Fenner 
& Smith Incorporated (successor by merger to Bane of America Securities LLC). 

"Unresolved Claim" means an Affected Creditor Claim in respect of which a Proof of Claim 
has been filed in a proper and timely manner in accordance with the Claims Procedure Order but 
that, as at any applicable time, has not been finally (i) determined to be a Proven Claim or (ii) 
disallowed in accordance with the Claims Procedure Order, the Meeting Order or any other 
Order. 

"Unresolved Claims Reserve" means the reserve ofNewco Shares, Newco Notes and Litigation 
Trust Interests, if any, to be established pursuant to sections 6.3(i)(ii) and 6.3(q) hereof in respect 
of Umesolved Claims as at the Plan Implementation Date, which reserve shall be held and 
maintained by the Monitor, in escrow, for distribution in accordance with the Plan. 

"Website" means the website maintained by the Monitor in respect of the CCAA Proceeding 
pursuant to the Initial Order at the following web address: http://cfcanada.fticonsulting.com/sfc. 

1.2 Certain Rules of Interpretation 

For the purposes of the Plan: 

(a) any reference in the Plan to an Order, agreement, contract, instrument, indenture, 
release, exhibit or other document means such Order, agreement, contract, 
instrument, indenture, release, exhibit or other document as it may have been or 
may be validly amended, modified or supplemented; 

(b) the division of the Plan into "articles" and "sections" and the insertion of a table 
of contents are for convenience of reference only and do not affect the 
construction or interpretation of the Plan, nor are the descriptive headings of 
"articles" and "sections" intended as complete or accurate descriptions of the 
content thereof; 

(c) unless the context otherwise requires, words importing the singular shall include 
the plural and vice versa, and words importing any gender shall include all 
genders; 

486



18 46 
(d) the words "includes" and "including" and similar terms of inclusion shall not, 

unless expressly modified by the words "only" or "solely", be construed as terms 
of limitation, but rather shall mean "includes but is not limited to" and "including 
but not limited to", so that references to included matters shall be regarded as 
illustrative without being either characterizing or exhaustive; 

(e) unless otherwise specified, all references to time herein and in any document 
issued pursuant hereto mean local time in Toronto, Ontario and any reference to 
an event occurring on a Business Day shall mean prior to 5:00 p.m. (Toronto 
time) on such Business Day; 

(f) unless otherwise specified, time periods within or following which any payment is 
to be made or act is to be done shall be calculated by excluding the day on which 
the period commences and including the day on which the period ends and by 
extending the period to the next succeeding Business Day if the last day of the 
period is not a Business Day; 

(g) unless otherwise provided, any reference to a statute or other enactment of 
parliament or a legislature includes all regulations made thereunder, all 
amendments to or re-enactments of such statute or regulations in force from time 
to time, and, if applicable, any statute or regulation that supplements or 
supersedes such statute or regulation; and 

(h) references to a specified "article" or "section" shall, unless something in the 
subject matter or context is inconsistent therewith, be construed as references to 
that specified article or section of the Plan, whereas the terms "the Plan", 
"hereof', "herein", "hereto", "hereunder" and similar expressions shall be deemed 
to refer generally to the Plan and not to any particular "article", "section" or other 
portion of the Plan and include any documents supplemental hereto. 

1.3 Currency 

For the purposes of this Plan, all amounts shall be denominated in Canadian dollars and 
all payments and distributions to be made in cash shall be made in Canadian dollars. Any 
Claims or other amounts denominated in a foreign currency shall be converted to Canadian 
dollars at the Reuters closing rate on the Filing Date. 

1.4 Successors and Assigns 

The Plan shall be binding upon and shall enure to the benefit of the heirs, administrators, 
executors, legal personal representatives, successors and assigns of any Person named or referred 
to in the Plan. 

1.5 Governing Law 

The Plan shall be governed by and construed in accordance with the laws of the Province 
of Ontario and the federal laws of Canada applicable therein. All questions as to the 
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interpretation of or application of the Plan and all proceedings taken in connection with the Plan 
and its provisions shall be subject to the jurisdiction of the Court. 

ARTICLE2 
PURPOSE AND EFFECT OF THE PLAN 

2.1 Purpose 

The purpose ofthe Plan is: 

(a) to effect a full, final and irrevocable compromise, release, discharge, cancellation 
and bar of all Affected Claims; 

(b) to effect the distribution of the consideration provided for herein in respect of 
Proven Claims; 

(c) to transfer ownership of the SFC Business to N ewco, free and clear of all claims 
against SFC and certain related claims against the Subsidiaries, so as to enable the 
SFC Business to continue on a viable, going concern basis; and 

(d) to allow Affected Creditors and Noteholder Class Action Claimants to benefit 
from contingent value that may be derived from litigation claims to be advanced 
by the Litigation Trustee. 

The Plan is put forward in the expectation that the Persons with an economic interest in SFC, 
when considered as a whole, will derive a greater benefit from the implementation of the Plan 
and the continuation .of the SFC Business as a going concern than would result from a 
bankruptcy or liquidation of SFC. 

2.2 Claims Affected 

The Plan provides for, among other things, the full, final and irrevocable compromise, 
release, discharge, cancellation and bar of Affected Claims and effectuates the restructuring of 
SFC. The Plan will become effective at the Effective Time on the Plan Implementation Date and 
shall be binding on and enure to the benefit of SFC, the Subsidiaries, Newco, any Person having 
an Affected Claim, the Directors and Officers of SFC and all other Persons named or referred to 
in, or subject to, the Plan, as and to the extent provided for in the Plan. 

2.3 Unaffected Claims against SFC Not Affected 

Any amounts properly owing by SFC in respect of Unaffected Claims will be satisfied in 
accordance with section 4.2 hereof. Consistent with the foregoing, all liabilities of the Released 
Parties in respect of Unaffected Claims (other than the obligation of SFC to satisfy such 
Unaffected Claims in accordance with section 4.2 hereof) will be fully, finally, irrevocably and 
forever compromised, released, discharged, cancelled and barred pursuant to sections 7.l(a) and 
7.2 hereof. Nothing in the Plan shall affect SFC's rights and defences, both legal and equitable, 
with respect to any Unaffected Claims, including all rights with respect to legal and equitable 
defences or entitlements to set-offs or recoupments against such Unaffected Claims. 

488



20 48 
2.4 Insurance 

Nothing in this Plan shall prejudice, compromise, release, discharge, cancel, bar or 
otherwise affect any right, entitlement or claim of any Person against any insurer in respect of an 
insurance policy or the proceeds thereof. Similarly, nothing in this Plan shall prejudice, 
compromise, release or otherwise affect any right or defence of any such insurer in respect of 
any such insurance policy, provided that any right or entitlement of any insurer to seek 
indemnification from SFC or any Subsidiary (if such a right or entitlement should be found to 
exist at all) shall be subject to the terms of the Claims Procedure Order, including paragraph 17 
thereof, and shall be treated as a Released Claim that is fully, finally, irrevocably and forever 
released, discharged, cancelled and barred as provided for in this Plan. 

2.5 Claims Procedure Order 

For greater certainty, nothing in this Plan revives or restores any right or claim of any 
kind that is barred or extinguished pursuant to the terms of the Claims Procedure Order, provided 
that nothing in this Plan, the Claims Procedure Order or any other Order compromises, releases, 
discharges, cancels or bars any claim against any Person for fraud or criminal conduct. 

ARTICLE3 
CLASSIFICATION, VOTING AND RELATED MATTERS 

3.1 Claims Procedure 

The procedure for determining the validity and quantum of the Affected Claims shall be 
governed by the Claims Procedure Order, the Meeting Order, the CCAA, the Plan and any other 
Order, as applicable. SFC, the Monitor and any other creditor in respect of its own Claim, shall 
have the right to seek the assistance of the Court in valuing any Claim, whether for voting or 
distribution purposes, if required, and to ascertain the result of any vote on the Plan. 

3.2 Classification 

(a) The Affected Creditors shall constitute a single class, the "Affected Creditors 
Class", for the purposes of considering and voting on the Plan. 

(b) The Equity Claimants shall constitute a single class, separate from the Affected 
Creditors Class, but shall not, and shall have no right to, attend the Meeting or 
vote on the Plan in such capacity. 

3.3 Unaffected Creditors 

No Unaffected Creditor, in respect of an Unaffected Claim, shall: 

(a) be entitled to vote on the Plan; 

(b) be entitled to attend the Meeting; or 
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(c) receive any entitlements under this Plan in respect of such Unaffected Creditor's 

Unaffected Claims (other than its right to have its Unaffected Claim addressed in 
accordance with section 4.2 hereof). 

3.4 Creditors' Meeting 

The Meeting shall be held in accordance with the Plan, the Meeting Order and any further 
Order of the Court. The only Persons entitled to attend and vote on the Plan at the Meeting are 
those specified in the Meeting Order. 

3.5 Approval by Creditors 

In order to be approved, the Plan must receive the affirmative vote of the Required 
Majority ofthe Affected Creditors Class. 

ARTICLE4 
DISTRIBUTIONS, PAYMENTS AND TREATMENT OF CLAIMS 

4.1 Affected Creditors 

All Affected Creditor Claims shall be fully, finally, irrevocably and forever 
compromised, released, discharged, cancelled and barred on the Plan Implementation Date. 
Each Affected Creditor that has a Proven Claim shall be entitled to receive the following in 
accordance with the Plan: 

(a) such Affected Creditor's Pro-Rata number of the Newco Shares to be issued by 
Newco from the Affected Creditors Equity Sub-Pool in accordance with the Plan; 

(b) such Affected Creditor's Pro-Rata amount of the Newco Notes to be issued by 
Newco in accordance with the Plan; and 

(c) such Affected Creditor's Pro-Rata share of the Litigation Trust Interests to be 
allocated to the Affected Creditors in accordance with 4.11 hereof and the terms 
of the Litigation Trust. 

From and after the Plan Implementation Date, each Affected Creditor, in such capacity, shall 
have no rights as against SFC in respect of its Affected Creditor Claim. 

4.2 Unaffected Creditors 

Each Unaffected Claim that is finally determined as such, as to status and amount, and 
that is finally determined to be valid and enforceable against SFC, in each case in accordance 
with the Claims Procedure Order or other Order: 

(a) subject to sections 4.2(b) and 4.4(c) hereof, shall be paid in full from the 
Unaffected Claims Reserve and limited to recovery against the Unaffected Claims 
Reserve, and Persons with Unaffected Claims shall have no right to, and shall not, 
make any claim or seek any recoveries from any Person in respect of Unaffected 
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Claims, other than enforcing such Person's right against SFC to be paid from the 
Unaffected Claims Reserve; 

(b) in the case of Claims secured by the Administration Charge or the Directors' 
Charge, shall, if billed or invoiced prior to the Plan Implementation Date, be paid 
prior to the Effective Time and, if billed or invoiced to SFC after the Plan 
Implementation Date, be paid in the ordinary course from the Administration 
Charge Reserve (in the case of claims secured by the Administration Charge) or 
the Directors' Charge Reserve (in the case of claims secured by the Directors' 
Charge), and all Claims secured by the Administration Charge shall be limited to 
recovery against the Administration Charge Reserve and all Claims secured by 
the Directors' Charge shall be limited to recovery against the Directors' Charge 
Reserve, and Persons with Claims secured by the Administration Charge or the 
Directors' Charge shall have no right to, and shall not, make any claim or seek 
any recoveries from any Person in respect of such Claims, other than enforcing 
such Person's right against the Administration Charge Reserve or the Directors' 
Charge Reserve, respectively; and 

(c) in the case of Lien Claims: 

(i) at the election of the Initial Consenting Noteholders, and with the consent 
of the Monitor, SFC shall satisfy such Lien Claim by the return of the 
applicable property of SFC that is secured as collateral for such Lien 
Claim, and the applicable Lien Claimant shall be limited to its recovery 
against such secured property in respect of such Lien Claim. 

(ii) if the Initial Consenting Noteholders do not elect to satisfy such Lien 
Claim by the return of the applicable secured property: (A) SFC shall 
repay the Lien Claim in full in cash on the Plan Implementation Date; and 
(B) the security held by the applicable Lien Claimant over the property of 
SFC shall be fully, finally, irrevocably and forever released, discharged, 
cancelled and barred; and 

(iii) upon the satisfaction of a Lien Claim in accordance with sections 4.2(b) 
and 4.4( c) hereof, such Lien Claims shall be fully, finally, irrevocably and 
forever released, discharged, cancelled and barred. 

4.3 Early Consent Noteholders 

As additional consideration for the compromise, release, discharge, cancellation and bar 
of the Affected Creditor Claims in respect of its Notes, each Early Consent Noteholder shall 
receive (in addition to the consideration it is entitled to receive in accordance with section 4.1 
hereof) its Pro-Rata number of the Newco Shares to be issued by Newco from the Early Consent 
Equity Sub-Pool in accordance with the Plan. 
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4.4 Noteholder Class Action Claimants 

(a) All Noteholder Class Action Claims against SFC, the Subsidiaries or the Named 
Directors or Officers (other than any Noteholder Class Action Claims against the 
Named Directors or Officers that are Retained D&O Claims or Non-Released 
D&O Claims) shall be fully, finally, irrevocably and forever compromised, 
released, discharged, cancelled and barred without consideration as against all 
said Persons on the Plan Implementation Date. Subject to section 4.4(c) hereof, 
Noteholder Class Action Claimants shall not receive any consideration or 
distributions under the Plan in respect of their Noteholder Class Action Claims. 
Noteholder Class Action Claimants shall not be entitled to attend or to vote on the 
Plan at the Meeting in respect of their Noteholder Class Action Claims. 

(b) Notwithstanding anything to the contrary in section 4.4(a), Noteholder Class 
Action Claims as against the Third Party Defendants are not compromised, 
discharged, released, cancelled or barred, and shall be permitted to continue as 
against such Third Party Defendants and shall not be limited or restricted by this 
Plan in any manner as to quantum or otherwise (including as they relate to the 
joint and several liability of Third Party Defendants for any alleged liability of 
SFC), provided that: 

(i) in accordance with the releases set forth in section 7.2(e) hereof, the 
collective aggregate amount of all rights and claims asserted or that may 
be asserted against the Third Party Defendants in respect of any such 
Noteholder Class Action Claims for which any such Persons in each case 
have a valid and enforceable Class Action Indemnity Claim against SFC 
(the "Indemnified Noteholder Class Action Claims") shall not exceed, 
in the aggregate, the Indemnified Noteholder Class Action Limit, and in 
accordance with section 7.3 hereof, all Persons shall be permanently and 
forever barred, estopped, stayed and enjoined, on and after the Effective 
Time, from seeking to enforce any liability in respect of the Indemnified 
Noteholder Class Action Claims that exceeds the Indemnified Noteholder 
Class Action Limit; and 

(ii) subject to section 4.4( d), any Class Action Indemnity Claims against SFC 
by the Third Party Defendants in respect of the Indemnified Noteholder 
Class Action Claims shall be treated as Affected Creditor Claims against 
SFC, but only to the extent that any such Class Action Indemnity Claims 
that are determined to be properly indemnified by SFC, enforceable 
against SFC and are not barred or extinguished by the Claims Procedure 
Order, and further provided that the aggregate liability of SFC in respect 
of all such Class Action Indemnity Claims shall be limited to the lesser of: 
(A) the actual aggregate liability of the Third Party Defendants pursuant to 
any final judgment, settlement or other binding resolution in respect of the 
Indemnified Noteholder Class Action Claims (inclusive of any defence 
costs incurred by the Third Party Defendants in their defence of the 
Indemnified Noteholder Class Action Claims to the extent that SFC owes 
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a valid and enforceable indemnification obligation to any such Persons in 
respect of such defence costs); and (B) the Indemnified Noteholder Class 
Action Limit. 

(c) Each Noteholder Class Action Claimant shall be entitled to receive its share of the 
Litigation Trust Interests to be allocated to Noteholder Class Action Claimants in 
accordance with the terms of the Litigation Trust and section 4.11 hereof, as such 
Noteholder Class Action Claimant's share is determined by the applicable Class 
Action Court. 

(d) Nothing in this Plan impairs, affects or limits in any way the ability of SFC, the 
Monitor or the Initial Consenting Noteholders to seek an Order that Class Action 
Indemnity Claims in respect of Noteholder Class Action Claims should receive 
the same treatment as is afforded to Class Action Indemnity Claims in respect of 
Equity Claims under the terms of this Plan. 

4.5 Equity Claimants 

All Equity Claims shall be fully, finally, irrevocably and forever compromised, released, 
discharged, cancelled and barred on the Plan Implementation Date. Equity Claimants shall not 
receive any consideration or distributions under the Plan and shall not be entitled to vote on the 
Plan at the Meeting. 

4.6 Claims of the Trustees and N oteholders 

For purposes of this Plan, all claims filed by the Trustees in respect of the Noteholder 
Claims (other than any claims filed by the Trustees in respect of their fees and expenses) shall be 
treated as provided in section 4.1 and the Trustees and the Noteholders shall have no other 
entitlements in respect of the guarantees and share pledges that have been provided by the 
Subsidiaries, or any ofthem, all of which shall be fully, finally, irrevocably and forever 
compromised, released, discharged, cancelled and barred on the Plan Implementation Date as 
against the Subsidiaries pursuant to section 7.1 and 7.2. 

4. 7 Claims of the Third Party Defendants 

For purposes of this Plan, all claims filed by the Third Party Defendants against SFC 
and/or any of its Subsidiaries shall be treated as follows: 

(a) all such claims against the Subsidiaries shall be fully, finally, irrevocably and 
forever compromised, released, discharged, cancelled and barred on the Plan 
Implementation Date in accordance with section 7.1 and 7.2 hereof; 

(b) all such claims against SFC that are Class Action Indemnity Claims in respect of 
Indemnified Noteholder Class Action Claims shall be treated as set out in section 
4.4(b )(ii) hereof; 

(c) all such claims against SFC for indemnification of Defence Costs shall be treated 
in accordance with section 4.8 hereof; and 
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(d) all other claims shall be treated as Equity Claims. 

4.8 Defence Costs 

All Claims against SFC for indemnification of defence costs incurred by any Person in 
connection with defending against Shareholder Claims (as defined in the Equity Claims Order), 
Noteholder Class Action Claims or any other claims of any kind relating to SFC or the 
Subsidiaries ("Defence Costs") shall be treated as follows: 

(a) as Equity Claims to the extent they are determined to be Equity Claims under any 
Order; and 

(b) as Affected Creditor Claims to the extent that they are not determined to be 
Equity Claims under any Order, provided that: 

(i) if such Defence Costs were incurred in respect of a claim against the 
applicable Person that has been successfully defended and the Claim for 
such Defence Costs is otherwise valid and enforceable against SFC, the 
Claim for such Defence Costs shall be treated as a Proven Claim, provided 
that if such Claim for Defence Costs is a Class Action Indemnity Claim of 
a Third Party Defendant against SFC in respect of any Indemnified 
Noteholder Class Action Claim, such Claim for Defence Costs shall be 
treated in the manner set forth in section 4.4(b )(ii) hereof; 

(ii) if such Defence Costs were incurred in respect of a claim against the 
applicable Person that has not been successfully defended or such Defence 
Costs are determined not to be valid and enforceable against SFC, the 
Claim for such Defence Costs shall be disallowed and no consideration 
will be payable in respect thereof under the Plan; and 

(iii) until any such Claim for Defence Costs is determined to be either a Claim 
within section 4.8(b)(i) or a Claim within section 4.8(b)(ii), such Claim 
shall be treated as an Unresolved Claim, 

provided that nothing in this Plan impairs, affects or limits in any way the ability of SFC, the 
Monitor or the Initial Consenting Noteholders to seek an Order that Claims against SFC for 
indemnification of any Defence Costs should receive the same treatment as is afforded to Equity 
Claims under the terms of this Plan. 

4.9 D&O Claims 

(a) All D&O Claims against the Named Directors and Officers (other than Retained 
D&O Claims and Non-Released D&O Claims) shall be fully, finally, irrevocably 
and forever compromised, released, discharged, cancelled and barred without 
consideration on the Plan Implementation Date. 

(b) All D&O Claims against the Other Directors and Officers shall not be 
compromised, released, discharged, cancelled or barred by this Plan and shall be 
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permitted to continue as against the applicable Other Directors and/or Officers 
(the "Continuing Other D&O Claims"), provided that any Indemnified 
Noteholder Class Action Claims against the Other Directors and/or Officers shall 
be limited as described in section 4.4(b )(i) hereof. 

(c) All D&O Indemnity Claims and any other rights or claims for indemnification 
held by the Named Directors and Officers shall be deemed to have no value and 
shall be fully, finally, irrevocably and forever compromised, released, discharged, 
cancelled and barred without consideration on the Plan Implementation Date, 
except that any such D&O Indemnity Claims for Defence Costs shall be treated in 
accordance with section 4.8 hereof and any claims for indemnification held by the 
Named Directors and Officers properly the subject of the Directors' Charge, if 
any, shall be limited to the Directors' Charge Reserve. 

(d) All D&O Indemnity Claims and any other rights or claims for indemnification 
held by the Other Directors and/or Officers shall be deemed to have no value and 
shall be fully, finally, irrevocably and forever compromised, released, discharged, 
cancelled and barred without consideration on the Plan Implementation Date, 
except that: (i) any such D&O Indemnity Claims for Defence Costs shall be 
treated in accordance with section 4.8 hereof; and (ii) any Class Action Indemnity 
Claim of an Other Director and/or Officer against SFC in respect of the 
Indemnified Noteholder Class Action Claims shall be treated in the manner set 
forth in section 4.4(b )(ii) hereof. 

(e) All Retained D&O Claims shall not be compromised, released, discharged, 
cancelled or barred by this Plan, provided that any Retained D&O Claims against 
the Named Directors and Officers shall be limited to recovery against any 
insurance proceeds payable in respect of such Retained D&O Claims pursuant to 
insurance policies held by SFC, and Persons with any such Retained D&O Claims 
against the Named Directors and Officers shall have no right to, and shall not, 
make any claim or seek any recoveries from any Person (including SFC, any of 
the Subsidiaries or Newco), other than enforcing such Persons' rights against SFC 
to be paid from such insurance proceeds. 

(f) All D&O Claims against the Directors and Officers of SFC or the Subsidiaries for 
fraud or criminal conduct shall not be compromised, discharged, released, 
cancelled or barred by this Plan and shall be permitted to continue as against all 
applicable Directors and Officers ("Non-Released D&O Claims"). 

(g) Notwithstanding anything to the contrary herein, from and after the Plan 
Implementation Date, a Person may commence an action for a Non-Released 
D&O Claim only if such Person has first obtained (i) the consent of the Monitor 
or (ii) leave of the Court on notice to the applicable Directors and Officers, SFC, 
the Monitor, the Initial Consenting Noteholders and any applicable insurers. 
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4.10 Intercompany Claims 

All SFC Intercompany Claims shall be deemed to be assigned by SFC to Newco on the 
Plan Implementation Date pursuant to section 6.3(k) hereof. Newco shall assume the obligations 
of SFC to the applicable Subsidiaries and Greenheart in respect of all Subsidiary Intercompany 
Claims on the Plan Implementation Date pursuant to 6.3(k) hereof. Notwithstanding anything to 
the contrary herein, Newco shall be liable to the applicable Subsidiaries and Greenheart for the 
Subsidiary Intercompany Claims from and after the Plan Implementation Date, and the 
applicable Subsidiaries and Greenheart shall be liable to Newco for the SFC Intercompany 
Claims from and after the Plan Implementation Date. For greater certainty, nothing in this Plan 
affects any rights or claims as between any of the Subsidiaries, Greenheart and Greenheati's 
direct and indirect subsidiaries. 

4.11 Entitlement to Litigation Trust Interests 

(a) The Litigation Trust Interests to be created in accordance with this Plan and the 
Litigation Trust shall be allocated as follows: 

(i) the Affected Creditors shall be collectively entitled to 75% of such 
Litigation Trust Interests; and 

(ii) the Noteholder Class Action Claimants shall be collectively entitled to 
25% of such Litigation Trust Interests, 

which allocations shall occur at the times and in the manner set forth in section 
6.3 hereof and shall be recorded by the Litigation Trustee in its registry of 
Litigation Trust Interests. 

(b) Notwithstanding anything to the contrary in section 4.11(a) hereof, if any of the 
Noteholder Class Action Claims against any of the Third Party Defendants are 
finally resolved (whether by final judgment, settlement or any other binding 
means of resolution) within two years of the Plan Implementation Date, then the 
Litigation Trust Interests to which the applicable Noteholder Class Action 
Claimants would otherwise have been entitled in respect of such Noteholder Class 
Action Claims pursuant to section 4.11(a)(ii) hereof (based on the amount of such 
resolved Noteholder Class Action Claims in proportion to all Noteholder Class 
Action Claims in existence as of the Claims Bar Date) shall be fully, finally, 
irrevocably and forever cancelled. 

4.12 Multiple Affected Claims 

On the Plan Implementation Date, any and all liabilities for and guarantees and 
indemnities of the payment or performance of any Affected Claim, Unaffected Claim, Retained 
D&O Claim, Continuing Other D&O Claim or Non-Released D&O Claim by any of the 
Subsidiaries, and any purported liability for the payment or performance of such Affected Claim, 
Unaffected Claim, Retained D&O Claim, Continuing Other D&O Claim or Non-Released D&O 
Claim by Newco, will be deemed eliminated and cancelled, and no Person shall have any rights 
whatsoever to pursue or enforce any such liabilities for or guarantees or indemnities of the 
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payment or performance of any such Affected Claim, Unaffected Claim, Retained D&O Claim, 
Continuing Other D&O Claim or Non-Released D&O Claim against any Subsidiary or Newco. 

4.13 Interest 

Subject to section 10.4 hereof, interest shall not accrue or be paid on Affected Claims on 
or after the Filing Date, and no holder of an Affected Claim shall be entitled to interest accruing 
on or after the Filing Date. 

4.14 Existing Shares 

Holders of Existing Shares and Equity Interests shall not receive any consideration or 
distributions under the Plan in respect thereof and shall not be entitled to vote on the Plan at the 
Meeting. Unless otherwise agreed between the Monitor, SFC and the Initial Consenting 
Noteholders, all Existing Shares and Equity Interests shall be fully, finally and irrevocably 
cancelled in accordance with and at the time specified in section 6.4 hereof. 

ARTICLES 
DISTRIBUTION MECHANICS 

5.1 Letters of Instruction 

In order to issue: Newco Shares and Newco Notes to Ordinary Affected Creditors and (ii) 
Newco Shares to Early Consent Noteholders, the following steps will be taken: 

(a) with respect to Ordinary Affected Creditors with Proven Claims or Unresolved 
Claims: 

(i) on the next Business Day following the Distribution Record Date, the 
Monitor shall send blank Letters of Instruction by prepaid first class mail, 
courier, email or facsimile to each such Ordinary Affected Creditor to the 
address of each such Ordinary Affected Creditor (as specified in the 
applicable Proof of Claim) as of the Distribution Record Date, or as 
evidenced by any assignment or transfer in accordance with section 5.1 0; 

(ii) each such Ordinary Affected Creditor shall deliver to the Monitor a duly 
completed and executed Letter of Instruction that must be received by the 
Monitor on or before the date that is seven (7) Business Days after the 
Distribution Record Date or such other date as the Monitor may 
determine; and 

(iii) any such Ordinary Affected Creditor that does not return a Letter of 
Instruction to the Monitor in accordance with section 5.l(a)(ii) shall be 
deemed to have requested that such Ordinary Affected Creditor's Newco 
Shares and Newco Notes be registered or distributed, as applicable, in 
accordance with the information set out in such Ordinary Affected 
Creditor's Proof of Claim; and 

497



29 57 
(b) with respect to Early Consent Noteholders: 

(i) on the next Business Day following the Distribution Record Date the 
Monitor shall send blank Letters of Instruction by prepaid first class mail, 
courier, email or facsimile to each Early Consent Noteholder to the 
address of each such Early Consent Noteholder as confirmed by the 
Monitor on or before the Distribution Record Date; 

(ii) each Early Consent Noteholder shall deliver to the Monitor a duly 
completed and executed Letter of Instruction that must be received by the 
Monitor on or before the date that is seven (7) Business Days after the 
Distribution Record Date or such other date as the Monitor may 
determine; and 

(iii) any such Early Consent Noteholder that does not return a Letter of 
Instruction to the Monitor in accordance with section 5.1(b)(ii) shall be 
deemed to have requested that such Early Consent Noteholder's Newco 
Shares be distributed or registered, as applicable, in accordance with the 
information as confirmed by the Monitor on or before the Distribution 
Record Date. 

5.2 Distribution Mechanics with respect to Newco Shares and Newco Notes 

(a) To effect distributions of Newco Shares and Newco Notes, the Monitor shall 
deliver a direction at least two (2) Business Days prior to the Initial Distribution 
Date to Newco or its agent, as applicable, directing Newco or its agent, as 
applicable, to issue on such Initial Distribution Date or subsequent Distribution 
Date: 

(i) in respect of the Ordinary Affected Creditors with Proven Claims: 

(A) the number of Newco Shares that each such Ordinary Affected 
Creditor is entitled to receive in accordance with section 4.1(a) 
hereof; and 

(B) the amount of Newco Notes that each such Ordinary Affected 
Creditor is entitled to receive in accordance with section 4.1 (b) 
hereof, 

all of which Newco Shares and Newco Notes shall be issued to such 
Ordinary Affected Creditors and distributed in accordance with this 
Article 5; 

(ii) in respect of the Ordinary Affected Creditors with Unresolved Claims: 

(A) the number of Newco Shares that each such Ordinary Affected 
Creditor would have been entitled to receive in accordance with 
section 4.l(a) hereof had such Ordinary Affected Creditor's 
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Unresolved Claim been 
Implementation Date; and 

58 
a Proven Claim on the Plan 

(B) the amount of Newco Notes that each such Ordinary Affected 
Creditor would have been entitled to receive in accordance with 
section 4.1 (b) hereof had such Ordinary Affected Creditor's 
Unresolved Claim been a Proven Claim on the Plan 
Implementation Date, 

all of which Newco Shares and Newco Notes shall be issued in the name 
of the Monitor for the benefit of the Persons entitled thereto under the 
Plan, which Newco Shares and Newco Notes shall comprise part of the 
Unresolved Claims Reserve and shall be held in escrow by the Monitor 
until released and distributed in accordance with this Article 5; 

(iii) in respect of the Noteholders: 

(A) the number of Newco Shares that the Trustees are collectively 
required to receive such that, upon distribution to the Noteholders 
by the Trustees, each individual Noteholder receives the number of 
Newco Shares to which it is entitled in accordance with section 
4.1(a) hereof; and 

(B) the amount of Newco Notes that the Trustees are collectively 
required to receive such that, upon distribution to the Noteholders 
by the Trustees, each individual Noteholder receives the amount of 
Newco Notes to which it is entitled in accordance with section 
4.1 (b) hereof, 

all of which Newco Shares and Newco Notes shall be issued to such 
Noteholders and distributed in accordance with this Article 5; and 

(iv) in respect of Early Consent Noteholders, the number ofNewco Shares that 
each such Early Consent Noteholder is entitled to receive in accordance 
with section 4.3 hereof, all of which Newco Shares shall be issued to such 
Early Consent Noteholders and distributed in accordance with this Article 
5. 

The direction delivered by the Monitor in respect of the applicable Ordinary 
Affected Creditors and Early Consent Noteholders shall: (A) indicate the 
registration and delivery details of each applicable Ordinary Affected Creditor 
and Early Consent Noteholder based on the information prescribed in section 5.1; 
and (B) specify the number of Newco Shares and, in the case of Ordinary 
Affected Creditors, the amount ofNewco Notes to be issued to each such Person 
on the applicable Distribution Date. The direction delivered by the Monitor in 
respect of the Noteholders shall: (C) indicate that the registration and delivery 
details with respect to the number ofNewco Shares and amount ofNewco Notes 
to be distributed to each Noteholder will be the same as the registration and 
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delivery details in effect with respect to the Notes held by each Noteholder as of 
the Distribution Record Date; and (D) specify the number of Newco Shares and 
the amount of Newco Notes to be issued to each of the Trustees for purposes of 
satisfying the entitlements of the Noteholders set forth in sections 4.l(a) and 
4.1 (b) hereof. The direction delivered by the Monitor in respect of the Newco 
Shares and Newco Notes to be issued in the name of the Monitor, for the benefit 
of the Persons entitled thereto under the Plan, for purposes of the Unresolved 
Claims Reserve shall specify the number of Newco Shares and the amount of 
Newco Notes to be issued to the Monitor for that purpose. 

(b) If the registers for the Newco Shares and/or Newco Notes are maintained by the 
Transfer Agent in a direct registration system (without certificates), the Monitor 
and/or Newco shall, on the Initial Distribution Date or any subsequent 
Distribution Date, as applicable: 

(i) instruct the Transfer Agent to record in the Direct Registration Account of 
each applicable Ordinary Affected Creditor and each Early Consent 
Noteholder the number of Newco Shares and, in the case of Ordinary 
Affected Creditors, the amount of Newco Notes that are to be distributed 
to each such Person, and the Monitor and/or Newco shall send or cause to 
be sent to each such Ordinary Affected Creditor and Early Consent 
Noteholder a Direct Registration Transaction Advice based on the delivery 
information as determined pursuant to section 5.1; and 

(ii) with respect to the distribution of Newco Shares and/or Newco Notes to 
Noteholders: 

(A) if the Newco Shares and/or Newco Notes are DTC eligible, the 
Monitor and/or Newco shall instruct the Transfer Agent to register 
the applicable Newco Shares and/or Newco Notes in the name of 
DTC (or its nominee) for the benefit of the Noteholders, and the 
Trustees shall distribute such Newco Shares and Newco Notes to 
the applicable Noteholders, in the applicable amounts, through the 
facilities of DTC; and 

(B) if the Newco Shares and/or Newco Notes are not DTC eligible, the 
Monitor and/or Newco shall instruct the Transfer Agent to register 
the applicable Newco Shares and/or Newco Notes in the Direct 
Registration Accounts of the applicable Noteholders pursuant to 
the registration instructions provided by the Trustees, and the 
Trustees shall: (A) provide the Transfer Agent with such 
registration instructions as are necessary to ensure that such Newco 
Shares and/or Newco Notes, in the applicable amounts, are 
registered in the Direct Registration Accounts of the applicable 
Noteholders; and (B) send or cause to be sent to each Noteholder a 
Direct Registration Transaction Advice based on the registration 
and delivery information as determined pursuant to section 5 .1. 
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(c) If the registers for the Newco Shares and/or Newco Notes are not maintained by 

the Transfer Agent in a direct registration system, Newco shall prepare and 
deliver to the Monitor, and the Monitor shall promptly thereafter, on the Initial 
Distribution Date or any subsequent Distribution Date, as applicable: 

(i) deliver to each Ordinary Affected Creditor and each Early Consent 
Noteholder Newco Share Certificates and, in the case of Ordinary 
Affected Creditors, Newco Note Certificates representing the applicable 
number ofNewco Shares and the applicable amount ofNewco Notes that 
are to be distributed to each such Person; and 

(ii) with respect to the distribution of Newco Shares and/or Newco Notes to 
Noteholders: 

(A) if the Newco Shares and/or Newco Notes are DTC eligible, the 
Monitor and/or Newco shall distribute to DTC (or its nominee), for 
the benefit of the Noteholders, Newco Share Certificates and/or 
Newco Note Certificates representing the aggregate of all Newco 
Shares and Newco Notes to be distributed to the Noteholders on 
such Distribution Date, and the Trustees shall distribute such 
Newco Shares and Newco Notes to the applicable Noteholders, in 
the applicable amounts, through the facilities of DTC; and 

(B) if the Newco Shares and/or Newco Notes are not DTC eligible, the 
Monitor and/or Newco shall distribute to the applicable Trustees, 
Newco Share Certificates and/or Newco Note Certificates 
representing the aggregate of all Newco Shares and/or Newco 
Notes to be distributed to the Noteholders on such Distribution 
Date, and the Trustees shall make delivery of such Newco Share 
Certificates and Newco Note Certificates, in the applicable 
amounts, directly to the applicable Noteholders. 

5.3 Allocation of Litigation Trust Interests 

The Litigation Trustee shall administer the Litigation Trust Claims and the Litigation 
Funding Amount for the benefit of the Persons that are entitled to the Litigation Trust Interests 
and shall maintain a registry of such Persons as follows: 

(a) with respect to Affected Creditors: 

(i) the Litigation Trustee shall maintain a record of the amount of Litigation 
Trust Interests that each Ordinary Affected Creditor is entitled to receive 
in accordance with sections 4.1(c) and 4.11(a) hereof, 

(ii) the Litigation Trustee shall maintain: (i) a record of the aggregate amount 
of all Litigation Trust Interests to which the Noteholders are entitled in 
accordance with sections 4.1(c) and 4.11(a) hereof; and (ii) a record ofthe 
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amount of Litigation Trust Interests to which each individual Noteholder 
is entitled in accordance with section 4.1 (c) hereof; and 

(iii) with respect to any Litigation Trust Interests to be allocated in respect of 
the Unresolved Claims Reserve, the Litigation Trustee shall record such 
Litigation Trust Interests in the name of the Monitor, for the benefit of the 
Persons entitled thereto in accordance with this Plan, which shall held by 
the Monitor in escrow until released and distributed unless and until 
otherwise directed by the Monitor in accordance with this Plan; 

(b) with respect to the Noteholder Class Action Claimants, the Litigation Trustee 
shall maintain a record of the aggregate of all Litigation Trust Interests that the 
Noteholder Class Action Claimants are entitled to receive pursuant to sections 
4.4(c) and 4.11(a) hereof, provided that such record shall be maintained in the 
name of the Noteholder Class Action Representative, to be allocated to individual 
Noteholder Class Action Claimants in any manner ordered by the applicable Class 
Action Court, and provided further that if any such Litigation Trust Interests are 
cancelled in accordance with section 4.11 (b) hereof, the Litigation Trustee shall 
record such cancellation in its registry of Litigation Trust Interests. 

5.4 Treatment of Undeliverable Distributions 

If any distribution under sections 5.2 is undeliverable (an "Undeliverable 
Distribution"), it shall be returned to the Monitor, which shall hold such Undeliverable 
Distribution in escrow and administer it in accordance with this section 5.4. No further 
distributions in respect of an Undeliverable Distribution shall be made unless and until SFC and 
the Monitor are notified by the applicable Person of its current address, at which time all such 
distributions shall be made to such Person. All claims for Undeliverable Distributions must be 
made on or before the date that is six months following the final Distribution Date, after which 
date the right to receive distributions under this Plan in respect of such Undeliverable 
Distributions shall be fully, finally, irrevocably and forever compromised, released, discharged, 
cancelled and barred, without any compensation therefore, notwithstanding any federal, state or 
provincial laws to the contrary, at which time any such Undeliverable Distributions held by the 
Monitor shall, be deemed to have been gifted by the owner of the Undeliverable Distribution 
gifted to Newco without consideration, and, in the case of Newco Shares, Newco Notes and 
Litigation Trust Interests, shall be cancelled by Newco and the Litigation Trustee, as applicable. 
Nothing contained in the Plan shall require SFC, the Monitor or any other Person to attempt to 
locate any owner of an Undeliverable Distribution. No interest is payable in respect of an 
Undeliverable Distribution. Any distribution under this Plan on account of the Notes shall be 
deemed made when delivered to the applicable Trustee for subsequent distribution to the 
applicable Noteholders in accordance with section 5.2. 

5.5 Procedure for Distributions Regarding Unresolved Claims 

(a) An Affected Creditor that has asserted an Unresolved Claim will not be entitled to 
receive a distribution under the Plan in respect of such Unresolved Claim or any 
portion thereof unless and until such Unresolved Claim becomes a Proven Claim. 
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(b) Distributions in respect of any Unresolved Claim in existence at the Plan 

Implementation Date will be held in escrow by the Monitor in the Unresolved 
Claims Reserve until settlement or final determination of the Unresolved Claim in 
accordance with the Claims Procedure Order, the Meeting Order or this Plan, as 
applicable. 

(c) To the extent that Unresolved Claims become Proven Claims or are finally 
disallowed, the Monitor shall release from escrow and deliver (or in the case of 
Litigation Trust Interests, cause to be registered) the following from the 
Unresolved Claims Reserve (on the next Distribution Date, as determined by the 
Monitor with the consent of SFC and the Initial Consenting Noteholders): 

(i) in the case of Affected Creditors whose Unresolved Claims are ultimately 
determined, in whole or in part, to be Proven Claims, the Monitor shall 
release from escrow and deliver to such Affected Creditor that number of 
Newco Shares, Newco Notes and Litigation Trust Interests (and any 
income or proceeds therefrom) that such Affected Creditor is entitled to 
receive in respect of its Proven Claim pursuant to section 4.1 hereof; 

(ii) in the case of Affected Creditors whose Unresolved Claims are ultimately 
determined, in whole or in part, to be disallowed, the Monitor shall release 
from escrow and deliver to all Affected Creditors with Proven Claims the 
number ofNewco Shares, Newco Notes and LitigationTrust Interests (and 
any income or proceeds therefrom) that had been reserved in the 
Unresolved Claims Reserve for such Affected Creditor whose Unresolved 
Claims has been disallowed, Claims such that, following such delivery, all 
of the Affected Creditors with Proven Claims have received the amount of 
Newco Shares, Newco Notes and Litigation Trust Interests that they are 
entitled to receive pursuant to section 4.1 hereof. 

(d) As soon as practicable following the date that all Unresolved Claims have been 
finally resolved and any required distributions contemplated in section 5.5(c) have 
been made, the Monitor shall distribute (or in the case of Litigation Trust 
Interests, cause to be registered) any Litigation Trust Interests, Newco Shares and 
Newco Notes (and any income or proceeds therefrom), as applicable, remaining 
in the Unresolved Claims Reserve to the Affected Creditors with Proven Claims 
such that after giving effect to such distributions each such Affected Creditor has 
received the amount of Litigation Trust Interests, Newco Shares and Newco Notes 
that it is entitled to receive pursuant to section 4.1 hereof. 

(e) During the time that Newco Shares, Newco Notes and/or Litigation Trust Interests 
are held in escrow in the Unresolved Claims Reserve, any income or proceeds 
received therefrom or accruing thereon shall be added to the Unresolved Claims 
Reserve by the Monitor and no Person shall have any right to such income or 
proceeds until such Newco Shares, Newco Notes or Litigation Trust Interests, as 
applicable, are distributed (or in the case of Litigation Trust Interests, registered) 
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in accordance with section 5.5(c) and 5.5(d) hereof, at which time the recipient 
thereof shall be entitled to any applicable income or proceeds therefrom. 

(f) The Monitor may, in its sole discretion, cause an affiliate of the Monitor to hold 
and administer the Unresolved Claims Reserve at any time and from time to time, 
provided that any actions taken by such affiliate of the Monitor shall be in 
accordance with the Plan and the Monitor shall remain responsible for all 
activities and actions of such affiliate with respect to its administration of the 
Unresolved Claims Reserve. 

5.6 Tax Refunds 

Any input tax credits or tax refunds received by SFC after the Effective Time shall be 
paid into the Monitor's Post-Implementation Reserve and shall be treated in the same manner as 
cash held in the Monitor's Post-Implementation Reserve. If any such tax credits or tax refunds 
become payable to SFC after the final payments from the Monitor's Post-Implementation 
Reserve have been made, such input tax credits and tax refunds shall be paid directly by, or on 
behalf of, SFC to Newco without consideration. 

5. 7 Final Distributions from Reserves 

(a) If there is any cash remaining in: (i) the Unaffected Claims Reserve on the date 
that all Unaffected Claims have been finally paid or otherwise discharged; (ii) the 
Administration Charge Reserve on the date that all Claims secured by the 
Administration Charge have been finally paid or otherwise discharged; and/ or 
(iii) the Directors' Charge Reserve on the date that all claims secured by the 
Directors' Charge have been finally paid or otherwise discharged, the Monitor 
shall, in each case, forthwith transfer all such remaining cash to the Monitor's 
Post-Implementation Reserve. 

(b) The Monitor will not terminate the Monitor's Post-Implementation Reserve prior 
to the termination of each of the Unaffected Claims Reserve, the Administration 
Charge Reserve and the Directors' Charge Reserve. The Monitor may, at any 
time, from time to time and at its sole discretion, release amounts from the 
Monitor's Post-Implementation Reserve to Newco. Once the Monitor has 
determined that the cash remaining in the Monitor's Post-Implementation Reserve 
is no longer necessary for administering SFC, the Monitor shall forthwith transfer 
any such remaining cash to Newco. 

5.8 Other Payments and Distributions 

All other payments and distributions to be made pursuant to this Plan shall be made in the 
manner described in this Plan, the Sanction Order or any other Order, as applicable. 

5.9 Note Indentures to Remain in Effect Solely for Purpose of Distributions 

Following completion of the steps in the sequence set forth in section 6.3, all debentures, 
indentures, notes (including the Notes), certificates, agreements, invoices and other instruments 
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evidencing Affected Claims will not entitle any holder thereof to any compensation or 
participation other than as expressly provided for in the Plan and will be cancelled and will be 
null and void. Any and all obligations of SFC and the Subsidiaries under and with respect to the 
Notes, the Note Indentures and any guarantees or indemnities with respect to the Notes or the 
Note Indentures shall be terminated and cancelled on the Plan Implementation Date and shall not 
continue beyond the Plan Implementation Date. Notwithstanding the foregoing and anything to 
the contrary in section 6.3 hereof, the Note Indentures shall remain in effect solely for the 
purpose of and only to the extent necessary to allow the Trustees to make distributions to 
Noteholders on the Initial Distribution Date and each subsequent Distribution Date thereafter and 
to maintain all of the protections afforded to the Trustees as against the Noteholders under the 
applicable Note Indentures, including their lien rights with respect to any distributions under this 
Plan, until all distributions provided for hereunder have been made to the Noteholders. 

5.10 Assignment of Claims for Distribution Purposes 

(a) Assignment of Claims by Ordinary Affected Creditors 

Subject to any restrictions contained in Applicable Laws, an Ordinary Affected Creditor 
may transfer or assign the whole of its Affected Claim after the Meeting provided that neither 
SFC nor the Monitor shall be obliged to make distributions to any such transferee or assignee or 
otherwise deal with such transferee or assignee as an Ordinary Affected Creditor in respect 
thereof unless and until actual notice of the transfer or assignment, together with satisfactory 
evidence of such transfer or assignment and such other documentation as SFC and the Monitor 
may reasonably require, has been received by SFC and the Monitor on or before the Plan 
Implementation Date, or such other date as SFC and the Monitor may agree, failing which the 
original transferor shall have all applicable rights as the "Ordinary Affected Creditor" with 
respect to such Affected Claim as if no transfer of the Affected Claim had occurred. Thereafter, 
such transferee or assignee shall, for all purposes in accordance with this Plan, constitute an 
Ordinary Affected Creditor and shall be bound by any and all notices previously given to the 
transferor or assignor in respect of such Claim. For greater certainty, SFC shall not recognize 
partial transfers or assignments of Claims. 

(b) Assignment of Notes 

Only those Noteholders who have beneficial ownership of one or more Notes as at the 
Distribution Record Date shall be entitled to receive a distribution under this Plan on the Initial 
Distribution Date or any Distribution Date. Noteholders who have beneficial ownership of Notes 
shall not be restricted from transferring or assigning such Notes prior to or after the Distribution 
Record Date (unless the Distribution Record Date is the Plan Implementation Date), provided 
that if such transfer or assignment occurs after the Distribution Record Date, SFC and its agents 
shall have no obligation to make distributions to any such transferee or assignee of Notes in 
respect of the Claims associated therewith, or otherwise deal with such transferee or assignee as 
an Affected Creditor in respect thereof. Noteholders who assign or acquire Notes after the 
Distribution Record Date shall be wholly responsible for ensuring that Plan distributions in 
respect of the Claims associated with such Notes are in fact delivered to the assignee, and the 
Trustees shall have no liability in connection therewith. 
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5.11 Withholding Rights 

SFC, Newco, the Monitor, the Litigation Trustee and/or any other Person making a 
payment contemplated herein shall be entitled to deduct and withhold from any consideration 
payable to any Person such amounts as it is required to deduct and withhold with respect to such 
payment under the Canadian Tax Act, the United States Internal Revenue Code of 1986 or any 
provision of federal, provincial, territorial, state, local or foreign Tax laws, in each case, as 
amended. To the extent that amounts are so withheld or deducted, such withheld or deducted 
amounts shall be treated for all purposes hereof as having been paid to the Person in respect of 
which such withholding was made, provided that such amounts are actually remitted to the 
appropriate Taxing Authority. To the extent that the amounts so required or permitted to be 
deducted or withheld from any payment to a Person exceed the cash portion of the consideration 
otherwise payable to that Person: (i) the payor is authorized to sell or otherwise dispose of such 
portion of the consideration as is necessary to provide sufficient funds to enable it to comply 
with such deduction or withholding requirement or entitlement, and the payor shall notify the 
applicable Person thereof and remit to such Person any unapplied balance of the net proceeds of 
such sale; or (ii) if such sale is not reasonably possible, the payor shall not be required to make 
such excess payment until the Person has directly satisfied any such withholding obligation and 
provides evidence thereof to the payor. 

5.12 Fractional Interests 

No fractional interests ofNewco Shares or Newco Notes ("Fractional Interests") will be 
issued under this Plan. Recipients ofNewco Shares or Newco Notes will have their entitlements 
adjusted downwards to the nearest whole number of Newco Shares or Newco Notes, as 
applicable, to eliminate any such Fractional Interests and no compensation will be given for the 
Fractional Interest. 

ARTICLE 6 
RESTRUCTURING TRANSACTION 

6.1 Corporate Actions 

The adoption, execution, delivery, implementation and consummation of all matters 
contemplated under the Plan involving corporate action of SFC will occur and be effective as of 
the Plan Implementation Date, other than such matters occurring on the Equity Cancellation Date 
which will occur and be effective on such date, and in either case will be authorized and 
approved under the Plan and by the Court, where appropriate, as part of the Sanction Order, in all 
respects and for all purposes without any requirement of further action by shareholders, Directors 
or Officers of SFC. All necessary approvals to take actions shall be deemed to have been 
obtained from the directors or the shareholders of SFC, as applicable, including the deemed 
passing by any class of shareholders of any resolution or special resolution and no shareholders' 
agreement or agreement between a shareholder and another Person limiting in any way the right 
to vote shares held by such shareholder or shareholders with respect to any of the steps 
contemplated by the Plan shall be deemed to be effective and shall have no force and effect, 
provided that, subject to sections 10.6 and 10.7 hereof, where any matter expressly requires the 
consent or approval of SFC, the Initial Consenting Noteholders or SFC's board of directors 

506



38 66 
pursuant to this Plan, such consent or approval shall not be deemed to be given unless actually 
gtven. 

6.2 Incorporation ofNewco 

Newco shall be incorporated prior to the Plan Implementation Date. Newco shall be 
authorized to issue an unlimited number of Newco Shares and shall have no restrictions on the 
number of its shareholders. At the time that Newco is incorporated, Newco shall issue one 
Newco Share to the Monitor, as the sole shareholder ofNewco, and the Monitor shall be deemed 
to hold the Newco Share in escrow for the benefit of those Persons entitled to receive 
distributions of Newco Shares and Newco Notes under the Plan. For greater certainty, the 
Monitor shall not hold such Newco Share as agent of or for the benefit of SFC, and SFC shall 
have no rights in relation to such Newco Share. Newco shall not carry on any business or issue 
any other Newco Shares or other securities until the Plan Implementation Date, and then only in 
accordance with section 6.3 hereof. 

6.3 Plan Implementation Date Transactions 

The following steps and compromises and releases to be effected shall occur, and be 
deemed to have occurred in the following manner and order (sequentially, each step occurring 
five minutes apart, except that within such order steps (a) to (g) (Cash Payments) shall occur 
simultaneously and steps (s) to (v) (Releases) shall occur simultaneously) without any further act 
or formality, on the Plan Implementation Date beginning at the Effective Time (or in such other 
manner or order or at such other time or times as SFC, the Monitor and the Initial Consenting 
Noteholders may agree): 

Cash Payments and Satisfaction of Lien Claims 

(a) SFC shall pay required funds to the Monitor for the purpose of funding the 
Unaffected Claims Reserve, and the Monitor shall hold and administer such funds 
in trust for the purpose of paying the Unaffected Claims pursuant to the Plan. 

(b) SFC shall pay the required funds to the Monitor for the purpose of funding the 
Administration Charge Reserve, and the Monitor shall hold and administer such 
funds in trust for the purpose of paying Unaffected Claims secured by 
Administration Charge. 

(c) SFC shall pay the required funds to the Monitor for the purpose of funding the 
Directors' Charge Reserve, and the Monitor shall hold and administer such funds 
in trust for the purpose of paying the Unaffected Claims secured by the Directors' 
Charge. 

(d) SFC shall pay the required funds to the Monitor for the purpose of funding the 
Monitor's Post-Implementation Reserve, and the Monitor shall hold and 
administer such funds in trust for the purpose of administering SFC, as necessary, 
from and after the Plan Implementation Date. 
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(e) SFC shall pay to the Noteholder Advisors each such Person's respective portion 

of the Expense Reimbursement. 

(f) SFC shall pay all fees and expenses owing to each of the SFC Advisors, Chandler 
Fraser Keating Limited and Spencer Stuart. 

(g) The Lien Claims shall be satisfied in accordance with section 4.2( c) hereof. 

Transaction Steps 

(h) All accrued and unpaid interest owing on, or in respect of, or as part of, Affected 
Creditor Claims (including any Accrued Interest on the Notes and any interest 
accruing on the Notes or any Ordinary Affected Creditor Claim after the Filing 
Date) shall be fully, finally, irrevocably and forever compromised, released, 
discharged, cancelled and barred for no consideration, and from and after the 
occurrence of this step, no Person shall have any entitlement to any such accrued 
and unpaid interest. 

(i) All of the Affected Creditors shall be deemed to assign, transfer and convey to 
Newco all of their Affected Creditor Claims, and from and after the occurrence of 
this step, Newco shall be the legal and beneficial owner of all Affected Creditor 
Claims. In consideration for the assignment, transfer and conveyance of the 
Affected Creditor Claims to Newco: 

(i) with respect to Affected Creditor Claims that are Proven Claims at the 
Effective Time: 

(A) Newco shall issue to each applicable Affected Creditor the number 
of Newco Shares that each such Affected Creditor is entitled to 
receive in accordance with section 4.1(a) hereof; 

(B) Newco shall issue to each applicable Affected Creditor the amount 
of Newco Notes that each such Affected Creditor is entitled to 
receive in accordance with section 4.1 (b) hereof; 

(C) Newco shall issue to each of the Early Consent Noteholders the 
number ofNewco Shares that each such Early Consent Noteholder 
is entitled to receive pursuant to section 4.3 hereof; 

(D) such Affected Creditors shall be entitled to receive out of escrow 
the Litigation Trust Interests to be acquired by Newco in section 
6.3(p) hereof, following the establishment ofthe Litigation Trust; 

(E) such Affected Creditors shall be entitled to receive, at the time or 
times contemplated in sections 5.5(c) and 5.5(d) hereof, the Newco 
Shares, Newco Notes and Litigation Trust Interests that are 
subsequently distributed to Affected Creditors with Proven Claims 
pursuant to sections 5.5(c) and 5.5(d) hereof (if any), 
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and all such Newco Shares and Newco Notes shall be distributed in the 
manner described in section 5.2 hereof; and 

(ii) with respect to Affected Creditor Claims that are Unresolved Claims as at 
the Effective Time, Newco shall issue in the name of the Monitor, for the 
benefit of the Persons entitled thereto under the Plan, the Newco Shares 
and the Newco Notes that would have been distributed to the applicable 
Affected Creditors in respect of such Unresolved Claims if such 
Unresolved Claims had been Proven Claims at the Effective Time; such 
Newco Shares, Newco Notes and Litigation Trust Interests acquired by 
Newco in section 6.3(p) and assigned to and registered in the name of the 
Monitor in accordance with section 6.3(q) shall comprise part of the 
Unresolved Claims Reserve and the Monitor shall hold all such Newco 
Shares, Newco Notes and Litigation Trust Interests in escrow for the 
benefit of those Persons entitled to receive distributions thereof pursuant 
to the Plan. 

G) SFC shall be deemed to assign, transfer and convey to Newco all shares and other 
equity interests in the capital of (i) the Direct Subsidiaries and (ii) any other 
Subsidiaries that are directly owned by SFC immediately prior to the Effective 
Time (all such shares and other equity interests being the "Direct Subsidiary 
Shares") for a purchase price equal to the fair market value of the Direct 
Subsidiary Shares and, in consideration therefor, Newco shall be deemed to pay to 
SFC consideration equal to the fair market value of the Direct Subsidiary Shares, 
which consideration shall be comprised of a U.S. dollar denominated demand 
non-interest-bearing promissory note issued to SFC by Newco in an amount equal 
to the fair market value of the Direct Subsidiary Shares (the "New co Promissory 
Note 1"). At the time of such assignment, transfer and conveyance, all prior 
rights that Newco had to acquire the Direct Subsidiary Shares, under the Plan or 
otherwise, shall cease to be outstanding. 

(k) If the Initial Consenting Noteholders and SFC agree, there will be a set-off of any 
SFC Intercompany Claim so agreed against a Subsidiary Intercompany Claim 
owing between SFC and the same Subsidiary. In such case, the amounts will be 
set-off in repayment of both claims to the extent of the lesser of the two amounts, 
and the excess (if any) shall continue as an SFC Intercompany Claim or a 
Subsidiary Intercompany Claim, as applicable. 

(I) SFC shall be deemed to assign, transfer and convey to Newco all SFC 
Intercompany Claims for a purchase price equal to the fair market value of such 
SFC Intercompany Claims and, in consideration therefor, Newco shall be deemed 
to pay SFC consideration equal to the fair market value of the SFC Intercompany 
Claims, which consideration shall be comprised of the following: (i) the 
assumption by Newco of all of SFC's obligations to the Subsidiaries in respect of 
Subsidiary Intercompany Claims; and (ii) if the fair market value of the SFC 
Intercompany Claims exceeds the fair market value of the Subsidiary 
Intercompany Claims, Newco shall issue to SFC a U.S. dollar denominated 
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demand non-interest-bearing promissory note in an amount equal to such excess 
(the "Newco Promissory Note 2"). 

(m) SFC shall be deemed to assign, transfer and convey to Newco all other SFC 
Assets excluding the Litigation Funding Amount, Newco Promissory Note 1 and 
Newco Promissory Note 2 (namely, all SFC Assets other than the Direct 
Subsidiary Shares and the SFC Intercompany Claims (which shall have already 
been transferred to Newco in accordance with sections 6.3(j) and 6.3(k) hereof), 
the Litigation Funding Amount, Newco Promissory Note 1 and Newco 
Promissory Note 2) for a purchase price equal to the fair market value of such 
other SFC Assets and, in consideration therefor, Newco shall be deemed to pay to 
SFC consideration equal to the fair market value of such other SFC Assets, which 
consideration shall be comprised of a U.S. dollar denominated demand non
interest-bearing promissory note issued to SFC by Newco in an amount equal to 
the fair market value of such other SFC Assets (the "Newco Promissory Note 
3"). 

(n) SFC shall establish the Litigation Trust and shall contribute the Litigation 
Funding Amount to the Litigation Trustee for the benefit of the Litigation Trust. 
Immediately thereafter, SFC, the Subsidiaries and the Trustees (on behalf of the 
Noteholders) shall be deemed to convey, transfer and assign to the Litigation 
Trustee all of their respective rights, title and interest in and to the Litigation Trust 
Claims. The Litigation Funding Amount and Litigation Trust Claims shall be 
managed by the Litigation Trustee in accordance with the terms and conditions of 
the Litigation Trust Agreement. 

( o) The Litigation Trust shall be deemed to be effective from the time that it is 
established in section 6.3(n) hereof. Initially, all of the Litigation Trust Interests 
shall be held by SFC. Immediately thereafter, SFC shall assign, convey and 
transfer a portion of the Litigation Trust Interests to the Noteholder Class Action 
Claimants in accordance with the allocation set forth in section 4.11 hereof. 

(p) SFC shall settle and discharge the Affected Creditor Claims by assigning Newco 
Promissory Note 1, Newco Promissory Note 2 and Newco Promissory Note 3 
(collectively, the "Newco Promissory Notes") and the remaining Litigation Trust 
Interests held by SFC to Newco. Such assignment shall constitute payment, by 
set-off, of the full principal amount of the Newco Promissory Notes and of a 
portion of the Affected Creditor Claims equal to the aggregate principal amount 
of the Newco Promissory Notes and the fair market value of the Litigation Trust 
Interests so transferred (with such payment being allocated first to the Noteholder 
Claims and then to the Ordinary Affected Creditor Claims). As a consequence 
thereof: 

(i) Newco shall be deemed to discharge and release SFC of and from all of 
SFC's obligations to Newco in respect of the Affected Creditor Claims, 
and all of Newco's rights against SFC of any kind in respect of the 
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Affected Creditor Claims shall thereupon be fully, finally, irrevocably and 
forever compromised, released, discharged and cancelled; and 

(ii) SFC shall be deemed to discharge and release Newco of and from all of 
Newco's obligations to SFC in respect of the Newco Promissory Notes, 
and the Newco Promissory Notes and all of SFC's rights against Newco in 
respect thereof shall thereupon be fully, finally, irrevocably and forever 
released, discharged and cancelled. 

(q) Newco shall cause a pmiion of the Litigation Trust Interests it acquired in section 
6.3(p) hereof to be assigned to and registered in the name of the Affected 
Creditors with Proven Claims as contemplated in section 6.3(i), and with respect 
to any Affected Creditor Claims that are Unresolved Claims as at the Effective 
Time, the remaining Litigation Trust Interests held by Newco that would have 
been allocated to the applicable Affected Creditors in respect of such Unresolved 
Claims if such Unresolved Claims had been Proven Claims at the Effective Time 
shall be assigned and registered by the Litigation Trustee to the Monitor and in 
the name of the Monitor, in escrow for the benefit of Persons entitled thereto, and 
such Litigation Trust Interests shall comprise part of the Unresolved Claims 
Reserve. The Litigation Trustee shall record entitlements to the Litigation Trust 
Interests in the manner set forth in section 5.3. 

(r) Subject to section 5.9 hereof, all debentures, indentures, notes, certificates, 
agreements, invoices, guarantees, pledges and other instruments evidencing 
Affected Claims, including the Notes and the Note Indentures, will not entitle any 
holder thereof to any compensation or participation other than as expressly 
provided for in the Plan and shall be cancelled and will thereupon be null and 
void. The Trustees shall be directed by the Court and shall be deemed to have 
released, discharged and cancelled any guarantees, indemnities, Encumbrances or 
other obligations owing by or in respect of any Subsidiary relating to the Notes or 
the Note Indentures. 

Releases 

(s) Newco shall be deemed to have no liability or obligation of any kind whatsoever 
for: any Claim (including, notwithstanding anything to the contrary herein, any 
Unaffected Claim); any Affected Claim (including any Affected Creditor Claim, 
Equity Claim, D&O Claim, D&O Indemnity Claim and Noteholder Class Action 
Claim); any Retained D&O Claim; any Continuing Other D&O Claim; any Non~ 
Released D&O Claim; any Class Action Claim; any Class Action Indemnity 
Claim; any right or claim in connection with or liability for the Notes or the Note 
Indentures; any guarantees, indemnities, share pledges or Encumbrances relating 
to the Notes or the Note Indentures; any right or claim in connection with or 
liability for the Existing Shares or other Equity Interests or any other securities of 
SFC; any rights or claims of the Third Party Defendants relating to SFC or the 
Subsidiaries; any right or claim in connection with or liability for the RSA, the 
Plan, the CCAA Proceedings, the Restructuring Transaction, the Litigation Trust, 

511



43 71 
the business and affairs of SFC and the Subsidiaries (whenever or however 
conducted), the administration and/or management of SFC and the Subsidiaries, 
or any public filings, statements, disclosures or press releases relating to SFC; any 
right or claim in connection with or liability for any guaranty, indemnity or claim 
for contribution in respect of any of the foregoing; and any Encumbrance in 
respect of the foregoing, provided only that Newco shall assume SFC's 
obligations to the applicable Subsidiaries in respect of the Subsidiary 
Intercompany Claims pursuant to section 6.3(k) hereof. 

(t) Each of the Charges shall be discharged, released and cancelled. 

(u) The releases and injunctions referred to in Article 7 of the Plan shall become 
effective in accordance with the Plan. 

(v) Any contract defaults arising as a result of the CCAA Proceedings and/or the 
implementation of the Plan (including, notwithstanding anything to the contrary 
herein, any such contract defaults in respect of the Unaffected Claims) shall be 
deemed to be cured. 

6.4 Cancellation of Existing Shares and Notes 

Unless otherwise agreed between the Monitor, SFC and the Initial Consenting 
Noteholders, on the Equity Cancellation Date all Existing Shares and Equity Interests shall be 
fully, finally and irrevocably cancelled, and the following steps will be implemented pursuant to 
the Plan as a plan of reorganization under section 191 of the CECA, to be effected by articles of 
reorganization to be filed by SFC, subject to the receipt of any required approvals from the 
Ontario Securities Commission with respect to the trades in securities contemplated by the 
following: 

(a) SFC will create a new class of common shares to be called Class A common 
shares that are equivalent to the current Existing Shares except that they carry two 
votes per share; 

(b) SFC will amend the share conditions of the Existing Shares to provide that they 
are cancellable for no consideration at such time as determined by the board of 
directors of SFC; 

(c) prior to the cancellation of the Existing Shares, SFC will issue for nominal 
consideration one Class A common share of SFC to the SFC Continuing 
Shareholder; 

(d) SFC will cancel the Existing Shares for no consideration on the Equity 
Cancellation Date; and 

(e) SFC will apply to Canadian securities regulatory authorities for SFC to cease to 
be a reporting issuer effective on the Equity Cancellation Date or as soon as 
possible thereafter. 
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6.5 Transfers and Vesting Free and Clear 

(a) All of the SFC Assets (including for greater certainty the Direct Subsidiary 
Shares, the SFC Intercompany Claims and all other SFC Assets assigned, 
transferred and conveyed to Newco pursuant to section 6.3) shall be deemed to 
vest absolutely in Newco, free and clear of and from any and all Charges, Claims 
(including, notwithstanding anything to the contrary herein, any Unaffected 
Claims), D&O Claims, D&O Indemnity Claims, Retained D&O Claims, 
Continuing Other D&O Claims, Non-Released D&O Claims, Affected Claims, 
Class Action Claims, Class Action Indemnity Claims, claims or rights of any kind 
in respect of the Notes or the Note Indentures, and any right or claim that is based 
in whole or in part on facts, underlying transactions, causes of action or events 
relating to the Restructuring Transaction, the CCAA Proceedings or any of the 
foregoing, and any guarantees or indemnities with respect to any of the foregoing. 
Any Encumbrances or claims affecting, attaching to or relating to the SFC Assets 
in respect of the foregoing shall be deemed to be irrevocably expunged and 
discharged as against the SFC Assets, and no such Encumbrances or claims shall 
be pursued or enforceable as against Newco. For greater certainty, with respect to 
the Subsidiaries, Greenheart and Greenheart's direct and indirect subsidiaries: (i) 
the vesting free and clear in Newco and the expunging and discharging that 
occurs by operation of this paragraph shall only apply to SFC's ownership 
interests in the Subsidiaries, Greenheart and Greenheart's subsidiaries; and (ii) 
except as provided for in the Plan (including this section 6.5(a) and sections 
4.9(g), 6.3(k), 6.3(1), 7.1 and 7.2 hereof) and the Sanction Order, the assets, 
liabilities, business and property of the Subsidiaries, Greenheart and Greenheart' s 
direct and indirect subsidiaries shall remain unaffected by the Restructuring 
Transaction. 

(b) Any issuance, assignment, transfer or conveyance of any securities, interests, 
rights or claims pursuant to the Plan, including the Newco Shares, the Newco 
Notes and the Affected Creditor Claims, will be free and clear of and from any 
and all Charges, Claims (including, notwithstanding anything to the contrary 
herein, any Unaffected Claims), D&O Claims, D&O Indemnity Claims, Affected 
Claims, Retained D&O Claims; Continuing Other D&O Claims, Non-Released 
D&O Claims; Class Action Claims, Class Action Indemnity Claims, claims or 
rights of any kind in respect of the Notes or the Note Indentures, and any right or 
claim that is based in whole or in part on facts, underlying transactions, causes of 
action or events relating to the Restructuring Transaction, the CCAA Proceedings 
or any of the foregoing, and any guarantees or indemnities with respect to any of 
the foregoing. For greater certainty, with respect to the Subsidiaries, Greenheart 
and Greenheart's direct and indirect subsidiaries: (i) the vesting free and clear in 
Newco that occurs by operation of this paragraph shall only apply to SFC's direct 
and indirect ownership interests in the Subsidiaries, Greenheart and Greenheart's 
direct and indirect subsidiaries; and (ii) except as provided for in the Plan 
(including section 6.5(a) and sections 4.9(g), 6.3(j), 6.3(k), 7.1 and 7.2 hereof) 
and the Sanction Order, the assets, liabilities, business and property of the 

513



45 73 
Subsidiaries, Greenheart and Greenheart's direct and indirect subsidiaries shall 
remain unaffected by the Restructuring Transaction. 

7.1 General Plan Releases 

ARTICLE? 
RELEASES 

(a) Subject to section 7.1(b) hereof, on the Plan Implementation Date, SFC, the 
Subsidiaries, Newco, the Named Directors and Officers of SFC and/or any of the 
Subsidiaries, the directors and officers of Newco, the Noteholders, members of 
the ad hoc committee ofNoteholders, the Trustees, the Monitor, FTI HK, counsel 
for the Directors of SFC, counsel for the Monitor, the SFC Advisors, the 
Noteholder Advisors, and each and every present and former affiliate, subsidiary, 
director, officer, member (including members of any committee or governance 
council), partner or employee of any of the foregoing, shall be fully, finally, 
irrevocably and forever released and discharged from any and all demands, 
claims, actions, causes of action, counterclaims, suits, debts, sums of money, 
accounts, covenants, damages, judgments, orders, including for injunctive relief 
or specific performance and compliance orders, expenses, executions, 
Encumbrances and other recoveries on account of any liability, obligation, 
demand or cause of action of whatever nature which any Person may be entitled 
to assert (including any and all Affected Claims, Unaffected Claims, Retained 
D&O Claims, Continuing Other D&O Claims, Non-Released D&O Claims, Class 
Action Claims, Class Action Indemnity Claims and any guarantees, indemnities, 
claims for contribution or Encumbrances with respect thereto), whether known or 
unknown, matured or unmatured, direct, indirect or derivative, foreseen or 
unforeseen, existing or hereafter arising, based in whole or in part on any act, 
omission, transaction, duty, responsibility, indebtedness, liability, obligation, 
dealing or other occurrence existing or taking place on or prior to the Plan 
Implementation Date (or, with respect to actions taken pursuant to the Plan after 
the Plan Implementation Date, the date of such actions) that are in any way 
relating to, for, arising out of or in connection with any: Affected Claims; 
Unaffected Claims; Retained D&O Claims; Continuing Other D&O Claims; Non
Released D&O Claims; Class Action Claims; the Notes or the Note Indentures; 
any guarantees, indemnities, claims for contribution, share pledges or 
Encumbrances related to the Notes or the Note Indentures; the Existing Shares; 
the RSA; the Plan; the CCAA Proceedings; the Litigation Trust; the business and 
affairs of SFC and the Subsidiaries (whenever or however conducted); the 
administration and/or management of SFC and the Subsidiaries; or any public 
filings, statements, disclosures or press releases relating to SFC; or the 
Subsidiaries, and any and all claims arising out of such actions or omissions shall 
be fully, finally, irrevocably and forever waived, compromised, released, 
discharged, cancelled and barred to the fullest extent permitted by Applicable 
Law. 
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(b) Notwithstanding anything to the contrary in section 7.1(a) or section 7.2 hereof, 

nothing in this Plan shall waive, compromise, release, discharge, cancel or bar any 
of the following: 

(i) SFC of its obligations under the Plan and the Sanction Order; 

(ii) SFC from or in respect of any Unaffected Claims (provided that recourse 
against SFC in respect of Unaffected Claims shall be limited in the manner 
set out in section 4.2 hereof); 

(iii) any Directors or Officers of SFC or the Subsidiaries from any Non
Released D&O Claims or any Retained D&O Claims, provided that 
recourse against the Named Directors or Officers of SFC in respect of any 
Retained D&O Claims shall be limited in the manner set out in section 
4.9(e) hereof; 

(iv) any Other Directors and/or Officers from any Continuing Other D&O 
Claims, provided that recourse against the Other Directors and/or Officers 
in respect of the Indemnified Noteholder Class Action Claims shall be 
limited in the manner set out in section 4.4(b )(i) hereof; 

(v) the Third Party Defendants from any claim, liability or obligation of 
whatever nature for or in connection with the Class Action Claims, 
provided that the maximum aggregate liability of the Third Party 
Defendants collectively in respect of the In.demnified Noteholder Class 
Action Claims shall be limited to the Indemnified Noteholder Class Action 
Limit pursuant to section 4.4(b )(i) hereof and the releases set out in 
section 7.2(e) hereof and the injunctions set out in section 7.3 hereof; 

(vi) Newco from any liability to the applicable Subsidiaries in respect of the 
Subsidiary Intercompany Claims assumed by Newco pursuant to section 
6.3(k) hereof; 

(vii) the Subsidiaries from any liability to Newco in respect of the SFC 
Intercompany Claims conveyed to Newco pursuant to section 6.3(k) 
hereof; 

(viii) SFC of or from any investigations by or non-monetary remedies of the 
Ontario Securities Commission, provided that, for greater certainty, all 
monetary rights, claims or remedies of the Ontario Securities Commission 
against SFC shall be treated as Affected Creditor Claims in the manner 
described in section 4.1 hereof and released pursuant to sections 7.1(a) and 
7.2(b) hereof; 

(ix) the Subsidiaries from their respective indemnification obligations (if any) 
to Directors or Officers of the Subsidiaries that relate to the ordinary 
course operations of the Subsidiaries and that have no connection with any 
of the matters listed in section 7.2(g) hereof; 
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(x) insurers from their obligations under insurance policies; and 

(xi) any Released Party for fraud or criminal conduct. 

7.2 Specific Plan Releases 

Without limiting the generality of section 7.1 hereof, and subject to 7.1(b) hereof, all of 
the following shall be fully, finally, irrevocably and forever compromised, released, discharged, 
cancelled and barred on the Plan Implementation Date: 

(a) all Affected Claims, including all Affected Creditor Claims, Equity Claims, D&O 
Claims (other than Retained D&O Claims, Continuing Other D&O Claims and 
Non-Released D&O Claims), D&O Indemnity Claims (except as set forth in 
section 7.2(d)) and Noteholder Class Action Claims (other than the Continuing 
Noteholder Class Action Claims against the Third Party Defendants); 

(b) all Claims of the Ontario Securities Commission or any other Governmental 
Entity that have or could give rise to a monetary liability, including fines, awards, 
penalties, costs, claims for reimbursement or other claims having a monetary 
value; 

(c) all Class Action Claims (including the Noteholder Class Action Claims) against 
or in respect of SFC; the Subsidiaries or the Named Directors or Officers of SFC 
or the Subsidiaries (other than Class Action Claims that are Retained D&O 
Claims or Non-Released D&O Claims); 

(d) all Class Action Indemnity Claims (including related D&O Indemnity Claims), 
other than any Class Action Indemnity Claim by the Third Party Defendants 
against SFC in respect of the Indemnified Noteholder Class Action Claims 
(including any D&O Indemnity Claim in that respect), which shall be limited to 
the Indemnified Noteholder Class Action Limit pursuant to the releases set out in 
section 7 .2(£) hereof and the injunctions set out in section 7.3 hereof; 

(e) any portion or amount of or liability of the Third Party Defendants for the 
Indemnified Noteholder Class Action Claims (on a collective, aggregate basis in 
reference to all Indemnified Noteholder Class Action Claims together) that 
exceeds the Indemnified Noteholder Class Action Limit; 

(f) any portion or amount of, or liability of SFC for, any Class Action Indemnity 
Claims by the Third Party Defendants against SFC in respect of the Indemnified 
Noteholder Class Action Claims to the extent that such Class Action Indemnity 
Claims exceed the Indemnified Noteholder Class Action Limit; and 

(g) any and all claims or rights of any kind against the Subsidiaries or liabilities of the 
Subsidiaries for or in connection with: any Claim (including, notwithstanding 
anything to the contrary herein, any Unaffected Claim); any Affected Claim 
(including any Affected Creditor Claim, Equity Claim, D&O Claim, D&O 
Indemnity Claim and Noteholder Class Action Claim); any Retained D&O Claim; 
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any Continuing Other D&O Claim; any Non-Released D&O Claim; any Class 
Action Claim; any Class Action Indemnity Claim; any right or claim in 
connection with or liability for the Notes or the Note Indentures; any guarantees, 
indemnities, share pledges or Encumbrances relating to the Notes or the Note 
Indentures; any right or claim in connection with or liability for the Existing 
Shares, Equity Interests or any other securities of SFC; any rights or claims of the 
Third Party Defendants relating to SFC or the Subsidiaries; any right or claim in 
connection with or liability for the RSA, the Plan, the CCAA Proceedings, the 
Restructuring Transaction, the Litigation Trust, the business and affairs of SFC 
and the Subsidiaries (whenever or however conducted), the administration and/or 
management of SFC and the Subsidiaries, or any public filings, statements, 
disclosures or press releases relating to SFC; any right or claim in connection with 
or liability for any indemnification obligation to Directors or Officers of SFC or 
the Subsidiaries pertaining to SFC, the Notes, the Note Indentures, the Existing 
Shares, the Equity Interests, any other securities of SFC or any other right, claim 
or liability for or in connection with the RSA, the Plan, the CCAA Proceedings, 
the Restructuring Transaction, the Litigation Trust, the business and affairs of 
SFC (whenever or however conducted), the administration and/or management of 
SFC, or any public filings, statements, disclosures or press releases relating to 
SFC; any right or claim in connection with or liability for any guaranty, indemnity 
or claim for contribution in respect of any of the foregoing; and any Encumbrance 
in respect of the foregoing. 

7.3 Injunctions 

All Persons are permanently and forever barred, estopped, stayed and enjoined, on and 
after the Effective Time, with respect to any and all Released Claims, from (i) commencing, 
conducting or continuing in any manner, directly or indirectly, any action, suits, demands or 
other proceedings of any nature or kind whatsoever (including, without limitation, any 
proceeding in a judicial, arbitral, administrative or other forum) against the Released Parties; (ii) 
enforcing, levying, attaching, collecting or otherwise recovering or enforcing by any manner or 
means, directly or indirectly, any judgment, award, decree or order against the Released Parties 
or their property; (iii) commencing, conducting or continuing in any manner, directly or 
indirectly, any action, suits or demands, including without limitation, by way of contribution or 
indemnity or other relief, in common law, or in equity, breach of trust or breach of fiduciary duty 
or under the provisions of any statute or regulation, or other proceedings of any nature or kind 
whatsoever (including, without limitation, any proceeding in a judicial, arbitral, administrative or 
other forum) against any Person who makes such a claim or might reasonably be expected to 
make such a claim, in any manner or forum, against one or more of the Released Parties; (iv) 
creating, perfecting, asserting or otherwise enforcing, directly or indirectly, any lien or 
encumbrance of any kind against the Released Parties or their property; or (v) taking any actions 
to interfere with the implementation or consummation of this Plan; provided, however, that the 
foregoing shall not apply to the enforcement of any obligations under the Plan. 
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7.4 Timing of Releases and Injunctions 

All releases and injunctions set forth in this Article 7 shall become effective on the Plan 
Implementation Date at the time or times and in the manner set forth in section 6.3 hereof. 

7.5 Equity Class Action Claims Against the Third Party Defendants 

Notwithstanding anything in this Plan, except for the releases provided for the Named 
Directors or Officers pursuant to section 7.2(c)(iii), any Class Action Claim against the Third 
Party Defendants that relates to the purchase, sale or ownership of Existing Shares or Equity 
Interests: (a) is unaffected by this Plan; (b) is not discharged, released, cancelled or barred 
pursuant to this Plan; (c) shall be permitted to continue as against the Third Party Defendants; (d) 
shall not be limited or restricted by this Plan in any manner as to quantum or otherwise 
(including as it relates to the joint and several liability of those Third Party Defendants for any 
alleged liability of SFC); and (e) does not constitute an Equity Claim or an Affected Claim under 
this Plan. 

ARTICLES 
COURT SANCTION 

8.1 Application for Sanction Order 

If the Plan is approved by the Required Majority, SFC shall apply for the Sanction Order 
on or before the date set for the hearing of the Sanction Order or such later date as the Court may 
set. 

8.2 Sanction Order 

The Sanction Order shall, among other things: 

(a) declare that: (i) the Plan has been approved by the Required Majority in 
conformity with the CCAA; (ii) the activities of SFC have been in reasonable 
compliance with the provisions of the CCAA and the Orders of the Court made in 
this CCAA Proceeding in all respects; (iii) the Court is satisfied that SFC has not 
done or purported to do anything that is not authorized by the CCAA; and (iv) the 
Plan and the transactions contemplated thereby are fair and reasonable; 

(b) declare that the Plan and all associated steps, compromises, releases, discharges, 
cancellations, transactions, arrangements and reorganizations effected thereby are 
approved, binding and effective as herein set out as of the Plan Implementation 
Date; 

(c) confirm the amount of each of the Unaffected Claims Reserve, the Administration 
Charge Reserve, the Directors' Charge Reserve and the Monitor's Post
Implementation Reserve; 

(d) declare that, on the Plan Implementation Date, all Affected Claims shall be fully, 
finally, irrevocably and forever compromised, released, discharged, cancelled and 
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barred, subject only to the right of the applicable Persons to receive the 
distributions to which they are entitled pursuant to the Plan; 

(e) declare that, on the Plan Implementation Date, the ability of any Person to 
proceed against SFC or the Subsidiaries in respect of any Released Claims shall 
be forever discharged and restrained, and all proceedings with respect to, m 
connection with or relating to any such matter shall be permanently stayed; 

(f) declare that the steps to be taken, the matters that are deemed to occur and the 
compromises and releases to be effective on the Plan Implementation Date are 
deemed to occur and be effected in the sequential order contemplated by section 
6.3, beginning at the Effective Time; 

(g) declare that, on the Plan Implementation Date, the SFC Assets vest absolutely in 
Newco in accordance with the terms of section 6.5(a) hereof; 

(h) provide that the Court has been informed that the Plan Sanction Order will be 
relied upon by SFC and Newco as an approval of the Plan for the purpose of 
relying on the exemption from the registration requirements of the United States 
Securities Act of 1933, as amended, pursuant to Section 3(a)(10) thereof for the 
issuance of the Newco Shares and Newco Notes and any other securities to be 
issued pursuant to the Plan; 

(i) declare that all obligations, agreements or leases to which (i) SFC remains a party 
on the Plan Implementation Date, or (ii) Newco becomes a party as a result of the 
conveyance of the SFC Assets to Newco on the Plan Implementation Date, shall 
be and remain in full force and effect, unamended, as at the Plan Implementation 
Date and no party to any such obligation or agreement shall on or following the 
Plan Implementation Date, accelerate, terminate, refuse to renew, rescind, refuse 
to perform or otherwise disclaim or resiliate its obligations thereunder, or enforce 
or exercise (or purport to enforce or exercise) any right or remedy under or in 
respect of any such obligation or agreement, by reason: 

(i) of any event which occurred prior to, and not continuing after, the Plan 
Implementation Date, or which is or continues to be suspended or waived 
under the Plan, which would have entitled any other party thereto to 
enforce those rights or remedies; 

(ii) that SFC sought or obtained relief or has taken steps as part of the Plan or 
under the CCAA; 

(iii) of any default or event of default arising as a result of the financial 
condition or insolvency of SFC; 

(iv) of the completion of any of the transactions contemplated under the Plan, 
including the transfer, conveyance and assignment of the SFC Assets to 
Newco; or 
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(v) of any compromises, settlements, restructurings, recapitalizations or 

reorganizations effected pursuant to the Plan; 

G) stay the commencing, taking, applying for or issuing or continuing any and all 
steps or proceedings, including without limitation, administrative hearings and 
orders, declarations or assessments, commenced, taken or proceeded with or that 
may be commenced, taken or proceed with in connection with any Released 
Claims; 

(k) authorize the Monitor to perform its functions and fulfil its obligations under the 
Plan to facilitate the implementation of the Plan; 

(1) direct and deem the Trustees to release, discharge and cancel any guarantees, 
indemnities, Encumbrances or other obligations owing by or in respect of any 
Subsidiary relating to the Notes or the Note Indentures; 

(m) declare that upon completion by the Monitor of its duties in respect of SFC 
pursuant to the CCAA and the Orders, the Monitor may file with the Court a 
certificate of Plan Implementation stating that all of its duties in respect of SFC 
pursuant to the CCAA and the Orders have been completed and thereupon, FTI 
Consulting Canada Inc. shall be deemed to be discharged from its duties as 
Monitor and released of all claims relating to its activities as Monitor; and 

(n) declare that, on the Plan Implementation Date, each of the Charges shall be 
discharged, released and cancelled, and that any obligations secured thereby shall 
satisfied pursuant to section 4.2(b) hereof, and that from and after the Plan 
Implementation Date: (i) the Administration Charge Reserve shall stand in place 
of the Administration Charge as security for the payment of any amounts secured 
by the Administration Charge and; (ii) the Directors' Charge Reserve shall stand 
in place of the Directors' Charge as security for the payment of any amounts 
secured by the Directors' Charge; 

( o) declare that SFC and the Monitor may apply to the Court for advice and direction 
in respect of any matters arising from or under the Plan; 

(p) order that releases and injunctions set forth in Article 7 of this Plan are effective 
on the Plan Implementation Date at the time or times and in the manner set forth 
in section 6.3 hereof; and 

(q) declare that section 95 to 101 of the BIA shall not apply to any of the transactions 
implemented pursuant to the Plan. 
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ARTICLE 9 

CONDITIONS PRECEDENT AND IMPLEMENTATION 

9.1 Conditions Precedent to Implementation of the Plan 

The implementation of the Plan shall be conditional upon satisfaction or waiver of the 
following conditions prior to or at the Effective Time, each of which is for the benefit of SFC 
and the Initial Consenting Noteholders and may be waived only by SFC and the Initial 
Consenting Noteholders collectively; provided, however, that the conditions in sub-paragraphs 
(g), (h), (y), (ee), (ff), Gj), and (kk) shall only be for the benefit of the Initial Consenting 
Noteholders and, if not satisfied on or prior to the Effective Time, may be waived only by the 
Initial Consenting Noteholders; and provided further that such conditions shall not be 
enforceable by SFC if any failure to satisfy such conditions results from an action, error, 
omission by or within the control of SFC and such conditions shall not be enforceable by the 
Initial Consenting Noteholders if any failure to satisfy such conditions results from an action, 
error, omission by or within the control of the Initial Consenting Noteholders: 

Plan Approval Matters 

(a) the Plan shall have been approved by the Required Majority and the Court, and in 
each case the Plan shall have been approved in a form consistent with the RSA or 
otherwise acceptable to SFC and the Initial Consenting Noteholders, each acting 
reasonably; 

(b) the Sanction Order shall have been made and shall be in full force and effect prior 
to October 12, 2012 (or such later date as may be consented to by SFC and the 
Initial Consenting Noteholders), and all applicable appeal periods in respect 
thereof shall have expired and any appeals therefrom shall have been disposed of 
by the applicable appellate court; 

(c) the Sanction Order shall be in a form consistent with the Plan or otherwise 
acceptable to SFC and the Initial Consenting Noteholders, each acting reasonably; 

(d) all filings under Applicable Laws that are required in connection with the 
Restructuring Transaction shall have been made and any regulatory consents or 
approvals that are required in connection with the Restructuring Transaction shall 
have been obtained and, in the case of waiting or suspensory periods, such 
waiting or suspensory periods shall have expired or been terminated; without 
limiting the generality of the foregoing, such filings and regulatory consents or 
approvals include: 

(i) any required filings, consents and approvals of securities regulatory 
authorities in Canada; 

(ii) a consultation with the Executive of the Hong Kong Securities and Futures 
Commission that is satisfactory to SFC, the Monitor and the Initial 
Consenting Noteholders confirming that implementation of the 
Restructuring Transaction will not result in an obligation arising for 
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Newco, its shareholders or any Subsidiary to make a mandatory offer to 
acquire shares of Greenheart; 

(iii) the submission by SFC and each applicable Subsidiary of a Circular 698 
tax filing with all appropriate tax authorities in the PRC within the 
requisite time prior to the Plan Implementation Date, such filings to be in 
form and substance satisfactory to the Initial Consenting Noteholders; and 

(iv) if notification is necessary or desirable under the Antimonopoly Law of 
People's Republic of China and its implementation rules, the submission 
of all antitrust filings considered necessary or prudent by the Initial 
Consenting Noteholders and the acceptance and (to the extent required) 
approval thereof by the competent Chinese authority, each such filing to 
be in form and substance satisfactory to the Initial Consenting 
Noteholders; 

(e) there shall not be in effect any preliminary or final decision, order or decree by a 
Governmental Entity, no application shall have been made to any Governmental 
Entity, and no action or investigation shall have been announced, threatened or 
commenced by any Governmental Entity, in consequence of or in connection with 
the Restructuring Transaction that restrains, impedes or prohibits (or if granted 
could reasonably be expected to restrain, impede or prohibit) the Restructuring 
Transaction or any material part thereof or requires or purports to require a 
variation of the Restructuring Transaction, and SFC shall have provided the Initial 
Consenting Noteholders with a certificate signed by an officer of SFC, without 
personal liability on the pati of such officer, certifying compliance with this 
Section 9.1 (e) as of the Plan Implementation Date; 

Newco Matters 

(f) the organization, incorporating documents, articles, by-laws and other constating 
documents of Newco (including any shareholders agreement, shareholder rights 
plan and classes of shares (voting and non-voting)) and any affiliated or related 
entities formed in connection with the Restructuring Transaction or the Plan, and 
all definitive legal documentation in connection with all of the foregoing, shall be 
acceptable to the Initial Consenting Noteholders and in form and in substance 
reasonably satisfactory to SFC; 

(g) the composition of the board of directors of Newco and the senior management 
and officers of Newco that will assume office, or that will continue in office, as 
applicable, on the Plan Implementation Date shall be acceptable to the Initial 
Consenting Noteholders; 

(h) the terms of employment of the senior management and officers of Newco shall 
be acceptable to the Initial Consenting Noteholders; 

(i) except as expressly set out in this Plan, Newco shall not have: (i) issued or 
authorized the issuance of any shares, notes, options, warrants or other securities 
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of any kind, (ii) become subject to any Encumbrance with respect to its assets or 
property; (iii) become liable to pay any indebtedness or liability of any kind (other 
than as expressly set out in section 6.3 hereof); or (iv) entered into any Material 
agreement; 

G) any securities that are formed in connection with the Plan, including the Newco 
Shares and the Newco Notes, when issued and delivered, shall be duly authorized, 
validly issued and fully paid and non-assessable and the issuance and distribution 
thereof shall be exempt from all prospectus and registration requirements and 
resale restrictions of any applicable securities, corporate or other law, statute, 
order, decree, consent decree, judgment, rule, regulation, ordinance, notice, policy 
or other pronouncement having the effect of law applicable in the provinces of 
Canada; 

(k) Newco shall not be a reporting issuer (or equivalent) in any province of Canada or 
any other jurisdiction; 

(1) all of the steps, terms, transactions and documents relating to the conveyance of 
the SFC Assets to Newco in accordance with the Plan shall be in form and in 
substance acceptable to SFC and the Initial Consenting Noteholders; 

(m) all of the following shall be in form and in substance acceptable to the Initial 
Consenting Noteholders and reasonably satisfactory to SFC: (i) the Newco 
Shares; (ii) the Newco Notes (including the aggregate principal amount of the 
Newco Notes); (iii) any trust indenture or other document governing the terms of 
the Newco Notes; and (iv) the number of Newco Shares and Newco Notes to be 
issued in accordance with this Plan; 

Plan Matters 

(n) the Indemnified Noteholder Class Action Limit shall be acceptable to SFC, the 
Monitor and the Initial Consenting Noteholders; 

( o) the aggregate amount of Proven Claims held by Ordinary Affected Creditors shall 
be acceptable to SFC, the Monitor and the Initial Consenting Noteholders; 

(p) the amount of each of the Unaffected Claims Reserve, the Administration Charge 
Reserve, the Directors' Charge Reserve and the Monitor's Post-Implementation 
Reserve shall, in each case, be acceptable to SFC, the Monitor and the Initial 
Consenting Noteholders; 

( q) the Litigation Funding Amount shall be acceptable to SFC, the Monitor and the 
Initial Consenting Noteholders; 

(r) the amount of each of the following shall be acceptable to SFC, the Monitor and 
the Initial Consenting Noteholders: (i) the aggregate amount of Lien Claims to be 
satisfied by the return to the applicable Lien Claimants of the applicable secured 
property in accordance with section 4.2( c )(i) hereof; and (ii) the aggregate amount 
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of Lien Claims to be repaid in cash on the Plan Implementation Date in 
accordance with section 4.2( c )(ii) hereof; 

(s) the aggregate amount of Unaffected Claims, and the aggregate amount of the 
Claims listed in each subparagraph of the definition of "Unaffected Claims" shall, 
in each case, be acceptable to SFC, the Monitor and the Initial Consenting 
Noteholders; 

(t) the aggregate amount of Unresolved Claims and the amount of the Unresolved 
Claims Reserve shall, in each case, be acceptable to SFC, the Monitor and the 
Initial Consenting Noteholders and shall be confirmed in the Sanction Order; 

(u) Litigation Trust and the Litigation Trust Agreement shall be in form and in 
substance acceptable to SFC, the Monitor and the Initial Consenting Noteholders 
and SFC, each acting reasonably, and the Litigation Trust shall be established in a 
jurisdiction that is acceptable to the Initial Consenting Noteholders and SFC, each 
acting reasonably; 

(v) SFC, the Monitor and the Initial Consenting Noteholders, each acting reasonably, 
shall be satisfied with the proposed use of proceeds and payments relating to all 
aspects of the Restructuring Transaction and the Plan, including, without 
limitation, any change of control payments, consent fees, transaction fees, third 
party fees or termination or severance payments, in the aggregate of $500,000 or 
more, payable by SFC or any Subsidiary to any Person (other than a 
Governmental Entity) in respect of or in connection with the Restructuring 
Transaction or the Plan, including without limitation, pursuant to any employment 
agreement or incentive plan of SFC or any Subsidiary; 

(w) SFC, the Monitor and the Initial Consenting Noteholders, each acting reasonably, 
shall be satisfied with the status and composition of all liabilities, indebtedness 
and obligations of the Subsidiaries and all releases of the Subsidiaries provided 
for in the Plan and the Sanction Order shall be binding and effective as of the Plan 
Implementation Date; 

Plan Implementation Date Matters 

(x) the steps required to complete and implement the Plan shall be in form and in 
substance satisfactory to SFC and the Initial Consenting Noteholders; 

(y) the Noteholders and the Early Consent Noteholders shall receive, on the Plan 
Implementation Date, all of the consideration to be distributed to them pursuant to 
the Plan; 

(z) all of the following shall be in form and in substance satisfactory to SFC and the 
Initial Consenting Noteholders: (i) all materials filed by SFC with the Court or 
any court of competent jurisdiction in the United States, Canada, Hong Kong, the 
PRC or any other jurisdiction that relates to the Restructuring Transaction; (ii) the 
terms of any court-imposed charges on any of the assets, property or undertaking 
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of any of SFC, including without limitation any of the Charges; (iii) the Initial 
Order; (iv) the Claims Procedure Order; (v) the Meeting Order; (vi) the Sanction 
Order; (vii) any other Order granted in connection with the CCAA Proceeding or 
the Restructuring Transaction by the Court or any other court of competent 
jurisdiction in Canada, the United States, Hong Kong, the PRC or any other 
jurisdiction; and (viii) the Plan (as it is approved by the Required Majority and the 
Sanction Order); 

(aa) any and all court-imposed charges on any assets, property or undertaking of SFC, 
including the Charges, shall be discharged on the Plan Implementation Date on 
terms acceptable to the Initial Consenting Noteholders and SFC, each acting 
reasonably; 

(bb) SFC shall have paid, in full, the Expense Reimbursement and all fees and costs 
owing to the SFC Advisors on the Plan Implementation Date, and Newco shall 
have no liability for any fees or expenses due to the SFC Advisors or the 
Noteholder Advisors either as at or following the Plan Implementation Date; 

( cc) SFC or the Subsidiaries shall have paid, in full all fees owing to each of Chandler 
Fraser Keating Limited and Spencer Stuati on the Plan Implementation Date, and 
Newco shall have no liability for any fees or expenses due to either Chandler 
Fraser Keating Limited and Spencer Stuart as at or following the Plan 
Implementation Date; 

( dd) SFC shall have paid all reasonable fees and expenses, including reasonable legal 
fees, of the Trustees in connection with the performance of their respective duties 
under the Note Indentures or this Plan that are outstanding as of the Plan 
Implementation Date, and the Initial Consenting Noteholders shall be satisfied 
that SFC has made adequate provision in the Unaffected Claims Reserve for the 
payment of the reasonable fees and expenses, including reasonable legal fees, to 
be incurred by the Trustees after the Plan Implementation Date in connection with 
the performance of their respective duties under the Note Indentures or this Plan; 

( ee) there shall not exist or have occurred any Material Adverse Effect, and SFC shall 
have provided the Initial Consenting Noteholders with a certificate signed by an 
officer of the Company, without any personal liability on the part of such officer, 
certifying compliance with this section 9.1 ( ee) as of the Plan Implementation 
Date; 

(ff) there shall have been no breach of the Noteholder Confidentiality Agreements (as 
defined in the RSA) by the Company or any of the Sino-Forest Representatives 
(as defined therein) in respect of the applicable Initial Consenting Noteholder; 

(gg) the Plan Implementation Date shall have occutTed no later than November 30, 
2012 (or such later date as may be consented to by SFC and the Initial Consenting 
Noteholders); 

RSA Matters 

525



57 85 
(hh) all conditions set out in sections 6 and 7 of the RSA shall have been satisfied or 

waived in accordance with the terms of the RSA; 

(ii) the RSA shall not have been terminated; 

Other Matters 

(jj) the Initial Consenting Noteholders shall have completed due diligence in respect 
of SFC and the Subsidiaries and the results of such due diligence shall be 
acceptable to the Initial Consenting Noteholders prior to the date of the hearing of 
the Sanction Order; 

(kk) if so requested by the Initial Consenting Noteholders, the Sanction Order shall 
have been recognized and confirmed as a binding and effective pursuant to an 
order of a court of competent jurisdiction in Canada, the United States, and any 
other jurisdiction requested by the Initial Consenting Noteholders, and all 
applicable appeal periods in respect of any such recognition order shall have 
expired and any appeals therefrom shall have been disposed of by the applicable 
appellate court; and 

(ll) all press releases, disclosure documents and definitive agreements in respect of 
the Restructuring Transaction or the Plan shall be in form and substance 
satisfactory to SFC and the Initial Consenting Noteholders, each acting 
reasonably. 

9.2 Monitor's Certificate 

Upon delivery of written notice from SFC and Goodmans LLP (on behalf of the Initial 
Consenting Noteholders) of the satisfaction of the conditions set out in section 9.1, the Monitor 
shall deliver to Goodmans LLP and SFC a certificate stating that the Plan Implementation Date 
has occurred and that the Plan and the Sanction Order are effective in accordance with their 
respective terms. Following the Plan Implementation Date, the Monitor shall file such certificate 
with the Court. 

10.1 Binding Effect 

ARTICLE 10 
GENERAL 

On the Plan Implementation Date: 

(a) the Plan will become effective at the Effective Time; 

(b) the Plan shall be final and binding in accordance with its terms for all purposes on 
all Persons named or referred to in, or subject to, the Plan and their respective 
heirs, executors, administrators and other legal representatives, successors and 
assigns; 
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(c) each Person named or referred to in, or subject to, the Plan will be deemed to have 

consented and agreed to all of the provisions of the Plan, in its entirety and shall 
be deemed to have executed and delivered all consents, releases, assignments and 
waivers, statutory or otherwise, required to implement and carry out the Plan in its 
entirety. 

10.2 Waiver of Defaults 

(a) 

(b) 

From and after the Plan Implementation Date, all Persons shall be deemed to have 
waived any and all defaults of SFC then existing or previously committed by 
SFC, or caused by SFC, the commencement of the CCAA Proceedings by SFC, 
any matter pertaining to the CCAA Proceedings, any of the provisions in the Plan 
or steps contemplated in the Plan, or non-compliance with any covenant, 
warranty, representation, term, provision, condition or obligation, expressed or 
implied, in any contract, instrument, credit document, indenture, note, lease, 
guarantee, agreement for sale or other agreement, written or oral, and any and all 
amendments or supplements thereto, existing between such Person and SFC, and 
any and all notices of default and demands for payment or any step or proceeding 
taken or commenced in connection therewith under any such agreement shall be 
deemed to have been rescinded and of no further force or effect, provided that 
nothing shall be deemed to excuse SFC from performing its obligations under the 
Plan or be a waiver of defaults by SFC under the Plan and the related documents. 

Effective on the Plan Implementation Date, any and all agreements that are 
assigned to Newco as part of the SFC Assets shall be and remain in full force and 
effect, unamended, as at the Plan Implementation Date, and no Person shall, 
following the Plan Implementation Date, accelerate, terminate, rescind, refuse to 
perform or otherwise repudiate its obligations under, or enforce or exercise any 
right (including any right of set-off, dilution or other remedy) or make any 
demand against Newco or any Subsidiary under or in respect of any such 
agreement with Newco or any Subsidiary, by reason of: 

(i) any event that occurred on or prior to the Plan Implementation Date that 
would have entitled any Person thereto to enforce those rights or remedies 
(including defaults or events of default arising as a result of the insolvency 
ofSFC); 

(ii) the fact that SFC commenced or completed the CCAA Proceedings; 

(iii) the implementation of the Plan, or the completion of any of the steps, 
transactions or things contemplated by the Plan; or 

(iv) any compromises, arrangements, transactions, releases, discharges or 
injunctions effected pursuant to the Plan or this Order. 

10.3 Deeming Provisions 

In the Plan, the deeming provisions are not rebuttable and are conclusive and irrevocable. 
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10.4 Non-Consummation 

SFC reserves the right to revoke or withdraw the Plan at any time prior to the Sanction 
Date, with the consent of the Monitor and the Initial Consenting Noteholders. If SFC so revokes 
or withdraws the Plan, or if the Sanction Order is not issued or if the Plan Implementation Date 
does not occur, (a) the Plan shall be null and void in all respects, (b) any settlement or 
compromise embodied in the Plan, including the fixing or limiting to an amount certain any 
Claim, and any document or agreement executed pursuant to the Plan shall be deemed null and 
void, and (c) nothing contained in the Plan, and no acts taken in preparation for consummation of 
the Plan, shall (i) constitute or be deemed to constitute a waiver or release of any Claims by or 
against SFC or any other Person; (ii) prejudice in any manner the rights of SFC or any other 
Person in any further proceedings involving SFC; or (iii) constitute an admission of any sort by 
SFC or any other Person. 

10.5 Modification of the Plan 

(a) SFC may, at any time and from time to time, amend, restate, modify and/or 
supplement the Plan with the consent of the Monitor and the Initial Consenting 
Noteholders, provided that: any such amendment, restatement, modification or 
supplement must be contained in a written document that is filed with the Court 
and: 

(i) if made prior to or at the Meeting: (A) the Monitor, SFC or the Chair (as 
defined in the Meeting Order) shall communicate the details of any such 
amendment, restatement, modification and/or supplement to Affected 
Creditors present at the Meeting prior to any vote being taken at the 
Meeting; (B) SFC shall provide notice to the service list of any such 
amendment, restatement, modification and/or supplement and shall file a 
copy thereof with the Court forthwith and in any event prior to the Court 
hearing in respect of the Sanction Order; and (C) the Monitor shall post an 
electronic copy of such amendment, restatement, modification and/or 
supplement on the Website forthwith and in any event prior to the Court 
hearing in respect of the Sanction Order; and 

(ii) if made following the Meeting: (A) SFC shall provide notice to the service 
list of any such amendment, restatement, modification and/or supplement 
and shall file a copy thereof with the Court; (B) the Monitor shall post an 
electronic copy of such amendment, restatement, modification and/or 
supplement on the Website; and (C) such amendment, restatement, 
modification and/or supplement shall require the approval of the Court 
following notice to the Affected Creditors. 

(b) Notwithstanding section 10.5(a), any amendment, restatement, modification or 
supplement may be made by SFC: (i) if prior to the Sanction Date, with the 
consent of the Monitor and the Initial Consenting Noteholders; and (ii) if after the 
Sanction Date, with the consent of the Monitor and the Initial Consenting 
Noteholders and upon approval by the Court, provided in each case that it 
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concerns a matter that, in the op1mon of SFC, acting reasonably, is of an 
administrative nature required to better give effect to the implementation of the 
Plan and the Sanction Order or to cure any errors, omissions or ambiguities and is 
not materially adverse to the financial or economic interests of the Affected 
Creditors. 

(c) Any amended, restated, modified or supplementary plan or plans of compromise 
filed with the Court and, if required by this section, approved by the Court, shall, 
for all purposes, be and be deemed to be a part of and incorporated in the Plan. 

10.6 Actions and Approvals of SFC after Plan Implementation 

(a) From and after the Plan Implementation Date, and for the purpose of this Plan 
only: 

(i) if SFC does not have the ability or the capacity pursuant to Applicable 
Law to provide its agreement, waiver, consent or approval to any matter 
requiring SFC's agreement, waiver, consent or approval under this Plan, 
such agreement, waiver consent or approval may be provided by the 
Monitor; and 

(ii) if SFC does not have the ability or the capacity pursuant to Applicable 
Law to provide its agreement, waiver, consent or approval to any matter 
requiring SFC's agreement, waiver, consent or approval under this Plan, 
and the Monitor has been discharged pursuant to an Order, such 
agreement, waiver consent or approval shall be deemed not to be 
necessary. 

10.7 Consent of the Initial Consenting Noteholders 

For the purposes of this Plan, any matter requiring the agreement, waiver, consent or 
approval of the Initial Consenting Noteholders shall be deemed to have been agreed to, waived, 
consented to or approved by such Initial Consenting Noteholders if such matter is agreed to, 
waived, consented to or approved in writing by Goodmans LLP, provided that Goodmans LLP 
expressly confirms in writing (including by way of e-mail) to the applicable Person that it is 
providing such agreement, consent or waiver on behalf of Initial Consenting Noteholders. 

10.8 Paramountcy 

From and after the Effective Time on the Plan Implementation Date, any conflict between; 

(a) the Plan; and 

(b) the covenants, warranties, representations, terms, conditions, prov1s10ns or 
obligations, expressed or implied, of any contract, mortgage, security agreement, 
indenture, trust indenture, note, loan agreement, commitment letter, agreement for 
sale, lease or other agreement, written or oral and any and all amendments or 
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supplements thereto existing between any Person and SFC and/or the Subsidiaries 
as at the Plan Implementation Date, 

will be deemed to be governed by the terms, conditions and provisions of the Plan and the 
Sanction Order, which shall take precedence and priority. 

10.9 Severability of Plan Provisions 

If, prior to the Sanction Date, any term or provision of the Plan is held by the Court to be 
invalid, void or unenforceable, the Court, at the request of SFC and with the consent of the 
Monitor and the Initial Consenting Noteholders, shall have the power to either (a) sever such 
term or provision from the balance of the Plan and provide SFC with the option to proceed with 
the implementation of the balance of the Plan as of and with effect from the Plan Implementation 
Date, or (b) alter and interpret such term or provision to make it valid or enforceable to the 
maximum extent practicable, consistent with the original purpose of the term or provision held to 
be invalid, void or unenforceable, and such term or provision shall then be applicable as altered 
or interpreted. Notwithstanding any such holding, alteration or interpretation, and provided that 
SFC proceeds with the implementation of the Plan, the remainder of the terms and provisions of 
the Plan shall remain in full force and effect and shall in no way be affected, impaired or 
invalidated by such holding, alteration or interpretation. 

10.10 Responsibilities of the Monitor 

The Monitor is acting in its capacity as Monitor in the CCAA Proceeding and the Plan 
with respect to SFC and will not be responsible or liable for any obligations of SFC. 

10.11 Different Capacities 

Persons who are affected by this Plan may be affected in more than one capacity. Unless 
expressly provided herein to the contrary, a Person will be entitled to participate hereunder in 
each such capacity. Any action taken by a Person in one capacity will not affect such Person in 
any other capacity, unless expressly agreed by the Person in writing or unless its Claims overlap 
or are otherwise duplicative. 

10.12 Notices 

Any notice or other communication to be delivered hereunder must be in writing and 
reference the Plan and may, subject as hereinafter provided, be made or given by personal 
delivery, ordinary mail or by facsimile or email addressed to the respective parties as follows: 

(a) if to SFC or any Subsidiary: 

Sino-Forest Corporation 
Room 3815-29 38/F, Sun Hung Kai Centre 
30 Harbour Road, Wanchai, Hong Kong 

Attention: Mr. Judson Martin, Executive Vice-Chairman and Chief 
Executive Officer 
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Fax: +852-2877-0062 

with a copy by email or fax (which shall not be deemed notice) to: 

Bennett Jones LLP 
One First Canadian Place, Suite 3400 
Toronto, ON M5X 1A4 

Attention: 
Email: 
Fax: 

Kevin J. Zych and Raj S. Sahni 
zychk@bennettjones.com and sahnir@bennettjones.com 
416-863-1716 

(b) if to the Initial Consenting Noteholders: 

c/o Goodmans LLP 
Bay Adelaide Centre 
333 Bay Street, Suite 3400 
Toronto, Ontario M5H 2S7 

Attention: Robert Chadwick and Brendan O'Neill 
Email: rchadwick@goodmans.ca and boneill@goodmans.ca 
Fax: 416-979-1234 

and with a copy by email or fax (which shall not be deemed notice) to: 

Hogan Lovells LLP 
11th Floor, One Pacific Place, 88 Queensway 
Hong Kong China 

Attention: Neil McDonald 
Email: neil.mcdonald@hoganlovells.com 
Fax: 852-2219-0222 

(c) ifto the Monitor: 

FTI Consulting Canada Inc. 
TD Waterhouse Tower 
79 Wellington Street West 
Suite 2010, P.O. Box 104 
Toronto, ON M5K 1 G8 

Attention: 
Email: 
Fax: 

Greg Watson 
greg. watson@fticonsulting.com 
(416) 649-8101 

and with a copy by email or fax (which shall not be deemed notice) to: 

Gowling Lafleur Henderson LLP 
1 First Canadian Place 
1 00 King Street West, Suite 1600 
Toronto, Ontario M5X 1 G5 
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Attention: 
Email: 
Fax: 

63 

Derrick Tay 
derrick. tay@gowlings. com 
( 416) 862-7661 

91 

or to such other address as any party may from time to time notify the others in accordance with 
this section. Any such communication so given or made shall be deemed to have been given or 
made and to have been received on the day of delivery if delivered, or on the day of faxing or 
sending by other means of recorded electronic communication, provided that such day in either 
event is a Business Day and the communication is so delivered, faxed or sent before 5:00p.m. 
(Toronto time) on such day. Otherwise, such communication shall be deemed to have been 
given and made and to have been received on the next following Business Day. 

10.13 Further Assurances 

SFC, the Subsidiaries and any other Person named or referred to in the Plan will execute 
and deliver all such documents and instruments and do all such acts and things as may be 
necessary or desirable to caTI'y out the full intent and meaning of the Plan and to give effect to 
the transactions contemplated herein. 

DATED as ofthe 14th day of August, 2012. 
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This is Exhibit "I" mentioned 
and referred to in the Affidavit 
of Daniel E. H. Bach, sworn 
before me at the City of 
Toronto, in the Province of 
Ontario, this 24th day of 
September, 2012. 
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• John Pirie and David Gadsden for Poyry (Beijing) Consulting Company Limited 

HEARING DATES: March 22,2012 

PERELL, J. 

REASONS FOR DECISION 

A. INTRODUCTION 

[ 1] A motion for an order requiring a defendant to deliver a statement of defence or 
for an order setting a timetable for a motion should not be a momentous matter. But 
scheduling is a very big deal in this very big case under the Class Proceedings Act, 
1992, s.o. 1992, c. 6. 

[2] The Defendants strenuously resist delivering a statement of defence before the 
ce1tification motion, and they submit that it would both contrary to law and a denial of 
due process to require them to plead in the n01mal course of an action. 

[3] The Defendants submit that having to plead their statement of defence is 
contrary to law because the Plaintiffs' statement of claim can be commenced only with 
leave pursuant to s. 138.8 of the Securities Act, R.S.O. 1990, c. S,5 and in Sharma v. 
Timminco, 2012 ONCA 107, the Court of Appeal ruled that the statement of claim does 
not exist until leave is granted. The Defendants submit that having to plead their 
statement of defence is a denial of due process because the Plaintiffs' statement of claim 
includes causes of action that might not survive a challenge under Rule 21 of the Rules 
(!f Civil Procedure. One of the Defendants, BDO Limited, also argues that claims 
against it are statute-barred, and, therefore, it should not be required to deliver a 
statement of defence but should be pem1itted to bring a Rule 21 motion before the 
ce1tification hearing. 

(4) The position of the Defendants is set out in paragraph 2 of the Defendant Sino-
Forest Corporation's factum as follows: 

2. The Responding Pa•ties oppose the relief relatmg to the delivery of a statement of 
defence because, as a result of the Ontario Court of Appeal's decision in Sharma v. 
1/mm/nco, the secondary 1narket action bas yet to be commenced and will not have been 
colllJllerlced ur~less and until leave bas been granted by this Honourable Comt. 
Accordingly, the Defendants cannot be required to deliver a statement of defence to a 
proceediJ1g that has yet to be conunenced. Moreover, the secondary market claims are 
iJllertwined with the balance oftbe allegations in the statement of claim, such that it would 
not be realistic to provide a partial or bifurcated dclence. In addition, the Respondmg 
Parties expect to be bringing a motion to strike the Statement of claim, at least in respect of 
the portion of the claim that purports to be brought on behalf of Noteholders, who are 
prohibited from conunencing such a claim by virtue of the no suits by holder clause. 

[5] In response, the Plaintiffs submit that just as defendants are entitled to know the 
case they must meet, plaintiffs are entitled to know the defence they confront, The 
Plaintiffs submit that the law and the dictates of due process do not preclude ordering 
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the delivery of a statement of defence in accordance with the Rules of Civil Procedure, 
and the Plaintiffs' rely on the court's power under s. 12 of the Class Proceedings Acr. 
1992 and on what I said in Pennyfeather v. Tlmmlnco, 20ll ONSC 4257 about the 
desirability of the pleadings being closed before the certification motion. 

[ 6] In the immediate case, the Defendants also strenuously resist the Plaintiffs' 
request that the leave motion under s. 138.8 the Securities Act and the certification 
motion under the Class Proceedings Act, 1992 be heard together. Instead of a combined 
leave and certiftcation motion, the Defendants submit that a series of motions be 
scheduled, beginning with the leave motion, followed by Rule 21 motions, followed by 
the certification motion. Some Defendants would begin with the Rule 21 motions before 
the leave motion, but all wish a sequence of separate motions. 

[7) The Defendants submit that a combined leave and certi11cation motion would be 
both inappropriate and also unfair, an.d particularly so, if they are also required to plead 
their defences. The Defendants submit that fairness dictates that leave be determined in 
advance of certification, and that their right to attack all or part of whatever pleading 
emerges from the leave motion be preserved. They submit that it would be inefficient to 
deliver a statement of defence when the statement of claim is likely to be amended in a 
substantial manner depending on the outcome of the Plainti1Is' leave motion and the 
Rule 21 motions, 

[8] The Plaintiffs regard d1e Defendants' proposal of a sequence of motions as 
something akin to having their action being sentenced to a life of imprisomnent on 
Devil' s Island. 

[9] For the reasons that follow, I adjoum the motion as it concems BDO Limited, 
and J order that there shall be a combined leave and certification motion on November 
21-30,2012 (10 days). 

[10] I order that the "Proposed Fresh as Amended Statement of Claim" be the 
statement of claim for the purposes of the leave and certification motion and that this 
pleading shall not be amended without leave of the court. Further, I order that with the 
exception of the Plaintiffs' f~mding motion, there shall be no other motions before the 
leave and celiification motion without leave of the court first being obtained. 

[II] I do not agree that it would be contrary to law or a denial of due process to order 
the pre-certification delivery of a statement of defence; nevertheless, I shall not order all 
the Defendants to deliver their statements of defence before the combined leave and 
certification. 

[12] Rather, I shall order that a statement of defence be delivered by any Defendant 
that delivers an aftidavit pursuant to s. 138,8 (2) of the SecuriTies Act. I order that any 
other Defendant may, if so advised, deliver a statement of defence. Fmther, I order that 
if a Defendant delivers a statement of defence, then the delivery of the statement of 
defence is not a fresh step and the Defendant is not precluded from bringing a Rule 21 
motion at the leave and certification motion or from contesting that the Plaintiffs have 
shown a cause of action under s. 5 (l)(a) ofthe Class Proceedings Act, 1992, 

PAGE 4/21' RCVD AT 26/03/2012 4:46:58 PM [Eastern Daylight Time[' SVR:KMFAX1/2' DNIS:2889' CSID:' DURATION (mm·ss):04·36 

536

adutri

adutri



Mar. 26. 2012 4:47PM No. 4276 P. 5/21 

4 

[13) In my reasons, I will explain why it may be advantageous to a defendant to 
deliver a statement of defence although it may not be obliged to do so. 

[14] Finally, in my reasons, I will establish a timetable for the funding motion and for 
the leave and certification motion, which timetable may be adjusted, if necessary, by 
directions made at a case conference. 

B. FACTUAL AND PROCEDURAL BACKGROUND 

[15] Sino-Forest is a Canadian public company whose shares formerly traded on the 
Toronto Stock Exchange. At the moment, trading is suspended because on June 2, 201 I, 
Muddy Waters Research released a research report alleging fraud by Sino-Forest. The 
release of the report had a catastrophic effect on Sino-Forest's share price. 

[16] On June 20, 2011, The Trustees of the Labourers' Pension Fund of Central and 
Eastern Canada ("Labourers") retained Koskie Minsky LLP to sue Sino-Forest. Koskie 
Minsky issued a notice of action in a proposed class action with Labourers as the 
proposed representative plaintiff. 

(17] The June action, however, was not pursued, and in July 20ll, Labourers and 
another pension fund, the Trustees of the International Union of Operating Engineers 
Local 793 Pension Plan for Operating Engineers in Ontario ("Engineers") retained 
Koskie Minsky and Siskinds LLP to counnence a new action, which followed on July 
20, 2011, by notice of action. The statement of claim in Labourers v. Sino-Forest, 
which is the action now before the coutt, was served in August, 2011. 

[18] On November 4, 2011, Labourers served the Defendants in Labourers v. Sino~ 
Forest with the notice of motion for an order granting leave to assert the causes of 
action under Patt XXIII.! of the Ontario Securities Act. 

[19] At this time, there were rival class actions. Douglas Smith had retained Rochon 
Genova, LLP. Rochon Genova issued a notice of action on June 8, 2011. The statement 
of claim in SmiTh v. Sino-Forest followed on July 8, 2011. Northwest & Ethical 
Investments L.P. and Comite Syndical National de Retraite B1l.tirente Inc. retained Kim 
Orr Ban·isters P.C., and on September 26, 2011, Kim On: conm1enced Northwest v. 
Sino-Forest. 

(20) On December 20 and 21, 2011, there was a caniage motion, and on January 6, 
2012, I released my judgment awarding carriage to Class Counsel in Labourers v. Sino~ 
Forest. I granted leave to the Plaintiffs to deliver a Fresh as Amended Statement of 
Claim, which may include the joinder of the plaintiffs and the causes of action set out in 
Grant v. Sino-Forest, Smith v. Sino-Forest, and Northwest v. Sino-Forest, as the 
Plaintiffs may be advised. 

[21] On January 26, 2012, the plaintiff.~ delivered an Amended Statement of Claim. 

(22) On March 2, 2012, the PlaintitTs initiated a motion seeking leave to assett causes 
of action pursuant toss. 138.3 and 138.8 under Patt :XXIH.l of the Securities Act 

[23) Plaintiffs' motion materials included a draft Fresh as Amended Statement of 
Claim for the eventuality that leave is granted ("Proposed Fresh as Amended Statement 
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of Claim"). The Proposed Fresh as Amended Statement of Claim substantially amends 
and extends the allegations contained in the pleading delivered in January 2012. 

[24] In their various pleadings, the Plaintiffs allege that Sino-Forest and the other 
Defendants made misrepresentations in the primary and secondary markets. The 
Plaintiffs claims include: $0.8 billion for primary market claims; $1.8 billion (U.S.) fol' 
noteho1ders; and $6.5 billion for secondary market claims. There are also claims against 
some of the Defendants for a corporate oppression remedy, negligence, negligent 
misrepresentation, conspiracy, and unjust enrichment. The following chart describes the 
claims against each Defendant: 
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Sino Forest X X X X X X X X X 
··~ Chan X X X X X X X X 

Hotsley X X X X X X X X 
P~;~on X X X X X X X X 
Wong X X X X X X 

~~In-~-- X X X X X X X -,-.-- X X !-'"'-- X X Mak X 

Murray X X X X X X X 

Hyde X X X X X X 
Ardell X X X 
Bowland X X X 
we~t X X X 
t;r11st & Yo1.mij' X X X X X 

600 ltd. X X X X X 

B6:t~'B.l X X X --Ctedlt Suisse X X X X 
TO SeqJ(i\Jes X X X X 

Dundee Set\Jrltle.5 X X X X 
RBC Dominion X X X X 
scotia capital X X X li 
CIBCWorld X X X X 

Merrill lynch X X X X 
Cmaccord X t------- ~----·- X X X --r---,--- '~~ .. --... ~-
Malson X X X 

((edit Suisse {USA) X X 

B~n' of Amerl'~ X X 

[25] On March 6, 2012, there was a case conference, and I scheduled 10 days of 
hearings from November 21 to November 30, 2012. Apart from deciding dmt the leave 
motion must be heard, I did not decide what would be the subject matter of those 
hearing dates. 

[26] None of the Defendants has served a statement of defence. None has advised 
which, if any, statutory or conm1on law defences they will advance in response to the 
Plaintiffs' claims. In this regard, it may be noted that the Plaintiffs advance claims under 
s. 130 of the Securities Act with respect to misrepresentations in the primary market. 
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These claims raises at least eight possible statutory defences, which are set out in 
subsections 130(3), (4) and (5) of the Securities Act. If leave is granted, the Plaintiffs 
also advance claims under Part XXIII. I of the Securities Act. As noted in Sino-Forest's 
factum for this motion, there are at least 11 defences to secondary market claims. 

C. DISCUSSION 

1. Introduction 

[27] In this introductory section, I will address the one relatively easy issue; i.e., the 
problem of the "moving target" statement of claim. 

[28] In the sections that follow, I will address the more difficult issues of: (a) whether 
the Defendants can and should be ordered to deliver statements of defence; (b) whether 
the leave motion should be combined with the ce11ification motion or instead there 
should be a sequence of motions; (c) what other motions, if any, should be pennitted 
before the certification motion; and (d) what should the timetable be for the motions. 

[29] Beginning with the relatively easy problem, at the argument of this motion, the 
Defendants vociferously complained that the Plaintiffs keep changing their statement of 
claim. The Defendants pointed to substantial differences among the statement of claim 
delivered before the ca!Tiage motion, the statement of claim delivered after the carriage 
motion, and the Proposed Fresh as Amended Statement of Claim offered up for the 
purposes of the leave motion. 

[30] This complaint about a "moving target" statement of claim was advanced as pat1 
of the Defendants' arguments that they cann.ot legally be ordered to deliver a statement 
of defence. I, however, do not see how this complaint suppo11s that particular argument. 

(31] I rather regard the "moving target" complaint as a proper objection that if the 
Defendants are to be ordered to deliver a statement of defence, the content of the 
statement o:f claim needs first to be finalized. 

[32] I agTee that for the purposes of a leave or a certification motion, the content of 
the statement of claim needs to be finalized, and thus the approach should be to order a 
pleading to be finalized and to order that this pleading not be amended without leave of 
the court. I so order. 

[33] The problem then becomes one of selecting which pleading to finalize for the 
purposes of the leave and certification motion. It makes conm1on sense to select the 
pleading for which leave is being sought under the Securities Act; Le. the Proposed 
Fresh as Amended Statement of Claim, and that indeed is my selection. 

2. The Delivery of the Statement of Defence in Class Actions 

[34] I tum now to the difficult issues of whether the Defendants can be ordered to 
deliver statements of defence, and if they can be ordered to plead, whether they should 
be ordered to plead. 
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[35] As will be seen shortly, the Defendants submit that they carmot be ordered to 
plead to a secondary market claim that does not exist unless and until leave is granted 
under s. 138.8 of the Securities Act. For present purposes, I will accept the correctness 
of this submission, but it does not follow tbat the Defendants cannot plead to that 
portion of the Proposed Fresh as Amended Statement of Claim that is not exclusively 
referable to the secondary market claims. Assuming that the Defendants are correct that 
there is a portion of tbe Proposed Fresh as Amended Statement of Claim to which they 
carmot be obliged to plead does not negate tbat there are portions of the Proposed Fresh 
as Amended Statement of Claim that can and should be answered by a statement of 
defence. 

[36] The Defendants' submission rather means that rule 25.07 of tbe Rules of Civil 
Procedure, which provides the rules of pleading applicable to defences, needs to be 
amended for the pmpose of the leave and certification motion so that defendants do not 
have to plead to a pregnant action under Part XXIII.! of the Securities Act that may 
never be born. 

[37] Rule 25.07 states: 

Admissions 

25.07 (I) In a defence, a party shall admit every allegation of fact in the opposite party's 
pleading that the party does not dispute. 

Denials 

(2) Subject to subrule (6), all allegahons of fact that are not denied m a party's defence 
shall be deemed to be admitted tmless the party pleads having no knowledge in respect of 
the fact. 

Different Version of Facts 

(3) Where a party intends to prove a version of the facts different from that pleaded by the 
opposite party, a denial of the version so pleaded is not sufficient, but the party shall plead 
the party's own version of the !acts in the detence. 

Affirmative Defences 

( 4) In a defence, a patiy shall plead any matter on which the party intends to rely to deteat 
the claim of the opposite party and which, if not specitically pleaded, might take the 
opposite patiy by surprise or ratse an issue that has not been raised in the opposite party's 
pleading. 

Effect of Denial of Agreement 

(5) Where an agreement is alleged in a pleading, a denial of the agreemettt by the opposite 
party shall be construed only as a denial of the making of the agreement or ofthe fucts from 
which the agreement may be implied by law, and not as a denial of the legality or 
suffictency in law of the agreement 

Damages 

(6) In an action tor damages, the amount of damages shall be deemed to be in issue unless 
specifically admitted. 
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[3 8] To repeat, for the purposes of the leave motion where a party cannot be obliged 
to plead and for the combined certification motion, rule 25.07 needs to be revised to 
accommodates. 138.8 of the Securities Act. 

[39] Pursuant to the authority provided by s. 12 of the Class Proceedings Act, 1992, 
which authorizes the comt to make any order it considers appropriate respecting the 
conduct of a class proceeding to ensure its fair and expeditious determination, I have the 
jurisdiction to revise the procedure for a class proceeding to accommodate s. 138.8 of 
the Securities Act, and I do so by notionally adding a new subtule 25.07 (7) as follows: 

(7) In an action under the Class Proceedings Act, 1992 for which leave is also being sought 
to conunence an action under section 138.3 of the Securities Act (liability for secondary 
market disclosure), in a defence, a party who does not file an aft1davit pursuant to rule 
138.8 (2) and who delivers a statement of defence shall decline to either admit or deny the 
allegations of fact referable solely to his or her liability for secondary market disclosure and 
not referable to any other pleaded cause of action 

(40) Practically speaking, notional subrule 25.07 (7) divides the Defendants into tluee 
classes. 

[41] First, there are those Defendants who deliver as. 138.8 (2) affidavit under the 
Securities Act. These Defendants must deliver a statement of defence for the reasons 
expressed below. 

[42] Second, there are those Defendants against whom there are no allegations of fact 
referable to liability for secondary market disclosure, who thus have no right or need to 
deliver a s. 138.8 (2) affidavit m1der the Securities Act and who choose to deliver a 
statement of defence. These plaintiffs may, if so advised, simply plead in the nonnal 
course. 

[43] Third, there are those Defendants against whom there are allegations of fact 
referable to liability for secondary market disclosure and who do not deliver as. 138.8 
(2) affidavit but who deliver a statement of defence. 

(44) Under notional rule 25.07 (7), these Defendants shall decline to either admit or 
deny the allegations of fact referable solely to his or her liability for secondary market 
liability and not referable to any other pleaded cause of action. These defendants must 
state that they neither admit nor deny the allegations contained in those paragraphs 
(identify paragraph numbers) of the statement of claim referable solely to liability for 
secondary market liability and not referable to any other pleaded cause of action. As 
will become clearer after the discussion below, by being required to neither admit nor 
deny allegations referable solely to secondary market liability, these Defendants cannot 
circumvent the requirements of s. 138.8 (2) of the Securities Acr that they must file an 
affidavit in order to set forth the material facts upon which they intend to rely for the 
leave motion. 

[45] This brings the discussion and the analysis to whether there might be other 
reasons not to order the Defendants to deliver a statement of defence. The convention h1 
class actions, which existed from 1996 to 2011, was that a defendant not be required to 
deliver a statement of defence pre-certification because of the likelihood that the 
statement of claim would be refomtulated as a result of the cettification decision and 
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based on the view that the statement of defence had little utility before certification. See 
Mangan v. !nco Ltd. (1996), 30 O.R. (3d) 90 at pp. 94-95 (Gen. Div.); Glover v. 
Toronto (City) [2008] OJ. No. 604 at para. 8 (S.C.J.). 

[46] In Pennyfeather, I suggested that the convention should be revisited and that it 
was desirable that the pleadings be closed before the certification motion. See also Kang 
v. Sun Life Assurance Company of Canada, 2011 ONSC 6335. 

[47] InPennY.frather at paras. 37-38, 84-92, I stated: 

37 Class actions are subject to the Rules of Civil Procedul"e. and there is nothing in the 
Cl~ss Proceedings Act. 1992 that precludes defendants from pleading before the 
certification motion. It is informative that the convention of not closing the pleadings is not 
a statutory rule, aod if the Plaintiff insists on the delivery of a pleading, a defendant may 
need to seek the permission of the court to delay the delivery of the pleading. 

38. Moreover, the provisions of the Class Proceedings Act. 1992 indicate that it was the 
Legislature's intention that the general rule is that the statement of defence should be 
delivered before the certification motion. Section 2 (3) of the Act indicates that the timing 
of the certification motion is measured by the delivery of the statement of defence ..... 

84 .... it would be advantageous for the immediate case and for other cases, if the cun·ent 
convention ended and defendants were required in the nom1al course to deliver a statement 
of defence before the certitlcation motion. As I will illustrate, there would be several 
advantages to this approach, and as I mentioned above, the Legislature intended that the 
general rule should be that the pleadings should be completed before the certification 
motion. 

85. Before I provide some examples of the advantages of closing the pleadings before 
certification, it is helpf\11 to recall that under s. 5 (1) of the Class Proceedings Act, 1992, a 
plaintiff must satisf'y five interdependent criteria for his or her action or application to be 
certified as a class proceeding. The Plaintiff must: (I) show a cause of action; (2) identif'y a 
class; (3) define common issues; (4) show that a class proceeding would be the preferable 
procedure; and (5) qualif'y as a representative plaintiff with a litigation plan and adequate 
Class Counsel. 

86. A major advantage of closing the pleadings is that controversies about the first of the 
five criteria for certification might be resolved or at least narrowed or contined before the 
certification motion. 

87. The delivery of a statement of defence could be a fresh step that could foreclose any 
subsequent attac.k by the defendant for any pleadings irregularities and, more to the point, 
typically defendants do not deliver a statement of defence if there is a substantive challenge 
to the statement of claim. Rather, they bundle all their challenges to the statement of claim 
and bring a motion to have the statement of claim or portions of it struck out on both 
teclmical and substantive gTounds .... 

88. In other words, the requirement of delivering a statement of defunce will call out the 
defendant to make its challenges to the statement of claim and, thus, the s. 5 (l)(a) criterion 
might be removed as an issue as would any challenge to the pleading for wanting m 
particulars or for breaching tl1e technical rules for pleading. The s. 5 (l)(a) criterion for 
certification might be decided before the certification motion. 

89. If the defundanr brings a comprehensive pleadings challenge before the ce1tification 
motion, then, the s. 5 (l)(a) criterion would be resolved before the cet1ification hearing one 
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way or the other. It would be particularly useful to resolve as. 5 (l)(a) challenge before the 
certification motion when the challenge is based on the court not having subject-matter 
jurisdiction over the plaintiffs claim. If that challenge is upheld, then the class action 
would be dismissed or stayed and the enormous costs of a comprehensive certification 
motion is avoided. 

90. Further, hearing an interlocutory motion about the sufficiency of the pleading might be 
preferable to having the challenge heard at the cetitfication motion as an aspect of the s. 5 
(!){a) analysis because a conunon outcome ofthis analysis ts to grant the plamtiff leave to 
amend his or her statement of claim, which outcome, at a mmimum, exacerbates the 
complexities of determining the certification motion because of the interdependency of the 
ce1iification criteria. 

91. In many cases, the technical or substantive adequacy of a plaintiff's statement of claim 
is not an issue and, therefore, requiring the completion of the pleadings will involve oo 
interlocutory steps and the analysis of the other four certification criteria would be 
facilitated by a completed set of pleadings. 

92. For htstance, having the Statement of defence before the certification motion would 
provide useful information for analyzing the preferable procedure criterion and the 
plaintiffs litigation plan. Moreover, it may emerge that there are issues worthy of 
cenification in the defendant's statement of defence. 

[ 48) For present purposes, I do not retreat from what I said in Pennyfeather, and I 
shall emphasize several points and add a few more. In this regard, I emphasize that it 
was the clear intention of the Legislature that the pleadings be closed before 
certification. I add that this makes sense because the cetiit1cation criteria of class 
definition, common issues, preferable procedure, and litigation plan are best adjudicated 
in the context of the parameters of the action and it may emerge that the defendant has 
pleaded issues that may usefully be added to the list of common issues. 

[49] Further, I add that the Legislature also indicated by s. 35 of the Class 
Proceedmgs Act, 1992. that the Rules of Civil Procedure apply to class proceedings, 
reserving the courts' authority to make adjustments to that procedure under s. 12 of the 
Act. Generally speaking, it is desirable to normalize class actions with the procedure 
under the Rules of Civil Procedure. The Rules are the nom1 for a fair procedure, and the 
norm of civil procedure is that both sides must disclose the case that their opponent 
must meet. Defendants are not like an accused in a criminal proceeding with a right to 
remain silent. It is not regarded as unfair or abnormal to compel a ddendant to plead a 
statement of defence in response to a statement of claim. 

[50] Further still, I add that having a complete set of pleadings recognizes the 
maturity of the class action jurisprudence. There already have been many Rule 21 and 
s.5 (l)(a) challenges, and the viability of many causes of action or types of claim as 
being suitable for class actions has been infonned by twenty years of cases. Recognition 
of the maturity of the case law in and of itself calls ±br a rethinking of the convention of 
not delivering a statement of defence, because assisted by precedents of what has been 
certitled in the past, plaintiffs are better able to exit the cettification hearing with their 
pleadings intact. 
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[51] In other words, in contemporary times the Defendants' concern that they will 
have wasted time and effort pleading to a statement of claim that may be different after 
certification will not be borne out. In any event, the complaint of a wasted effmt is 
overblown. Unless pleadings are to be regarded as a work of fictional literature, claims 
and defences are based on the material facts that existed, and competent counsel will 
take instructions about all the possible claims and defences that emerge from those set 
of facts before the certification motion. 

[52] I find it hard to believe that the accomplished lawyers in the case at bar are 
waiting for the outcome of the leave motion and the certification motion before 
investigating the material facts and researching the applicable law and advising the 
Defendants about what defences are available to them. The truth of the matter is that the 
Defendants and their lawyers are not concerned about wasted time and effort but rather 
they do not wish to plead because they believe it is tactically better to avoid the 
disclosure of their case that the Rules of Civil Procedure would normally mandate. 

[53] I see no unfaimess of denying defendants a tactical maneuver that may be 
inconsistent with general principle of rule 1.04 that the rules "shall be liberally 
construed to secure, the just, most expeditious and least expensive determination of 
every civil proceeding on its merits," 

[54] I also see no unfairness in denying defendants the tactical maneuver of not 
delivering a statement of defence before ce11ification when the exchange of pleadings 
may be tactically and substantively beneficial to defendants. The defendants arguments 
that class membership is over-inclusive or under-inclusive, that the proposed common 
issues want for commonality, that the action is not manageable as a class action, that a 
class proceeding is not the preferable procedure, and that the litigation plan is deficient 
are best made when the defendants shows the colour of his or her eyes by pleading a 
defence and these m·guments will be stronger than the "is! -is not! -is tool" sandbox 
arguments of many a certification motion. For whatever it is worth, my own observation 
from recent ce11ification motions where defendants have pleaded before cert.ification is 
that both sides and the administration of justice are better for it. 

[55] Finally, ftom a public relations point of view ~ and class actions are by their 
nature of considerable interest to the public - I would have thought that many 
defendants would like to seize the oppm1unity by pleading the material facts of their 
defence to take the sting out of the plaintiffs argument that the defendants need 
behaviour management and to level the playing field about the ce11ification criteria. 

[56] Thus, generally speaking, I persist in my view that the pleadings issues should 
be completed before the cettification motion. The Defendants' argue, however, that 
whatever may be the situation for class actions generally, the Court of Appeal's decision 
in Sharma v, 1"lmminco, supra, has overtaken Pennyfeather, and Sharma means that in a 
proposed secondary market class action, a statement of defence catmot be demanded or 
delivered before leave is granted under s. 138.3 of the Securities Act. A defendant 
cannot be asked to plead to a pregnant statement of claim. 

[57] The Defendants take the Sharma decision to be authority that a class proceeding 
is not an action commenced under s. 138.3 until leave is granted and leave is required to 
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add the s. 138.3 cause of action to the class proceeding, The Defendants submit that 
without leave, a s. 138.3 action cannot be enforced. As Sino-Forest put it in its factum: 
"Until leave has been granted, the plaintiff has nothing: no limitation periods are tolled, 
and no steps in the proceeding- including the filing of a defence- can be taken." 

[58] This hyperbolic submission by Sino-Forest and by the rest of the Defendants is 
not tme. Whatever the effect of Sharma, it did not take away s. 138.8 of the Securities 
Act, under which subsection (2) requires for the leave motion that the plaintiff and each 
defendantswear under oath the "material facts upon which each intends to rely." 

[59] Section 138.8 of the Securities Act, which provides the test for leave and which 
govems the procedure for the leave motion, states: 

Leave to proceed 

138.8 (I) No action may be commenced under section 138.3 without leave of the court 
granted upon motion with notice to each defendant. The court shall grant leave only where 
it is satisfied that, 

Same 

(a) the action is being brought in good faith; and 

(b) there is a reasonable possibility that the action will be resolved at trial m favour 
of the plaintiff. 

(2) Upon an application under this section, the plaintitl and each defendant shall serve and 
file one or more affidavits setting forth the material facts upon which each intends to rely. 

Same 

(3) The maker of such an affidavit may be examined on it m accord;mce With the rules of 
court . .... 

(60) Subsection 138.8 (2) may be usefully compared and contrasted with rule 25.06 
(1) of the Rules of Civil Procedure, which is the predominant nde about pleading in an 
action. Rule 25.06 (l) states: 

25.06 (!)Every pleading shall contain a concise statement of the material facts on which 
the party relies tor the claun or defence, but not the evidence by which those facts are to be 
proved. 

Both the subsec-tion and the rule require the party to disclose to their opponent the 
"material facts" on which the pmty "relies." The pleadings rule, however, does not 
require that the disclosure of material facts be under oath. Assuming that a defendant 
does file an affidavit under s. 138.8 (2), then the affidavit is, in effect, an under oath 
version of 25,06 (l)'s requirement that a defendant disclose the material facts upon 
which he or she relies. 

(61] I concede that filing an affidavit under s. 138 (8) is not mm1datory and that it 
cannot be assumed that a defendant will deliver an affidavit for a leave motion under the 
Securities Act, and that he or she cannot be compelled to do so. In Ainslie v. CV 
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Technologies Inc. 93 O.R. (3d) 200 at paras. 14-20, 24-25 (S.C.J.), Justice Lax 
interpreted s. 138.8 (2), and she stated: 

14. Section 138.8(1) sets out a two-part test for obtaining leave to bring an action under 
Part XXIII. 1 of the OSA and places the onus on the plaintiffs to demonstrate that (1) their 
proposed action is brought in good faith and (2) has a reasonable prospect for success at 
trial. As s. 138.8(1) requires an examination of the merits, the plaintiffs submit that the 
section is supplemented with s. 138.8(2) and (3). They rely on the mandatory language ins. 
138.8(2) ("and each defendant shall") and submit that without the benefit of this 
requirement and the ability to cross-examine, a plaintiff would be deprived of the tools 
necessary to meet the standard the legislature created ins. 138.8(1). 

15. This submission ignores the legislative purpose of s. 138.8. The section was not enacted 
to benefit plaintiffs or to level the playing t1eld for them in prosecuting an action under Part 
XXlll.l of the Act. Rather, it was enacted to protect defendants from coercive litigation and 
to reduce their exposure to costly proceedings. No onus is placed upon proposed defendants 
by s. 138.8 Nor are they required to assist plaintiffs in securing evidence upon which to 
base an action under Part XXIII I. The essence of the leave motion is that putative plaintiffs 
are required to demonstrate the propriety of their proposed secondary market liability claim 
before a defendam is required to respond. Section 138.8(2) must be interpreted to reflect 
this underlying policy rationale and the legislature's intemion in imposing a "gatekeeper 
mechanism''. 

16. The plaintiffs appear to be interpreting s. 138.8(2) as if it read: "Upon an application 
under this section, the plaintiff and each defendant shall serve and file one or more 
affidavits." But, the subsection continues: "setting forth the material facts upon which each 
intends to rely". If there are no material facts upon winch a defendant mtends to rely in 
responding to a leave motion, how can it be that a defendant JS required to tile an atlidavit? 
Similarly, if a defendant files one or more af1'1davits, how can a plaintiff reqUire that 
defendant to file other affidavits? By discounting this language, the plaintiffs are proposing 
an interrretation which relieves them of their obligation to demonstrate that their proposed 
action meets the pre-conditions for granting leave under the Act" 

17. The plaintiffs' interpretation also fails to address the language used in subsections (3) 
and (4). Section 138.8(3) reads: "The maker of such an affidavit may be examined on it in 
accordance with the rules of court." Section 138.8(4) reads: "A copy of the application for 
leave to proceed and any affidavits filed with the court shall be sent to the Commission 
when filed" (emphasis added). Had it been the intention of the legislature to require the 
parties to file affidavits, inespective of the onus placed upon the moving party, the 
legislature would have substituted the word "the" for "any" ins. 138.8(4) and the words 
"the plamtiff and each defendant" for "maker" in s. 138.8(3). I also note that the legislature 
attached no consequences to the fhilure of "each defendant" to file an affidavit. 

18. In terms of onus, a useful analogy can be f<>und in the summary judgment rule, Rule 20, 
of the Rules of Civil Procedure. Rule 20.04 provides: 

20.04(1) In response to atlidavit material or other evidence supporting a motion tor 
sumn1ary judgment, a responding party may not rest on the mere allegations or 
denials of the party's pleadings but must set out, in afl1davit tnatedal or other 
evidence, specific facts showing that there is a genuine issue lor trial. 

19. Similar to s. 138"8(2), rule 2004 utilizes language suggesting that a responding party 
"must" or "shall" file aft1davit material Notwithstanding the use of such language, under 
Rule 20, a responding party retains the option to counter the motion by simply cross
examining the moving party, rather than by leading any direct evidence on the motion. In 
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this regard, rule 20.04 has been interpreted as requiring the respondent to a snnunary 
judgment motion to "lead trump or risk losing". Notably, however, the onus to establish that 
there is no genuine issue for trial remains with the moving party. The onus does not shift to 
the respondent to show that a genuine issue for trial does in fact exist.8 

20. Similarly, in a motion under s. 138.8 of the Act, the onus to demonstrate that the 
proposed claim meets the required threshold remains with the plaintifls. The onus does not 
shift to the defendants. A defendant that does not "lead trump" by filing affidavit evidence 
in response to a mohon under s. 138.8 may well take the risk that leave will be granted to 
the plaintiffs. It does not follow, however, that a defendant is obligated to file evidence or 
produce an affidavit from each named defendant. It is a well-established principle that, as a 
general proposition, It is counsel who decides on the witnesses whose evidence will be put 
forward ..... 

24. In my view, the "gatekeeper provision" was intended to set a bar. That bar would be 
considerably lowered if the plaintiffs' view is correct. As I have already indicated, a 
defendant who does not file affidavit material accepts the risk that it may be impairing its 
ability to successfully defeat the motion for leave and is probably foregoing the right to 
assert the statutory defences under Part XXIII. I of the Act. However, parties are entitled to 
pt·esent their case as they see fit and this includes the right to oppose the leave motion on 
the basis of the record put forward by the plaintiffs as GT intends, or on the basis of the 
affidavits of experts as CV intends. [page209] 

25. To accept the plaintiffs' submissions would require each defendant to produce evidence 
that may not be necessary for the leave motion and would serve no purpose other than to 
expose those defendants to a time-consuming and costly discovery process. It would 
sanction "fishing expeditions" prior to the plaintiffs obtaming leave to proceed with their 
proposed <ICtion. This is an unreasonable interpretation of s. 13 8.8(2). It is inconsistent with 
the scheme and object of the Act. Properly interpreted, the ordinary meamng ofs. 138.8(2) 
is that a proposed defendant must file an affidavit only where it intends to lead eVIdence of 
material facts in response to the motion for leave. 

[62] In Ainslie, leave to appeal was granted [2009] O.J. No. 730 (Div. Ct.), but it 
appears that the appeal was never argued. In Sharma v. Timminco Ltd, 2010 ONSC 790 
at para. 32, I agreed with Justice Lax's interpretation of s. 138.8 (2). 

(63) In the case at bar, I do not know whether any of the Defendants will deliver 
affidavits under s. 138.8 (2), but I do know that if a Defendant does deliver an affidavit, 
then its protest that it would be unfair to require a statement of defence loses its potency 
as does the urgency of the Plaintiffs' request that the Defendll!lts be ordered to deliver 
their statements of defence. Delivering an affidavit lmder s. 13 8. 8 is essentially the same 
as delivering a statement of claim or defence. As Justice Lax notes, a defendant who 
does not tile affidavit material accepts the risk that it may be impairing its ability to 
successfidly defeat the motion for leave. Justice Lax also notes that the defendant is 
probably foregoing the right to asse1t the statutory defences under Palt XXIII. 1 of the 
Act, but I would not necessarily go that fa!'. 

[64] Where this analysis takes me is that it while it would be inappropriate to order 
all the Defendants to deliver a statement of defence to a secondary market claim under 
the Securities Act, it would be proper to order that any Defendant who delivers an 
affidavit pursuant to s. 138.8 (2) of the Act shall also deliver a statement of defence. I so 
order. 
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[65] Although I am ordering only Defendants who deliver s. 138.8 (2) affidavits to 
deliver a statement of defence, I order that any other Defendant may, if so advised, 
deliver a statement of defence. I leave them to make the tactical decision whether or not 
to deliver a pleading, As I discussed above, there are advantages for a defendant to 
plead in a class action. 

[66] For reasons that I will come to next, if a Defendant does deliver a statement of 
defence, the delivery is without prejudice to the Defendant's right to bring a Rule 21 
nwtion or to challenge whether the Plaintiffs have shown a cause of action as required 
by s. 5 (l)(a) of the Class Proceedings Act, 1992. 

(67] Here it should be note that the "plain and obvious" test for disclosing a cause of 
action from Hunt v. Carey Canada, [1990] 2 S.C.R. 959, which is used for a Rule 21 
motion, is used to determine whether the proposed class proceedings discloses a cause 
of action; thus, a claim will be satisfactory under s. 5 (l)(a) unless it has a radical defect 
or it is plain and obvious that it could not succeed: Anderson v. Wilson (1999), 44 O.R. 
(3rd) 673 (C.A.) at p. 679, leave to appeal to S.C.C. refd, [1999] S.C.C.A. No. 476; 
1176560 Ontario Ltd. v. Great Atlantic & Pacific Co. of Canada Ltd. (2002), 62 O.R. 
(3d) 535 (S.C.J.) at para. 19, leave to appeal granted, 64 O.R. (3d) 42 (S.C.J.), aff'd 
(2004), 70 O.R. (3d) 182 (Div. Ct.); Healey v. Lakeridge Health Corp., [2006] OJ. No. 
4277 (S.C.J.) at para, 25. 

[68] In this last regard, the Defendants submitted that a defendant has a right to 
challenge whether the plaintiff has pleaded a reasonable cause of action by bringing a 
Rule 21 motion and a defendant would lose this procedural right if he or she delivered a 
statement of defence. Pleading over is a fresh step that deprives a defendant of the right 
to subsequently challenge the substantive adequacy of a pleading: Bell v. Booth 
Centennial Healrhcare Linen Services, (2006] O.J. No. 4646 at paras. 5-7 (S.C.J.); 
Cetmalp v. Casino, [2009] O.J. No. 5015 (S.C.J.). From this true premise, the 
Defendants submit that since some or all of them wish to bring a Rule 21 motion or 
some or all will be challenging the reasonableness of the plaintiffs' statement of claim 
as an aspect of the s. 5 (l)(a) criterion of the of test for certification, they should not be 
required to deliver a statement of defence before the ce1tification motion. 

[ 69] The cowt' s typical but not inevitable response to a Defendant's request to bring 
a Rule 21 motion before ce,tit1cati.on is to direct the motion to be heard at the 
certification hearing because the test for granting a Rule 21 motion is the same test that 
is applied for the s. 5 (l)(a) criterion for certification. Typically, when this direction is 
made the defendant is not required to deliver a statement of defence. 

[70] As already noted, in the case at bar, several defendants have indicated that they 
wish to bring Rule 21 motions on the basis that several of the PlaintitTs' claims do not 
disclose a reasonable cause of action or on the basis that the bonds contain a "no suits" 
clause, and BDO Limited wishes to bring a Rule 21 motion based on the argument that it 
is plain and obvious that claims against it are statute-barred. 

(71) I agree that the right of Defendants to challenge the reasonableness of the 
Plaintiffs' statement of claim should be preserved and protected and l also believe that 
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this objective can be accomplished while still pe1mitting defendants to deliver a 
statement of defence. 

[72] Once again, using the authority of s. 12 of the Class Proceedings Act, 1992, I 
order that if a Defendant delivers a statement of defence, then the delivery of the 
statement of defence is not a fresh step and the Defendant is not precluded from 
bringing a Rule 21 motion at the leave and certification motion or the Defendant is not 
precluded from disputing that the Plaintiffs have shown a cause of action under s. 5 
(l)(a) of the Class Proceedings Act, 1992. 

3. Leave and Certification 

[73] The above discussion addresses the matter of the Plaintiffs' request that the 
Defendants be ordered to deliver statements of defence and the discussion also lays the 
foundation for the discussion of the Plaintiffs' request that the leave motion under 
s.l38.8 the Securities Act and the ce1tification motion under the Class Proceedings A cr. 
1992 be heard together and the Defendants' counter-submission that the motions should 
be sequenced leave motion, Rule 21 motions, and certification motion. 

[74] In the case at bar, there is a general consensus that the leave motion should go 
first, and, in any event, because of the Court of Appeal's ruling in Sharma that s. 28 of 
the Class Proceedings Act, 1992 is useless in protecting claims under Part XXIII. 1 of 
the Securities Act from limitation periods, the leave motion must go first, and I have 
scheduled ten days of hearing commencing November 21, 2012. 

[75] The question then is whether the certification motion should be combined with 
the leave motion. 

[76] The Plaintiffs submit that hearing the rwo matters together is consistent with the 
direction from the Ontario Court of Appeal and that Supreme Court of Canada that 
litigation by installments should be avoided wherever possible because it does little 
service to the pmiies or to the efficient administration of justice." Garland v. 
Consumers' Gas Company Limited (2001), 57 O.R. (3d) 127 at para. 76 (C.A.), aff'd 
[2004] 1 S.C.R. 629 at para. 90. The Plaintiffs note that leave and certification were 
dealt with together in Silver v. ]max Corp., [2009] O.J. No. 5585 (S.C.J.), leave to 
appeal refused (2011] OJ. No. 656 (Div. Ct.) and in Dobbie v. Arctic Glacier Income 
Fund, 2011 ONSC 25. 

[77] An admonition is different from a prohibition, and while the Comt of Appeal 
and the Supreme Comt may frm\~1 on litigation in installments, they did not prohibit it. 
Whether to permit motions before the certification motion is a matter of discretion. In 
exercising its discretion whether to permit a motion before the ce1tification motion, 
relevant factors include: (a) whether the motion will dispose of the entire proceeding or 
will substantially nanow the issues to be dete1mined; (b) the likelihood of delays and 
costs associated with the motion; (c) whether the outcome of the motion will promote 
settlement; (d) whether the motion could give rise to interlocutory appeals and delays 
that would affect certification; (e) the interests of economy and judicial efficiency; and 
(f) generally, whether scheduling the motion in advance of certification would promote 
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the fair and efficient determination of the proceeding: Cannon v. Funds for Canada 
Foundation, [2010) O.J. No. 314 (S.C.J.) at paras. 14-15 

[78] Thus, in my opinion, the question to be decided in the immediate case is 
whether it is fair (the most important factor) and efficient to hear the certification 
motion and the leave motion together. 

[79] Provided that any Defendants who deliver s. 13 8, 8 (2) affidavits or any 
Defendants who deliver statements of defence may bring Rule 21 motions or otherwise 
challenge all of the certification criteria as they may be advised, I see no unfairness in 
having the certification motion heard along with the leave motion. Because of the orders 
that I shall make, already discussed above, a Defendant may challenge all of the 
certification criteria regardless of whether the Defendant has pleaded or not. Pursuant to 
notional rule 25.07 (7), Defendants who do not file a s. 138,8 (2) affidavit and who 
deliver a statement of defence "shall decline to admit or deny the allegations referable 
solely to liability for secondary market disclosure and not referable to any other pleaded 
cause of action." I see no unfairness to the Defendants who may resist both the 
certification motion and the leave motion as they may be advised. 

[80) In contrast, the sequential approach being advocated by the Defendants is unfair 
to the Plaintiffs and to the proposed class and will impede fulfilling the purposes of the 
class proceedings legislation, which are ilrst and foremost, access to justice, 
secondarily, judicial economy, and thirdly, behaviour modiilcation, all the while 
providing due· process and fairness to all parties. Unfortunately, the suffocating expense 
of motions in class actions along with the excmciating delays and the additional costs of 
the inevitable leave to appeal motions and appeals that follow class action orders is a 
serious barrier to achieving the purposes of the legislation for both plaintiffs and 
defendants and a substantial disincentive to class counsel employing the legislation tor 
other than the huge cases that would justify the litigation risks, 

[81] As night follows day, ifl agreed to schedule sequentially, d1ere would be a ten
day leave motion, followed by the unsuccessful patty launching the appeal process 
which will take several years to resolve. Wlmtever the outcome of the appeal, the action 
will return to the Superior Comt tor the certification motion of the claims not referable 
solely to liability tor secondary market disclosure. 

[82] In the case at bar, if Rule 21 motions were permitted before d1e certification 
hearing although work that could be done at the certification hearing will be 
accomplished, this will come at the cost of atlother round of appeals that will take 
several years to resolve only for the action to return again to the Superior Court for the 
determination of whether the balance of the cettification criteria have been satisfied. 
That determination will also be appealed. 

[83) In contrast, if I combine the leave motion, the Rule 21 motions, and the 
certification motion into one hearing, as night follows day, the detetmination will be 
appealed but the superior court and the appellate coutts including the Supreme Court of 
Cm1ada will be denied the pleasure of three visits from one or two generations of Class 
and Defence Counsel. 
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[84] The Defendants argue that there will be no efficiencies in a sequential ordering 
of the motions because the criteria for leave differs from the certification criteria, as 
does the burden of proof for these motions. However, courts are obliged to have the 
perspicacity to be able to deal with different criteria and different onuses of proof, but, 
more to the point, the evidentiary footprint for the leave and certification motions are 
the san1e, and it makes for little efficiency for the parties and little judicial economy to 
have the evidence and argument for leave and for certification heard more than once. 

[85] Putting aside the somewhat unique circumstances of BDO Limited, I conclude 
that the certification hearing should be combined with the leave motion and that with 
the exception of the Plaintiffs' funding motion, which has ab:eady been scheduled, there 
shall be no other motions before the leave and cettification motion without leave of the 
court first being obtained. 

4. BDO Limited's Reguest for a Rule 21 Motion 

(86] As noted at the outset of these reasons, I am adjourning the motion as it concerns 
BDO Limited, whose circumstances may be unique. 

[87] BDO was a party to the Smith v. Sino-Forest and the Northwest v. Sino-Forest 
rival class actions and it was added to the case at bar after the caniage motion. It 
submits that all of the statutory claims against it are statute-baned as in one of the main 
common law misrepresentation claims. It submits that it can diminish its involvement in 
this expensive litigation by a Rule 21 motion based on the pleadings and without 
evidence. 

[88] The Plaintiffs' response was that if BDO wished to assert a limitation period 
defence it should be a pleaded defence to which the Plaintiffs would file a reply 
demonstrating that it was not plain and obvious that the claims were statute-batTed or 
demonstrating that there were defences to the rurming of the limitation period, 
presumably based on fraudulent concealment or estoppel or waiver. The Plaintiffs also 
asserted that there were other conunon claims against BDO that were not statute-batTed 
and thus there was no utility in permitting a Rule 21 motion that would see BDO only 
patiially out ofthe action. 

[89) BDO's response was that there were no defences that could withstand the 
ultimate limitation periods of the Securities Act and fairness dictated that it should be 
pem1itted to substantially reduce being embroiled in this litigation. 

[90] My own assessment was that the Plaintiffs were conect in submitting that in the 
circumstances of this case, BDO should plead its limitation defence and the Plaintiffs 
should have an opportunity to deliver a reply. 

[91] Once BDO has pleaded, I will be in a better position in detennining whether to 
pennit a Rule 21 motion or perhaps a Rule 20 pattial sunm1ary judgment motion. 

[92] Accordingly, I am adjouming the motion as it cor1cems BDO Limited to be 
brought on again, if at all, after BDO has pleaded its statement of defence and the 
Plaintiffs their Reply. 
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5. The Timetable 

[93] In light of the discussion above, it is ordered that subject to adjustments, if 
necessary, made at a case conference, the timetable for the Plaintiffs Funding Approval 
Motion and for the Leave and Certification Motion is as follows: 

Funding Approval Motion 

March 9, 2012: Plaintiffs to deliver motion record (completed) 

March 30,2012: Defendants to deliver responding records, if any 

April 6, 2012: Plamtifts to deliver factum 

Aprill3, 2012: Defendants to delivery factum 

April, 17, 2012: Hearing of the motion 

Leave and Certification Motion 

Apnl 10, 2012: Plaintiffs to deliver motion record 

June II, 2012: Defendants to deliver responding records 

July 3, 2012: Plaintiff., to delivery reply records, if any 

September 14, 2012: Cross-examinations to be completed 

October 19, 2012: Plaintiffs to deliver factum 

November 9, 2012: Defendants to deliver factum 

November 21-30, 2012: Hearing of the motiOn 

D. CONCLUSION 

[94] An order shall issue in accordance with these Reasons with costs in the cause. 

Pere11, J. 
Releused: March 26, 2012 
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