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

following terms have the following meanings:

(a)

(b)

*AY’ means Authorized Intermediary;

“A1F” means Annual Information Form;

™
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“Ardell” means the defendant William E. Ardell;

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

Incorporated;

“BDO” means the defendant BDO Limited;

“Bowland” means the defendant James P, Bowland;

“BVI” means British Virgin Islands;

“Canaccord” means the defendant Canaccord Financial Ltd.;

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

amended;

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

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

“Class” and *Class Members” all persons and entities, wherever they may reside
who acquired Sino’s Securities during the Class Period by distribution in
Canada or on the Toronto Stock Exchange or other secondary market in Canada,
which includes securities 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;

“Class Period” means the peried from and including March 19, 2007 to and
including June 2, 2011;

*Code” means Sino’s Code of Business Conduct;

“CPA” means the Ontario Class Proceedings Act, 1992, 8O 1992, ¢ 6, as

amended;
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(w)
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(z)

(aa)
(bb)
(ce)

(dd)

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

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

the Underwriters,

“December 2009 Offering Memorandum” means Sino’s Final Offering
Memerandum, dated Deeember 10, 2009, relating to the distribution of Sino’s
4.25% Convertible Senior Notes due 2016 which Sino filed on SEDAR on
December 11, 2009;

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

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

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

of the immediate family of an Individual Defendant;

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

hereof}

“GAAP” means Canadian generally accepted accounting principles;
“GAAS” means Canadian generally accepted auditing standards;
“Horsley” means the defendant Dayid 1. Horsley;

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

“Impugned Documents” mean the 2005 Annval Consolidated Financial

Statements (filed on SEDAR on Mareh 31, 20006), Q1 2006 Financial Statements

£290



(filed on SEDAR on May 11, 2006), the 2006 Annual Consolidated Financial
Statements (filed on SEDAR on March 19, 2007), 2006 AIF (filed on SEDAR on
March 30, 2007), 2006 Annual MD&A (filed on SEDAR on March 19, 2007),
Management Information Circular dated April 27, 2007 (filed on SEDAR on May
4, 2007), Q1 2007 MD&A (filed on SEDAR on May 14, 2007), Q1 2007
Financial Statements (filed on SEDAR on May 14, 2007), June 2007
Prospectus, Q2 2007 MD&A (filed on SEDAR on August 13, 2007), Q2 2007
Financial Statements (filed on SEDAR on August 13, 2007), Q3 2007 MD&A
(filed on SEDAR on November 12, 2007), Q3 2007 Financial Statements (filed
on SEDAR on November 12, 2007), 2007 Annual Consolidated Financial
Statements (filed on SEDAR on March 18, 2008), 2007 AXF (filed on SEDAR on
March 28, 2008), 2007 Annual MD&A (filed on SEDAR on March 18, 2008),
Amended 2007 Annual MD&A (filed on SEDAR on Merch 28, 2008),
Management Information Circular dated April 28, 2008 (filed on SEDAR on May
6, 2008), Q1 2008 MD&A (filed on SEDAR on May 13, 2008), Q1 2008
Financial Statements (filed on SEDAR on May 13, 2008), July 2008 Offering
Memorandum, Q2 2008 MD&A (filed on SEDAR on August 12, 2008), Q2
2008 Financial Statements (filed on SEDAR on August 12, 2008), Q3 2008
MD&A (filed on SEDAR on November 13, 2008}, Q3 2008 Financial Statements
{filed on SEDAR on November 13, 2008), 2008 Annual Consolidated Financial
Statements (filed on SEDAR on March 16, 2009), 2008 Annual MD&A (filed on
SEDAR on March 16, 2009), Amended 2008 Annual MD&A (filed on SEDAR
on March 17, 2009), 2008 AIF (filed on SEDAR on March 31, 2009),
Management Information Circular dated April 28, 2009 (filed on SEDAR on May
4, 2009), Q1 2009 MD&A (filed on SEDAR on May 11, 2009), QI 2009
Financial Statements (filed on SEDAR on May 11, 2009), June 2009
Prospectus, June 2009 Offering Memorandum, Q2 2009 MD&A (filed on
SEDAR ot August 10, 2009), Q2 2009 Financial Statements (filed on SEDAR on
August 10, 2009), Q3 2009 MD&A (filed on SEDAR on November 12, 2009},
Q3 2009 Financial Statements (filed on SEDAR on Noyember 12, 2009),
December 2009 Prospectus, December 2009 Offering Memorandum, 2009

L]
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(ee)

(15)

(gg)

(hh}

(i)

Annual MD&A (filed on SEDAR on March 16, 2010), 2009 Audited Annual
Financial Statements (filed on SEDAR on March 16, 2010), 2009 AIT (filed on
SEDAR on March 31, 2010}, Management Information Cireular dated May 4,
2010 (filed on SEDAR on May 11, 2010), Q1 2010 MD&A (filed on SEDAR on
May 12, 2010}, Q1 2010 Financial Staternents (fited on SEDAR on May 12,
2010), Q2 2010 MD&A (filed on SEDAR on August 10, 2010), Q2 2010
Financial Statements (filed on SEDAR on August 10, 2010), October 2010
Offering Mcmorandum, Q3 2010 MD&A (filed on SEDAR on November 10,
2010}, Q3 2010 Financial Statements (filed on SEDAR on November 10, 2010),
2010 Annual MD&A (March 15, 2011), 2010 Audited Annual Financial
Statements (filed on SEDAR on March 15, 2011), 2010 AIF (filed on SEDAR on
March 31, 2011), and Management Information Circular dated May 2, 2011 (filed
on SEDAR on May 10,201 1);

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

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

“June 2007 Prospectus” means Sino’s Short Form Prospectus, deted June 5,
2007, which Sino filed on SEDAR on June 5, 2007;

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

“June 2009 Prospectus” means Sino’s Final Short Form Prospectus, dated June

1, 2009, which Sino filed on SEDAR on June 1, 2009;
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“Maison™ imeans the defendant Maison Placements Canada Inc.;
“Martin” means the defendant W, Judson Martin;

“Mak” means the defendant Edmund Mak;

“MD&A” means Management’s Discussion and Analysis;
*Merrill” means the defendant Merrill Lynch Canada Inc,;
*Muddy Waters” means Muddy Waters LLC;

"Murray” means the defendant Simon Murray;

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

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

collectively;
“OSA” means the Securities Aci, RSO 1990 ¢ 8.5, as amended;
“OSC” means the Ontario Securitics Commission;

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

“Poon” means the defendant Kai Kit Poon;



(ww)
(xx)

(yy)

(zz)
(aan)

(bbb)

(cce)

(ddd})

{eee)

(fif)

(egg)

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

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

with GAAP;
“RBC” means the defendant RBC Dominion Securities Ine.;
“Seotin” means the defendant Scotia Capital Inec.;

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

defined in paragraph 10 hereof;

“Securities” means Sino’s common shares, notes or other securities, ag defined in
the O84;

“Securities Legislation” means, collectively, the O8A, the Securities Act, RSA
2000, ¢ S-4, as amended; the Securities Act, RSBC 1996, ¢ 418, as amended; the
Securlties Act, CCSM ¢ 850, ns amended; the Securities Act, SNB 2004, ¢ §-5.5,
as amended; the Securities Act, RSNL 1990, ¢ S-13, as amended; the Securities
Aet, SNWT 2008, ¢ 10, as amended; the Securities Act, RSNS 1989, ¢ 418, as
amended; the Securities Act, S Nu 2008, ¢ 12, as amended; the Securities Act,
RSPEI 1988, ¢ §-3.1, as amended; the Securities Act, RSQ ¢ VY-1.1, as amended;
the Securities Act, 1988, SS 1988-89, ¢ S-42.2, as smended; and the Securities
Act, 8Y 2007, ¢ |6, as amended;

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

Canadian Sccurities Administrators;

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

collectively;

“TD"” means the defendant TD Securities Inc.;

24



10

(hhh) “T8X"” means the Toronto Stock Exchange;

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

collectively;
(i) “Wang” means the defendant Peter Wang;
(kkk) “Woest” means the defendant Garry J. West; and

() “WFOE” means wholly foreign owned enterprise or an enterprise established in
China in accordance with the relevant PRC laws, with capitel provided solely by

foreign investors,
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The Plaintiffs ¢laim:

(a)

(b)

(c)

(d)

()

0

(g)

(h)

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

the Court;

A declaration that the Impugned Documents contained, either explicitly or
implicitly, the Representation, and that, when made, the Representation was &
misrepresentation, both at law and within the meaning of the Securitics

Legislation;

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

meaning of the Securities Legislation;

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

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

A declaration that the Underwriters, E&Y, BD{O and P8yry are each vicariously
liable for the acts and/or omissions of their respective officers, directors, partners

and employees;

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

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

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

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

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

Poon, Horsley, Wang, Martin, Mak, Murray, Hyde, P6yry, E&Y, Dundee,
Merrill, Credit Suisse, Scotia and TD, general damages in the sum of
$330,000,000;

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

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

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

million;

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

On behalf of all the Class Members who purchased Sino’s 6,.25% QGuaranteed
Senior Notes due 2017 pursuant to the October 2010 Offering Memorandum, and
as against Sino, Chan, Poon, Horsley, Wang, Mak, Murray, Hyde, Ardell, Pdyry,
E&Y, Credit Suisse USA and Banc of America, general damages in the suin of
US$600 million;
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On behalf of all of the Class Members, and as against Sino, Chan, Poon and
Horsley, punitive damages, in respect of the conspiracy pled below, in the sum of
$50 million;

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

Underwriters were unjustly enriched;

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

Underwriters;

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

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

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

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

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

I, OVERVIEW

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

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

Sino has also claimed to have experienced breathtaking growth,
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4. Beguiled by Sino’s reported results, and by Sino’s constant refrain that China constituted
an extraotdinary growth opportunity, investors drove Sino’s stock price dramatically higher, as

appears from the following chart:
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3. The Defendants profited handsomely from the market’s appetite for Sino’s securities,

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

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

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

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

This was false,

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

had a catastrophic effect on Sino’s stock price,

q, On June 1, 2011, prior to the publication of Muddy Waters’ report, Sino’s common
shares closed at $18.21, After the Muddy Waters report became public, Sino shares felt to
$14.46 on the TSX (a decline of 20.6%), at which point trading was halted. When trading

resumed the next day, Sino’s shares fell to a close of $5.23 (a decline of 71.3% from June 1),

i0. On June 3, 2011, Sino announced that, in response to the allegations of Muddy Waters,

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

1 Dellar Ngves nre n Canaclian dallars (unless otherwise indivated) o a1 e rounded for convenivnge



“Independent Committee” or “IC”), to examine and review the allegations contained in the
Muddy Waters’ report of June 2, 2011. The initial members of the IC were the Defendants
Ardell, Bowland and Hyde. The IC subsequently retained legal, accounting and other advisers to

assist it in the fulfillment of its mandate.

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

perpetuate a fraud,

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

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

forestry bureaus and forestry bureau officials.”

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

plausible answers to, key allegations made by Muddy Waters;

This Final Report of the IC sets out the activities undertaken by the 1C 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 of TC 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, thc work of the IC is
now at the point of diminishing returns because much of the information which it
is seeking lies with non-compellable third partics, may not exist or is apparently
not retrievable from the records of the Company.

L]

Given the circumstances described above, the IC understands that, with the
delivery of this Final Report, its review and examination activities are terminated.
The [C does not expect to undertake further work other than assisting witb
responses o 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
1C has asked the 1C Advisors to remain available to assist and advise the 1C upon
its instructions

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

that they were investing in a well managed, ethical and GAAP-compliant corporation. They



were not. Accordingly, this action is brought to recover the Class Membets’ losses from those
who cansed them; the Defendants,
IY. THE PARTIES

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

a multi-employer pension plan providing benefits for employees working in the construction
industry. The fund is a union-negotiated, collectively-bargained defined benefit pension plan
established on February 23, 1972 and currently has approximately $2 billion in assets, over
39,000 members and over 13,000 pensioners and beneficiaries and approximately 2,000
participating employers. A board of trustees representing members of the plan governs the fund.
The plan is registered under the Pension Benefits Act, RSO 1990, ¢ P.8 and the Income Tax Act,
RSC [985, 5th Supp, c,1. Labourers purchased Sino’s common shares over the TSX during the
Class Period and continued to hold shares at the end of the Class Period. In addition, Labourets
purchased Sino common shares offered by the December 2009 Prospectus and in the distribution

to which that Prospectus related.

16.  Operating Engineers are the trustees of the International Union of Operating Engineers
Local 793 Pension Plan for Operating Engineers in Ontario, a multi-employer pension plan
providing pension benefits for operating engineers in Ontario. The pension plan is a union-
negotiated, collectively-bargained defined benefit pension plan established on Noyember 1, 1973
and currently has approximately $1.5 billion in assets, over 9,000 members and pensioners and
beneficiaries. The fund is governed by a board of trustees representing members of the plan, The
plan is registered under the Pension Benefits Act, RSO 1990, ¢ P.8 and the Income Tax Act, RSC
1985, 5th Supp, ¢.1. Operating Engineers purchased Sino’s common shares over the TSX during

the Class Period, and continucd to hold shares at the end ol the Class Period,

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

end of the Class Period.

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

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

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

conttnued to own those shares at the end of the Class Period.

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

Sino is a corporation formed under the CBCA,

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

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

securities that are traded in Canada and elsewhere.

22.  As a reporting issuer in Ontario, Sino was required throughout the Class Period to issue

and file with SEDAR:

(a) within 45 days of the end of each quarter, quarterly interim financial statements
prepared in accordance with GAAP that must include a comparative statement to

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

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

the period covered by the preceding financial year;

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

financial statements; and

(dy  within 90 days of the end of the fiscal year, an A[F, including material
information about the company and its business at a point in time in the context of

its historical and possible future development.

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

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

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

external factors that impact the company specifically.

Iy
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25.  Sino controlled the contents of its MD&As, financial statements, ATFs and the other

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

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

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

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

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

28.  Since Sino was established, Chan has received lavish compensation from Sino. For
example, for 2006 to 2010, Chan’s total compensation (other than share-based compensation)
was, respectively, US$3.0 millior, US$3.8 million, US$5.0 million, US$7.6 million and US$9.3

million,

29, As at May 1, 1995, shortly after Sino became a reporting issuer, Chan held 18.,3% of
Sino’s outstanding common shares and 37.5% of its preference shares. As of April 29, 2011 he
held 2.7% of Sino’s common shares (the company no longer has preference shares outstanding).

Chan has made in excess of $10 miilion through the sale of Sinc shares.
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30.  Horsley is Sino’s Chief Financial Officer, and has held this position since October 2005.
In his position as Sino’s CFO, Horsley has signed and certified the company’s disclosure
documents during the Class Period. Horsley resides in Ontario. Horsley has made in excess of

$11 million through the saie of Sino shares,

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

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

32.  Since becoming Sino’s CFO, Horsley has also received lavish compensation from Sino.
For 2006 to 2010, Horsley’s total compensation {other than share-based compensation) was,
respectively, US§E1.1 million, US§1.4 million, US$1.7 million, US$2.5 million, and US$3.1

million,

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

make the misrepresentations particularized below.

34.  As at May 1, 1995, shortly after Sino became a reporting issucr, Poon held 18,3% of

Sino’s outstanding common shares and 37.5% of its preference shares. As of April 29, 2011 he
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held 0.42% of Sino’s commaon shares. Poon has made in excess of $34.4 million through the salc

of Sino shares.

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

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

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

particularized below,

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

caused Sino to make the misrepresentations particularized herein.

38.  Mak is a director of Sino, and has held this position since 1994, Mak was a member of
Sino’s audit committee prior to early 2011, Mak and persons connected with Mak have made in
excess of $6.4 million through sales of Sino shares, Mak resides in British Columbia. As a

board member, he adopted as his own the false statements made in cach of Sino’s annual

(|
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financial statements, particularized below, when such statements were signed on his behalf. Asa

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

39.  Murray is a director of Sino, and has held this position since 1999. Murray has madc in
excess of $9.9 million through sales of Sino shares, Murray resides in Hong Kong, China, As a
board member, he adopted as his own the false statements made in cach of Sino’s annual
financial statements, particularized below, when such statements were signed on his behalf, Asa

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

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

beginning of 2007 to the close of 2010,

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

below.

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

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

43,  Bowland was a director of Sino from February 2011 until his resignation from the Board
of Sino in November 20f1. While on Sino’s Board, Bowlond was a member of Sino’s Audit
Committee. He was formerly an employee of a predecessor to E&Y. Bowland resides in
Ontaria, As a board member, he adopted as his own the false statements made in each of Sino’s
annua! financia) statements released while he was a board member, particularized belnw, when
such statements wete signed on his behalf, As a board member, he caused Sino to make the

misrepresentations particularized below,

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

misrepresentations particularized below,

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

fiduciaries, and in violation of their fiduciary duties, In addition, Chan, Poon, Horsley, Mattin,

540
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Mak and Murray were unjustly entiched in the manner and to the extent particularized below

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

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

matters, be reported.

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

within the meaning of the Securities Legislation.

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

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

particularly below.

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

expert of Sino within the meaning of the Securities Legislation,

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

they did to their detriment.

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

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

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

Jemphasis added].

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

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

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

Sino-Forest by resolutions passed on May 6, 2005, June 5, 2006 and May 28, 2007,

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

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

financial statements constituted Impugned Documents.

57. Pdyry is an international forestry consulting firm which purported to provide certain
forestry consultation services to Sino, PByry is an expert of Sino within the meaning of the

Securities Legislation,

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

on P8yry’s statements relating to Sino, which they did to their detriment,

r
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59.  P&yry consented to the inclusion in the June 2007, June 2009 and December 2009
Prospectuses, as well as the July 2008, June 2009, December 2009 and October 2010 Offering

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

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

more of the Offerings,

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

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

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

losses that they sustained on their Sino investments,

44
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V. THE OFFERINGS

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

during the Class Period, 1n particular:

(a)

(b}

()

On June 5, 2007, Sino issued and filed with SEDAR the June 2007 Prospectus
pursuant to which Sino distributed to the public 15,200,000 common shares at a
price of $12,65 per share for gross proceeds of $201,135,000. The June 2007
Prospectus incorporated by reference Sino’s: (1) 2006 AIF; (2) 2006 Audited
Annual Financial Statements; (3) 2006 Annual MD&A; (4) Management
Information Circular dated April 27, 2007; (5) Q1 2007 Financial Statcments; and
{6) Q12007 MD&A;

On July 17, 2008, Sino issued the July 2008 Offering Memorandum pursuant to
which Sino sold through private placement US$345 millicn in aggregate principal
amount of convertible senior notes due 2013, The July 2008 Offering
Memorandum included: (1) Sino’s Consolidated Annval Financial Statements for
2005, 2006 and 2007; (2) Sino’s unaudited interim financial statements for the
three-month periods ended March 31, 2007 and 2008; (3) the section of the 2007
ATF entitled “Audit Committee” and the charter of the Audit Committee attached
as an appendix to the 2007 AIF; and (4) the P8yry report entitled “Sino-Forest
Corporation Valuation of China Forest Assets Repart as at 31 December 2007
dated March 14, 2008;

On June 1, 2009, Sino issued and filed with SEDAR the June 2009 Prospecius
pursuant to which Sino distributed to the public 34,500,000 common shares at a
price of $11,00 per share for gross proceeds of $379,500,000. The June 2009
Prospectus ingorporated by reference Sino’s: (1) 2008 AIF; (2) 2007 and 2008
Annual Consolidated Financial Statemenis; (3) Amended 2003 Annual MD&A;
(4) Q1 2009 MD&A,; (5) Q1 2008 and 2009 Financial Statements; (6) Q1 2009
MD&A; (7) Management [nformation Circular dated April 28, 2009; and (8) the
P&yry report titled “Valuation of China Forest Corp Assets As al 31 December
2008" dated April 1,2009;



(d)

(e}

£

On June 24, 2009, Sino issued the June 2009 Offering Memorandum for exchange
of certain of its then outstanding senior notes due 2011 with new notes, pursuant
to which Sino issued US$212,330,000 in aggregate principal amount of 10.25%
Guaranteed Senior Notes due 2014. The Jjune 2009 Offering Memorandum
incorporated by reference: (1) Sino’s 2005, 2006 and 2007 Consolidated Annual
Financial Statements; (2) the auditors’ report of BDO dated March 19, 2007 with
respect to Sine’s Consolidated Annual Financial Statements for 2005 and 2006;
(3) the auditors’ report of E&Y dated March {2, 2008 with respect to Sino’s
Consolidated Annual Financial Statements for 2007 except as to notes 2, 18 and
23; (4) Sino’s Consolidated Annual Financial Statements for 2007 and 2008 and
the auditors’ report of E&Y dated March 13, 2009, (5) the section entitled “Audit
Committee” in the 2008 AIF, and the charter of the Audit Committee attached as
an appendix to the 2008 AIF; and (6) the unaudited interim financial statements
for the three-month periods ended March 31, 2008 and 2009;

On December 10, 2009, Sino issued the December 2009 Offering Memorandum
pursuant to which Sino sold through private placement US$460,000,000 in
aggregate principal amount of 4.25% convertible senior notes due 2016. This
Offering Memorandum incorporated by reference: (1) Sino’s Consolidated
Annval Financial Statements for 2005, 2006, 2007; (2) the auditors’ report of
BDO dated March 19, 2007 with respect to Sino’s Annual Financial Statements
for 2005 and 2006; (3) the auditors’ report of E&Y dated March 12, 2008 with
respect to Sino’s Consclidated Annual Financial Statements for 2007, except as to
notes 2, 18 and 23; (4) Sino’s Consolidated Annual Finangial Statements for 2007
and 2008 and the auditors’ report of E&Y dated March 13, 2009; (5) the
vnaudited interim consolidated financial statements for the ninc-month periods
ended Scptember 30, 2008 and 2009, (6) the section entitled *Audit Committce”
in the 2008 AIF, and the charter of the Audit Committce attached to the 2008
AIF; (7} the P8yry report entitled “Sino-Forest Corporation Valuation of China
Forest Assets as at 3| December 2007”; and (8) the Pdyry report entitled “Sino-
Forest Corporation Valuation of China Forest Corp Assets as at 31 December
2008” dated April i, 2009;
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On December 10, 2009, Sine issucd and Hled with SEDAR the December 2009
Prospecius (together with the June 2007 Prospectus and the June 2009 Prospecius,
the “Prospectuses™) pursuant to which Sino distributed to the public 21,850,000
common shares at a price of $16,80 per share for gross proceeds of $367,080,000,
The December 2009 Prospectus incorporated by reference Sino’s: (1) 2008 AIF;
(2) 2007 and 2008 Annual Consolidated Financial Statements; (3) Amended 2008
Annual MD&A; (4) Q3 2008 and 2009 Financial Statements; (5) Q3 2009
MD&A; (6) Management Information Circular dated April 28, 2009; and (7) the
P8yry report titled “Valuation of China Forest Corp Assets As at 31 December
2008 dated April 1, 2009;

On February 8, 2010, Sino closed the acquisition of substantially all of the
outstanding common shares of Mandra Forestry Holdings Limited. Concurrent
with this acquisition, Sino completed an exchange with holders of 99.7% of the
USD$195 million notes issucd by Mandra Forestry Finance Limited and 96.7% of
the warrants issued by Mandra Forestry Holdings Limited, for new 10.25%
guaranteed scnior notes issued by Sino in the aggregate principal amount of
USD$187,177,375 with a maturity date of July 28, 2014, On February 11, 2010,
Sino exchanged the new 2014 Senior Notes for an additional issue of
USD$187,187,000 in aggregate principal amount of Sino’s existing 2014 Senior

Notes, issued pursvant to the June 2009 Offering Memorandum; and

On October 14, 2010, Sino issued the October 2010 Offering Memorandum
pursuant to which Sino sold through private placement US$600,000,000 in
aggrogate principal amount of 6.25% guaranteed senior notes due 2017. The
Oectober 2010 Offering Memorandum incorporated by reference: (1) Sino’s
Consolidated Annual Financial Statements for 2007, 2008 and 2009; (2) the
auditors’ report of E&Y dated March 15, 2010 with respect to Sino’s Annual
Financial Statements for 2008 and 2009, and (3) Sino’s unsudited interim

financial statements for the six-month periods ended June 30, 2009 and 2010,
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64,  The offering documents referenced in the preceding paragraph included, or incorporated
ather documents by reference that included, the Representation and the other misrepresentations
in such documents that arc particularized elsewhere herein. Had the truth in regard to Sino’s
management, business and affairs been timely disclosed, securities regulators likely would not

have receipted the Prospectuses, nor would any of the Offerings have occurred.

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

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

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

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

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

for 2008 and 2009.

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

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

V1. THE MISREPRESENTATIONS

70.  During the Class Period, Sino made the misrepresentations particularized below. These

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

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

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

F. Sino’s cash flows;

G. Certain risks to which Sino was exposed; and

H. Sino’s compliance with GAAP and the Auditors’ compliance with GAAS.

A, Misrepresentations relating to Sino’s History and Fraudulent Origins

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

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

purpose of Leizhou, established in 1994, was:

Managing forests, wood processing, the production of wood products and wood
chemical products, and establishing a production facility with an annual
preduction capacity of 50,000 m* of Micro Density Fiber Board (MDF),
managing a base of 120,000 mu (8,000 ha) of which the forest annual utilization
wouid be 8,000 m’.
72, Therc are two types of joint ventures in the PRC relevant to Sino: equity joint ventures
(*EJVY”) and cooperating joint ventures (“CJV™). In an EIV, profits and assets are distributed in
proportion to the parties’ equity holdings upen winding up. In a CJV, the parties may contract to

divide profits and assets disproportionately to their equity interests.

r
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73.  According to a Sino prospectus issued in January 1997, Leizhou, an EIV, was responsible
for 20,000 hectares of the 30,000 hectares that Sino claimed to have “phased-in.”” Leizhou was

the key driver of Sino’s purported early growth,

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

contribute a mere 3,533 ha,

75. What was also unknown to investors was that Leizhou did not generate the sales claimed
by Sino. More particularly, in 1994, 1995 and 1996, respectively, Sino claimed to have
generated USS$11.3 milkion, US$23.9 million and US$23.1 million in sales from Leizhou. In

reality, however, these sales did not occur, or were materially overstated.

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

complained:

To: Zhanjiang Municipal Foreign Economic Relations & Trade Commission

Through mutual consultation between Leizhou Forestry Administration
(hereinafter referred to as owr side) and Sino-Wood Partners Limited (hereinafter
referred to as the foreign parny), and, with the approval document ZIMPZ
Na.021 [1994] issued by your commission on 28" January 1994 for approving
the contracts and articles of association entered into by both parties, and, with the
approval certificate WIMZHZZZ No.065 [1994] issued by your commission,
both parties jointly establishcd Zhanjiang Eucalyptus Resources Development
Co. Ltd. (hereinafter referred to as the Joint Yenture) whose incorporate number
is 162622-0012 and duly registered the same with Zhanjiang Administration for
Industry and Commerce and obtained the business license GSQHYZ No.00604
on 29" January in the same year. It has been 4 years since the registration and
we set out the situation as follows:

i. Information of the investment of both sides
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The investment of our side; aceording to the contract and articles of
asscciation signed by both sides and approved by your ceammission, our
side has paid in RMB95,481,503.29 (equivalent to USD11,640,000.00) to
the Joint Venture on 20™ June 1995 through an in-kind contribution, The
payment was made in accordance with the prescribed procedures and
confirmed by signatures of the legal representatives of both parties.
According to the Capital Verification Report from Yuexi (EL75)
Accounting Firm, this payment accounts for 99.1% of the agreed capital
contribution from our side, which is USD11,750,000, and accounts for
46.56% of the total investment,

The investment of the foreign party; the foreign parly has paid in
USD1,000,000 on 16™ March 1994, which wag in the starting period of the
Joint Venture, According to the Capital Verification Report from Yuexi
(B6) Accounting Firm, this payment only accounts for 7.55% of the
agreed  capital contribution from the foreign party totaling
USD13,250,000, and accounts for 4% of the total investment. Then, in the
prescribed investment period, the foreign party did not further pay capilal
into the Joint Venture. In view of this, your commission sent a “Notice on
Time for Capitai Contribution” to the foreign party on 30" January 1996,
In accordance with the notice, the foreign party then on 10™ April sent a
letter to your commission, requesting for postponing the deadline for
capital contrihution to 20" December the same year. On 14" May 1996,
your conunission replied to Allen Chan (FR{EIR), the Chairman of the
Jeint Venture, stating that “postponement of the deadline for capital
contribution is subject to the consent of our side and requires amendment
of the term on the capital contribution time in the original countract, and
both parties shall sign a bilateral supplementary contract; after the
application has been upproved, the postponed deadline will become
effective.”. Based on the spirit of the letter dated 14" May from your
commission and for the purpose of achieving mutual communication and
dealing with the issues of the Joint Venture actively and appropriately, on
11" June 1996, Chan Shixing (FE3H3¢) and two other Directors from our
side sent a joint letter to Allen Chan (ff{8%), the Chairman of the Joint
Venture, to propose a meeting of the board to be convened before 30"
June 1996 in Zhanjiang, in order to discuss how to deal with the issues of
the Joint Venture in accordance with the relevant State provisions.
Unfortunately, the foreign party neither had discussion with our side
pursuzant to your comsnission’s letter, nor replied to the proposal of our
side, and furthermore Failed to make payment o the Joint Venture. Now, it
has been Lwo years beyond the deadline for capital contribution (29"
January 1996), and more than one year beyond the date prescribed by the
Notice on Time for Capitel Contribution issued by your commission (30"
April 1996). Ilowever, the foreign party has been evading the diseussion
ol the capital contribuiion issue, and morcover has taken no [urther aclion,
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1L, The Joint Venture is not capable of attnining substantial
operation

According to the contract and articles of association, the main purposes of
seiting up the Joint Venture are, on the one hand, to invest and construct a
project producing 50,000 cubic meter Medium Density Fiberboard (MDF)
a year; and on the other hand, to create a forest base of 120,000 mu, with
which to produce 80,000 cubic meter of timber as raw material for the
production of medium density fiberboard. The contract and articles of
association also prescribed that the whole funding required for the MDF
board project should be paid by the foreign party in cash; our side should
pay in-kind the proportion of the fund prescribed by the contract. After
contributing capital of USD1,000,000 in the early stage, the foreign
parly not only falled to make subsequent capital contributions, but also
in their own name successively withdrew a total amount of
RMDB4,141,045.02, from the funds they coniributed, of which
USD270,000 was paid fo Huadu Baixing Wood Products Faclory
(TEEBIT EXKAR ), which has no business relationship with the
Joint Venture. This amount of money equals 47.6% of [the foreign
party’s] paid in capital. Although our side has almost paid off the agreed
capital contribution (only short 0.9% aof the total committed), due to the
fimited contribution from the foreign party and the fact that they
withdrew a huge amount of money from those funds originally
contributed by them, it Is impossibie for the Joint Venture to construct or
set up production projects and o commence production operation while
the funds have been Insufficient and the foreign party did not pay in the
majority of the subscribed capital, In fact, the Joint Venture therefore Is
merely g shell, exisiing in name only,

Addittonally, afier the establishment of the Joint Venture, its internal
operations have been extremely abnormal, for example, annual board
meelings have not been held as scheduled; annual reports on the stalus and
the results of the annual financial audit are missing; the withdrawal of the
huge amount of funds by the foreign party was not discussed in the board
meetings, ete. [t is hard to list all here.

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

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

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

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

77.  Inits 1996 Annual Financia} Statements, Sino stated:

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

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

was wound-up in 1998,

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

revenues and profits.

(ii)  Sino’s Fictitious Investment in SIXT
{13 In Sina’s audited financial statements for the year ended December 31, 1997, filed on

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

cquity interest in “Shanghat Jin Xiang Timber Ltd.” (“SIXT”). Sino then described SIXT as an

[
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EJV that had been formed in 1997 by the Ministry of Forestry in China, and declared that its
function was to organize and manage the first and only official market for timber and log trading
in Tastern China, [t further stated that the investment in SIXT was expected to provide the
Company with good accessibility to a large base of potential customers and companies in the

timber and log businesses in Eastern China.

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

in its disclosure documents, an equity stake in that venture.

82. According to the (997 Audited Annual Financial Statements, the total investment of
SIXT was estimated to be US$9.7 million, of which Sino would be required to contribute
approximately US$1.8 million for a 20% equity interest. The 1997 Audited Annual Financial
Statements stated that, as at December 31, 1997, Sino had made capital contributions to SIXT in
the amount of US$1.0 million. In Sino’s balance sheet as at December 31, 1997, the SXJT

investment was shown as an asset of $1.0 million,

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

Sing’s total reported revenues in 1998 were $92.7 million.

84. in Sino’s Audited Annual Financial Statements for the year ended December 31, 1998,
which stalements were filed on SEDAR on May 18, 1959 (thc “1998 Financial Statements™),

Sino again stated that, in 1997, it had acquired a 20% equity interest in §JX'1, that the total

€A
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investment in SIXT was estimated to be US$9.7 million, of which Sino would be required to
contribute approximately $1.9 million, representing 20% of the registered capital, and that, as at
December 31, 1997 and 1998, Sino had made contributions in the amount of US$1,0 million to
SIXT. In Sino’s balance sheet as at December 31, 1998, the SXIT investment was again shown

as an asset of US$1.0 million,

8s. Sino also stated in the 1998 Audited Annual Financial Staterments that, during 1998, the
sale of logs and lumber to SIXT amounted to approximately US$537,000. These sales wete

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

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

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

SJXT represents a veryp significant development for our lumber and wood
products frading business. The market is prospering and continues o look very
promising, Phase 1, consisting of 100 shops, is completed. Phases I and 11 are
expected to be completed by the year 2000. This expansion would triple the size
ofthe Shanghai Timber Market,

The Shanghai Timber Market Is Important (o Sino-Forest as a generator of
significant new revenue. In addition fo supplying various forest producitys fo the
markel from our own operations, ounr direct participation in SJXT increases our
activities in sourcing a wide range of other wood products both from Inside
China and internationally.

The Shanghai Timber Market is also very beneficial (o the development of the
Sorest products industry in China because it is the first forest products national
sub-market in the eastern region of the countiry.

L]

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

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

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

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

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

[Emphasis added.]

89.  InSino’s MD&A for the year ended December 31, 1999, Sino also stated that:

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

[Emphasis added.]

90.  That samc MD&A, however, also states that *“The investment in SIXT has contributed to
the significant growth of the lumber and wood products trading business, which has recorded an
increase in sales of 219% from $11.7 million in 1998 to $37.2 million in 1999” (emphasis

added),

o1, In Sino’s Audited Annuval Financiat Statcments for the year ended December 31, 1999,
which statements were {iled an SEDAR on May 18, 2000 (the *1999 Financial Statements”),

Sino stated:
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During the year, Shanghai Jin Xiang Timber Ltd. [“SIXT”] applied to increase
the original total capltal contributions of $868,000 [Chinese renminbi 7.2
mitlion] to $1,509,000 [Chinese renminbi 12.5 million], Sino-Wood is required to
make an additional contribuiion of $278,000 as a result of the increase in total
capital contributions. The additional capital contribution of $278,000 was made
in 1999 increasing its equity interest in SJXT from 27.8% to 34.4%. The
principal activity of SIXT is to organize trading of timber and logs in the PRC
market.

[Emphasis added.]

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

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

g3, In addition, note 2(b) to the 1999 Financial Statements stated that, “[a]s at December 31,
1999, $796,000..advances to SJXT remained ouistanding. The advances to SIXT were
unsecured, non-interest bearing and without a fixed repayment date.” Thus, assuming that Sino’s
contributions to SJXT were actually made, then Sino’s prior statements in relation to SIXT were
materially misleading, and violated GAAP, inasmuch as those statements failed to disclose that

Sino had made to SJXT, a related party, a non-interest bearing foan of $796,000.

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

Sino stated:

In 1999, Shanghai Jin Xiang Timber Lid. (“SIXT”) applied to increase the
original total capital contributions of $868,000 [Chinese renminbi 7.2 miltion] to
$1,509,000 [Chinese renminbi 12.5 million]. Sino-Wood is required to make an
additional contribution of $278,000 as a result of the increase in total capital
contributions, The additional capital contribution of $278,000 was made in 1999
increasing its equity interest in STXT from 27.8% to 34.4%. The principal activity
of SIX'T" is to organize the trading of tinber and logs in the PRC market. During
the year, advances to SIXT of $796,000 were repaid.
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95, In 8ino’s balance sheet as at December 31, 2000, the SIXT investment was shown as an
asset of $519,000, being the sum of Sino’s putported SIXT investment of $1,315,000 as at
December 31, 1999, and the $796,000 of “advances™ purportedly repaid to Sino by SIXT during

the year ended December 31, 2000,

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

were reckless in not knowing of, that fact.

97. At all material times, Sino’s founders, Chan and Pocn, were fully aware of the reality
relating to SJX1', and knowingly misrepresented the true status of SJIXT and Sino’s interested

therein.

(i} Sino's Materlally Deficlent and Misleading Class Period Disclosures regarding
Sino’s History

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

were either grossly inflated or fictitious.

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

throughout the Class Pericd, Sino’s senior management and Board purported to be governed by

o
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the Code, which touted the “high standards of ethical conduct, in both words and actions”, of

Sino’s senior management #nd Board,

100, 1In the Prospectuses, Sino described its history, but did not disclose that the SIXT
investment was fictitious, or that ihe revenues generated by Leizhou were non-existent or grossly

oversiated,
101, In particular, the June 2007 Prospectus stated merely that:

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

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

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

103.  Tinally, the Deeember 2009 Prospectus stated only that:

The Corporation was formed under the Business Corporations Act (Ontario) upon
the amalgamation of Mt. Kearsarge Minerals Inc, and 1028412 Ontarie Inc,
pursuant to articles of amalgamation dated March 14, 1994, The articles of
amalgamation were amended by articles of amendment filed on July 20, 1995 and
May 20, 1999 to effect certain changes in the provisions attaching to the



Corporation’s class A subordinate-voting shares and class B multiple-voting
shares. On June 25, 2002, the Corporation filed articles of continuance to continue
under the Canada Business Corporations Act (the “CBCA”). On June 22, 2004,
the Corporation filed articles of amendment whereby its class A subordinate-
voting shares were reclassified as Common Sharcs and its class B multiple-veting
shares were eliminated,

104, The failure to disclose the true nature of, and/or Sino’s revenues and profits from, SIXT
and Leizhou in the historical narrative in the Prospectuses rendered those Prospectuses materially
false and misleading, Those historical facts would have alerted perscns who purchased Sino
shares under the Prospectuses, and/or in the secondary markets, to the highly elevated risk of
investing in a company that continued to be controlled by Chan and Poon, both of whom were
founders of Sino, and both of whom had knowingly misrepresented the true nature of Leizhou
and SJX'T' from the time of Sino’s creation. Thus, Sino was required to disclose those historical
facts to the Class Members during the Class Period, but failed to do so, either in the Prospectuses

or in any other Impugned Document,

B. Misrepresentations relating to Sino’s Forestry Assels
(i) Sino Overstales jts Yunnan Forestry Assets
105, In @ press release issued by Sino and filed on SEDAR on March 23, 2007, Sino

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

that Agreement, Sino-Panel would acquire approximately 200,000 hectares of non-state owned
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commercial standing timber in Lincang City and surrounding cities in Yunnan for USE700

million to US$1.4 biliion over a 10-year period.

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

holdings, as particularized below,

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

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

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

Statements, the 2006 Annual MD&A.

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

109.  In mid-2010, Sinc became a majority shareholder of Greenheait Group Lid., a Bermuda
corporation having its headquarters in Hong Kong, China and a listing on the Hong Kong Stock

Exchange (“Greenheart™).

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

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

Board’s Chairman, and Martin became the CEO of Greenheart and a member of its Board.

111, On August 24, 2010 and December 28, 2010, Greenheart granted to Chan, Martin and
Murray options to purchase, respectively, approximately 6.8 million, 6.8 million and 1.1 million

Greenheart shares. The options are exercisable for a five-year term,

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

0.9% of the total issued and outstanding shares of Greenheart,

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

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

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

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

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

LLA. &2

312,000 heetares now under Greenheart management

Hong Kong, March 1, 2011 - Greenheart Group Limited (“Greenheart” or “the
Company™) (HKSE: 00094), an investment holding company with forestry assets in
Suriname and New Zealand (subject to certain closing conditions) today announced that
the Company has acquired 60% of Vista Marine Services N.V. {(“Vista”}, a private
company hased in Suriname, Sowth America that controls certain harvesting rights to a
128,000 hectares hardwood concession, Vista will be rebranded as part of the
Greenheart Group., This transaction will Increase Greenheari’s concessions under
management in Surlname to approximately 312,000 hectares. The cost of this
acquisition is not material to the Company as a whole but the Company is optimistic
about the prospects of Vista and the positive impact that it will bring, The concession is
located in the Sipalawini district of Suriname, South America, bordering Lake
Brokoponde and has an estimated annual allowable cut of approximately 100,000
cibic mefers.
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Mr. Judson Martin, Chief Executive Officer of Greenheart and Vice-Chairman of Sino-
Forest Corporation, the Company’s controlling shareholder said, *“This acquisition is in
line with our growth strategy to expand our footprint in Suriname. In addition to
increased harvestable area, this acquisition will bring synergies in sales, marketing,
administration, financia! reporting and control, logistics and overall management. 1 am
pleased to welcome Mr, Ty Wilkinson to Greenheart as our minority partner, Mr.
Wilkinson shares cur respect for the pecple of Suriname and the land and will be
appointed Chief Executive Officer of this joint venture and be responsible for operating
in & sustainable and responsible manner. This acquisition further advances Greenheart’s
strategy of becoming a glabal agri-fovestry company, We will continue to actively seek
well-priced and sustainable concessions in Suriname and neighboring regions in the
coming months,”

[Emphasis added.]

In its 2010 AlF, filed on SEDAR on March 31, 2011, Sino stated:

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

[Emphasis added.]

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

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

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

control more than 150,000 hectares of land under concession, Therefore, either Greenheart’s

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

concessions under management in Suriname violated the laws of Suriname, which was a material

fact not disclosed in any of the Impugned Documents.

117.

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

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

of 150,000 hectares on Greenheart and its subsidiarics,

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

the 2010 Annval MD&A, the 2010 Audited Annual Financial Statements, and the 2010 AIF,

(it} Sino oversiates its Jiangxi Forestry Assels
119, OnJune 11, 2009, Sino issued a press release in which it stated:

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

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

In addition to securing the maximum tree acquisition price, Sino-Panel has pre-emptive
rights to lease the underlying plantation land at a price, permitted under the relevant PRC
laws and regulations, not to exceed RMB450 per hectare per annum for 30 vears from the

N
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time of harvest, The land lease can also be extended to 50 years as permitted under PRC
laws and regulations, The specific terms and conditions of purchasing or leasing are to be
determined upon the execution of definitive agreements between the PRC subsidiaries of
Sino-Panel and Jiangxi Zhonggan upon the nuthorisation of original plantation rights
holders, and subject 1o the requisite governmental approval and in compliance with the
relevant PRC laws and regulations.

Sino-Forest Chairman and CEQ Allen Chan said, “We are fortunate to have been able
fo capture and support investment opportunities in China’s developing forestry sector
by locking up a large amount of fibre at compelitive prices, The Jlangxi Master
Agreement is Sino-Forest’s fifth, long-term, fibre purchase agreement duvring the past
two years. These five agreements cover a lotal planiation area of over one million
hectares in flve of Chinn’s most densely forested provinces,”

[Emphasis added.]

120,  According to Sino’s 2010 Annual MD&A, as of December 31, 2010, Sino had acquired
59,700 ha of plantation trecs from Jiangxi Zhonggan Industrial Development Company Limited
("Zhonggan”} for US$269.1 million under the terms of the master agreement. (In its interim
report for the second quarter of 2011, which was issued after the Class Period, Sino ¢laims that,
as at June 30, 2011, this number had increased to 69,100 ha, for a purchase price of US$309.6

million).

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

acquisitions through Zhonggan are materially smaller than Sino has claimed.

(v} Poyry makes Misrepresentations in relation to Sino’s Forestry Assets

122, As particularized above, Sino overstated its forestry assets in Yunnan and Jiangxi
Provinces in the PRC and in Suriname. Accordingly, Sino’s total assets are overstated to a
material degree in all of the Impugned Documents, in viclation of GAAP, and each such

statement of Sino’s total assets constitutes a misrepresentation.
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123, In addition, during the Class Period, PSyry and entities affiliated with it made statements

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

(a)

(b)

(c)

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

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

In & “Final Report” dated Aprii 23, 2010, filed on SEDAR on April 30, 2010 (the
#2010 Valuations™), Péyry stated that “Guangxi, Hunan and Yunnan are the three
largest provinees in terms of Sino-Forest’s heldings, The largest change in area

by province, hoth in absolute and relative terms [sic] has been Yunnan, where the
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area of forest owned has almost tripled, from around 39 000 ha to almest 106 000
ha over the past year,” provided figures and tables regarding Yunnan, stated that
“Yunnan contains 106 000 ha, including 85 000 ha or 99% of the total broadleaf
forest,” stated that “the three provinces of Guangxi, Hunan and Yunnan together
contain 391 000 ha or about 80% of the total forest area of 491 000 ha” and that
“la]lmost 97% of the broadieaf forest is in Yunnan,” and provided a detailed
diseussion of $ino’s Yunnan “holdings” at Appendixes 3 and 4, Pdyry’s 2010
Valuations were incorporated in Sino’s 2009 AIF, the annual 2009 MD&A, each
of the Q1, Q2 and Q3 2010 MD&As, and the October 2010 Offering

Memorandum;

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

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

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

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

is economically dependent upon ancther,

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

present.

126, The existence of related party transactions is important to investors irrespective of the
reported dollar values of the transactions because the ftransactions may be controlled,
manipulated and/or concealed by management (for example, for corporate purposes or because
fraudulent activity is involved), and becawsc such transactions may be used to benefit
management or persons close to mmanagement at the expense of the company, and therefore its

shareholders.

(it} Sino fails to disclose that Zhonggan was a Related Parly

127, Trrespective of the true extent of Zhonggan’s transactions in Jiangxi forestry plantations,
Sino faited to disclose, in violation of GAAP, that Zhonggan was a related party of Sinc. More
particularly, according to AIC records, the legal representative of Zhonggan is Lam Hong Chiu,

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

n!
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shareholder of China Squarc Industrial Limited, 8 BVI corporation which, according to AIC

records, owns 80% of the equity of Zhonggan,

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

Financial Statements, and the 2010 AIF,

(i)  Sino fails io disclose that Homix was a Relaled Party

129, On January 12, 2010, Sino issucd a press release in which it announced the acquisition by
one of its wholly-owned subsidiaries of Homix Limited (“Homix”), which it described as a
company engaged in research and development and manufacturing of engineered-wood products

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

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

[...]

Mr. Allen Chan, Sino-Forest’s Chairman & CEO, said, “As we continue to ramp up our

replanting programme with improved eucalyptus species, it is important for Sino-Forest
to continue investing in the rescarch and development that maximizes all aspects of the
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forest product supply chain, Modernization and improved produelivity of the wood
processing industry in China is also necessary given the country’s chronic wood fibre
deficit. Increascd use of technology improves coperation efficicncy, and maximizes and
broadens the use of domestic plantation wood, which reduces the need for Jogging
demestic naturai forests and for importing logs from strained tropical forests, HOMIX
has signitficant technological capabilitics in engineered-wood processing.”

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

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

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

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

Homix, Jiangsu Dayang Wood Co., Ltd, (“Jinngsa’™)

132, In order to persuade current and prospective Sino sharcholders that there was a
commercial justification for the Homix acquisition, Sino misreprescnted Homix’s patent designs
registered with the PRC State Intellectual Property Office, In particular, in its 2009 Annual

Report, Sino stated;
HOMIX acquisition

In accordance with our strategy to focus on research and development and to improve the
end-use of our wood fibre, we acquircd [TOMIX Ltd, in January 2010 for $7.1 million.
This corporale acquisition is small but strategically important adding valuable
intellectual property rights and two engincered-wood processing facilities located in
Guangdong and Jiangsu Provinces to our opcrations, Homix has developed
environment-friendly technology, nn efficient process using recomposed technology to
convert small-diameter planiation logs into bullding materials and furniture. Since we
plan to grow high volumes of eucalypt and othcr FGHY species, this acquisition will help
us achieve our long-term objectives of maximizing the use of our fibre, supplying a

R
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variety of downstream customers and enhancing econemic tural development. [Emphasis
added]

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

materials and furniture,

(ivi  Sino fails to disclose that Yunan Shunxuan was a Related Party

134, In addition, during the Class Period, Sino purportedly purchased approximately 1,600
hectares of timber in Yunnan province from Yunnan Shumxuan Forestry Co, Ltd. Yunnan
Shunxuan was part of Sino, acting under a scparate label, Accordingly, it was considercd a
related party for the purposes of the GAAP disclosure requirements, a fact that Sino failed to

disclose.

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

Audited Annual Financial Statements, and the 2010 AITF,

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

GAAP, and a misrepresentation,

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

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

4.94 billion.

138, During that period, Yuda Wood was a related party of Sino. Indeed, in the Second
Repott, the IC acknowledged that “there is evidence sugpesting close cooperation [between
Sino and Yada Wood] (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)” [emphasis

added.]

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

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

(vi}  Sino fails to Disclose thai Major Suppllers were Related Parties
140. At material times, Sino had at least thirteen snppliers where former Sino employees,

consultants or secondees are or were directors, officers and/or sharcholders of one or more such
suppliers, Due to these and other connections between these suppliers and Sino, some or ali of

such suppliers were in fact undisclosed related parties of Sino,

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

Sinc’s purported plantation purchases between 2006 and the first quarter of 20 I,

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

would have enabled the investing public to ascertain that those suppliers were related parties,

€l
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D, Misrepresentations reluting to Sino’s Relations with Forestry Bureaus and ifs
Purported Title to Forestiy Assets in the PRC

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

industry in its jurisdiction.

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

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

145,  In addition, at material times, Sino and/or its subsidiaries and/or its suppliers made cash
payments and gave “gifis” to forestry bureau officals, which potentially constituted a serfous
crimingl offence under the laws of the PRC. At least some of these payments and gifts were
made or given in order to induce the recipients to issue “eonfirmation letters” in relation to
Sino’s purported holdings in the PRC of standing timber, These practices utterly compromised

the integrity of the process whercby those “confirmation letters” were obtained,

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

that forestry bureau did not issue confirmations o any company,

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

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

Sino’s most important market, the PRC,

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

and a misrepresentation;

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

149. 1n respect of Sino’s purported title to standing timber in the PRC, Sino possessed
Plantation Rights Certificates, or registercd title, only in respect of 8% of its purported holdings
of standing timber as at December 31, 2010, a fact nowhere disclosed by Sino during the Class
Period, This fact was highly material to Sino, inasmuch as standing timber comprised a large
properiion of Sinc’s assets throughout the Class Period, and in the absence of Plantation Rights

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

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

in the following Tmpugned Documents:

(a) In the 2008 AIF: “We have obtained the plantation rights certificates or
requisite approvals for acquiring the relevant plantation rights for most of the
purchased free plantations and planted tree plantations currently under our

management, and we are in the process of applying for the plantation rights
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certificates for those plantations far which we have not obtained such certificates”

[emphasis added];

(by In the 2009 AIF: “We have obtained the plantation rights certificates or
requisife approvals for acquiring the relevant plantation rights for most of the
purchased plantations and planted plantations currently under our
management, and we are in the process of applying for the plantation rights
certificates for those plantations for which we have not obtained such certificates”

[emphasis added]; and

{cy In the 2010 AIF: “We have obtained the plantation rights certificates or
requisite approvals for acquiring the relevant planiation righis for most of ihe
purchased plantations ond planted plantations currently under our
management, and we are in the process of applying for the plantation rights
certificates for those plantations for which we have not abtained such certificates”

[emphasis added].

151, In the absence of Plantation Rights Certificates, Sino relies principally on the purchase
contracts entered into by its BV subsidiaries (“BVIs”} in order to demonstrate its ownership of

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

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

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

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

misrepresentations in relation to its purported title to standing timber:

(a)

(b)

(c)

(d)

(&

®

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

legally own our purchased plantations”;

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

legally own our purchased plantations™;

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

legally own our purchased plantations™;

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

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

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

own our purchased tree plantations”;

In the 2008 AIF, Sino stated *Bascd on the relevant purchase contracts and the
approvals issued by the relevant forestry buresus, we legally own our purchased

tree plantations”;
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(g) In the 2009 AIF, Sino stated “Based on the relevant purchase contracts and the
approvals issued by the local furestry bureaus, we legally own our purchased

plantations™;

(h)  Inthe December 2009 Offering Memorandum, Sine stated “Based on the relevant
puichase contracts and the approvals issued by the local forestry bureaus, we

legaity own our purchased plantations™; and

) In the 2010 AIF, Sino stated “Based on the relevant purchase eontracts and the
approvals issued by the relevant forestry bureaus, we legally own our purchased

plantations.”

155. In addition, during the Class Period, Sino never disclosed the material fact, belatedly
revealed in the Second Report, that “in practice it is not able to obtain Planiation Rights
Certificates for standing tfimber purchases when no land transfer rights are transferred’

[emphasis added].

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

gach of the 2006 and 2007 AlFs:

Since 2000, the PRC has been improving its system of registering plantation land
ownership, plantation land use rights and plantation ownership rights and its
system of issuing certificates to the persons having plantation land use rights, to
owners owning the plantation trees and to owners of the plantation land. In April
2000, the PRC State T'orestry Bureau announced the ‘“Notice on the
Implementation of Nationwide Uniform Plantation Right Certificates” (Lin Zi Fa
[2000] No. 159) on Aprit 19, 2000 (the “Notice”). Under the Notice, a new
uniform form of plantation rights certificate is to be used commencing from the
date of the Notice. The same type of new form plantation rights certificate will
be Issued 10 the persons having the right {0 use the plantation land, to persons
who own the plantation land and plantation trees, and to persons having the
right to use plantation trees,

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

confirmation letters. Such letters cannot be relied upen in a court of law to resolve a dispute and

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

following misrepresentations:

(a)

(b)

In the 2006 AIF: “In addition, for the purchased tree plantations, we have
obtained conflrmations from the relevant forestry bureaus that we have the
legal right to own the purchased tree plantations for which we have not received

certificates” [emphasis added]; end

In the 2007 ATF: “For our Purchased Tree Plantations, we have applied for the
relevent Plantation Rights Certificates with the competent [ocal forestry
departments, As the relevant locations where we purchased our Purchased Tree
Plantations have not fully implemented the new form Plantation Rights
Certificate, we are not able to obtain el! the corresponding Plantation Rights
Certificates for our Purchased Tree Plantations. In this connection, we obtalned
confirmation on our ownership of our Purchased Tree Plantations from the

relevant forestry departments.” [emphasis added)



E. Misrepresentations relating to Sino’s Relationships with its Als

158, In addition to the misrepresentations alleged above in relation to Sino’s Als, including
those alleged in Section VI.C hereof (Misrepresentations relating to Sino's Related Party
Transactions), Sino made the following misrepresentations during the Class Period in relation to
its relationships with it Als,

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

stated:

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

[Emphasis added.]

160, 1Inits 2007 AIF, which Sino filed on March 28, 2008, Sino again declared its intention to

reduce its reliance upon Als.

161, These statements were false and/or materially misleading when made, inasmuch as Sino
had no intention to reduce maierially its reliance on Als, because its Als were critical to Sino’s
ability to inflate its revenue and net income, Rather, these statements had the effect of mitigating

any investor concern arising [tom Sino’s extensive reliance upon Als.

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

reliance on its Als, Sino’s reliance on its Als in fact increased during the Class Period,
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(i) Sino Misrepresents the Tax-related Risks Avising from ils use of Als
163, Throughout the Class Period, Sino materially understated the tax-related risks arising

from its use of Als.

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

criminal’s personal properties maybe also imposed,

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

disclosure documents, as alleged more particularly below.

166, Based upon Sino’s reported results, Sino’s tax accruals in all of its Impugned’ Documents
that were interim and annual financial statements were materially deficient. For example,
depending on whether the PRC tax authoritics would assess interest at the rate of 18.75% per
annum, or would assess no interest, on the unpaid income taxes of Sino’s BVI subsidiarics, and
depending also on whether one assumes that Sino’s Als have paid no income taxes or have paid
50% of the income taxes due to the PRC, then Sino’s tax accruals in its 2007, 2008, 2009 and
2010 Audited Annual Financial Statements were understated by, respectively, US$1¢ million to
US$150 million, US$50 million to US$260 million, US$81 million to US$3I71 million, and
US$83 million to US$493 million, Importantly, were one to consider the impact of unpaid taxes

other than unpaid income taxcs (for example, unpaid value-added taxes), then the amounts by

K
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which 8ino’s tax accruals were understated in these financial staternents would be substantially

larger,

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

violated GA AP, and constituted misrepresentations,

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

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

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

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

statements a misrepresentation:

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

liabilities” and asscciated Lext;

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

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

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

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

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

Liabilities,” and associated text;

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

Liabilities,” and associated text;

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

liabilities,” and associated text:

In the 2007 Annual MD&A and Amended 2007 Anmual MD&A, the subscetion
“Provision for Tax Related Liabilities” in the seetion “Critical Accounting

Estimates,” and associated text;

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

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

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

Related Liabilities,” and associated text:

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

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

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

Operations,” and associated text;
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In the 2008 Annual Financial Statements, note 13 [d] “Provision for fax related

liabilities,” and associated text;

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

Estimates,” and associated text;

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

provisioned,” and associated text;

In the Q1, Q2 and Q3 2009 Financial Statements, note 13 “Provision for Tax

Related Liabilities,” and associated text;

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

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

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

labilities,” and associated text;

In the 200% Annual MD&A, the subsection “Provision for Tax Related

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

In the AIF dated March 31, 2010, the section “We may be liable for income and
related taxes to our business and operations, particularly our BV1 Subsidiaries, in
amounts greater than the amounts we have estimated and for which we have

provisioned,” and associated text;

In the Q1 and Q2 2010 Financial Statements, note 14 “Provision for Tax Related

Liabilities,” and associated text;

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

Liabilities” in the section “Critical Accounting Estimates,” and associated text;
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(v} In the Q3 2010 Financial Statements, note 14 “Provision and Contingencies for

Tax Related Liabilities,” and asseciated text; and

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

text;

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

section “Selected Financial Information,” and associated text;

» In the 2010 Annual Financial Statements, note 18 *Provision and Contingencies

for Tax Related Liabilities,” and associated text;

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

text; and

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

171, In every Impupgned Document that is a financial statement, the line item “Accounts

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

to propetly account for Sino’s tax accruals and is a misreprescntation, and a violation of GAAP.

172, During the Class Period, Sino also failed to disclose in any of the Impugned Documents
that were AlFs, MDd& As, financial statements, Prospectuscs or Offering Memotranda, the risks
relating to the repatriation of its earnings from the PRC. [n 2010, Sino added two ncw sections
to its ATF regarding the risk that it would not be able to vepatriatc carnings from its BVI
subsidiaries (which deal with the Als). The amount of retained carnings that may not be able to

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

proof of payment of PRC taxcs, which it has admitted that it lacks.

(it} Sino Misrepresenis its Accounting Treatment of its Als

173, In addition, there are material discrepancies in Sino’s descriptions of its accounting

treatment of its Als, Beginning in the 2003 AIF, Sino described its Als as follows:

Because of the provisions in the Operational Procedures that specify when we and
the authorized intermediary assume the risks and obligations relating to the raw
timber or wood chips, as the case may be, we treat these transactions for
accounting purposcs as providing that we take title to the raw timber when it is
delivered to the authorized intermediary, Title then passes to the authorized
intermediary once the timber is processed into wood chips. Accordingly, we treat
the authorlzed Intermediaries for accounting purposes as being both our
suppliers and customers in these fransactions,

[Emphasis addcd.]
174,  Sino’s diselosures were consistent in that regard up to and including Sine’s first AIF

issued in the Class Period (the 2006 AIF), which states

Because of the provisions in the Operational Procedures that speeify when we and
the Al assume the risks and obligations relating to the raw timber or wood chips,
as the case may be, we treat thesc transactions for accounting purposes as
providing that we take title to the raw timber when it is delivered to the Al Title
then passes to the Al once the timber is processed into wood chips. Accordingly,
we treat the AI for accounting purposes as being both our supplier and
customer in these fransactions,

[Emphasis added.]
175, In subsequent AlFs, Sino ceased withoul explanation to disclose whether it treated Als

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

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

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

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

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

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

given the nature of Sino’s business.

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

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

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

a violation of GAAP.

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

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

Members, the market and the public at large.

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

GAAP-compliant were not only false, but were made, at a minimum, recklessly.

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

Flows From Operating Activities would materially impact the market's vaiuation of Sino.

183.  Accordingly, in every impugned Document that is a financial statement, the Consolidated
Statetments Of Cash Flow are a misrepresentation and, particularly, the Cash Flows From
Operating Activities item and associated figures is materiaily overstated, the *additions to timber
holdings” item and figures is required to be listed as Cash Flows From Operating Activities, and
the “depletion of timber holdings included in cost of sales” itemm and figures should not have

been included,
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G, Misrepresentations relating to Certain Risks to which Sino was exposed
(i} Sino is conducting “business activities” in China

184, At material times, PRC law required foreign entities engaging in “business activities” in
the PRC to register to obtain and maintain a {icense. Violation of this requirement could have
resulted in both administrative sanctions and criminal pupishment, including banning the
unlicensed business activities, confiscating illegal income and properties vsed exclusively
therefor, and/or an administrative fines of no more than RMB 500,000, Possible criminal

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

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

that were highly matetial to Sino,

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

(i} Sino falls to disclose that no proceeds were paid to it by s Als
[87. Inthe Second Report, Sino belatedly revealed that:

In practice, proceeds from the Entrusted Sale Agreements are not paid to SF bat
are held by the Als as instructed by SF and subsequently used to pay for further
purchases of standing timber by the same or other 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. Yo proceeds are directly paid to the
Company, either onshaore or offshore.

[Emphasis added]

89



75

188,  This material fact was never disclosed in any of the Impugned Documents during the

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

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

therefore a misrepresentation:

(a)

{b)

(©

(d)

(e)

()

In the 2005 financial statements, Sino stated: “As a result, the majority of the
accounts receivable arising from sales of wood chips and standing timber are
realized through instructing the debtors to settle the amounts payable on standing
timber and other PRC liabilities” [emphasis added];

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

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

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

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

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

liabilities denominated in Renminbi;”

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

liabilitics denominated in Renminbi” [enwphasis added];

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

liabilities denominated in Renminbi” [emphasis added]; and
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In the 201G financial statements, Sino staled: “As a result, the mafority of the
accounis receivable arising from sales of standing timber are realized through
instructing the debtors to seitle the amounts payable on standing timber and other

liabilities denominated in Renminbi” [emphasis added].

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

(1)  Sino, Chan and Horsley misrepresent that Sino complied with GAAP

189. 1In each of its Class Period financial statements, Sino represented that its financial

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

herein.

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

compliant as follows:

()

(b)

(c)

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

accounting principles”;

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

generally accepted accounting principles”;

In the annual financial statements filed on March 16, 2009, at note 1; “The
consolidated financial statemenis of Sino-Forest Corporation (the “Company”)
have been prepared in United States dollars and in accordance with Canadian

generally accepted accounting principles”;



(d)

(¢)
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in the annual financial statements filed on March 16, 2010, at note 1: “The
consolidated financial statements of Sino-Forest Corporation (the “Company™)
have been prepared in United States dollars and in accordance with Canadian

gencrally accepted accounting principles™; and

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

generally accepted accounting principles”.

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

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

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

follows:

(a)

(b)

(c)

()

In the annual MD&A filed on March 19, 2007: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted accounting principles (GAAPY”;

In the quarterly MD&A filed on May 14, 2007: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally aceepted accounting prineiples (“GAAP”Y”;

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

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

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

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

(8)

(h)

0

(k)

(M

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

Canadian gencrally accepted accounting principles (GAAP)”;

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

Canadian generally accepted accounting principles (GAAPY”;

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

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

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

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

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

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

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

Canadian generally accepted accounting principles (GAAP)”;

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

Canadian generally accepted accounting principles (GAAP)Y”;

In the quarterly MD&A filed on May 11, 2009: “Except where otherwise
indicated, all financial information rcflected herein is determined on the basis of

Canadian generally accepted accounting principles (GAAP)”;

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

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

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

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

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

(D) In the quarterly MD&A filed on May 12, 2010: “Bxcept where otherwise
indicated, all financial information teflected herein is determined on the basis of

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

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

Canadian Genemally Accepted Accounting Principles (“GAAP”Y*

(x) In the quarterly MD&A filed on November 10, 2010; “Except where otherwise
indicated, all financial information refleeted herein is determined on the basis of

Canadian Generally Accepted Accounting Principles (“GAAP”Y’; and

(s) In the annual MD&A filed an March 15, 2011: “Except where otherwise
indicated, all financial information reflected hercin is determined on the basis of

Canadian Generally Accepted Accounting Principles (“GAAP™).”

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

mistepresentation for the reasons set out elsewhere herein,

194, In particular, Sino misrepresented in the Offerings that it was GAAP-compliant as
follows;
(a) In the July 2008 Offering Memorandum: *We preparc our financial statements on

a consolidated basis in accordance with accounting principles generally accepted

in Canada ("Canadian GAAP™Y[...],” “QOur avditors conduct their audit of our



(b)

(c)

(d)
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financial statements in accordance with auditing standards generally accepted in
Canada” and *“Each of the foregoing reports or financial statements will be
prepared in accordance with Canadian generally accepted accounting principles
other than for reports prepared for financial periods commencing on or after

January 1, 2011 [...]";

In the June 200% Offering Memorandum: “We prepare our financial statements on
a consolidated basis in accordance with accounting principles generally accepted
in Canada (“Canadian GAAP™)[...],” “Our auditors conduct their audit of our
financial statements in accordance with auditing standards generally accepted in
Canada,” “The audited and unaudited consolidated financial statements were
prepared in accordance with Canadian GAAP,” “Our audited and consolidated
financial statements for the yents ended December 31, 2006, 2007 and 2008 and
our unaudited interim consolidated financial statements for the three-month
periods ended March 31, 2008 and 2009 have been prepared in accordance with
Canadian GAAP*:

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

prepared in accordance with Canadian GAAP™,; and

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

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

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

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

herein.

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

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

(8)

(b}

(c}

(d)

(e)

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

gccounting principles”;

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

accepted accounting principles”;

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

accepted accounting principles”;

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

accepted accounting principles”; and

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

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

Bmr
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have been prepared by managementi in accordance with Canadian generally

gecepted accounting principles.”

(i) E&Y and BDO misrepresent that Sino complied with GAAP and that they complied
with GAAS

197. 1n each of Sino’s Class Period annual financial statements, E&Y or BDO, as the case
may be, represented that Sino's reporting was GAAP-compliant, which was a misrepresentation
for the reasons set cut elsewhere herein. In addition, in each such annual financial statement,
E&Y and BDQ, as the case may be, represented that they had conducted their audit in
compliance with GAAS, which was a misrepresentation because they did not in fact conduct

their audits in accordance with GAAS,

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

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

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

accounting principles™;

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

documents™;

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

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



(d)

(e)

()

a3

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

those statements in their report dated March 19, 20077,

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

principles”;

In Sinc’s annual financial statements fited on March 16, 2009, E&Y stated: “We
conducted our audits in accordance with Canadian generally accepted auditing
standards” and “In our opinion, these consolidated financial statements present
fairly, in ail material respects, the financial position of the Company as at
December 31, 2008 and 2007 and the resulis of its operations and its cash flows
for the years then ended in accordance with Canadian generally accepted

accounting principles”;

In Sino’s annual financial statements filed on March 16, 2010, E&Y stated: “We
conducted our audits in accordance with Canadian generally accepted auditing
standards” and “In cur opinion, these consolidated financial statements present
fairly, in all material respects, the financial position of the Company as at

Docember 31, 2009 and 2008 and the rcsults of its opcrations and its cash Aows
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for the years then ended in accordance with Canadian generally accepted

accounting principles”; and

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

accounting principles.”

(ifi}  The Market Relied on Sino's Purported GAAP-compliance and E&Y’s and BDO'’s
purported GAAS-compliance in Sinc's Financial Reporting

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

with GAAS. Neither was true.

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

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

reliable,

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

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

cash flows of the issuer,”

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

minfimum, recklessly,

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

therein:
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Sino-Forest Corp (TSE: TRE) is the granddaddy of China RTOQ frauds. 1t has
always been a fraud — reporting excetlent results from one of its early joint
ventures — even though, because of TRE’s default on its investment obligations,
the TV never went into cperation, TRE just lied.

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

The sole purpose of this structure is to fabricate sales transactions while having an
excuse for not having the VAT invoices that are the mainstay of China audit
work. If TRE really were processing over one billion dolars in sales through Als,
TRE and the Als would be in serious legal trouble. Ne legitimate public company
would take such risks — particularly because this structure has zero upside,

L]

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

[..]
[..]
Valuation

Because TRE has $2.1 billion in debt outstanding, which we believe excecds the
potential recovery, we value its equity at less than $1.0¢ per share,

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

earnings from PRC,

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

point trading was halted (a decline of 20,6% [rom the pre-disclosure close of $18.21), When
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trading was allowed to resume the next day, Sino’s shares fell to a close of $5.23 (a decline of

71.3% from June 1).

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

Committee summarized its findings:

B. Overview of Principal Findings

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

Timber Ownership
[..]

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

Forestry Bureau Confirmations and Plantation Rights Certificates

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

The 1C 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 mcetings organized by Managemcni, met with a
sample of forestry bureaus with & view to obtaining verification o f the Company’s
rights to standing timber in those jurisdictions, The result of such mectings to date
have concluded with the forestry burcaus or related entities having issued new
confirmations as to the Company’s contractual rights to the Company in respect
of 111,177 Ha. as of December 31, 2010 and 133,040 Ha, as of March 31, 2011,
and have acknowledged the issuance of existing confirmations issued to the
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Company as to certain rights, among other things, in respect of 113,058 Ha, as of
December 31, 2010,

Forestry bureau confirmations are not officially recognized documents and are
nof Issued pursuant to a legislative mandate or, to the knowledge of the IC, a
published policy. It appears they were issued af 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 inlernal authorization or diligence processes undertaken by the
Sforestry bureaus in issuing confirmations and, as reflected elsewhere in this
report, the IC did not have visibility into or complete comfort regarding the
methods by which those confirmations were obtained. 1t should be noted that
several Suppliers observed that SF was more demanding than other buyers in
requiring forestry bureau confirmations,

Baok Value of Timber

Based on its review to date, the 1C is satisfied that the book value of the BV]s
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 1C 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 alse
subject to the conclusions set out above under “Timber Ownership” on title and
other rights to plantation assets.

The 1C Advisors reviewed documentation acknowledging the execution of the
set-off arrangements between Suppliers, the Company and Als for the 2006-2070
period. However, the IC Advisors were unable {0 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 Als
ised 1o settle purchase prices pald to Suppliers by Als on behalf of SF, We note
also that the independent valuation referred to in Part VIIT below has not yet been
completed,

Revenue Reconciliation

As reported in its First Interim Report, the IC has reeonciled reported 2010 total
revenue to the sales priees 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

603



89

of cash in connection with set-off arrangements used fo seitle 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 af the time of
establishment, joint control of certain of Yuda Wood's RMB bank accounts and
the numerous emualls indicating coordination of funding and other business
activities). Management has explained these arrangements were mechanisms that
aljlowed 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 1C Advisors have been introduced
to persons identified as influential backers of Yuda Wood but were unable to
determine the retationships, if any, of such persons with Yuda Wood, the
Company or other Suppliers or Als, Management explanations of a number of
Yuda Wood-related emails and answers to E&Y’s questions are being reviewed
by the IC and may not be capable of independent verification.

» Other; The IC’s review has identified other situations which require further
review, These situations suggest that the Company may have close relationships
with certnin Suppliers, and certain Suppliers and Als muay have cross-
ownership and other relationships with each other. The 1C 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 capable of independent verification.

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

[..]
BV Structure

The BV structure used by ST to purchase and sell standing timber assots could be
challenged by the relevant Chinese authorities as the undertaking of “business
activities” within China by foreign companies, which may cnly 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 1C’s Chinese counsel and the Company’s
Chinese counsel as to whether the purchase and sale of timber in China as
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undertaken by the BYIs could be considered to constitute “business activities”
within China. In the event that the relevant Chinese authorities consider the BV1s
to be undertaking “‘business activities” within China, they may be required to
ccase 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 11.B.2

C. Challenges

Throughout its process, the 1C has encountered numerous challenges in its
attempts to implement a robust independent process which would yield reliable
resuits, A mong 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 establishiment of registries, is incomplete in some jurisdictions
based on the information available to the I1C;

* as a result, title to standing timber, when not held in conjunction with a land
use right, cannot bhe 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, a!l of them
outside the control of the IC, it is very difficuli to obtain information from third
parties in China. These reasons include the following:

» muny of the third parties from whom the IC wanted Information (e.p., Als,
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 tail into the hands of
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Chincse government authorities: many third parties explained their reluctance fo
provide requested documentation and information as being “for tax reasons”
but declined to elabarate; and

+ awareness of MW allepations, investigations and information gathering by the
OSC and other parties, and court proceedings; while not coften explicitly
articulated, third partics had an awareness of the controversy surrounding S¥F and
a reluctance to be associated with any of these allegations or drawn into any of
these processes,

[

(¢) Corporate Governancc/Operational Weaknesses: Marnagement has asserted
that business in China is based upon relationships. The 1C and the [C Adyisors
have observed this through their efforts to obtain meetings with forestry bureaus,
Suppliers and Als and their other experience in China, The importance of
relationships appears to have resulted in dependence on a relatively small group
of Management who ate 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 their ongoing
evaluation of disclosure controls and procedures 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 1C and the IC Advisors:

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

* incomplete or inadequate record creation and refention practices;
s contracts not maintained in a central location;

» significant volumes of data maintained across multiple locations on
deccntralized servers;

* data on some servers in China appearing to have been delefed 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 rcquire extensive manual
procedures to produce reports; and
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*» a treasury function that was centralized for certain major financial
accounts, but was not actively involved in the control or menagement 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 contrel consultants;

» SF employees conduct Company affairs from time to lime using personal
devices and non-corporate email addresses which have been observed to be
shared across groups of staff and changed on a periedic and organized basis; this
complicated and delayed the examination of email data by the IC Advisors; and

+ lack of full cooperation/openness in the ICs examination from certain members
of Management.

(f) Complexity, Lack of Visibility into, and Limitations of BVIs Model: The use
of AIs and Suppliers as an essentlal feature of the BVIs standing timber
business model contributes to the lack of visibility into title documentation, cash
movements and tax labillly 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 Company’s executives throughout the
process: From the outset, the [C 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, 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 certain members of Management on administrative leave upon
the advice of Company counsel, At the same time the OSC madc allegations in
the CTO of Management misconduct,

[}

(h) Independence of the [C 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 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 1C has explained the practical impediments to its work in the
context of the distinct business culture (and associated issues of privacy) in the
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forestry sector in China In which the Company operates. Cooperation of third
parties in Hong Kong and China, including employees, depends heavily on
relationships and trust. As noted above, the Company’s placing certain members
of Management on administrative leave, as well as the OSC’s allegations in the
CTO, further hampered the IC’s ability to conduct its process. As a result, the
work of the IC was frequently done with the assistance of, or in reliance on, the
new Chicf Executive Officer and his Management team and Company counsel,
Given that Mr. Martin was, in effect, selected by the [C 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 ond Als, and, very
recently, the delivery to the IC of information regarding Als and Suppliers and
relationships among the Compeny and such parties, it is acknowledged that Mr.
Martin’s involvement in the process has been beneficial, Tt is also acknowledged
that in executing his role and assisting the 1C he has had to rely on certain of the
members of Management who had been placed on administrative leave.

[Emphasis added]

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

This Final Report of the IC sets out the activities undertaken by the IC since mid-
Noveinbet, the findings from such activities and the IC’s conclusions regarding its
examination and review. The 1C’s activities during this period have been limited
a8 a result of Canadian and Chinesc holidays (Christmas, New Year and Chinese
New Year) and the extensive involvement of IC members in the Company’s
Restructuring and Andit Committees, both of which arc advised by different
advisars 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 poinf of diminishing returns because much of the information which
it s seeking lies with non-compellable third parties, may not exist or iy
apparently not refrievable from the records of the Company.

In December 2011, the Company defaulted under the indentures relating to its
outstanding bonds with the result that its resources are now more focused on
dealing with its bondholders. This process is being overseen by the Restructuring
Committee appointed by the Board, Pursuant to the Waiver Agreement dated
January 18, 2012 between the Company and the holders of a majority of the
principal amount of its 2014 Notes, the Company agreed, among other things, that
the final report of the 1C to the Board would be made public by January 31, 2012.

Given the circumstances described above, the 1C understands that, with the
delivery of this Final Report, its review and examination activities are terminated.
the 1C 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 1C may deem advisable or the Board may instruct. The
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1C has asked the IC Advisors to remain available to assist and advise the 1C upon
its instructions.

[
IT. RELATIONSHIPS

The objectives of the 1C’s examination of the Company’s relationships with its
Als and Suppliers were to determine, in light of the MW allegations, if’ such
relationships are arm’s length and to obtain, if possible, independent verification
of the cash flows underlying the set-off transactions described in Section 11.A of
the Second Interim Report, That the Company’s relatlonships with its Als and
Suppliers he arm’s length is relevant to SF’s ability under GAAP fo:

» boak s tinber assets at cost in its 2011 and prior years’ financial statements,
both audited and unaudited

« pecognlze revenue jfrom standing timber sales as currently reflected in its 2011
and prior years’ financlal statements, both audited and unaudited.

A. Yuda Wood

Yuda Wood was founded in April 2006 and was until 2010 a Supplier of ST, Its
business with SF from 2007 to 2010 totalled approximately 152,164 Ha and RMB
4.94 billion, Section Y1.A and Schedule VI,A.2(a) of the Second Interim Report
described the MW allegations relating to Yuda Wood, the review conducted by
the IC and its findings to date. The 1C concluded that Huang Ran is not currently
an employee, and that Yuda Wood is not a subsidiary, of the Company, Hewever,
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 1C was continuing to review Management’s explanations
of & 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 1C Advisors, has reviewed the Management responses
provided to date rclating to Yuda Wood and has sought further explanations and
documentary suppert for such explanations. This was supplementary to the
activitics of the Audit Committee of ST 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 ST and Yuda
Wood. Accordingly, baved on the information if has obtained, the IC is still
unable to Independently verify that the relationship of Yuda Wood is at arm’s
length {0 SF, 11 is 10 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 ST. Management continues to undertake work related to Yuda
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Wood, including seeking documentation from third parties and responding to e-
mails where the responses are not yet complete or prepared. Management has
provided certain banking records to the Audit Commitiee that the Audit
Committee advises support Management’s position that SF did not capitalize
Yuda Wood (but that review is not yet completed), The IC anticipates that
Management will continue to work with the Audit Committee, Company counsel
and E&Y on these issues.

B, Other Relationships

Section VI.B.1 of the Second Interim Report described certain other relationships
which had been identified in the course of the IC’s preparation for certain
interviews with Als and Suppliers. These relationships include (i) thirteen
Suppliers where former SF employees, consultgnts or secondees are or have
been directors, officers and/or shareholders (including Yuda Wood); (1) an Al
with a former SF employee in a senlor positlon; (i) potential relationships
between Als and Suppliers; (iv) set-off payments for BVI standing timber
purchases being made by companies that are not Als and other setoff
arpangements involving non-AI entlties; (v) payments by Als (o potentially
connected Suppliers; and (v} sale of standing timber lo an Al potentially
connected to a Supplier of that tinber, Unless expressly addressed herein, the
IC has no further update of a material nature on the items raised above,

On the instructions of the 1C, the IC Advisors gave the details of these posgible
relationships to Management for further follow up and explanation. Just prior to
the Second Interim Report, Management provided information regarding Als and
Suppliers relationships among the Company and such parties.

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

[}

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

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

(i1} Swuppliers and Als with Former SF Personnel: The appendices fo the
Kaitong Report list certnin  Suppliers that have former SF personnel as
currestt shareholders,

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

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

The 1C Advisors have reviewed the Kaitong Repott 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 1C’s findings and
comments are summarized below, By way of summary, the Kaitong Report
provides considerable information regarding relationships among Suppliers and
Als, and between them and SF, but much of this information related to the
relationship of each backer with the associated Suppliers and Als is not supported
by any documentary or other independent evidence. As such, some of the
information provided is unverified and, particularly as it relates to the nature of
the relationships with the backers, is viewed by the IC (o be likely unverifiable
by it.

1. Backers to Suppliers and Als
[...]

Given the general lack of information on the backers or the nature and scope of
the relotionships between the Suppliers or Als and their respective backers and the
absence of any documentary support or independent e¢vidence of such
relationships, the 1C has been unable to reach any conclusion as to the cxistence,
nature or importance of such relationships. As a result, the IC is unable to nssess
the implications, if any, of these backers with respect to SF’s relationships with
its Suppliers or AIs, Based on its experience to dale, 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, [f arranged, that such interviews would yield very little,
if any, verifiable information to such advisers. The IC understands Management
is continuing to seek meetings with its Als and Suppliers with the objective of
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obtaining information, to the extent such is available, that will provide further
background to the relationships to the Audit Committes.

L]
2. Suppliets 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 correct.

(a) Suppliers with former SF personnel

The Kaitong Report, which is limited to examining Suppliets where ex-SF
employess are current shareholders as shown in SAIC filings, does not provide
materiat new information concerning Suppliers where former SF employees were
identified by the [C in the Second Interim Report as having various past or present
connections o 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 firom 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 cne of SF’s senior
management at the time of the transactions. The employees in question were
Sharcholder #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
Report indicates Shareholder #20 is a current employee of SF who then had
responsibilities tn 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 tine of the transactions or, subsequently, until the
publication of the Second Interim Report and understands the Audit Committee
will consider such information.

{(b) Als with former SF personnel

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

There was one othcer instance where a past sharcholding relationship hus been
identified between an Al #10 and persons who were previously or are still shown
on the SF human 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 sharcholders
of such Al in the SAIC filing reviewed (as to 47.5% for Shareholder #26 and as
to 52.5% for Shareholder #27). That lime period also intersects the time that
Shareholder #26 Is shown in such human resources records and partially
intersects the time that Shareholder #27 is shown on such records.
Management has also éxplained that Shareholder #26 subsequent to the fime 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 thils matter.

3. Common Shareholders between Supplier and Als

The Kaitong Report states that there are 5 Suppliers and 3 Als that respectively
have certain common current shareholders but also states that there is no cross
control by those current shareholders of such Suppliers or Als based on SAIC
filings, The Kaitong Report correctly addresses current cross shareholdings in
Suppliers and Als based on SAIC filings but does not address 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 AL The one
exception Is that from April 2002 to Febraary 2006, AI #13 is shown in SAIC
Jilings as the 90% shareholder of Supplier/AI #14, AI #13 did business with SF
BViIs from 2005 through 2007 and Suppllier/AI #14 supplied SF BVIs from
2004 through 2006, However, the IC fo date has only ldentified one consract
Involving timber bought from Supplier/AI #14 that was subsequently sold to AI
#13. It involved a parcel of 2,379 Ha. timber sold to AI #13 in December 2005
that originated from a larger timber purchase contract with Supplier/AI #14
earlier that year. Management has provided an explanation for this
transaction, The IC understands that the Audlt Committee will conslder this
matter,

4, Transactions involving Suppliers and Als with Current Shareholders in
Common

The Kaitong Report states that where SF has had transactions with 5 Suppliers
and 3 Als that have current shareholders in common (but no one controlling
shareholder) as shown in SAIC [ilings, the subject timber in the transactions they

N
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each undertook with SF is not the same; that is, the timbet which SF buys from
the Suppliers and the timber which SF sells to the Als where the Supplier and Al
have a current common shareholder were located in ditferent areas and do not
involve the saine plots of timber, The Kaitong Roport further states that where
SF has had transactions with 5 Suppliers and 3 Als with current shareholders in
common as shown in SAIC filings, SF had transactions with those Als prior to
having transactions with those Suppliers, thug SF was not overstating its
transactions by buying and selling to the same counterparties.

[o]

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

]
V1. OUTSTANDING MATTERS

As noted in Scction T above, the IC understands that with the delivery of this
report, its examination and review activities are terminated. The 1C would expect
its next steps may include only:

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

(b} such other specific activities as i{ may deem advisable or the Board may
instruct.

[Emphasis added]

IX. SINO REWARDS ITS EXPERTS
209. Bowland, Hyde and West are former E&Y partners and employees. They served on

Sino’s Audit Committee but purported to exercise oversight of their former E&Y colleagues, In
addition, Sino’s Vice-President, Finance {(Corporate), Thomas M. Maradin, is a former E&Y

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

the Audit Committee’s oversight of E&Y,

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

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

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

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

213,  George Ho, Sino’s Vice President, Finance {China), is a former Senior Manager of the

BDO.

X. THE DEFENDANTS? RELATIONSHIP TO THE CLASS

214, DBy virtue of their purported accounting, financial and/or managerial acumen and
qualifications, and by virtue of their having assumed, veluntarily and for profit, the role of
gatekeepers, the Defendants had a duty at common law, informed by the Securitics Legislation
and/or the CBCA, to exercise care and diligence to ensure that the Impugned Documents fairly

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

215.  Sino is a reporling issuer and had an obligation to make timely, ful, true and accurate

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

which these Prospectuses and Offering Memoranda related,

217, Chan and Horsley had statutory obligations under Canadian securities law to ensure the
accuracy of disclosure documents and provided certifications in respect of the annual reports,
financial statements and Prospectuses during the Class Period, The other Individua! Defendants
were directors of Sino during the Class Peried and each had a statutory obligation as a director
under the CBCA to manage or supervise the management of the business and affairs of Sino,
These individual Defendants also owed a statutory duty of care to shareholders under section 122
of the CBCA. In addition, Poon, along with Chan, co-founded Sino and has been its president

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

release of the Impugned Documents,

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

assurances about the material accuracy of the financial statements.

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

defendants as principals.

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

because of their involvement.
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XI.  THE PLAINTIFES’ CAUSES OF ACTION
A, Negligent Misrepresentation
221, As against all Defendants except Pdyry and the Underwriters, and on behalf of all Class

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

misrepresentation for all of the Tmpugned Documents except the Offering Memoranda.

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

Credit Suisse, Scotia, CIBC, RBC, Maison, Canaccord and TD for the Prospectuses.

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

against Sino, BDO and E&Y for the Offcring Memoranda.

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

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

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

the decision to purchase Sino securities.

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

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

in the impugned Documents,

227.  As set out elsewhere herein, the Defendants, other than P8yry, Credit Suisse USA and
Banc of America, had a duty at common law to exercise care and diligence to ensure that the
Impugned Documents fairly and accurately disclosed Sino’s financial condition and performance

in accordance with GAAP,

228. These Defendants brcached that duty by making the Representation as particularized

above,

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

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

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

resulting in damage to the Plaintiffs and Class Members.

B. Statutory Claims, Negligence, Oppression, Unjust Enrichment and Conspiracy
(i) Statutory Liability— Secondary Market under the Securities Legislation
231, The Plaintiffs plead the claim found tn Part XXIIL1 of the OS4, and, if required, the

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

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

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

233. Each of these limpugned Documents contained one or more misrepresentations as
particularized above. Such misrepresentations and the Representation are mistepresentations for

the purposes of the Securities Legislation,

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

some or all of these Impugned Documents.
235, Sino is a reporting issuer within the meaning of the Securities Legislation.

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

the use of itg statements particularized above in these Impugned Documents.

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

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

238. Pbyry is an expert within the meaning of the Securities Legislation. P8yry consented to

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

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

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

(i) Statutory Liability — Primary Market for Sino’s Shares under the Securities
Legistation

240.  Asagainst Sino, Chan, Horsley, Wang, Martin, Mgk, Murray, Hyde, Ptyry, BDO, BE&Y,

Dundee, Merrill, Credit Suisse, Scotia, CIBC, RBC, Maison, Canaccord and TD, and on behalf

i
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of those Class Members who purchased Sino shares in one of the distributions to which the June
2009 or December 2009 Prospectuses related, Labourers and Wong assert the cause of action set
forth in s, 130 of the OS4 and, if necessary, the equivalent provisions of the Securities

Legislation other than the OSA.

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

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

(iit)  Statutory Liability — Primary Market for Sirio's Notes under the Securities
Legislation

242,  As against Sino, and on behalf of those Class Members who purchased or otherwise
acquired Sino’s notes in one of the offerings to which the July 2008, June 2009, December 2009,
and October 2010 Offering Memoranda related, Grant asserts the cause of action set forth in s,
130.1 of the 084 and, if necessary, the equivalent provisions of the Securities Legislation other

than the OS4.

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

documents incorporated therein by reference.

(v)  Negligence Simpliciter — Primary Market for Sino’s Securities
244, Sino, Chan, Poon, Horsley, Wang, Martin, Mak, Murray, Hyde, BDO, E&Y, Poyry and

the Underwriters (coliectively, the “Pritnary Market Defendants”) acted negligently in

connection with onc or more of the Offerings.

245,  As against Sino, Chan, Horslcy, Poon, Wang, Martin, Mak, Murray, Hyde, BDO, C&Y,

P¥yry, Dundee, Merrill, Credit Suisse, Scotia, CIBC, RBC, Maison, Canaccord and TD, and on
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behalf of those Class Members who purchased Sino’s Securities in one of the distributions to

which those Prospectuses related, Labourers and Wong assert negligence simplicites.

246,  As against Sino, BDO, E&Y, P8yry, Credit Suisse USA, Banc of America and TD, and
on behalf of those Class Members who purchased Sino’s Securities in one of the distributions to

which the Offering Memoranda related, Grant asserts negligence simpliciter,

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

misrepresentation,

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

Representation and the other misrepresentations particularized above.

249,  Chan, Poon, Horsley, Wang, Martin, Mak, Murray and Hyde were senior officers and/or
directors at the time the Offerings to which the Prospectuses related. These Prospectuses were
created for the purposes of obtaining financing for Sino’s operations, Chan, Horsley, Martin and
Hyde signed each of the Prospectuses and cerlified that they made full, true and plain disclosure
of alt material facts relating to the shares offered, Wang, Mak and Murray were directors during
onc or more of these Offerings and each had a statutory obligation to manage or supervise the
managemenl of the business and aifairs of Sino, Poon was a director for the June 2007 share

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

aware of Sino’s business and affairs.

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

facts relating to the shares offered,

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

and fairly presented the business and affairs of Sino on a timely basis.

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

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

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

Memorandum related.
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254,  The reasonable standard of care expected in the circumstances required the Primary
Market Defendants to prevent the distributions to which the Prospectuses or the Offering
Memoranda related from ocecutring prior to the correction of the Representation and the other
mistepresentations alleged above 1o have been contained in the Prospectuses or the Offering
Memoranda, or in the documents incorporated therein by reference. Those Defendants failed to
meet the standard of care required by causing the Offerings to occur before the correction of such

misrepresentations.

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

Members and as directors of Sino.

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

on a timely basis,

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

not have accurred, or would have occurred at prices that reflected the true value of Sino’s shares.

258. Had the Primary Market Defendants exercised rcasonable care and diligence in
conncction with the distributions to which the Offering Memoranda related, then those
distributions would not have cccurred, or would have occurred at prices that rcflected the true

value of Sino’s notes.

624



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

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

(v)  Umjust Enrichment of Chan, Martin, Poon, Horsley, Mak and Murray

260. As aresult of the Representation and the other misrepresentations particularized above,
Sino’s shares traded, and were sold by Chan, Martin, Poon, Horsley, Mak and Murray, at

artificially inflated prices during the Class Period,

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

Defendants suffered a corresponding deprivation.

262. There was no juristic reason for the resulting enrichiment of Chan, Martin, Poon, Horsley,

Mak and Murray.

263, The Class Members who purchased Sino shares from Chan, Martin, Poon, Horsley, Mak
and Murray during the Class Period are entitled to the difference between the price they paid to
such Defendants for such shares, and the price that they would have paid had the Defendants not
made the Representation and the other misrepresentations particularized above, and had not

committed the wrongful acts and omissions particularized above,
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(vi)  Unjust Envichment of Sino
264, Throughout the Class Period, Sino made the Offerings. Such Offerings were made via

various documents, particularized above, that contained the Representation and the

misrepresentations particularized above,

265.  The Securities sold by Sino via the Offerings were sold at antificially inflated prices as a

result of the Representation and the others misrepresentations particularized above,

266. Sino was enriched by, and those Class Members who purchased the Securities via the
Offerings were deprived of, an amount cquivalent to the difference between the amount for
which the Securities offered were actually sold, and the amount for which such securities would
have been sold had the Offerings not included the Representation and the misrepresentations

particularized above.

267. The Offerings violated Sino’s disclosure obligations under the Securities Legislation and
the various instruments promulgated by the securities regulators of the Provinces in which such

Offerings were made, There was no juristic reason for the enrichment of Sino.

(vi)  Unjust Enrvichment of the Underwriters
268, Throughout the Class Period, Sino made the Offerings. Such Offerings were made via

the Prospectuses and the Offering Memoranda, which contained the Representation and the other
misrepresentations particularized above. Each of the Underwriters underwrote one or more of

the Offerings.

269, The Securities sold by Sino via the Offerings were sold at artificially inflated prices as a
result of the Representation and the other misrepresentations particularized above. The

Underwriters earned fees from the Class, whether directly or indirectly, for work that they never
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performed, or that they performed with gross negligence, in connection with the Qfferings, or

some of them.

270. The Underwriters were enriched by, and those Class Members who purchased securities
vig the Offerings were deprived of, an amount equivalent to the fees the Underwriters earned in

connection with the Offerings,

271. The Offerings violated Sino’s disclosure obligations under the Securities Legislation and
the variovus instruments promulgated by the securities regulators of the Provinces in which such

Offerings were made, There was no juristic reason for the enrichment of the Underwriters.

272. In addition, some or all of the Underwriters also acted as brokers in secondary market
transactions relating to Sino securities, and earned trading commissions from the Class Members
in those secondary market transactions in 8ino’s Seeurities, Those Underwriters were enriched
by, and those Class Meinbers who purchased Sino securities through those Underwriters in tﬁcir
capacity as brokers were deprived of, an amount equivalent to the comimissions the Underwriters

earned on such secondary market trades.

273. Had those Underwtiters who also acted as brokers in secondary market transactions
exercised reasonable diligence in connection with the Offerings in which they acted as
Underwriters, then Sino’s sceurities likely would not have traded at all in the secondary market,
and the Underwriters would not have been paid the aforesaid trading commissions by the Class
Meinbers. There was no juristic reason for that enrichment of those Underwriters through their
receipt of Irading commissions from the Class Members,
vil)  Oppression
274,  The Plaintiffs and the other Class Members had o reasenable and legitimate expectation

that Sino and the fndividual Delendants would use their powers to direct the company for Sino’s
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best interests and, in turn, in the interests of its scourity holders, More specifically, the Plaintiffs

and the other Class Members had a reasonable expectation that:

275,

(a)

(b)

(©

(d)

(e)
M

Sino and the Individual Defendants would comply with GAAP, and/or cause Sino
to comply with GAAP;

Sino and the Individual Defendants would take reasonable steps to ensure that the
Class Members were made aware on a timely basis of material developments in

Sino’s business and affairs;

Sino and the Individual Defendants would implement adequate corporate
governance procedures and internal controls to ensure that Sino disclosed material
facts and material changes in the company’s business and affairs on a timely

basis;

Sino and the Individual Defendants would not make the mistepresentations

particularized above;
Sino stock options would not be backdated or otherwise mispriced; and

the Individual Defendants would adhere to the Code,

Such reasonable expectations were not met as:

(a)
(b)

(c)
(d)
@

)

Sino did not comply with GAAP,

the Class Members were not made aware on a timely basis of material

developments in Sino’s business and affairs;

Sino’s corporate governance procedures and internal controls were inadequate;
the misrepresentations patticularized above were made;

stock opticns were backdated and/or otherwise mispriced; and

the Individual Defendants did not adhere to the Code.
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276, Sino’s and the Individual Defendants’ conduct was oppressive and unfairly prejudicial to
the Plaintiffs and the other Class Members and unfairly disregarded their interests, These
defendants were charged with the operation of Sino for the benefit of all of its shareholders,

The value of the shareholders’ investments was based on, among other things;
(a) the profitability of Sino;

(b}  the integrity of Sinc’s management and its ability to run the company in the

interests of all shareholders;
(¢) Sino’s compliance with its disclosure obligations;

{d) Sino’s ongoing representation that its corporate governance procedures met with
reasonable stendards, and that the business of the company was subjected to

reasonable sciutiny; and

(e) Sino’s ongoing representation that its affairs and financial reporting were being

conducted in accordance with GAAP.

277. This oppressive conduct impaired the ability ofthe Plaintiffs and other Class Members to
make informed investment decisions about Sino’s securities. But for that conduet, the Plaintiffs
and the other Class Members would not have suffered the damages alleged herein.
(viii}  Conspiracy

278. Sino, Chan, Poon and Horsley conspired with each other and with persons unknown
(collectively, the “Conspirators™) to inflate the price of Sino’s securities, During the Class
Period, the Conspirators unlawfully, maliciocusly and lacking bona fides, agreed topether to,
among other things, make the Representation and other misrepresentations particularized above,
and to profit from such misrepresentations by, among other things, issuing stock options in

respect of which the strike price was impermissibly low.
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279.  The Conspirators’ predominant purposes in so conspiring were to:

()

(b

(c)

inflate the price of Sina’s securities, or alternatively, maintain an artificially high

trading price for Sino’s securities;
artificially increase the value of the sccurities they held; and

inflate the portion of their compensation that was dependent in whele or in part

upon the performance of Sine and its securities.

280, In furtherance of the conspiracy, the following are some, but not all, of the acts carried

out or caused to be carried out by the Conspirators:

(a)
(b)

(c)

(d})

(e)

they agreed to, and did, make the Representation, which they knew was falss;

they agreed to, and did, make the other misrepresentations particularized above,

which they knew were false;

they caused Sino to issue the Impugned Documents which they knew to be

materially misleading;

as alleged more particularly below, they caused to be issued stock options in

respect of which the strike price was impermissibly low; and

they authotrized the sale of securities pursuant to Prospectuses and Offering

Memoranda that they knew to be materially false and misleading.

281. Stock options are a form of compensation used by companies to incentivize the

performance of directors, officers and employees, Options are granted on a certain date (the

‘grant date’) at a certain price (the ‘exercise’ or ‘strike’ price). At some point in the future,

typically following a vesting period, an options-holder may, by paying the strike price, exercise

the option and conver the option into a share in the company. The optien-holder will make

money as long as the option’s strike price is lower than the market price of the security at the
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moment that the option is exercised, This enhances the incentive of the option recipient to work

to raise the stock price of the company.
282.  There are three types of option grants:

(a) ‘in-the-money’ grants are options granted where the strike priee is lower than the
market price of the security on the date of the grant; such options are not
permissible under the TSX Rulcs and have been prohibited by the TSX Rules at

all material times;

(b)  ‘nt-the-money’ grants are options granted where the strike price is equal to the
market price of the security on the date of the grant or the closing price the day

prior to the grant; and

(©) ‘out-of-the-money’ grants are options granted where the strike price is higher than

the market price of the security on the date of the grant.
283. Both at-the-money and out-of-the-money options are permissible under the TSX Rules

and have been at all material times.

284. The purpose of both at-the-money and out-of-the-money options is to create incentives
for option recipients to work to raise the share price of the company. Such options have limited
value at the time of the grant, because they cntitle the rccipient to acquire the company’s shares
at or above the price at which the recipient could acquire the company’s shares in the open
market, Options that are in-the-money, however, have substantial value at the time of the grant

irrespective of whether the company’s stock price rises subsequent to the grant date.
285, At all material limes, the Sine Option Plan (the “Plan”} prohibited in-the-money options.

286. The Conspirators backdated and/or otherwise mispriced Sino stock options, or caused the
backdating and/or mispricing ol Sino stock options, in violation of, inter alia: (a) the OSA4 and the

rules and regulations promulpated thereunder; (b) the Plan; (¢) GAAP; (d) the Code; (e) the TSX
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Rules; and (f) the Conspirators’ statufory, common law and contractual fiduciary duties and

duties of care to Sino and its shareholders, including the Class Members.

287, The Sino stock options that were backdated or otherwise mispriced included those issued
on June 26, 1996 to Chan, January 21, 2005 to Hotsley, September 14, 2005 to Horsley, June 4,
2007 to Horsley and Chan, August 21, 2007 to Sino insiders other than the Conspirators,
November 23, 2007 to George Ho and other Sino insiders, and March 31, 2009 to Sino insiders

other than the Conspirators,

288, The graph below shows the average stock price returns for fifteen trading days prior and
subsequent to the dates as of which Sino priced its stock options to its insiders. As appears
therefrom, on average the dates as of which Sino’s stock options were priced were preceded by a
substantial decline in Sino’s stock price, and were followed by a dramatic increase in Sino’s

stock price. This pattern could not plausibly be the result of chance.
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289. The conspiracy was unlawful because the Conspirators knowingly and intenticnally
committed the foregoing acts when they knew such conduct was in violation of, inter alia, the
OSA, the Securities Legislation other than the OSA, the Code, the rules and requirements of the
TSX (the “TSX Rules”) and the CBCA. The Conspirators intended to, and did, harm the Class

by causing artificial inflation in the price of Sino’s securities.

290, The Conspirators directed the conspiracy toward the Plaintiffs and the other Class
Members, The Conspirators knew in the circumstances that the conspiracy would, and did,
cause loss to the Plaintiffs and the other Class Members. The Plaintiffs and the Class Members
suffered damages when the falsity of the Representation and other misrepresentations were

revealed on June 2, 2011,

X1, THE RELATIONSHIP BETWEEN SINO’S DISCLOSURES
AND THE PRICE OF SINO'S SECURITIES

291. The price of Sino's securities was directly affected during the Class Period by the
issuance of the Impugned Documents. The Defendants were aware at all material times of the

effect of Sinc’s disclosure documents upon the price of its Sino’s securities,

292. The Impugned Documents were filed, among other places, with SEDAR and the TSX,
and thereby became immediately available to, and were reproduced for inspection by, the Class

Members, other members of the investing public, financial analysts and the financial press.

293, Sino routinely transmitted the documents referred to above to the financial press,
financial analysts and certain prospective and actual holders of Sinc securities. Sino provided

either copies of the above referenced documents or links thereto on its website,
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294, Sino regularly communicated with the public investors and financial analysts via
established market communication mechanisms, including through regular disseminations of
their disclosure documents, including press releases on newswire services in Canada, the United
States and elsewhere, Each time Sino communicated that new material information about Sino

financial results to the public the price of Sino securities was directly affected,

295. Sino was the subject of analysts® reports that incorporated certain of the material
information contained in the Impugned Documents, with the effect that any recommendations to
purchase Sino securities in such reports during the Class Period were based, in whole or in part,

upon that information,

296. 8ino’s securities were and are traded, among other places, on the TSX, which is an
efficient and automated market. The price at which Sino's securities traded promptly
incorporated mateorial information from Sino’s disclosure doeuments about Sino’s business and
affairs, including the Representation, which was disseminated to the public through the

documents referred to above nnd distributed by Sino, as well as by other means.

XIIl, VICARIOUS LIABILITY
A, Sino and the Individual Defendanis
297, Sino is vicariously liable for the acts and ormissions of the Individual Defendants

particularized in this Claim.

298.  The acts or omissions particularized and alleged in this Claim to have been done by Sino
were authorized, ordered and done by the Individual Defendants and other agents, employees
and representatives of Sinc, while engaged in the management, direction, control and transaction
of the business and affairs of Sino, Such acts and omissions are, thercfore, not only the acts and

omissions of the Individual Defendants, but are also the acls and omissions of Sino.
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299, At all material times, the Individual Defendants were officers and/or directors of Sino,
As their acts and omissions are independently tortious, they are personally liable for same to the

Plaintiffs and the other Class Members,

B, E&Y
300. E&Y is vicariously liable for the acts and omissions of each of its officers, directors,

partners, agents and employees as set out above,

301, The acts or omissions particularized and alleged in this Claim to have been done by E&Y
were authorized, ordered and done by its officers, directors, partners, agents and employees,
while engaged in the management, direction, control and transaction of the business and affairs
of E&Y. Such acts and omissions are, therefore, not only the acts and omissions of those

persons, but are also the acts and omissions of E&Y,

C, BDO
302. BDO is vicariously liable for the acts and omissions of each of its officers, directors,

partners, agents and employees as set out above.

303. The acts or omissions particularized and alleged in this Claim to have been done by BDC
were authorized, ordered and done by its officers, directors, partners, agents and employees,
while engaged in the management, direction, control and transaction of the business and affairs
of BDO. Such acts and omissions are, therefore, not only the acts and omissions of those
persons, but are also the acts and omissions of BDO.

D, Piyry

304,  P8yry is vicariously liable for the acts and omissions of each of its officers, directors,

partners, agents and employees as set out above.
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305, The acts or omissions particularized and alleged in this Claim to have been done by
PS8yry were authorized, ordered and done by its officers, directors, partners, agents and
employees, while engaged in the management, direction, contro! and transaction of the busincss
and affairs of P8yry. Such acts and omissions are, therefore, not only the acts and omissions of

those persons, but are also the acts and omissions of Péyry.

E. The Underwriters
306, The Underwriters are vicariously liable for the aets and omissions of each of their

respective officers, directors, partners, agents and employees as set out above.

307, The acts or omissions particularized and alleged in this Claim to have bcen done by the
Underwriters were authorized, ordered and done by each of their respective officers, directors,
partners, agents and employees, while engaged in the management, direction, control and
transaction of the business and affairs such Underwriters. Such acts and omissions are,
therefore, not only the acts and omissions of those persons, but are also the acts and omissions of

the respective Underwriters.

XIV., REAL AND SUBSTANTIAL CONNECTION WITH ONTARIO
308. The Plaintiffs plead that this action has a real and substantial connection with Ontario

because, among other thing:
(a) Sino is u reporting issuer in Ontario;
()] Sino’s shares trade on the TSX which is Jocated in Toronto, Ontarlo;
(c) Sino’s registered office and principal business office is in Mississauga, Ontario;

(d) the Sino disclosure documents referred to herein were disseminaied in and from

Ontario;

{e) a substantial proportion of the Class Mcmbers reside in Ontario;
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Sino catries on business in Ontario; and

a substantial portion of the damages sustained by the Class were sustained by

persons and entities domiciled in Ontario.

XV. SERVICE OUTSIDE OF ONTARIO

309, The Plaintiffs may serve the Notice of Action and Statement of Claim outside of Ontario

without leaye in accordance with rule 17.02 of the Rules of Civil Procedure, because this claim

is:
(a)
(b)
(c)

Gl

(e)

XVIL.

a claim in respect of personal property in Ontario (para 17.02(a));
a claim in respect of damage sustained in Ontavio {para 17.02{h));

a claim authorized by statute to be made against a person outside of Ontario by a

proceeding in Ontario {para 17.02(n)); and

a ¢claim against a person outside of Ontario who is a necessary or proper party to a
proceeding properly brought against another person served in Ontario (para
17.02(0)); and

a claim against a person ordinarily resident or carrying on business in Ontario
(para 17.02(p)).

RELEVANT LEGISLATION, PLACE OF TRIAL, JURY TRIAL AND

HEADINGS

310, The Plaintiffs plead and rely on the CJA, the CPA, the Securities Legislation and CBCA,

all as amended.

311.  The Plaintiffs propose that this action be tried in the City of Toronto, in the Province of

Ontario, as a proceeding under the CPA,
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312, The Plaintiffs will serve a jury notice.

313. The headings contained in this Statement of Claim are for convenience only, This

Statement of Claim is intended to be read s an integrated whole, and not as a series of unrelated

components,
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3b.  Claim agalnst Subsidiaries
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diaries  glaimedl” o= 7 \‘({—TQ"::;H “  jn_Scheduls "A1" are clalmed In
ppainst RNNET S S p) also glgjmg;] agaj_n_ Schedule  "A1*
Y \..;','.u’ . = -
PEANRN ) R r’,“.,\(&. );> en H are also claimed
(‘\\:\:‘\.E_‘J \:\' w [r('-:‘{\f\: /A hedu]e B against  the
R g A entlles listed in
W RO = W Sskednie b
= T AL AN - ;‘.--‘\.‘\.,I e

e S R LR R oA
L‘rm.r & Young BLF reserves qH I‘Igﬁts sy, r:r}n!}fst those entities listed on Schedule "B", including for
greataf céﬂmrnty alf divect ayrf Indiract Mibsf“ﬁiaﬂe:. of Sipo<Torest Corporation. Ernst & Young LLP has
described its currant clatns againsg 3uilsmfhr(es wirfrbumﬁ'ejm(ﬂce to the fact that such claims may be
rrsserted or ﬂmandettat a Iater'r}im é. o T AN

"‘_ PR RN
- \“._}. . e
v . o LR

4, Documenlgatﬂan v r; N
Provide all particulajy; f}t "thé Clalm a;lﬂ&umqwttng do?mmnfgtfsn, mc],qdlng amount, and description of transaction(s) or
agreement(s), or legal, breachgns)\giviﬁg_rlge te thd 1@1 N

See Schednle "AZ” ptus alku it N Y
“./El\ (a0 NS .a ..—.."((‘ (:Jaf‘:.f
Lyd o 2 R T N

v

Bk

5. Cer tlhmfihﬂ- PR ‘5‘--;.’-“ N N

I herehy certify that: =" f I A "x\ N\
1. lamthe Clﬂ{ﬁ({ant or:gutfol me(}ﬂgéf@}}lﬁﬁ% ofthe {J nalif I y
2, 1have knowiedge of all, AHe thf:ur@stdnces conngtk (i\wr ltﬂlla,ﬁlah‘r’i\\ i
3, Complete documculaubﬂ‘!n Suydpiort aflllkMIa miwttatlmd it \‘.. ST NS

.

4/,.
-

N*lme. Uons mmhﬂ { ﬁl:%'-\ﬁ‘\“.“ 1o
r}]'itfe,

Dated at Toronto ;‘-\. '
this 200 day of jupe 2012




6. Filing of Claim

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

FT1 Consulting Canada Inc.
Court-appointed Manitor ofStng f"ereskgnr'poratmn
TD Waterhouse Tower . ~. 1
79 Wellington Street Wes‘t N
Suite 2010, P.0. ok 13,
Torento, Ontanb MEI{J,(JB o
/-‘\\

\u\"f

Mtﬁx;ﬂ.’mn 1‘]6{&? g"m‘epa By
x’[e[ﬂj;hone' (416) %‘i[@@m o
SF Iﬁﬂml src@rmeqﬁirr‘mg com 0K

A " - ‘\\ SN, e
Ay, ROLTA RN . Lf/";. R
A PRV RN
e’ Wy \.‘2\:\ e S
- ‘\k.\ii L e Ly, ~
i, WLy Pae g
. Ay " . ARV .
>~ SN ~ ,-.‘ |

oot \\Ah Jafm'tron]c uerﬂif:ii‘ at his’ ft:rr(l Is auﬂifdble‘aﬁi__g,ﬁr[cagm ftigansulting.com/sfc.
I‘ ’ r -,
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4.

SCHEDULE “A1”
CLAIM OF ERNST & YOUNG LLP AGAINST SFC AND SUBSIDIARIES

Breach of contract;

{(a) damages in an amount <yct to be quantified as more particularly set out in

) .‘-. . \ -~
o L v LT
T o D

Schedule “AZ,{Z, tjd o .
.»-:;-x_“ “_~ s W
Pt \. ' ..~'-' \':‘5‘&‘ *
(b) coats\and mjﬂrest DN
> \:.*:- ) N Jr“\‘k\ A
2 r"-.‘ 1 f‘ - .
2 Nrg.gru,en‘l nfusrq:lt mﬁaﬂ’nn'c* ;‘:;‘ .
Lo NS \" K '- ‘- ‘ T
eyt 'l_'l J “ = , R
fl i i (a)‘ \\l\\ ﬁaﬁmges zn \ﬁﬁ\.ﬁfrn}um a(fs}ntg “be qua.ntaﬁcd Bs more particularly set out in
L] Y
e "““"\ st . < «F\\\ (_(_ S (7._.:; \‘l‘;;?
W H 4 e bl S
\\“\ }\;\\_::: ﬁi‘clféﬁrlﬂe‘\’ 7-(?2”' al K ,\\ e ey o fs
‘\:.' “ \ s '\\ l:\\ lf;’“:)\;‘::, e (I’;;‘.\‘\
RITAEAN ‘\ 7 o \\‘.)%5) S N N
(b) pqs’ﬂq rmd rmerest “ e,
n \ ‘\ \\‘\ IDT;-\;‘?}:>\-‘ - \"-
B \ . ; .I:::'\‘« ;‘_\ \_;‘.. / . _.,;
3, I‘raudulmt mise l'esﬂhtatlon' '!._"~.“-‘»‘ T s,
3 ae 1 P
= ,)'-., - SR /A

\\. - . *') ,(-\\ \\{_ ’,- LR :
(a) dzrmag_es )r} arr Amount yci' tb ﬁc qﬂa:n?' 1‘ agi a”:, more particularly set
{/' ‘ u (u ’ ‘\

‘\ : ot

B '}E‘.ﬂlﬂle \“A?‘o 3 ;ﬁrﬂ“ \\WJ [f'j\;d U/ \\::-‘ J"“ {"/6
e S " ) “ \\

o FO \()\K \{':*\3\:\‘

O

(b)  costs and 1nterﬁsr (;\ ‘Iﬁj\(f( N T «:3\‘»
: !

N \ff}

out in

Jf} o \‘ ..
4. Inducing Breach of Cuntlact. ‘J\ \\L " 5

¢ J
f:~:‘ ;—’/ :
(¢) damages in an ﬂmuuntryet fo Be quantified as more particularly set out in

N

Schedule “A2”; and

(d) costs and interest,



5, Reputational Loss:

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

Schedule “*A2"; and

(b)  costs and interest.

L.
‘.\ Lo

6. Contractual 1ndemmhcahqn e respect of any amounts paid or payable by Emst & Young

N \

LLP in rcquct Qf",\ o ,j.‘\ W J,
BRI \-\ N 1o o o r\l o,
AW N \ \\ -—-n\‘ 'I

‘._;;;; )~ T\‘}c ﬂcp@n\}a E)'ntmuf &upmor Court of Justice Court File No. CV-11-

!"\r

.o \\ \_3“
(( """_,",5;:-,/ i :2’;3,’[3 ('53{50CP Qrf@§f}fé Coul('fpcrmus)
e r;"'i‘-:\‘\:;'! U:’» NG _.‘ W (;)“:":\ ! r(_,,\

WY et “d d\ { % .

i TN ﬂmag ﬁ! edhm lhc 1;1;1;0 as6f P fo CDN $7,149,200,000,00;

e ‘ljinﬁ ,‘ \\‘\ [{; ~\\‘ =/ ‘:\ v )‘\\: u {'““__’_,:';.>
(n) ’1‘ fda;&iaf;%s chliﬂec! mihe =11nm=11L é‘d‘ ﬂ]&r To USD $1,805,000,000.00;

ER N st s

(iii) _ ? rilc:noWn mmmﬁ& ﬂét y):t [ﬂeadcd or quantified (including interest

L

' ':."'%: and ‘ws)f&) é‘n‘nat E.rgst(‘& h*aung l.,}bP in‘this proceeding; and

i N h%
‘. 1\ TR “J‘

(ivsvw ,aaﬁyﬁ;umblltlﬁ ﬂn)cguueq cki:f td( Eata mcly:wd ()J)( Ernst & Young LLP with
( .

- t'L iy
1espét,{ ’[u ils, dﬁfh‘,m‘ *’Of ﬂle ’%b{)}}b\fndnn({{t ﬂ.@lé\pgedmg
‘:\“‘ lf -\ \‘\1 )..“ s
i} (f\‘ i i “
(b)  The action in @Jeb#é\S&:@{éﬁ? C'ow‘tuﬁlc’: No. 200-06-000132-111 (only as
\ \\ L ] '\,
authorized and gwcn rep:esent&lt)va ale‘lt‘l.lb)

\‘.p-\

",

I
é’»“
(i}  unknown and un?quanti fied damnges in Canadian dollars;

(i)  unknown and vnquantified damages in U.S. dollars;

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

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

respect to its defence of the above-mentioned proceeding.

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

New York - Index No. 6'30258/20] 2;

\\‘ W \ ]
(1 unknowmd’n&\\ quiﬂmtlﬁed damages in Canadian dollars;
(11) 3 \\uhkgtiwn undilnqlganhﬁled damages in U.S. dollars;

R - hX
_.* . -,—2\ }___ &

(iii‘i‘i an-y \tlnlmuwn amfmnts not yet pleaded or quantified (including interest

and ;‘-DSfS)’ 'ﬂgﬂlnst B st & Young LLP in the above-mentioned
¥ ?:R.‘ Y e Pt
o - e
R H . ‘pidbz‘.kdm aﬁ'ﬂ“ S (. ;‘.ﬂ
"V/J \"L i \) > o N i"\ N

\\\ \'\w

‘f/ @ \ q S
(IEJ) R‘ rl} it qta&(mcu\;js 27 to, bi‘“zg Yed by Ernst & Young LLP with
S vres;)\e,et\@fs defe\\ceéq Ish ﬁbove~1p§nhoned proceeding,

--(f\\.‘ "/‘ ‘,_ h-“\
H"‘\\\ ‘:, == 1(-}('(//4'/}
(d) QEhéFPPocesdmgs\eas;a rma gﬁﬁqht}dn €AY «;p this Proof of Claim):

\. \"f,.?\

i I
(li\‘\ m‘l‘ﬂuio'.\m 4 ‘tmﬁl‘uannﬂedﬁiuhag&s in- Cén‘;‘dzan dollars;

= /‘” o S\ Jv e f\ '\\\" N, fr.2 N
(i) unkn‘an and, L'(ﬂ(i!:lsz’] ﬁeé d‘z\maées iU ‘SHdQT]dJ‘E

,.-\\\ \) :

t\ r}:‘.:'_:"- "j i \\ “'\E (". Wi
(3ii) any unkﬁb’w;x zﬁhox\‘\’déf ﬁol qrcluf)}\t.ail’ed or quantified (including interest

and costs) agmnst Emsiﬁ& Y{buhg LLP in the Other Proceedings; and
t‘. ‘r '\'\ .

t‘ \'\

(iv) any amounis inb‘urred or to be incurred by Ernst & Young LLP with

respect to the Other Proceedings,

(e) In respect of claims (a)-(d) above, to the date of this proof of ¢laim, Emnst &

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

continues ta incur costs,
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.7

7. Contribution and indemnity under the Negligence Act, R.5.0 1990, ¢, N-1 and any other

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

listed in 6 (a)-(d) above and for the costs set out in 6 (&) above.




TAB1



THIS 1S EXHIBIT “P” TO
THE AFFIDAVIT OF W. JUDSON MARTIN
SWORN NOVEMBER 2 , 2012

A Commissioner, etc.
Chan Ching Yee

Solicitor
Teed Smith
Richards Butler
20/F Alexandra Housa
Hong Kong SAR
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SCHEDULE "D"

PROOI OF CLAIM AGAINST
SIINIO«EORTLST CORPORATION

wn,

1. Orlgioal Clalmant ld.sn\t'lficafrlﬁn’(ﬂie " Glalmant"]
Lega] Name of Clstment, BD@ Limite‘a S :i . Mama of Contact StePhan Chan

Address zbth i”:l ocr,, Wirg\‘cm \Canji;:‘e mge Director, Head of Rigk
111 C‘{mnaug‘nt Ropd sﬂen*tral phons# +B52 2218 82,88

oy T ‘\ e
ot * ty \“‘

:-‘T."'m \\\\‘\ " ’f"t\\‘_h‘ o {3 :,\\ Yox § +B52 2815 2239

NN e (ONT= StephenChan@bdo. com. hk
( BN m/:- Tty HO P,,,_.‘é - (\ \-‘*{Qﬁr Btm_: r.‘,\\\ avmal! P
\)) rhq\-@{{gg rcq‘:m_?\(;?}.r%_\) o “\‘\\ k{ 0N -

DY)
)3\1.2)) A.‘,L \apﬁcmﬁm hag b sdlgiied ch\\'{/nt
m Y
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\'\ o e \\\ ‘
-,._ £

en.f}n.'lgnﬂa‘ ot} \“ i \"I - — (‘—N%\Qe,nff"unmcr
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v s TN ot o ha 0 fhope i
Address___ - -l\-.i O N o AN

VIR A AT A ZF AN
T T e N % n t‘,’.*‘_ N
RATIAY N

Fult Liegal

Gity e aa Brnp/Stitg _ o el
. K bt =
Postal/lpig.. gt T TG LR o SRS
da. A.fn"mmi‘uf'f’f‘ﬁbm _':\ ) L R
4 ( r L
‘The Applieant’ t{r mr;otbr or Qm:aﬂwl\q‘sﬂd‘dﬁll ls!nciahkétl‘ {u.njyncﬁ.umanf ba Ib']lﬂvqﬁ .
Curreney ™= ({0 hﬂﬁiﬁm hedreney -, (¢ Ngaseruregy 1, Regtructuring Clattn Securod Clalm
g

unk ﬂ‘F\\ reﬂﬂ{lF W\‘i‘ “ ‘\ i Y\‘\\
$8 204 375 000 0‘0 ,._“)4{”.‘\\\\ \,\" “’_ \ r')’?\ \\h ",

\ g = ?\\{}:)i \’j ’\ '\:‘;1-"'
J;\“" '\\ i
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l" \L
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3b.  Cleim against Subsidiaries

§f you have or Intend to make = cleim agalnst one or more Subsidiaries which is based in whole or s part on
facts, underlying transactions, canses of action or events relating ta & clalm made agatnst the Appllcant above,
check tha box below, Vst the Subsldiarles against whom you assert your claim, and provide particulars of your -
clalmn agafnst such Subsidiaries.

i1 fwe have a clalm against one or mors Subsldiary
Nrme(s) of Subsidiarles Orlginal
Curtency Currency Amount Amount of Clalm
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4. Dpcumentatlon

Provids all partlonlers of tha Clulm and suppurtlmg dovmnentation, Intuding amown, and doscrptlon of trnnsacﬂon{_s] or
agreament{s), or legal brench(es) gfvingﬁ\ \thu Caim  gep abtached
- \‘ F.
- “\‘ ‘._'_.’ \J“
5. Certification 5 "o e

\1%‘

N ..\-x ;
I herolyy l:erl.ll'y tfuh -

Lo I‘a;n thp‘ Clbimunr br umﬁﬁrig represuntaﬂvo of the Clalmint,
2, “Live }mowledgé.nf | the'dircumstances commectod with fils Claim,
v ‘-‘ & Chriiplete dpt@hienﬁ\fmf In supp }tnr this olafm Is attsched, ‘

,,-,-_.'}‘:;‘ wh L ol N ,A- Stephen Chan
R N O .;:;\“-;\_, (Quthox:ized representative of BDD L:um.t T
(O SO N 2 .Di}.ectonb Head of Risk of BDO Limited o
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6. Filing ot’Claim
\‘ e \)
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Proof of Claim
BDO Limited

I, BDO Limited (“BD0Y), is a Hong Kong-based accounting firm formerly known as BDO
MceCabe Lo Limited that, among nthc&thlngs, conduets audits of the annuval financial statements
of publicly traded companies,, HDEJ &qd‘ ta the annual financial statements for the Applleant,
Sino-Forest Corporntinn ‘Q‘Smn ') for the }‘Qﬂfﬁ ended December 31, 2005 and December 31,
2006. BDO way tﬁc«t\[dltur for Smp untﬂ oft or‘about August 12, 2007, when BDO was repiaced
as auditor by Emsbé‘& YoungL’L‘P (“E&Y“)

L(>\- i

N
-..\v-.w " uiW\
Lo
e
bz N
O A ﬂ\ \ .
- x\\ ‘_ '\‘ “y

%c)h July 20, 2.0‘]1, i Notlcé gt A‘cﬁoh WS wsu&d%zommcncmg # proposed class action

“broﬂgﬁ by Tim ‘I'msims of rth‘g iaﬁo\zr{::s Pehﬁs:un‘i*und u? ‘Central and Eastern Canadn and

others against Sino-f‘ofes‘t‘(‘orporatfon an(\cl\eﬁwrs 1n*0ntutm S%pcrmr Court of Justice Court File
No. CV-11-43 ITB%OUCP (thc “Datbfi‘a‘ Class Actirj'n") Th:s~was followed by the delivery of the
Initin] version of thc Smté‘man‘%‘of C}mm :P ke Bﬁﬁzr:o (‘léﬁsq&rﬂon on Augost 30, 2011,

.

N
l":l \.; '.L ;) B \\“"""\ L ,‘,\ oS

3, The Uniacﬂ) Cl?jfs ¢Aétibn‘v\seeks ~fg cgﬁ'tlﬁ’ "an uactmn (Qn behalf of all persons who
purchased Sino sgzcurmtaa(ﬂa Canadg ﬂm*&g‘fg "o f‘lasqfl’a m;l:twmc!]—" defined as March 19, 2007
to June 2, 2011), % Wcll(@j‘hli éah\cl‘an [eqL(T“tg& wﬁo ﬂmﬂ’ased. tho's securitles outside of

\’:_)} ff“"K "\ St

(RN s
Cﬂl’l&dﬂ T — \\ W 5 i \\ P DY > kY
f{ﬂ:, :/ Sy N I[ \ < j\) \\:Q\j N

S

4, The criginal claim in t]ie'ﬁintarm &las‘g Ao{wnﬂnamah Slhb several cutrent and former
officers and directors of Sino; Smd’s\audhor !‘mmAUguSI ZUO'? wntil April 2012, E&Y; several
investment dealers thot acted as underwmtea;ﬁ fo‘“‘a-ﬁeries of public offerings of securities by Sino;

and PSyry (Beijing) Consulting Com}mny Limlted ("Pdyry Beijing™), which conducted

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

5, On or about January 25, 2012, the Statement of Claim in the Ontario Class Action was
amended to add BDO as a defendant, and it was further amended on April 18, 2012. A copy of
the most recent April 18, 2012 version of the Statement of Claim (the “April 18Y Claim™) is
attached at TAB A hercto,




.

6. The April 18™ Claim sceks to certify the Ontaric Class Action as a class action and
makes the following damages claims against BDO, along with other defendants to the Ontario

Class Action:

(a) On behalf of all of tl:pi\ Crgss Members who purchased Sine’s securities in the
secondary mgrkmt dlm\1g itte C!ass Period (which is defined as the pericd from
March 19 309\ thr‘bugh\,}‘n(fwék 2011), and as against all of the Defendants other
ﬂ'm‘ﬂ\t!‘lé Uﬁdenynteré,\a claith hJ)r general damages in the sum of $6.5 billion (the

-‘.3;1 . \'tsecéndaryfmaikaﬁbrﬁlm"),

T vooRAT AN
\4._\_.\, J
o

T 'f-‘. (b) 9 Qil‘bahalfof g_ll éf‘tﬁb—(?lass Mebers who purchased Sino common shares in the
Y - 'e*\‘ ' thstnbunpn) tti W‘th a\‘J@‘QOOI Progpoctus issoed by Sino (the “June 2007

WA
WAL ‘wPrEﬁsfﬁgc‘Eu\s"’} relak{ ‘é c‘}aihn for gené@r,darﬁages In the sum of $175,835,000;

)
i
Y - \!"‘ ™ ([r-

)‘\

I\- b - l \ \
(©) On’,he@ﬁbf‘ﬂn of\tﬁe Clgsq\%il'embcr“s WHQL'}bhaaed Sino common sheres in the
Hfﬁrﬂlb‘ut!on to wh‘iah "!)ccen}bc.‘r AU@S Pmspgrtus Issued by Sino (the “December

B

2009 ]i’f%p@ctus”) rclawd’ ﬁ‘dlalmﬁf&"geﬁeml demages in the sum of
";.“Mma 090 “‘\""" :.A f.—\ \j R

A

P “

() Oﬁ bchﬁli\ef all the C‘ias& Mcmbars Whhﬁurchasad;gxno 5 5% Converible Senior
Notes clue‘?.f]ﬁ ‘purs\lant t0 4! ﬂ'ﬂl}? 2‘00/8 Oﬁfer‘mg Memorandum issued by Sino
(the “July 2008 Ofﬁ:;:n«gJI\rlo;?rﬁora\nmluu‘fg )’,’ ‘cléim I@t geﬁﬁm damages in the sum
_-.:-\_ \'- \\ -.\ ‘/ N
of US$345 ml“l‘_on}; - \ f} W, . Lﬁ,‘\ N

& On behalf of all the Class Mcmjser:s whb‘»puruhased Sino’s 10,25% Guaranioed
Senior Notes due 2014 punuanhi& fhe June 2009 Offering Memorondum issued

\

by Sino (the “June 2009'<Qi3f'eflng Memorandum™), a claim for general damages in
the sum of US$400 million; and

H On behalf of il the Class Members who purchased Sino’s 4.25% Convertible
Senior Notes due 2016 pursuant to the December 2009 Offering Memorandum
issued by Sino (the “December 2009 Offering Memorandum®), a claim for
general damages in the sum of US$460 million.

g
by
(g’
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7. The claims pleaded against BDO in the April 18™ Claim stem entirely from allegations
relating to the Audit Reports produced by BDO in relation to its audits of Sino’s 2005 and 2006
annval audited financial statcments (respectively, the “2005 Audit Report” and the *2006 Autit
Report” and, collectively, the “BDO Audit Reports™), The 2005 Audit Report was filed in March
2006 and the 2006 Audit Report was had- b March 2007.

8. It is alleged in the: 'Apﬁl 18% C]ﬁlmﬂmt ihe 2005 Audit Report and the 2006 Audit Report
each contain fhie; saije statement by BDO‘ 1 statement that is alleged 1o have misrepresented that,
in thc (Ipmwn beDO Sism S‘CQOHS and 2006 annual financlal statements *.,.present fairly, in all

Ss o FE A

/zxﬁhl’f?tlal ‘ru}pect»s tﬁ[@gﬁﬂm puglﬁ:} @E8ino as et December 31,2005 and December 31, 2006

‘ f\\.}-

“indl the );qsl{lfg St ifs opera‘fmn{s‘_ and pasgl ﬂgwsk for the yeurs then ended in accordance with
Eﬂqﬁ1ﬂll~génerall¥ erqu%d accoﬁx‘r@n};‘ g&inclples “p\ @,

o‘ -.\
;

9. The c}a:m agaitlSt BFj@‘ f.‘or $6 5 I{i]li‘nh‘ iq dpmégeg bn behalf of purchasers of Sino
securities in th.c\ﬁcﬂondm'y mark::t Is\haseﬁ upon #ig ¢n1tiaf ‘lssuancc of the BDQO Audit Reports In

‘«-.

March 2006 and March 2\9@?- yesriectivaty:s e ,) \ g ,(_a 1\“ .

\

10,  The cl&ﬂﬁ agn’?nst BD@'@r E@JS [)Qé“,ﬂ&ﬂ)l}\nﬁotal ﬁeuimgcs on behalf of purchasers of
Sino shares pufsra;;ftdﬁtlip\:}tlhc 2007, 13r0§peclus am}‘tﬁ@ ch(l.e:mbm 2009 Prospectus is based
upon BDO’s coanfJ td J;he mi’fﬁl}p%mffmn b; ~1‘e§£’e{_’ﬁcs Qf ghe lEUE’)C.J Audit Reports in those
Prospeotuses and on the aqfuﬂi incorpm&a{fo\;‘}bj)}ef?\qgn;}a\of“;he%{gﬂﬁ ;%qdlt Report in the June

e, I's “\_“ g At
2007 Frospectus. “—:’r\{_) ‘j?.,\: f\\ £ \\ \.‘“\

A% il ) "
11.  The clalm against BRO for” l’JSE\?l,ZDS Ll UDU UD in total damages on behalf of
purchasers of Notes pursuant to the July '?008:{ fo‘nc 2009, and December 2009 Offering
Memoranda is based upon the lncorpprﬁnun By reference of the BDO Audit Repotts in those
Offering Memoranda, o

12, The claim as against BDO further alleges that BDO as Sino’s suditor owed and breached
a duty to maintein or ensure that Sino maintained appropriate intcrnal controls to ensure that
Sino’s disclosure documents adequately and fairly presented the business and sffairs of Sino on a

timely basis,




“dn
BDO's claims for indemnity against Sing and its officers and directors:

13. BDO denles any liability for the aforementioned cluims advanced against it and if

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

\\

14, However, if 2 Cowt I'nds ?BDQ hnblc for any of the said claims, BDO claims against
Sino for indemnity pnmanlyﬁquQ; lhc term\s\dxf its engagement agreements with Sino in respect
of (he 2005 and; ,200\6 Sidie it Vears, gs,mimgmg subsequent use of the BDO Audit Reports in the
aboveuigoted P‘ﬁospa(‘.’euses ah\s{ @1&}1&@ Memoranda,

\ \___)f‘ ,\\ f >\
/r = ((\ _)\ \,BDO sﬁya [\:}Dbmo andf}ta @)_ﬁg/cment bore the primary responsibility for ensuring the
Jaccumc&vﬁ;\ \Sgnos 2005 nql ZOQ’Annu@‘Fiﬁanmal Statements as well as the accuracy of the

" ﬂa‘t(gh’lﬁfltk&' reggrdmg{ th‘e F’ ﬁanclal;ﬁtﬁtﬁs‘d*f Bmo i T’Q.f‘})spcctuses and Offering Memoranda
ref'erenced hesém %13 was i e’oﬁimctu al ,leu_.,#ﬁod «:-wed by-Slpo to BDO under the terms of the

engagement agleememsbet%en \"":ji'lo and BEO R

.\
N

\\ \\

,_,\
oA e

16, In paruculnr, HDOL‘S engagcmeut‘mfbbrh‘w1th Smo I;Qr, the 2005 and 2006 audit ycars
gxpressly pmv\iﬂrj thh’t BDO reﬂad upun qu and i) management to bear the primary
rcsponsnbaiity f’or preparmg $t8" annual \ﬁhaﬁfmﬂ stgtameﬁmm *accordance with Generally
Accepted Accouhu Jga P{ufclpleﬁf;(“é@'i;") Coniés’lt)f\mb E}ng’ﬁ gment letters for the 2005
and 2006 audit years, d.itetf,}ilg‘ust 1, 20([‘5 migl‘ Degeql\ﬁét\ﬁ};\\z i3 e attached at TABS B

and € hereto. i L ~:\ h AT e ~}‘\-.\'{-n
! R ) M f ’\\ (= '\;:"“ WY

#

17.  Under the terms of BDU‘s eriéagtamdﬂt lettcrs wqtl‘.“ me for the 2005 and 2006 audit
yesrs (Tabs B and C), Sino also ﬁ};rcé‘d }h@t- 1t$ munégcment bore primary responsibility to
implement appropriate internal aontref& to dé)éct fraud and ervor in relation to its financhal
reporting, _\ N

18.  In addition to having claims arising from its reliance on these parties to bear primary
tesponsibility for the accuracy of Sino’s financia! statements, BDO also has contractual rights of
indemnity against Sino in each of the engagement letiers signed in relation to the use of BDO’s
audit reports in Sino’s Prospectuses and Offering Memoranda — Copies attaclied at TABS D, E,

I, G, H, and I lierefo,
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(9. Further and in the niternative, BDO is entitled to contribution and indemnity from Sino
and its officers and directors pursuant to the provisions of the Negligence Act, R.S.0. 1990
Chapter N.I.

Costs of defonding the Ontqriu ( lu:{@ Qu}(nn,

20.  In addition to the. aﬁfmurm cfaﬁned abm‘fe, BDO also seeks its costs both to date and its
future costs re!atin%‘to thé\ dbfenw of | r'ﬁﬁ Ghtarm Class Action and the protection of BDO’s
tlglits durlng thé coUrsa ofrthq* Wﬁhm\proceedmg ~— all of which stem from the same contractual

_ brctmher} by Siné and iw‘oﬂ‘ dors and diregiors.

.\\ .‘!

[}

22k BDQ"& co‘:!ts to datg’ m’a :ip;)roxlmatcly ¥340,000.00 and its future costs of defending the

Qqquﬂa G]etss Acﬂ,qn‘arﬁaétlmatc&‘tb‘b‘é i fiskther $4.,qﬂl]}l]n A billing stntement showing the
J,otul Iegul el‘,pbhaes‘ingurra’d lﬁ' _BBO fo rﬂl\l\l!.,r\ awedacted Jfor privilege, is attached at TAD

it - R \\. & A
J hereth i H ‘> el \\ R », ‘ ({f\“ -’\:)
\u T ( \\“ Wy
X, e . EEAR R
\\‘\\‘\-‘:\'h RO l::' ’\ A 1‘;." ‘;5"\\‘." i
= S AN N A= EAY
Summary: WS Y
B W . I o ot
R e T
R =2 W = il

—

o
2, In Slhnl‘}'l)ﬂr)q’%l)m’& Bl#lmht’rﬁ’atnsl.»&g\ﬁ\a}igj\ﬁs offi ccgb\\and directors is quantified ag
TN

-y

v

o by /_)\ T l\..-'\ -'
follows: NS DU AR
‘/éf—} \\\\(:‘_“.?‘I“ (;_Qf. ™ r[._\“ ‘\ - i q
o N v "}\ oo

@ In respect"éf thsmamﬁdir‘g,n{{ icéﬂh!mmﬁgﬁﬁi? I%Dé 3’-6 5 bittion;
1‘ .

ﬂ.’ 'r L

{b) In respect of the h]alrﬁs agsinst !BDb éy purcha{scr“}.‘r{% Sino securities on the
N 7
primary market pﬁrs}\lmjl\to Lhé! Piospecrtus\::a ’and (Tfterlng Memoranda referenced

herein - $1,700,035,060°; zmq)‘ ;

()  Inrespect of BDQO's cu}f’en}t and future legal costs - $4,340,000,00.

e

TOTAL: $8,204,375.000.00

' This porijon of the clalm Includes damages clalns advanced {n the Ontario Class Action thet are claimed in both
U.,S, and Canadian dollars. As noted sbove, $1,205,000,000.00 of thls portion hes been claimed in U.S, dollars,
Under s, 121 of the Courts of Justiee Act, R.S.0. 1990, ©.C.43, forelgn money obligations are o be calculated
based upon the applicable exchangs ratc af the date of judgment. It s assumed, for the purposes of this Proof of
Claim that at the applicable catversion dale, the U.S.-Cenadian doltar exchange rate will be approximatety 1:1,
however this portion of the claim may need to bo rdjusted depending upon the exchange rate applicable al the
relovant date,

(;

A
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SCHEDULE "D"
PROOF OF CLAIM AGAINST
SINO-FOREST CORPORATION

1. Original Claimant Identlfication (the "Claimant")

Legal Name of (‘him{thﬂf’d 3,‘3?'_@_,@&&? falc S Name of Contact ‘fi\hﬁ_ﬂlﬁlﬁ‘_
Addross ( Caradad: \nth i e _Nead of em‘ s Loyl lemee.
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\‘ 4 A \\ \\ ,:
The Applicant or Dizertﬁ: 6r\6ffl<.er was aqﬁrsﬂhls Indebted wﬂm F] 1mant as ﬁqus
Corrency JJ Orjﬁmul ﬁqlr:‘e'hty ,JUnseéJtTe rn + Resteucturing Claim Secured Clalm
SRt e H P Claffiy Ty,
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3b.  Claim against Subsldiaries

If you have or intend to make a clalm against one or mora Subsidiaries which is based jn whole or in part on
facts, underlying trangact!ons, causes of actlon or events relating to o claim made against the Applicant above,
check the box below, list the Subsidlarles againat whom you assert your claim, and provide particulars of your
clalm against such Subsidiaries,

[ I/we have a ¢lalm agalnst one or more Subsidiary

Name(s) of Subsidiaries Original
. uﬂu Currency Currency Amount Amount of Clafm
g_ - ) - o
T e TR T R T TR SN LI PG R T P T AT T L Apey

P T L | TR =
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2, 1haye knowledge o gll the clrqumstznees conpestsd with this DAD Claim,
3, Complete docamentation In support of this D&O Clatm {5 attached,
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'rmahlf_tgﬁyt:r_wmum‘b .

e

Dated 2t 1 O¥G W
— 895
this “?’n-“uay of MWD 2012 L. L

“: o wftness :&i w

6. Filtng ofnm*-'cl-ai'm“
This, Px Qaf cf‘c‘}nim must_be‘rewlvgd b}- lhaMLmltur by nolater than 5:00 p.m, [prevailing
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SCHEDULE “A”
TO PROOF OF CLAIM OF
CREDIT SUISSE SECURITIES (CANADA) INC,

Background

und uxLxlﬂbm l he;@to L

On March 30, 2012 (the “Filing Date™), Sino-Forest Corporation (the “Debtor”) sought
and obtained from the Ontario Syperior Court of Justice (the “Court™} an Initial Qrder
under the Companies’ Creditos.Avangement Act, R.S,C. 1985, c. C-36, as amended (the
“CCAA”), which, :nre{' ﬂf a\\c\\m‘menwd proceedings in respect of the Debtor,

Credit Suisse. Sec};fﬁ?e*s (C’a adhy In%%ﬂﬁ: “Underwriter”) files this Proof of Claim on
behalf oﬁpsel gnﬂ ity affil s, on behalf of its (or its affiliates’) current and former
du ept{)l"ﬁl a}:gi fﬁcersx (gg] d&ely, “Claimants”),

As* afthe Fllmg ‘D‘\t\e the qu\tcﬂ' énd certain of its subsidiaries were, and still are,

1hdebted andiot iable to'thc Cfmman{& fpr certain amounts, described more fully bclow

e, -
"‘ .Al v \ b

T The Clmmaqts‘dmy any é,ﬁ& hl“lﬂblllt}? &‘ms’ ng dut of or in any way related to the

thlg'mein (a¥ such tetfpr {s défined. b’elqu), and the! @_]hu;nants further deny that any

damages on ospe‘s*\veré‘c nged b@l‘cu‘ con’ﬂuét‘t@fhér than the conduct of other parties or

events. \Ngyieft &l 59, b\gcrtam altf m‘é see\lfmg or may in the future seek

damages and/or otl ﬁ@%ry &fnts ongontingent claims in amounts that

equal or exccedih ‘ﬁxﬁ‘i’m des h;bit— "}“ﬁl’cto as to which Claimants are

entitled D xfxdéxrﬁnt ag. @a%; Kibe herem cﬁd‘fﬁmunt,kbave been included in this Proof
oL

of Clalm‘sdld}' for§ eﬂ Tpose 0(111}5 FO{GI?@H\\ N

>
\.‘\\\

Indemnification ¢ Qb!lp’ﬁt&bn& of De’fgtni' and ceg’tﬂ’m gi‘ its E‘mﬁéld:a: ies

5,

_\ “ L b
In connection with \tlle:lbebtor g Ifna)ﬁ 200’.? 1‘@1 g)fﬁ,rm ffelmg Amount
$201,135,000) (the “Jun@QQ\Uf/]gau'i Ly, QTfe i ;an Um:i 1& {iing Agreement dated
May 28, 2007 was cntqgcd od i by !ﬁfér dlja, ‘th ‘ebtd and‘thc Underwriter (the “May
28 Underwriting Agreertien l,\’)/ flo wﬁﬁh C@ Debtor agreed to indemnify and
hold harmless the Underwrifoy, (se‘e inteFlia @ﬁtlon 9 thereof). A copy of the May 28
Underwriting Agreement is aifhcheeﬂf \b?t 2 bereto.

In connection with the Debtor’y. —}mc 1, 2009 equity offering (Offering Amount
$379,500,000) (the “June 2009 Equity Offering”), an Underwriting Agreement dated
May 22, 2009 was entered into by, infer alia, the Debtor and the Underwriter (the “May
22 Underwriting Agreement”), pursuant to which the Debtor agreed to indemnify and
hold harmless the Underwriter (see, inter alia, section 9 thereof), A copy of the May 22
Underwriting Agreement is attached as Exhibit 3 hereto.

In connection with the Debtor’s December 10, 2009 equity offering (Offering Amount
$367,080,000) (the “December 2009 Equity Offering”, and together with the June 2007
Lquity Offering and the June 2009 Equity Offering, the “Offerings”), an Underwriting
Agreement dated December 10, 2009 was entered into by, inter alia, the Debior and the

36184-2001 13805471.2
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the Debtor arising from, inter alia, the Claimants’ commercial relations with the Debtor
and its affiliates, including without limitation claims based on:

@
(b)

as more fully described belows;.. N

the indemnity provisions of the Offering Documents; and

breach of contract and negligent misrepresentation in connection with the
Offerings and Offering Documents,

b
l\.\

14, The Claimants hereby\ass.\ert néhmst thf.x :Debtor the following unsecured claims
(collectively, the«" iéﬂi ”)\‘) e \\\ -
b)

(®) | .

!f“\}s

- ‘aﬂﬂtou?,\tsyet 1;0 e.-li’g@pjatcd, pmd or incurred, based upon contingent claims in

:\ \: re&ﬁect of lq ‘%Eg ﬁbﬂlt:es, claims, expenses, damages, Judgments, fines and

=

Sl
()

(@

(€)

®

-___-_-,'-.'f U“ ‘%\&é\ﬂ

.‘.'*\\

P ~-:: > amoun ?‘ ohe-paid i ,sef [gment or ta be incurred by Claimants arising from any
T

gat:onfi“\ fpect of the June 2007 Equity Offering (the “June 2007
qiﬂty Offerl\;[@Lftéganqn G}@Tﬁl"‘),

- f 3 P ,\ 'f_;'-\

gtmcmngﬁ?bt 10 be/[itljﬁﬁ daiHcT pau;lm@ ﬁpﬂ’m ed, based upon contingent claims in
t’aﬁpect of losség; Jia mes, e:ia}fﬂs, expen es@damages, Judgments, fines and
amoumé;rto be. patd 1gx,setlleif1erft or to b&] i@pred by Claimants arising from any
aug, él‘lf‘l‘.uﬁganon.mr @ect” of thqﬁnp\g 2009 Equlty Offering (the “June 2009

Eqm ?y foezjng( Igygé’tlom@lﬁn}")ﬂ oy
‘4,, \ “ kv ,(:_ \\."5

. ampi{lﬁ%‘wt’to be, E{qﬁdat\éd ald @f ﬁcuﬁ‘;)d b_gsed upon contingent claims in
- q" e-:ct'of Io'ssef\gabﬂtﬁes{‘cﬁuf@ akpcpse%clﬁhages Judgments, fines and
am nt:t; 16 pﬁtd’ in sgttl,ei(fent or to Rl el l;y Claimants arising from any
an *l;ﬁ cﬁmn ,;n;:;éas ict of the. a}mbél %005 qu:ty Offering (the

“Dé&c eer'UGQquty Oﬁeq@ }ﬁg’ét[@m @lhﬁpﬁ

amounts yet i bej,lqg‘ ma gpf@d OR]II(RH\G('} b mti-\n}b W claims asserted by the
plaintiffs in I‘rﬁ‘a'teew of the Jiibpu ers Fens:on [‘zﬁu) of Central and Eastern
Canada et al, v. .S‘ma F@xe.fi o pora{mw BF fgl {Ontario Superior Court of Justice,
Court File No. CV-11: 431 153: OOCP) fdr ttjiist enrichment in respect of fees
carned by the Claimants for, '(1) uﬁd&rw:xtmg fees; and (ii) trading fees (the
“Unjust Enrichment Clat vm"),

as of the date of this Proof of Claim, amounts incurred in respect of attorneys’
fees and disbursements arising from any and all Litigation (“Incurred Attorneys’
Fees™), which invoices in respect of such fees are attached as Exhibit 7 hereto;

interest on the portion of Incurred Atiorneys’ Fees paid by the Claimants but not
reimbursed by the Debtor and its subsidiaries, as the case may be (the “Incurred
Attorneys’ Fees [nterest™);

34184-2001 13803471.2
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Underwriter (the “December 10 Underwriting Agreement”, and together with the May 28
Underwriting Apgreement and the May 22 Underwriting Agreement, the “Offering
Documents™), pursnant to which the Debtor agreed to indemnify and hold harmless the
Underwriter (see, inter alia, section 9 thercof), A copy of the December 10 Underwriting
Agreement is attached as Exhibit 4 hereto.

Indemnification Claims and other Claimg

8.

\

e
do
{
vy
1

\f

-

10.

11,

12,

g j};}__ i attachcq'ﬂs @-‘h{blt 6&@1"?% <

various threatened, pchjmg,\r; pidted and/or future claims, actions, suits or proceedings
and any appeal thqr@ﬁ'bmx‘whé er civily criminal, administrative or investigative,
involying or r@lated tfb*the lazntsﬁtq \1\1 ity which the Claimants werc, are or may be a
party, of weré afe.of may S om&nﬁvw ved as a witness or third party, by reason of the

As of the date of this Proof of %@m the Claimants are or may be named parties to

Clﬂ,l;ﬁar\t.s go%merci‘al(f@] riship with the Debtor and its affiliates, including without
\llmltilllon to the uqu@/& vases identified in Exhibit 5 hereto (collectively, the
N “Lttigﬁnon”), Cqﬁies of cméin L’}‘r}g\nalmg documents in respect of the Litigation are

‘l\\ K \ AN ,--\\f

T‘he\Ll 1gat1gm@4@‘ted in §\" ﬂMvit of s jiﬂkon Martin, sworn March 30, 2012 in
~c0nnec ‘p‘nm’zﬁ e mmql\ sgpphcau (;14:1@1‘1@ ‘case as ;L Jactor precipitating the Debtor’s
filing unjifer ‘rhcz (}ﬁz‘i\f\({ “ §Ob ﬂ‘ S N

Pursuant} 3 i\m ‘ptﬁvnsm fbf fhe Offe m@a&mems, the Claimants are entitled to
reimbursethént by tMe\ tib?ors foftan 2 ﬂ*aﬁ ex?ﬁﬁsﬁs incurred, including attorneys’
fees, losses, damﬁég,s, Judg:r;ents,@new:id qgﬁmrxm 15-already paid or to be paid in
aettlemenfmx{lﬁcﬁdy 19(5@1%;1‘@‘: to be meu}:{'e&“tfy the Q,l‘{umants in connection with any
and all th;gatupn. SRR m.‘ s

The claims assél'tt.d or thett may be assgr;f:d b\'g;the pl amtrff;y in the Lifigation involve, in
part, alteged ﬁilsreptessgxﬁmons mezde{t ;ty}t‘h\a Dnb 0?\\{1 fts equx% and note offerings in the
primary market, inchidi tl Uﬁt Luihfal ra %01‘#3 ngs qese ;k{ed in paragraphs 5 - 7
herein, through pmsped”‘% bﬂ‘ Jﬁ‘glf \;\ﬂr&nda aﬂﬁ, s€d misrepresentations
made by the Debtor in 50@&(% ‘% @ su!;h offc dtm the basis upon which general
and other damages are clmnl‘gd %.84¢ plamgi a Jnst the Underwriters.

No fudgments have been rendered uﬁ\he\mtl\'gatlon, nor have the Claimants made any
payments to plaintiffs in oonnég cg wit i the Litigation. As of the date of this Proof of
Claim, the Claimants have incurredl expenses in connection with the Litigation in
hquldated and unliquidated amounts, The Claimants anticipate incurring additional
expenses in connection with the Litigation. As a result, the amount of the Claimants’
claims against the Debtor and its subsidiaries, as the case may be, is, in part, contingent
and unliguidated as of the date of this Proof of Claim,

The Claims

i3,

The Claimants’ Claim {as such term is defined below) is for, infer alia, contractual,
statutory and common law rights of indemnity, contribution, set-off and liability against

361842001 13805471,2
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{g)  amounts yet io be liquidated, paid, or incurred, based upon contingent claims in
respect of attorneys’ fees and disbursements arising from any and all Litigation
(the “Contingent Attorneys’ Fees”); and

(h)  amounts in respect of any and all elaims, rights and/or remedies of the Claimants
against the Debtor and its subsidiaries, as the case may be, including, but not
limited to claims for breach of oontract, specific performance, indemnification,
contribution, rescission, fraud, fraudulent inducement, fraudulent conveyance,
misrepresentation, re:mhuréf;mrnt and/or subrogation related to, or arising from or
on account of auy. é.m;l z}ll viast, present or future litigations, actions or transactions
in respect of{ thig D%btb‘r and xta‘ﬁubmdlanes, as the case may be, under applicable
law orﬁql.giy Thie "D@mﬁ{{@) C‘}fum'

N

N X

bt \Thx:u,Unda taﬁ‘@)auf orlz tgfliia this Proof of Claim on behalf of itself and the

Ualm ts) QJSLgnat (ﬁ' Prootﬁ,ctf Claim, Douglas Walker, is Head of Legal &
n&%ﬁnbe ‘of tl}?p{é&; Wﬁter\anﬁs ‘Q\u‘ﬂmnz?ckto file this Proof of Claim,

116 .1 n[’he Uneilt%rw)&ltsr ’feservqsf\ %\gl gh‘f to am(@nkf;a?arzfy Jpodify, update and/or supplement

17,

18,

19,

20.

this Progf of Claim aﬂf d;{, ime anel fhy ;ar z‘#;spe«:tl m’b@dmg, without limitation to assert
addltwnal 0]:azrﬁ§’0ra tioral grgtm ¥ for RstfRims; to specify the amount of any
contingetil; iiniatired oz m&hqmcfated clgimy § '1§ they, become non-contingent, matured
and/or hqmdated andfokte 'rc-chaiact’@zé s ‘clajms-ar any portion thereof; and to file
additional al}dz'gi‘ ambntled p:cgofs pt‘@larﬁx aI;;[ﬂﬁr;n(f angl in any respect.

‘—\ \ f",:
The Underwmel resel‘\’e‘s’ the T ghf‘to 1&&31’1‘& brmg‘&‘l&h\addmonai documents
bupportlng,}he Cla:ih\‘aﬁﬁ add;%iqnal documcm\sﬁh‘a‘b n‘xhy(chorne available after funther
mvestlg'mqp a)}(bdlsg\%?ny\ \ M ~ \”ff ’L:f o f\\ Y s
To the extent that th@djhdem&iis 1) ,any Cl’.ﬂ{m‘a&t(ﬁ}l haVBrQ{ hy have g right to
subrogation under or a[(y t‘l‘kcr Pquiﬁahié (ﬂa{n ﬁnder cmirighlaw against the Debtor and
its subsidiaries, as the n.‘asa,m‘a’y be,\(hg Unlet Wl‘l-t\ﬁn‘ exmessly preserves such rights,

By filing this Proof of Clairfiy- lhc‘UhdcvpVMcx do‘ds hut waive, and specifically preserves,
the Underwriter’s and the Claitants? ¥estieztive procedural and substantive defences to
any claim that may be asserted, \ﬁg na{ the Underwriter ar the Claimants by the Debior,
by any trustee of its estate, or by other party or group,

The filing of this Proof of Claim shall not constitute: (a)} a waiver or relcase of the rights
of the Underwriter or the Claimants against the Debtor or any other person or property;
(b) a waiver by the Underwriter or any Claimant(s) of their right to contest the
jurisdiction of the Court with respect to the subject matter of the Proof of Claim, any
ubjection or other proceeding commenced with respect thereto or any other proceeding
commenced in this case against or otherwige involving the Underwriter or any
Claimani(s); or (c) an election of reinedies or choice of law,
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This Proof of Claim shall not be deemed to be a waiver of the rights of the Underwriter or
any Claimant to: (a) arbitrate existing or future claims or disputes; (b} any other righis,
claims, actions, or set-offs to which the Underwriter and/or any Claimant(s) are or may
be entitled, in law or in equity, all of which rights, claims, actions, defences, set-offs the
Underwriter expressly reserves,

To the extenl that: (2) Claimants allegedly may be jointly liable with Debtor to an enlity
or person that does not file a timc[}( proof of claim in this case; and (b) Claimants’ claims
for indemnification with reg cspe btg wsuch liability to such entity or person is disallowed,
then the Claimant makes: tﬁm\p Y61t claim on behalf of all such entitics and persons
who have Llatms of. the k:ﬁgi dcscnh;;dt hercm

The Underwr imr has ’ﬁled t,lua PIU.DIF of' Claim under compulsion of the bar date
G%ahlash‘@d‘ i this cade Aid ﬁ}pro tect Claimants from forfeiture of their claim(s) against
tlm Uebtot’ and itg.z ubéldlallea, as the case may be, by reason of such bar date. The
“Climants have, ﬂl:;d this Pro&stofClaim only with respect to claims arising out of the
transq;:tfgons ;md’ mattcrg\ﬂe’stsyibcd hcrqsfn. Claimants and/or its affiliates may file
acldmbnal proofs {)I‘qu‘m‘agamm ﬂm Deb%or anygkits subsidiaries, as the case may be,

\a wiihurespecttn fﬂmmﬁ ari smg*@m gf"o’fher traugawtimns or matters. In addition, the

C‘lalmmu}‘gs» mwﬁ e prgo,ﬂsg@ﬁlm 1ﬁ§£ 4 'k} ebtaland its subsidiaries, as the case
may be, Mho hay{s guaxaﬁ%eed or BI\ g} e]:'Wl obf“gﬂﬁaﬁl with respect to, the claims
covered hgr \f!\; - 3 o ,\“ \‘ RN

r e ((}r o -
All notmeéregardmg’ﬂ‘ﬂévlproof dff;lﬁuﬂ\s%ould b@eb& t to Credit Suisse Securities
(Canada) Iniruh qr{i anac{pn P 5&0@, Smte ﬂﬁ@'lild"bronto, ON MS5X 1C9, Tel:
416,352.488%, Bk 416: ﬂ 57,4885, AttegiipHs Dtglas Walker, Head of Legal &
Complianoeé (doug!;&v\kla laer@credibsu‘i gé.com, éﬁﬂ,{lbrys LLP, 79 Wellington Strect
West, Suitg 3000, Jbx 270, TORGehite, TorgntbyﬁnhﬁtngSK N2, Fax: (416) 865-

7380, Tel: k4=\] 6;‘865 01140 Attéhtmn An&l{t:\{[ﬁj}ay (aﬁ\ay@tarys com) and Adam M,
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Court File No, CV-12-9667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

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

ARRANGEMENT IN THE MATTER OF SINO-FOREST
CORPORATION

AFFIDAVIT OF W. JUDSON MARTIN
(Sworn Aupust 14, 2012)
I, W, JUDSON MARTIN, of the City of Hong Kong, Special Administrative Region,

People's Republic of China, MAKE OATH AND SAY:

1. Tam the Vice-Chairman and Chief Executive Officer of Sino-Forest Corporation ("SFC").
I therefore have personal knowledge of the matters set out below, except where otherwise stated.
Where I do not possess personal knowledgs, I have stated the source of my information and I

believe such information to be true.

2.  This affidavit is made in support of a motion brought by SFC secking an Order,
substantially in the form included in SFC's Motion Record (the "Plan Filing and Meeting
Order"), among other things: (i) accepting the filing of a draft plan of compromise and
reorganization (the "Plan", attached hereto as Exhibit "A"); (i) authorizing SFC to establish one
class of affected creditors (the "Affected Creditors™) for the purposes of considering and voting
on the Plan; (iii) authorizing and directing SFC to call, hold and conduct a meeting (the

"Meeting") of the Affected Creditors to consider and vote on the Plan (iv) approving the



procedures to be followed with respect to calling and conducting the Meeting; (v) establishing
the process to set the date for the hearing of SFC’s motion seeking an Order sanctioning the Plan
(the "Sanction Hearing"); and (vi) amending the Claims Procedure Order (defined below) to call

for monetary claims of the Ontario Securities Commission (the "OSC").

3., SFC believes that the Plan represents the best available outcome in the circumstances and
that those 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 business of SFC as a
going concern than would result from a bankruptcy or liquidation of SFC. The Plan is the
product of extensive negotiation between SFC and the Ad Hoc Noteholders (defined below).
The Ad Hoc Noteholders are, by far, the largest creditor constituency of SFC. The negotiations
leading up to the Plan were overseen by the Monitor and I understand that the Monitor supports

the filing of the Plan and the related relief sought on the within motion.
I. BACKGROUND

4.  On March 30, 2012, this Honourable Court made an Initial Order granting a CCAA stay of
proceedings against SFC and certain of its subsidiaries and appointing FTT Consulting Canada
Inc. as the Monitor in the CCAA proceedings, A copy of the Initial Order is attached hereto as

Exhibit "B",

5, At the time the CCAA proceedings were commenced, SFC announced that it had entered
into a restructuring support agreement (the "Support Agreement”) on March 30, 2012, with
certain noteholders (the "Ad Hoc Noteholders") in connection with a proposed comprehensive
restructuring of SFC's ownership interest in its business operations. A copy of the Support

Agreement (without signature pages) is attached hereto as Exhibit "C".
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6. The parties to the Support Agreement have been negotiating a first amendment to the

Support Agreement which is intended to conform the Support Agreement to the Plan,

7.  As described in my affidavit in support of the Initial Order (attached without Exhibits as
Exhibit "D", the “Initial Order Affidayit"), the Support Agreement called for SFC to putsue a3
plan of compromise on the tclsrms set out in the Support Agreement in order to implement the
agreed-upon restructuring transaction (the “Restructuring Transaction™) and to simultaneously
undertake a sales process as an alternative to the Restructuring Transaction, As such, on March
30, 2012, this Honourable Court granted an order approving the sale process prc-xcedu:es (the
"Sale Process Order") and authorizing and directing SFC, the Monitor, and SFC's financial
advisor, Houlihan Lokey, to do all things reasonably necessary to perform each of their

obligations thereunder, A copy of the Sale Process Order is attached hereto as Exhibit "E".

8.  OnApril 13, 2012, this Honourable Court made an order extending the stay of proceedings
confained in the Initial Order to June 1, 2012 and on May 31, 2012, this Honourable Court

further extended the stay period to September 28, 2012,

9.  OnMay 14, 2012, this Court issued an order implementing a process for the calling of and
resolution of claims against SFC as well ag its directors and officers including indemnity claims
of the directors and officers against SFC (the "Claims Procedure Order")., A copy of the Claims

Procedure Order is attached hereto as Exhibit "F",
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Claims Process

10. In accordance with the Claims Procedure Order, SFC and the Monitor have conducted a
claims process to determine the aggregate of claims against SFC, its subsidiaries (only with

respect to claims related to SFC) and its officers and directors,

11.  Under the Claims Procedure Order, the Claims Bar Date was June 20, 2012. SFC and the
Monitor are curtently in the process of reviewing, reconciling and determining the guantum and
the nature of all claims against SFC. The Monitor provided a summary on this issue in the Sixth

Report of the Monitor,
Termination of the Sale Process

12, As discussed in my previous affidavits and in the Monitor's previous reports, phase one of
the Sale Process established a deadline of June 28, 2012 for the receipt of qualified letters of
intent. After this bid deadline, SFC, Houlihan Lokey and the Monitor determined that none of
the letters of intent constituted a Qualified Letter of Intent as defined in the Sale Process QOrder,
As such, on July 10, 2012, SFC issued a press release announcing the termination of the Sale
Process along with SFC's intention to proceed with the Restructuring Transaction as
contemplated by the Support Agreement. A copy of the July 10 press release is attached hereto

as Exhibit "G".
II. PLAN OF COMPROMISE AND REORGANIZATION

13. A suminary of the key provisions of the Plan are set out in the paragraphs below.



14.  All capitalized terms used in this section and not otherwise defined, are as defined in the

Plan,
A, Background & Information

15, The Plan is the result of extensive arm's length negotiations between counsel to SFC,
counsel to the Board, and the Ad Hoc Noteholders' advisors. The Monitor and its counsel have

also been involved throughout the course of negotiations.

16. While the Plan outlines how each relevant constituent group will be treated, there are
certain matters (described below) that are not yet fully described therein. It is conternplated, and
the proposed Plan Filing and Meeting Order provides, that there will be a supplement to the Plan
which will provide those additional details and which will be filed no later than seven days prior
to the Meeting to vote on the Plan. As is described more fully below (and referred to in my
earlier affidavits and earlier reports of the Monitor), the Plan Filing and Meeting Order is
necessary at this tiine (as opposed to waiting for all of the details to be finalized) in order to
implement the Plan within a timeline that will preserve SFC's business as a going concern and

thus the inherent value of the enterprise.
B. Overview of the Plan

17. The Plan is premised on SFC's belief that those with an economic interest in SFC will,
when considered as a whole, derive greater benefit from the continued operation of the SFC

business as a going concern than would result from a bankruptey or liquidation of SEC.

18, The Plan contemplates that 4 new company ("Newco") will be incorporated and SFC will

transfer substantially all of its assets fo Newco. The result will be that Newco will own, directly
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of indirectly, all of SFC's Subsidiaries and SFC's interest in the Greenheart Group. Pursuant to
the Plan (and as is further explained below), the shares of Newco will be held by the Affected

Creditors, a significant percentage of which are expected to be the current noteholders,

C, Consideration Available for Distribution

19.  Under the terms of the Plan, the following are the primary "buckets" of consideration to

be distributed:

(a)  All of the stock of Newco; Newco will become the owner of all of the stock of the
six direct subsidiaries of SFC, which will result in Newco owning all of SFC's

assets as well as any intercompany debts owed by the Subsidiaries to SFC;

(b)  Newco Notes (the complete details of which, as discussed below, have not yet

been agreed upon); and

(¢)  Interests in a litigation trust (the "Litigation Trust") which will hold all claims and
actions that have been or may be asserted by or on behalf of (i} SFC against any
and all third parties, and (ii) the Note Indenture Trustees, the noteholders or any
of their representatives against any and all persons in connection with the notes
(other than claims asserted in the class actions that are released pursuant to the

Plan).

20. The precise terms of the constating documents of Newco, the Newco Notes and the
Litigation Trust Agreement will be included in a Plan supplement that is to be filed no later than

seven days prior to the Meet