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

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

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

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

SIXTH REPORT TO THE COURT .
SUBMITTED BY FTI CONSULTING CANADA INC,,
IN ITS CAPACITY AS MONITOR

INTRODUCTION

1. On March 30, 2012 (the “Filing Date”), Sino-Forest Corporation (the “Company”) filed
for and obtained protection under the Companies’ Creditors Arrangement Act, R.S.C.
1985, c. C-36, as amended (the “CCAA”). Pursuant to the Order of this Honourable
Court dated March 30, 2012 (the “Initial Order”), FTI Consulting Canada Inc. was
appointed as the Monitor of the Company (the “Monitor”) in the CCAA proceedings.
By Order of this Court dated April 20, 2012, the powers of the Monitor were expanded in
order to, among other things, provide the Monitor with access to information concerning
the Company’s subsidiaries. Pursuant to an Order of this Court made on May 31, 2012,
this Court granted an Order extending the Stay Period (as defined in the Initial Order) to
September 28, 2012. The proceedings commenced by the Company under the CCAA
will be referred to herein as the “CCAA Proceedings”.

2. On the Filing Date, the Court also issued an Order authorizing the Company to conduct a
Sale Process (the “Sale Process Order”).

3. The purpose of this Sixth Report is to:

(a) Provide an update on the Company’s CCAA proceedings including with respect

to:



®

©

(d)

)]

(i)
(iii)
(iv)

)
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the Sale Process;

Mediation;

the Plaintiffs’ Motion re Document Production;

Claims Process;

the Company’s Equity Claims Motion;

Report on the receipts and disbursements of the Company for the period May 19,
2012 to July 20, 2012; and

Provide certain information relating to the Sino-Forest Subsidiaries, including:

@

(ii)
(iii)
(iv)

v)

(vi)
(vii)

overview of the Sino-Forest chops, annual review and process to change

legal representatives;

the cash position of the Sino-Forest Subsidiaries;
receivables;

the Thai Redwood Traﬁsaction;

management’s internal December 2011 financial statement impairment

provisions;
disbursements;

cumulative variance analysis for the Sino-Forest Subsidiaries;

Provide an update on Sino-Forest Subsidiary operations, including:

(i) operational changes;

(ii) wood fibre operations;

(iii) other businesses; and
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(e) Provide an update on timber assets and verification efforts.

4, In preparing this Sixth Report, the Monitor has relied upon unaudited financial
information of Sino-Forest, Sino-Forest’s books and records, certain financial
information prepared by Sino-Forest, the Reports of the Independent Committee of the
Company’s Board of Directors dated August 10, 2011 (the “First IC Report”),
November 13, 2011 (the “Second IC Report”), and January 31, 2012 (the “Final IC
Report” and together, the “IC Reports”), and discussions with Sino-Forest’s
management. The Monitor has not audited, reviewed or otherwise attempted to verify the
accuracy or completeness of the information, In addition, the Monitor notes that on
January 10, 2012, the Company issued a press release cautioning that the Company’s
historic financial statements and related audit reports should not be relied upon.

" Accordingly, the Monitor expresses no opinion or other form of assurance on the
information contained in this Sixth Report or relied on in its preparation. Future oriented
financial information reported or relied on in preparing this Sixth Report is based on
management’s assumptions regarding future events; actual results may vary from forecast

and such variations may be material.

5. Unless otherwise stated, all monetary amounts contained herein are éxprcssed in US
Dollars.
6. The term “Sino-Forest” refers to the global enterprise as a whole but does not include

references to the Greenheart Group. “Sino-Forest Subsidiaries” refers to all of the
direct and indirect subsidiaries of the Company, but does not include references to the
Greenheart Group.

7. Capitalized terms not defined in this Sixth Report are as defined in the pre-filing report of
the proposed monitor dated March 30, 2012 (the “Pre-Filing Report”) and the affidavit
of W. Judson Martin sworn March 30, 2012 (the “Initial Order Affidavit”). Copies of
the Initial Order Affidavit (without exhibits) and the Pre-Filing Report are attached as
Appendices “A” and “B” hereto.
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GENERAL BACKGROUND
Sino-Forest Business

8. Sino-Forest conducts business as a forest plantation operator in the People’s Republic of
China (“PRC”). Its principal businesses include ownership and management of forest
plantation trees, the sale of standing timber and wood logs, and complementary

manufacturing of downstream engineered-wood products.

9. The Company is a public holding company whose common shares were listed on the
Toronto Stock Exchange (“TSX”). Prior to August 26, 2011 (the date of the Cease Trade
Order, defined below), the Company had 246,095,926 common shares issued and
outstanding and trading under the trading symbol “TRE” on the TSX. Effective May 9,
2012, the common shares were delisted from the TSX.

10.  On June 2, 2011, Muddy Waters, LLC (“MW?”), which held a short position on the
Company’s shares, issued a report (the “MW Report”) alleging, among other things, that
Sino-Forest is a “ponzi-scheme” and a “near total fraud”. The MW Report was issued

publicly and immediately caught the attention of the media on a world-wide basis.

11.  Subsequent to the issuance of the MW Report, the Company devoted eﬁemive time and
resources to investigate and address the allegations in the MW Report as well as
responding to additional inquiries from, among others, the Ontario Securities
Commission (“0SC”), the Royal Canadian Mounted Police and the Hong Kong

Securities and Futures Commission.

12.  In view of the MW Report, the subsequent litigation and regulatory investigations and
other’ issues continue- to have a significant negative impact on the Company and have
threatened the long term viability of Sino-Forest’s operations. For the reasons discussed
in the Pre-Filing Report and the Initial Order Affidavit, the Company and the business
was placed into a stalemate that could not be resolved without the Court supervised

solution offered by the CCAA Proceedings.

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

Forest’s corporate structure, business, reported assets and financial information as well as
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a detailed chronology of the Company and its actions since the issuance of the MW

Report in June 2011,

UPDATE ON CCAA PROCEEDINGS
Update on Sale Process

14.  On the Filing Date, the Company obtained the Sale Process Order. The Phase 1 Bid
Deadline (as defined in the Sale Process Order) was June 28, 2012. On July 10, 2012, the
Company issued a press release announcing that the Company had determined that none
of the letters of intent were qualified letters of intent and therefore it was terminating the
Sale Process and proceeding with the restructuring transaction contemplated under the
Support Agreement.

15.  Also on July 10, 2012, the Monitor issued its fourth report (the “Fourth Report”) to the
Court providing an update with respect to the Sale Process and the letters of intent that
had been received on the Phase 1 Bid Deadline. The Fourth Report also noted that none
of the LOIs (as defined in the Fourth Report) were deemed “Qualified Letters of Intent”
under the sale process procedures and the Company subsequently issued a press release

confirming the termination of the sale process.

16.  Many parties actively involved in thesel proceedings have requested a summary of the
LOIs received. The Monitor agrees with the Company that this information is sensitive
and should not be publicly available. However, the Monitor does believe that summary
information regarding the LOIs should be placed in the Data Room (defined below) and
made available to Mediation Parties (defined below) who have executed a Mediation
Confidentiality Agreement (defined below) prior to the Mediation (defined below).

Update on Mediation

17.  The Monitor’s fifth report dated July 16, 2012 filed in support of the Monitor’s motion
for a mediation order (the “Mediation Motion™) provided the background and context
leading up to the Mediation Motion.

18. On July 25, 2012, this Court granted an Order (the “Mediation Order™”):
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(a) directing mediation (“Mediation”) among specified “Mediation Parties™;

(b)  providing for the establishment of a data room (“Data Room”) for access by
Mediation Parties subject to confidentiality restrictions;

{c) scheduling September 4, 5 and, if necessary, 10 as the mediation dates; and
(d) appointing the Honourable Justice Newbould as mediator.

A copy of the Mediation Order is attached as Appendix C hereto.

19.  Since the granting of the Mediation Order, the Company has worked with the Plaintiffs
and the Third Party Defendants to execute confidentiality agreements in the form agreed
to with such parties at the hearing for the Mediation Order (the “Mediation
Confidentiality Agreement™). A copy of the index to the Data Room and access to the
Data Room has been provided to those Mediation Parties that have executed a Mediation
Confidentiality Agreement as of the date of this Report.

The Plaintiff’s Motion re Document Production

20.  On July 10, 2012, the Plaintiffs served a notice of motion (the “Notice of Motion™)
(followed by a full motion record on July 11, 2012) for a motion returnable July 16, 2012
(the “Plaintiffs’ Document Motion™) regarding the disclosure of certain documents.set
out in their Notice of Motion. At a Court conference call held on Iuly 13, 2012, the
Plaintiffs’ Document Motion was adjourned to July 25, 2012, At a 9:30 appointment
held on July 23, 2012, the motion was further adjourned to July 30, 2012.

21.  The Plaintiffs and the Company subsequently agreed upon the list of documents to be put
in the Data Room and settled a form of Order in respect of the Plaintiffs’ Document
Motion. The Order was granted by this Court on July 30, 2012. A copy of the Order is
attached as Appendix D hereto.

Update on Claims Process

22.  Pursuant to an Order of this Court made on May 14, 2012, this Court granted the Claims

Procedure Order providing for a call for claims against the Company and its officers and
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directors. While the Claims Procedure Order did not purport to create a bar date in
respect of claims against Sino-Forest Subsidiaries, claimants against the Company were
ordered to indicate whether they asserted or intended to assert a similar claim against
some or all of the Sino-Forest Subsidiaries. The primary claims bar date was June 20,
2012 (the “Claims Bar Date”).!

23.  On or about the Claims Bar Date, the Monitor received a total of 228 claims with a face
value in excess of $112 billion. This includes potential duplicative claims filed against
the Company and its officers, directors and subsidiaries. A summary of the claims

received to date is as follows:

# of Claims Submitted S of Claims Submitted (millions)
Claims 164] $ 66,334
D&O Ciaims 64) § 45,861
Total Claims 228 § 112,195

24, As of the date of this Report, the Monitor is continuing to review the claims received,
particularly in light of the Equity Claims Decision (defined below), discussed in further
detail below.

25.  The Monitor is also reviewing the claims under the Company’s four series of notes
including the guarantees and pledges given by Sino-Forest in connection with the notes.
The Monitor intends to put its summary regarding the guarantees and security in the Data

Room.

'The applicable bar date for certain claims including Restructuring Claims and D&O Indemnity Claims is as set out
in the Claims Procedure Order.



The Company's Equity Claims Motion

26.  On June 26, 2012, this Court heard a motion brought by the Company for a direction that
certain claims against the Company that result from the ownership, purchase or sale of an
equity interest in the Company and resulting indemnity claims are “equity claims” as
defined in the section 2 of the CCAA. The motion was not opposed by the Plaintiffs but
was opposed by certain Third Party Defendants.

27.  On July 27, 2012, this Court issued its decision (the “Equity Claims Decision”). A
copy of the Equity Claims Decision is attached as Appendix E hereto. Pursuant to the
Equity Claims Decision, this Court found, infer alia, that:*

(a) It was not premature to determine the issue set out in the Company’s motion.
Instead:

(i) it had been clear since the outset of the CCAA proceedings that this issue
would have to be determined and this issue could be determined

independently of the Claims Procedure Order;

(ii)  the Court did not accept that any party can be said to be prejudiced if this

threshold issue is determined at this time;

(iii)  this threshold issue does not depend upon a determination of

quantification of any claim; and

(iv)  the effect of the Equity Claims Decision will be to establish whether the
claims of E&Y, BDO and the Underwriters will be subordinated pursuant
to the CCAA and is independent of determinations as to validity and

quantification.

(b)  The Sharcholder Claims and Related Indemnity Claims are “equity claims” as
defined in section 2 of the CCAA.

? Capitalized terms used in the summary and not otherwise defined have the meaning given to them in the Equity
Claims Decision. This summary is for information purposes only. Reference should be made to the Equity Claims
Decision itself.
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(©) With respect to the claims of E&Y, BDO and the Underwriter, the Court
concluded that the most significant aspect of those claims constitute “equity
claims”. However, the Court did not make a determination as to whether defence

costs incurred in defending the class action claims were “equity claims”.

(dy  The Equity Claims Decision was without prejudice to the Company’s right to
apply for a similar order with respect to (i) any claims in the statement of claim
that are in respect of securities other than shares and (ii) any indemnification

claims against the Company related thereto.

28.  On August 3, 2012, the Court issued an Order reflecting the terms of the Equity Claims
Decision, a copy of which is attached as Appendix F hereto.

RECEIPTS AND DISBURSEMENTS OF THE COMPANY FOR THE PERIOD TO
JULY 20, 2012 '

Actual Receipts & Disbursements for the Period May 19, 2012, to July 20, 2012

29.  The Company’s actual net cash flow for the period from May 19, 2012, to July 20, 2012
(the “Current Period”) together with an explanation of key variances as compared to the
May 23 Forecast (as defined in the Monitor’s Third Report) is described below. Actual

net cash flows for the Current Period were approximately $8.5 million higher than

forecast and summarized as follows:
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The key variances in actual receipts and disbursements compared to the May 23 Forecast

~-10 -

$000 CAD Forecast Actual Difference
Cash inflow

Insurance Proceeds $ -8 6,664 || $ 6,664

Interest Income $ 412 |3 417 $ 5
Total cash inflow 3 412 || § 7,081 | $ 6,669
Cash outflow

Payroll and Benefits 3 121 | & 111 8 9

Board & Committce Fees $ 3921 % 3071 % (85)

Travel 3 18351 % 47( % 137)

Rent,Communication & Utilities | $ 403 52| 8 13

Taxes & Other 3 102 (| $ 47( 3% (55)
Total cash outflow 3 839| 8 565 $ {273)
Net Operating Cashflow 3 426)| $ 6516 || $ 6,942
Restructuring Costs

Professional Fees $ 10482 | $ 8946 | & {1,536),
Total Restructuring Costs . b3 10,482 | & 8946 || § (1,536)
Net Cash Flow $  (10,908)) & 2,430)| $ 8,478
Opening Cash Balance 5 61,007 || $ 61,007 [ $ -
Net Cash Balance $ (10,908 S (2,430)1 $ 8,478
Ending Cash Balance $ 50,099 || $ 58,577 8 83,478

is a favourable variance of approximately $8.5 million primarily relating to:

(a)

®)

A positive variance of approximately of $6.7 million in cash inflows. This
variance is permanent in nature and related to insurance proceeds received by
Sino-Forest in respect of professional fees incurred. The timing and estimated
value of potentialkinsurance proceeds was unknown at the time of the preparation

of the May 23 Forecast and therefore was not included as part of the Forecast; and

A positive variance of approximately $1.5 million in professional fees. This
variance is temporary in nature and is expected to reverse in the coming weeks as

invoices are submitted by the professionals and paid by Sino-Forest.
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INFORMATION RELATING TO SINO-FOREST SUBSIDIARIES

31.  Asset out in the Third Report of the Monitor, the Monitor (both directly and through FTI
Consulting (Hong Kong) Limited (“FTI HK” and together with the Monitor, “FT¥"))
established communication protocols and reporting mechanisms with Sino-Forest in
Hong Kong and the People’s Republic of China (“PRC”). |

32. The Monitor was granted further powers pursuant to the Expanded Powers Order dated
April 20, 2012, the majority of which related to direct access and involvement in the
Sino-Forest Subsidiaries, as opposed to the Company itself. The Company’s request for
the Expanded Powers Order was primarily as a result of certain enforcement notices
received from the OSC in April 2012, and personnel changes resulting from those

changes.

33.  FTI continues to work with Sino-Forest on its operational, financial, legal and other
issues. Much of the Monitor’s activities to date have included, and continue to include,
monitoring and reviewing financial information and Sino-Forest Subsidiaries’ activities

in addition to attending certain meetings between the Company and third parties.

34, The purpose of this overview is to inform on the status of the Sino-Forest Subsidiaries
from the start of the CCAA proceedings to date. In assessing Sino-Forest, including what
actions and steps should be taken, reference was made to the IC Reports and the work
and background conducted by the Independent Committee and its advisors. Copies of the
IC Reports are attached as Appendices G through I hereto.

General Overview

35.  As was set out in the Initial Order Affidavit as well as the Pre-Filing Report, in the
months after the release of the MW Report and the subsequent commencement of
investigations and litigation involving Sino-Forest Corporation, the ultimate parent of the
Sino-Forest Companies, the majority of the business in the PRC came to a virtual
standstill. Although certain business segments continued, they did so at diminished
levels and Sino-Forest’s primary business, namely the purchase and sale of standing
timber, froze. Both the Initial Order Affidavit and the Pre-Filing Report observed that a
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37.

38.

39.
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court supervised process was necessary for any chance of resolving the stalemate that the

business found itself in.

As discussed in the following sections, Sino-Forest’s financial and operational aspects of
the business in the PRC continue to be negatively impacted by the uncertainty regarding
the Company’s affairs. Operations in Sino-Forest’s standing timber business (which
accounts for the vast majority of Sino-Forest’s historical reported revenue and asset base)
remain frozen and the remainder of Sino-Forest’s businesses are operating at

substantially lower levels than in past years.

Further, Sino-Forest’s existing senior management team has been significantly reduced
since the commencement of the CCAA proceedings. As has been previously reported and
disclosed by the Company, in April 2012, in response to enforcement notices issued by
the OSC, a number of personnel changes were made whereby members of senior
management were terminated. The chief financial officer also stepped down from that
role, although he remains an employee of the Company. The Monitor understands that
the terminated personnel played a significant role in Sino-Forest’s business. Due to the
on-going concern in the Company and the Sino-Forest business, it has not been an option

for Sino-Forest to replace these individuals.

Although Sino-Forest’s cash position may appear to be ahead of its forecast (see below),
the original subsidiary level forecast was mostly prepared by individuals who are no
longer employed by Sino-Forest as a result of the personnel changes in April 2012 and
may not be an appropriate reference point. In reality, although disbursements are lower
than normal, collection of receivables is proving difficult (as discussed below) and, to

date, Sino-Forest has not been able to revive its business.

As evidenced by recent events, Sino-Forest is experiencing the results of a deteriorating

business across multiple fronts, including:

(a)  Provisions in respect of uncollectible receivable balances and assets with impaired
values have been taken in the 2011 year end internal financial statements (which

are discussed in further detail below);

1222
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Management will need to review the impact of the recent de-registrations on the
interim 2012 internal financial statements and to consider the need for further
provisions in respect of amounts owed by de-registered Als (which is discussed in

more detail below);

Work being performed by third party consultants to verify Sino-Forest’s forestry
estate is on-going and estimated to take years to complete and/or to verify a

substantial portion of the estate;

There is no indication that Sino-Forest will be able to resume its business absent a

successful restructuring and resolution in these CCAA proceedings; and

There is a limited pool of funds that continues to be depleted throughout the
CCAA proceedings.

The deterioration of Sino-Forest is also directly influenced by what appears to be the

beginning of a breakdown of its relationships with certain Als and suppliers. As
described in the Pre-filing Report, the Initial Order Affidavit and as set out in the IC

Reports, it is clear that there is an emphasis put on “business relationships” among parties

that is paramount to any contractual or legal relationship that may have been entered into

- by the parties. These relationships are relied upon for the conduct of business in this

industry in the PRC. In the course of its investigation, the IC reported that it was

apparent that integral to Sino-Forest’s business model was its relationship with business

partners. Recent events highlight the breakdown:

(a)

(b)

Certain authorized intermediaries (“AlIs™) who are necessary for selling standing
timber under the BVI structure and who had outstanding receivable balances with

Sino-Forest, have de-registered (which is discussed in more detail below);

Certain suppliers responsible for selling standing timber to Sino-Forest have de-

registered; and

1223
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(¢)  The trading business has stopped importing, other than the existing Thai Redwood
transaction. The Thai Redwood transaction that was expected to occur in May

2012 has been delayed multiple times.

41,  The Monitor also notes that as the restructuring proceedings continue with no resolution,
the ability of Sino-Forest to maintain its relationship with the PRC government may

become increasingly difficuit.

Chops, Annual Review and Process to Change Legal Representatives

42.  Upon filing, FTI began discussions regarding the corporate governance of the Sino-Forest
Subsidiaries, particularly the PRC entities which are located in various regions in the
PRC. Through initial conversations and advice provided by Hong Kong and PRC
counsel, the Monitor learned thai, as a corporate governance matter, companies

incorporated in the PRC:

(a) Are represented by an individual who is appointed as the “legal representative” of

that company in dealing with external parties and under the PRC law; and

(b)  conduct business through “chops” which are akin to company seals. PRC
companies can have different kinds of chops including the “company chops”,
“financial chops” and “individual bank signatory chop”. These chops are
generally located at the subsidiary where they are used and masr only be used by

authorized individuals.

43.  Shortly after the Filing Date, Sino-Forest sent out a company-wide letter (the “Letter”) to
all of the subsidiaries identifying new restrictions on the use of the chops and prohibiting
the use of these chops without prior permission from identified senior management of
Sino-Forest. As discussed in further detail below, the Letter also outlined a new protocol
for proposed disbursements and for entering.into new contracts and commitments above a

pre-determined threshold, including prior review by FT1.

44,  As previously reported, in April 2012 there were several personnel changes due in large

part to the ongoing investigation and charges laid by the OSC. As a consequence of these
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changes, the Company and FTI undertook a diligence exercise to determine the legal
representatives for all Sino-Forest PRC companies and the location and security of the

various chops. A summary of the steps taken is as follows:

(a)  The Company, through its legal counsel, conducted a corporate review of the PRC
subsidiaries to determine the identity of the legal representatives of cach
company. This review showed that there was a consistent legal representative
across many of the subsidiaries and that in most cases the legal representative was

no longer an employee of Sino-Forest.

(b)  FTI then conducted physical visits of approximately 50% of Sino-Forest’s PRC
subsidiaries and observed the location of the company chop, financial chop and

individual bank signatory chop for those subsidiaries it inspected.

(c¢) It was determined that it was not necessary or prudent to conduct an initial review
of all PRC subsidiaries. This determination was based on the fact that: chops are
physically located at the subsidiary offices throughout the PRC, the costs
associated with physically visiting all locations and the relative levels of business
historically reported by such subsidiaries. Instead, FTI selected a sample of
subsidiaries to visit based on levels of business, cash balances and physical ability

to visit those locations.

45, Based on the inspections that FTI has conducted, the chops appear to be physically
locked in storage or other cabinets at the subsidiary level. Initially, there was one
exception, but FTI has been advised that it has been remedied. FTI cannot be sure that
the chops are kept under lock and key at all times given the practical prohibitions on such
monitoring. However, FTI is advised by Sino-Forest management that the protocols set

out in the Letter continue to be followed.

46.  The Monitor expressed concern to Sino-Forest regarding the physical location of the
chops at each of the subsidiaries as well as the legal representatives (particularly those
that are no longer employees of Sino-Forest). These concerns were somewhat mitigated

by the implementation of the new controls under the Letter. Further, at the time these
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concerns were initially raised, Sino-Forest’s view was that (a) physical relocation of the
chops to a more centralized location was not possible as a practical matter as they are
needed by each subsidiary on a daily basis to conduct any business; and (b) any changes
in legal representatives or other protocols at that time were not timely due to the fact that
the PRC subsidiaries were undergoing their annual review process. The annual review

process is described in more detail below.

47.  Over the past number of months, Sino-Forest’s PRC subsidiaries have been undergoing
annual reviews. These reviews are government mandated and companies are required to
pass these reviews every year in order to catry on business in the PRC. As of July 31,
2012, all of the annual reviews have now been completed. FTI is advised that all but
three (3) of the PRC subsidiaries have passed their review and FT1 is now in the process
of receiving copies of the stamped business licenses indicating that the reviews were
successful. For those three (3) that remain outstanding, two (2) are expected to be
complete by August 10, 2012 and the last one by August 31, 2012.

48.  Given the completion of the annual reviews, the Monitor is re-visiting discussions with
Sino-Forest management to determine whether further steps should be taken to either
replace the legal representatives and/or obtain a greater degree of certainty on the use and

security of the chops.

Cash Position of Sino-Forest Subsidiaries

49.  Prior to the CCAA proceedings, the Independent Committee, through its financial
advisor, PricewaterhouseCoopers LLP (“PwC”) was trying to verify the cash position of
Sino-Forest. PwC was able to complete verification as of June 13, 2011 of 81% of the
cash position in the PRC and 100% in Hong Kong. |

50. Since the Filing Date, FTI has continued to work with Sino-Forest to verify cash
positions on an on-going basis particularly given the fact that the PwC verification was as

of ten (10) months prior to the filing.

51.  Sino-Forest has approximately 546 bank accounts, 327 of which are located in various
parts of the PRC. FTI initially commenced work to understand the logistics, location and
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reported balances in these accounts and based on that, determined that the best approach

was to conduct an initial review of all accounts with a balance over $5 million. The

further following actions continue to be taken by FTI in order to verify cash positions:

FTI performs a monthly review of bank statements for over 60% of the bank
accounts as compared to the bank statements. Included in the accounts that are

under review are all of the accounts with significant balances as well as a monthly

FTI has also physically visited specific banks in efforts to confirm certain account
balances as at March 31, 2012. Sino-Forest has 17 bank accounts in the PRC with
balances in excess of $5 million as at March 30, 2012. The 17 accounts represent

approximately 65% of the expected total of all PRC bank accounts, or 44% of the

FTI selected 9 of the 17 accounts to be verified and visited the banks with local
Sino-Forest personnel located in: Hunan Province, Jiangzi Province, Guizhou
Province, Shanghai and Guangzhou. No material misstatements were identified

for any of the reviewed account balances as of March 30, 2012; and

(a)
random review of selected accounts with smaller balances;
®
expected total of all account balances;
()
(d)

There were 216 non-PRC bank accounts with a total balance of approximafely
$167 million as at March 30, 2012. FTI has verified all of these accounts with a
balance of over $100,000 by checking bank statements, which represents
approximately 99% of the total non-PRC balance. FTI performs a selected review

of a portion of the non-PRC bank accounts on an ongoing basis.

As an example, the breakdown of accounts reviewed per segment for June 2012 is

detailed below. Based on the review procedures set out in S1(a) and (d) above, there were

no material misstatements in those accounts checked.

# of accounts with balances 147 180 219 546
Balances as at June 30, 2012 ($ 000s) $ 92,7093 126275] 8 145235 | $364,218
% of bank account balances reviewed 58% 64% 69% 64%
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Receivables

53.  The Initial Order Affidavit set out Sino-Forest’s receivable balances, including ongoing
difficulties in collecting those receivables given the MW Report and the uncertainty
surrounding the business. Sino-Forest had, in fact, instructed one of its then PRC counsel

to send demand letters in respect of significant receivable balances.

54,  As of July 12, 2012, the Company had recorded receivables totalling approximately $1

billion. Details regarding the outstanding receivables balance can be found below:

BVI Standing Timber 387 82%

$
Wood WFOE Standing Timber | $ 1 0%
Panel WFOE Standing Timber [ $ 42 4%
BVI Trading . $ 126 12%
WFOE Trading $ 11 1%
Miscellaneous 3 14 1%
Total $ 1,081 100%

55.  Subsequent to the commencement of the CCAA proceedings, management engaged
another PRC law firm, Jingtian & Gongcheng (“J&G”) to follow up on the collection of
outstanding receivables. Collection methods include detailed analysis of exisﬁng
outstanding receivables, demand letters, follow up on demand letters that Sino-Forest’s
prior PRC counse! had advised it sent and face-to-face discussions with third parties in

respect of certain specific outstanding receivables.

56.  FTI has also begun participating (and continues to participate) in weekly meetings with
Sino-Forest for a status update on legal proceedings/actions launched against specific
debtors throughout the CCAA proceedings. FTI has also been participating (and
continues to participate) in weekly meetings with subsidiaries as well as weekly calls

with Jingtian & Gongcheng.

57.  More recently, FTI has taken additional measures in following up on the status of the
outstanding receivables, understanding the nature of collection methods being used and

the impact these methods may have had on reducing the total outstanding balance.
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58.  In the course of FTI’s increased role in assisting with the collection of receivables, FTI
requested J&G to conduct searches of several entities, the results of which can be

summarized as follows;

(a) Searches were conducted against six (6) Als with whom the BVI entities conduct
business for standing timber and who make up approximately $887 million of the
Company’s reported receivables. Based on the search results, three (3) of those

entities, representing $504 million in receivables, have been de-registered.

(b) Searches were conducted against twelve (12) entities with whom the BVI entities
conduct business for BVI trading and who make up approximately $126 million
of the Company’s reported receivables. Based on the search results, six (6) of
those entities, representing $63 million, have been de-registered, one (1) of which

is also included in paragraph (a) above.

59.  Although discussions are ongoing regarding the impact of de-registration and possible
recourse available to Sino-Forest, the receivables position of Sino-Forest appears to be
significantly different from past reported receivables. On July 31, 2012, the Company
issued a press release outlining the discoveries made regarding the de-registration of

these parties. A copy of the press release is attached as Appendix J hereto.

60. By far, the most significant impact of the above has been the de-registration of the Als.
As was set out in the IC Reports as well as the Initial Order Affidavit, there has always
been very little insight into the business of the Als including their books and records,
cash collections and disbursements. Further, based on the IC investigation, it is apparent
that there are on-going issues with respect to many aspects of the business transactions
between Sino-Forest and the Als, including the nature of many of these relationships.
Historically, receivables from Als were not collected as they were used to offset new
standing timber purchases, as described in the description of the BVI model in the Initial
Order Affidavit and the IC Reports.

61.  The Monitor has been informed by King & Wood Mallesons that “de-registration” in the

PRC is effectively the wind-up or termination of such company. In other words, after de-



1230

220 -

registration, the company ceases to exist. However, as of the date of this Report, the
Company and the Monitor are still at the stage of obtaining further legal advice regarding
the de-registration process and possible civil and/or criminal remedies that might be
available to Sino-Forest including pursuit of the shareholders of the Als that have been

de-registered and other related parties.

62. In the event that, in fact, these debts are not honoured, they may be written off by the
Sino-Forest Subsidiaries that they are owed to, which would a typical accounting

practice.

The Thai Redwood Transaction

63.  In March 2011, at the initiation of a former senior employee of Sino-Forest, Sino-Forest
entered into two contracts (which were subsequently amended) for the purchase of
approximately 6,500 tons of Thai Redwood through a PRC distributor (the “Thai
Redwood Transaction”). In connection with the entering into of those contracts, Sino-
Forest paid a deposit of $15 million in April 2011 and a further deposit of $32 million in
December 2011.

64.  Since the commencement of the proceedings, Sino-Forest has made ongoing efforts to
either receive the Thai Redwood or get a return of the deposits. In that regard, numerous
meetings have taken place with various individuals involved in the Thai Redwood

Transaction. FTI has attended some of these meetings.

65. To date, Sino-Forest has not received shipment of the Thai Redwood. Sino-Forest and
FTI have been advised by the supplier that the delay is due to many complicating factors
including the political changes in Thailand and weather conditions, However, the
significant delay has been of great concern to both the Monitor and the Company and, as
a result, Sino-Forest is in ongoing negotiations with its supplier for return of the deposit
or delivery of the wood. As of the date of this report, no resolution has been reached. It
is the Monitor’s view that, at this point, recovery of either the deposits or delivery of the
Thai Redwood is uncertain.
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Management’s Internal December 2011 Financial Statement Impairment Provisions

66. Management of the Company advised the Monitor that it has recorded approximately
$560 million in impairment provisions in respect of its internal 2011 financial statements.
Management is currently working on finalizing the internal financial statements for Q1

2012 and expects to do so over the coming weeks.

67. A majority of the write-offs that pertain to the internal 2011 year-end financial statements
relate to goodwill impairment, trade receivable impairments, fair value impairments of
standing timber and deposits and plantation prepayments made in respect of contractual
commitments. The 2011 provision does not take into account any potential additional
write-offs related to accounts receivable, that may have to be accounted for due to the
recent discovery of the de-registration of Als or other third parties as described above.
Any additional provisions will l_)e recorded in the Q1 2012 internal financial statements.

68,  The Monitor has had a number of discussions with the Company’s management to
understand the rationale and underlying justification for this provision. The Monitor has
also requested back up information and documentation to try to understand the
Company’s decision more thoroughly. To date, the Monitor has reviewed a numbe_r of

documents and makes the following observations:

(@  Approximately 13% of the provision taken relates to trade receivable impairments
and bad debts written off. The impairment provision relates to the fact that the
receivables balances are more than one year old and the Company follows a
policy of providing for receivables that are more than one year past due. There
are a number of customers that may also be suppliers and/or be related to
suppliers and therefore there may be opportunities for set-off that management is

currently looking into;

(b)  Approximately 20% of the provision taken relates to wood log deposits, of which
approximately 30% relate to certain 2011 deposits with the same supplier
discussed above, who is party to the Thai Redwood Transaction, but relating to

separate transactions. The assumptions underlying the impairments are based on
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a lack of activity with counterparties to Sino-Forest’s log supply agreements since
MW,

(c) Approximately 38% of the provision taken appears to be related to Mandra
goodwill and intangibles and write offs of the fair value of timber assets based on

management’s estimate of recovery;

(d)  The remaining provision amounts include certain balances that management has

deemed impaired and/or written off due to existing external circumstances; and

(e) There are a number of explanations that are still outstanding as they relate to
specific questions in the PRC and/or analysis performed by individuals who are

no longer employed by Sino-Forest.

69.  The Monitor continues to hold discussions with management to better understand the
assumptions underlying the write-offs and potential impact on the existing business. The
Monitor continues to review explanations and supporting documentation in both Canada

and Hong Kong.

Disbursements

70.  As set out above, the Letter provided for a new protocol on authorized disbursements.
The Letter specifically provided that no disbursements or new commitments were to be
made over an agreed upon threshold without approval from senior management and

review by FTL

71.  FTI continues to work with Sino-Forest to monitor disbursements and confirm that the
protocol on disbursements is followed. On a weekly basis, FTI reviews a list of proposed
payments by Sino-Forest in excess of a pre-determined threshold. On a monthly basis,
FTI reviews a sample of bank statements to verify that payments in excess of a pre-
determined threshold were made and to verify the ending cash balances. Based on these
controls, with one exception that took place shortly after the Filing Date, the appropriate

protocols on disbursements appear to be followed.
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As of July 20, 2012, Sino-Forest is approximately $91 million ahead of its cash flow, a
significant portion of this relating to a difference in actual versus forecast disbursements.
Further details explaining the variance analysis can be found in the section entitled

“Cumulative Variance Analysis”.

A significant portion of the approximately $91 million is attributable to lower actual

disbursements than forecast in Sino-Panel. The differences are primarily a result of:

(a) approximately $18 million in operating expenses that were lower than forecast

due to lower work levels at manufacturing plants, poor weather conditions; and

(b)  approximately $50 million in outstanding accounts payable payments for
plantation purchases and lease payments that have been delayed (at this point in
time, it is still unknown what portion of the difference is timing versus

permanent),

Cumulative Variance Analysis

74.

The Sino-Forest Subsidiaries’ net cash flows broken down by Sino-Forest’s key
operating lines, together with an explanation of key variances as compared to forecast is
described below. Actual net cash flows are for the period from March 30, 2012 to July
20, 2012.

HK/BVI/Barbados $ aels  asls Q)
Sino-Wood $ 12] % (10} $ (22)
Sino-Panel $ (10)| $ (63)| $ (53)

The key variances in actual receipts and disbursements as compared to forecast are:

(a) Sino-Wood:

@ Sino-Wood received a $5 million bank loan which was not originally

forecast by the Company;
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(ii)  Sino-Wood was supposed to receive an approximate $5 million capital

injection which has been delayed;

(ili)  Expenses related to planted plantations of approximately $5 million were

lower than forecast due to unforeseen weather and timing issues; and

(iv)  General overhead expenses were lower than forecast by approximately $3

million resulting primarily from timing differences.
(b)  Sino-Panel:

(i) Sino-Forest forecast that the Thai Redwood Transaction would be
completed and that approximately $14 million in sales would have
occurred. The Thai Redwood Transaction has been delayed and therefore
the sales have not yet materialized;

(i) Delayed payment to a specific supplier harvesting timber has further
delayed expected revenue of approximately $9 million related to the

timber;

(ili) A majority of the forecast accounts payable have been delayed. A portion
of the positive variance of approximately $50 million may be a permanent

difference, but this has not yet been determined; and

(iv)  Operating expenses were lower than forecast due to lower work levels at
the manufacturing plants than forecast, poor weather and the delayed Thai
Redwood Transaction. A portion of the positive variance of $18 million

may be permanent, but this has not yet been determined.

UPDATE ON SINO-FOREST SUBSIDIARY OPERATIONS

75.  Reference should be made to the IC Reports and the Initial Order Affidavit for an
overview of the different segments of Sino-Forest’s business as well as historic operating

levels.
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Operational Changes

76.  Since the filing, the Monitor is not aware of any new Sino-Forest entities being
incorporated or any major transfers of assets among subsidiaries. Sino-Forest has
continued to employ the vast majority of its employees (other than those personnel
changes that have previous been discussed), the majority of whom work in Sino-Forest’s

manufacturing operations.

77.  Subsequent to the filing, management of the Sino-Panel subsidiaries was replaced after
the April 2012 personnel changes were made. New management of Sino-Panel are in the
process of dealing with on-going operational issues, meeting with agents and negotiating

resolutions to the outstanding legal matters.

Wood Fibre Operations

78. As set out in the Initial Order Affidavit for the year ended December 2010, revenue from
wood fibre operations accounted for approximately 96.4% of Sino-Forest’s reported
revenue. In June 2011, upon the release of the MW Report, wood fibre operations,
effectively halted, with very little purchases or sales in the third or fourth quarter of 2011

and no purchases or sales in 2012.

Other Businesses

79.  The balance of Sino-Forest’s businesses (which are all described in the Initial Order
Affidavit) accounted for approximately 3.6% of Sino-Forest’s reported revenue in 2010.
These businesses were also significantly impacted by the MW Report, and have
continued at diminished levels for the balance of 2011 and the first quarter of 2012.

80. A brief summary of some of those on-going businesses is as follows:

()  Manufacturing and Other Operations. The industrial segment of the subsidiaries
includes manufacturing and industrial operations and employs approximately
2290 employees. Historically, only two of the operations provided positive
financial performance, the remaining industrial operations have historically
incurred financial losses. There has been no significant changes in the operations

of this business segment.
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(b)  Log Trading. The subsidiaries dealing with trading activities are in the process of
being shut down. The only potential forecast incoming supply of logs is related to
the Thai Redwood Transaction, which has been discussed above. The trading
business segment has an inventory of existing logs, which they are in the process

of selling,

Overall Impact

81.  The Monitor continues to be of the view that it is important for these proceedings to be
completed as soon as possible given the events that have taken place and may continue to

take place which have a significantly negative impact on the business,

UPDATE ON TIMBER ASSETS AND VERIFICATION EFFORTS

82.  The Monitor is aware that verification and valuation of the Sino-Forest assets is of
ongoing interest to many participants in the Sino-Forest CCAA proceedings for various
reasons. Indeed, verification and valuation were i1ssues that was addressed by the IC in
its reports. The Final Report provided some information regarding verification work that
was considered. However, the IC observed that even if verification work was able to be
completed, there were still significant hurdles to establishing valuation given the title

issues in the BVI model and the relationship issues regarding many of the Als.

83.  Indufor was engaged by Sino-Forest during the course of the. indepéndent committee
investigation to perform an area verification of the forestry estate of Sino-Forest,
However, for the reasons set out above as well as the time consuming nature of
verification, very little or no verification was completed prior to the issuance of the Final

Report.

84,  Indufor, under the supervision of Stewart Murray and the Company, has continued to
work on verification post-filing. The area verification process is a two stage process that
is being undertaken in the PRC. The process involves incrementally confirming the
geographic location of each compartment, followed by a verification of each
compartment’s area of stocked forest cover using an independent source of satellite

imagery.
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85. The Monitor has been advised that the area verification exercise currently being
undertaken by Indufor is a lengthy process and requires the dedication of long term

resources. The work Indufor is undertaking includes the following:

(a) Registering and digitizing maps;

(b)  The use of Satellite imagery and image pre-processing routines;
(c) Atmospheric Correction;

(d)  Vegetation classification;

(e) Map uplift, digitization and satellite imagery process (a time-consuming process
that is necessary to ensure compliance with restrictions that apply to the
distribution of PRC maps); and

3] Area verification.

86.  To date, Indufor has completed six (6) verification reports confirming the compartment
locations of 63,956 hectares of the Sino-Forest estate to date. The confirmation involves
geo-referencing and digital mapping of the compartments and represents approximately
8% of total Sino-Forest reported net stocked area of 808,685 hectares as at the end of
December 31, 2011. Analysis and findings of these reports are limited-solely to the area
that has been verified. No extrapolations of findings to the wider Sino-Forest estate are
possible or implied.

87.  The Monitor is not yet clear as to whether the Indufor work will ultimately be timely or
helpful in resolving the questions concerning the value of Sino-Forest’s business. The
Monitor understands that this type of work is extremely time consuming and that, in

order to complete any meaningful amount of verification could take years, at a minimum.

88.  As set out in previous documents including the IC Reports and the Initial Order Affidavit,
asset verification to any degree of certainty may be difficult in this situation given many
factors including, the nature of the assets, geographical impediments, political

impediments and financial resources available. The verification exercise is a lengthy
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process and likely to take years to verify any significant percentage of the Sino-Forest
estate.

The Monitor also notes that even if Indufor is able to verify even a portion of the assets,
further work will need to be done to verify the underlying documents and assumptions
used by Indufor. Lastly, as discussed above, verification does not establish title or deal
with the relationships with the Als (or address the issues arising from the de-registration
of Als).
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Dated this 10" day of August, 2012.

ing Canada Inc.
fivias Monitor of

brporation, and not in its personal capacity

Greg Watson
Senior Managing Director
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Court File No.

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

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

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

PRE-FILING REPORT TO THE COURT
SUBMITTED BY FTI CONSULTING CANADA INC,,
IN ITS CAPACITY AS PROPOSED MONITOR

INTRODUCTION

1.

FTI Consulting Canada Inc. (“FTI Canada” or the “Proposed Monitor™) has

been informed that Sino-Forest Corporation (the “Company”) intends to make an

application under the Companies’ Creditors Arrangement Act, R.S.C. 1985, c. C- |
36, as amended (the “CCAA”) and to seek an initial order (the “Initial Order”)

from the Ontario Superior Court of Justice (Commercial List) (the “Court”),
granting, infer alia, a stay of proceedings against the Company until April 29,
2012, (the “Stay Period”) and appointing FTI Canada as monitor of the
Company’s CCAA Proceedings (defined below). The proceedings commenced by
the Company under the CCAA, if granted, will be referred to herein as the

“CCAA Proceedings”.

2. FTI Canada is a trustee within the meaning of section 2 of the Barkruptcy and
Insolvency Act, R.S.C. 1985, c. B-3, as amended, and is not subject to any of the
restrictions on who may be appointed as monitor set out in section 11.7(2) of the
CCAA. FTI Canada has provided its consent to act as Monitor.

F I

COMSULTING
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Engagement of FTI Consulting and Preparation of this Report

3. FTI was originally retained through its Hong Kong office, FT1 Consulting (Hong
Kong) Limited (“FTI HK” and together with FTT Canada, “FTI Consulting”) in
October 2011. The purpose of FTI HK’s retainer was primarily in connection
with the work being done to determine whether the Q3 Results (defined below)
could be issued. The scope of FTI HK s retention was expanded in January 2012.
The expanded role of FTI HK included assisting management in the review and
preparation of detailed cash flow forecasts and analysis of outstanding
receivables, including collection options. FTI Canada has been formally retained
since March 12, 2012. FTT HK and FTI Canada have worked together in advising
the Company and in the preparation of this report.

4. Since its engagement, FTT Consulting has worked with the Company and its

advisors extensively. Among other things, FTI Consulting has:

(a) Attended in-person meetings involving Houlihan (defined below), senior
management including the chief executive officer, chief financial officer
and Allen Chan (Sino-Forest’s founder and chief executive officer up to
August 2011) and others in order to gain information regarding Sino- -

Forest and its situation;

(b)  Attended in-person and telephone meetings with other stakeholders
including the Ad Hoc Noteholders (defined below), the Board (defined

below) and others;

(¢)  Engaged legal counsel in Canada who has also participated in certain of

these meetings;

(d) Had a local team review certain Sino-Forest documents and engage in
discussions with Sino-Forest in both Hong Kong and the PRC (defined

below);

(e) Met with Sino-Forest finance personnel located in Canada, Hong Kong
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and the PRC;

)] Obtained financial and other information produced by Sino-Forest relating

to its operations, its cash flow forecasts and current financial situation;
(2) Reviewed redacted versions of the IC Reports (defined below);
(h)  Reviewed certain of the books and records of the Company;

(1) Reviewed the Note Indentures (defined below) and related guarantee and

security documents; and

G) Reviewed various other documents and materials relevant to the Company

and its business,

As a result of these efforts, FTI Consulting has become familiar with the
Company’s current state of affairs including the basis on which it is now seeking

CCAA protection, and approval of the Sale Process (defined below).

Although this Report has been prepared in anticipation of FTI Canada’s

appointment as monitor of the Company, it has been prepared with the same duty -

and care and with the same level of diligence as though FTI Canada had already

been appointed to such role.

In preparing this report, the Proposed Monitor has relied upon unaudited financial
information of the Company, the Company’s books and records, certain financial
information prepared by the Company, the IC Reports (defined below) and
discussions with the Company’s management. Other than as described in
paragraph 4 above, the Proposed Monitor has not audited, reviewed or otherwise
attempted to verify the accuracy or completeness of the information. Accordingly,
the Proposed Monitor expresses no opinion or other form of assurance on the
information contained in this Report or relied on in its preparation. Future
oriented financial information reported or relied on in preparing this Report is
based on management’s assumptions regarding future events; actual results may

vary from forecast and such variations may be material.

I.
ING
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Purpose of this Report

8. The purpose of this report is to:

(2)

(b)

IR
CONSULIING

Inform the Court on the following:
(i) an overview of the Company and its current situation;

(i) an outline of the Proposed Monitor’s understanding of
circumstances that have led to the Company’s current request for

relief;

(iii)  the proposed restructuring activities of the Company including the

Support Agreement (defined below);

(iv)  the Sale Process to be undertaken for the business and assets of the

Sino-Forest Companies (defined below),

(v)  the Company’s March 29 Forecast (defined below); and

Support the Company’s application and recommend that the Court grant -
the proposed Initial Order and Sale Process Order including the following -

relief:
() a stay of proceedings to April 29, 2012;
(i)  approval of certain payments during the CCAA Proceedings;

(ili) approval of a charge securing the fees and expenses of the
Monitor, its counsel and counsel to the Company, counsel to the
Board (defined below), Houlihan, FTT HK, counsel to the Ad Hoc
Noteholders (defined below) and the financial advisor to the Ad
Hoc Noteholders in the aggregate amount of CAD$15 miilion (the
“Administration Charge”);

(iv) approval of a charge securing an indemnity in favour of the
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directors and officers of the Company in the aggregate amount of
CADS$3.2 million (the “Directors’ Charge™);

(v)  approval of the engagement of Houlihan Lokey Capital, Inc.
(“Houlihan™), pursuant to an engagement letter dated as of
December 22, 2011, (the “Financial Advisor Agreement”);

(vi)  approval of the Sale Process (defined below); and

(vii) authorizing and directing the Company and the Proposed Monitor
to engage in cerfain procedures to hotify the Company’s
noteholders regarding certain issues related to the Support
Agreement (defined below).

Unless otherwise stated, all monetary amounts contained herein are expressed in
US Dollars.

The terms *Sino-Forest Companies” and “Sino-Forest” refer to the global
enterprise as a whole but do not include references to the Greenheart Group
(defined below).

This report focuses on the Company’s current situation and immediate need for
court protection. This report should be read in conjunction with the affidavit of
W, Judson Martin, vice-chairman and chief executive officer of the Company,
sworn March 30, 2012 (the “Martin Affidavit”) which provides an overview as
to Sino-Forest’s history, business and operations and is therefore not repeated

herein.

BACKGROUND

Overview of Sino-Forest

12.

Sino-Forest conducts business as a forest plantation operator in the People’s
Republic of China (“PRC”). Its principal businesses include ownershi;i and

management of forest plantation trees, the sale of standing timber and wood logs
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and complementary manufacturing of downstream engineered-wood products.

The Company is a public holding company whose common shares are listed on
the Toronto Stock Exchange (“TSX”). Prior fo August 26, 2011 (the date of the
Cease Trade Order, defined below), the Company had 246,095,926 common
shares issued and outstanding and trading under the trading symbol “TRE” on the
TSX.

On June 2, 2011, Muddy Waters, LLC (“MW™), which held a short position on
the Company’s shares, issued a report (the “MW Report”) alleging, among other
things, that Sino-Forest is a “ponzi-scheme” and a “near total fraud”. The MW
Report was issued publicly and immediately caught the attention of the media on

a world-wide basis.

Since the issuance of the MW Report, the Company has devoted extensive time
and resources to investigate and address the allegations in the MW Report as well
as responding to additional inquiries from, among others, the Ontario Securities
Commission (the “OSC”), the Royal Canadian Mounted Police (“RCMP”) and
the Hong Kong Securities and Futures Commission (“HKSFC”).

To carry out this work, on June 2, 2011, the Company’s board of directors (the
“Board™) appointed a three (3) person independent committee (the “IC™) to
investigate the allegations contained in the MW Report. The IC retained three (3)
law firms in Canada, Hong Kong and the PRC as well as financial advisors to

assist in the IC investigation,

The IC ultimately issued three (3) reports on August 10, 2011, November 13,
2011 and January 31, 2012 (the “First Interim Report” the “Second Report”
and the “Final Report” and collectively, the “IC Reports™). The IC was able to
reach many conclusions addressing many of the allegations contained in the MW
Report. However, the IC was unable to make certain conclusions, particularly as it
related to certain of Sino-Forest’s relationships with third party intermediaries and

suppliers. The inability of the IC (and others) to have conclusively resolved those

COHSULTING

1247,



18.

19.

-7-

issues has had an ongoing impact on the Company, namely the ability of the
Company to issue its Q3 Results and the 2011 Financial Statements (both defined
below).

With the issuance of its Final Report, the IC concluded its active investigation.
However, the Board established a Special Restructuring Committee of the Board
comprised exclusively of directors independent of management of the Company
for the purpose of supervising, analyzing and managing strategic options available

to the Company.

Despite the work that was done by the IC, the IC’s advisors, the Company
(including senior management) and others in the last nine months, it is apparent to
the Proposed Monitor that the MW Report, the subsequent litigation and
regulatory investigations and other issues continue to have a significant negative
impact on the Company and have threatened the long term viability of Sino-
Forest’s operations. For the reasons discussed below, the Proposed Monitor is of

the view that the events and occurrences over the last nine months have led the

Company and the business into a stalemate that cannot be resolved without a

Court supervised solution.

Current State of Sino-Forest

20.

The Proposed Monitor understands that the current state of the Sino-Forest

Companies is effectively as follows:
(a)  Business impact:

(1 The ability of Sino-Forest to access new offshore capital injections
for expansion has dried up and PRC funding has been substantially
curtailed given the uncertainty around the Company;

(ii)  The Proposed Monitor understands that operations in the trading
and standing timber business outside the PRC and the standing
timber business in the WFQEs are effectively frozen, the trading

COHNSULIING
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business has stopped importing (other than the existing Thai
Redwood transaction which is ongoing) and manufacturing is

operating at lower levels than normal;

Many customers have ceased paying their receivables despite

concentrated efforts by Sino-Forest to collect on outstanding

balances, which, the Proposed Monitor understands includes SFC’s

counsel in the PRC sending legal demand letters to 12 BVI trading
companies for accounts receivable totalling approximately $126
million and 5 WFOE companies totalling approximately RMB
224.5 million;

Sino-Forest has had to reserve millions of dollars to pay suppliers
for outstanding debts, in order to avoid litigation or further hostile
situations from its suppliers and landlords/farmers (which the
Proposed Monitor understands has historically involved threats of

violence and occupation of Sino-Forest offices in Hunan);

The Company has been unable to release its financial results for
the nine-month period ended September 30, 2011 (the “Q3

Results™) and for reasons discussed below, is unlikely to be in a

position to release such statements in the near term, if ever,

The Company has been unable to release its 2011 audited financial
statements for the year ended December 31, 2011 (“2011
Financial Statements”) and for reasons discussed below, is
unlikely to be in a position to release such statements in the near

term, if ever;

Financial situation:

M

As of March 23, 2012, the Company has approximately $70.5

million in cash;
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The ability to repatriate funds from the PRC into off shore (i.e.
non-PRC) companies is limited by many factors including the
historic “BVI” corporate structure, state administration of foreign
exchange (“SAFE”) regulations and other currency control issues
(which are discussed extensively in the Martin Affidavit);

The Company has limited prospects of being able to raise further
capital or debt in the near future;

Sino-Forest has not been able to secure or renew certain existing
onshore banking facilities, has been unable to obtain offshore
letters of credit to facilitate Sino-Forest’s trading business, and all
offshore banking facilities have been repaid and frozen, or

cancelled;

Sino-Forest’s operating subsidiaries have lost access to capital
injections, local bank financing and intercompany funding for

expansion opportunities due to the Company’s financial situation;

Due to the business constraints above, Sino-Forest’s operations are

now operating on a significant burn as they are being pressured to
continue to honour payables while collecting minimal receivables

and failing to generate significant new sales;

Legal and Regulatory Proceedings:

®

(in

(iii)

Sino-Forest continues to divert significant resources to address the
ongoing regulatory and criminal investigations by the OSC and the
RCMP as well as inquiries from the HKSFC;

Numerous class actions have been commenced in Canada and the
US and more are threatened;

The OSC has issued a Cease Trade Order in respect of the

Company’s shares, which is ongoing;
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Default under the Note Indentures:

ty

(i)

(iif)

(iv)

As a result of the Company’s failure to issue its Q3 Results, the
Company is in default (the “Financial Reporting Covenant
Default™) under its four (4) series of issued notes (the “Notes™)
and is unlikely to be in a position to cure such default in the near

term, if ever,

On January 12, 2012, the Company announced that holders of a
majority of its 2014 Senior Notes and 2017 Senior Notes (who had
issued default notices under their respective note indentures) had
agreed to waive (the ‘“Waiver Agreements”) the Financial
Reporting Covenant Default on certain terms and conditions

(discussed below) including a covenant to make certain interest

payments;

The Waiver Agreements terminate on the earlier of April 30, 2012
and any earlier termination of the Waiver Agreements in

accordance with their terms;

The failure to deliver the 2011 Financial Statements by March 31,
2011 will constitute a further default under the Note Indentures
(subject to a 30 day cure period);

Failure to Produce Q3 Resulté and 2011 Audited Statements

M

(i)

As set out in the IC’s Second Report, subsequent to August 26,
2011, a number of documents came to the IC’s attention that

required further investigation and review;

On or before November 15, 2011, the deadline for the release of
the Q3 Results, the Board’s audit committee recommended and the
Board agreed that the Company should defer the release of the Q3

Results until certain issues could be resolved to the satisfaction of
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the Board and the Company’s external auditor;

(iii)  The issues included (A) determining the nature and scope of the
relationships between Sino-Forest and certain of its Als (defined
below) and suppliers, as discussed in the Second Report, and (B)
the satisfactory explanation and resolution of issues raised by
certain documents identified by the IC's advisors, the Company’s
counsel, the Company’s auditors, and/or by OSC staff;

(iv)  Although the Company (and the IC) continued to work to resolve
these issues, the allegations set out in the MW Report and raised
by the OSC, the Company subsequently announced that there was
no assurance that it would be able to release the Q3 Results, or, if

able, as to when such release would occur;

(v)  Those same issues outlined above remain gating items to the

Company’s ability to release 2011 Audited Financial Statements;
® Political Factors:

(i) Sino-Forest requires ongoing support from all levels of the PRC
government to operate its business in a manner that will be

profitable;

(i)  To date, the PRC government has been supportive, but has recently
expressed concern regarding the ongoing distress of the business
and has indicated that it expects the Company to propose a viable

solution in the near future; and

(iii)  Loss of support from the PRC government would likely be fatal to
any chance of success in restructuring the Company in a way that

maximizes value for the Company’s stakeholders.

21.  In summary, Sino-Forest’s state of affairs is such that it cannot maintain a status

quo for much longer.

ﬁ F T ]‘
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CIRCUMSTANCES OF THE CCAA APPLICATION

22,

23.

The Martin Affidavit provides a detailed outline of Sino-Forest’s corporate
structure, business, reported assets and financial information. The Martin
Affidavit also provides a detailed chronology of the Company and its actions
since the issuance of the MW Report in June 2011 including the formation of the
IC, the issuance and conclusions set out in the IC Reports, the Class Actions, the
0SC, RCMP and HKSFC investigations and the defaults under the Notes.

This Report does not propose to repeat those details.  Instead, the Proposed
Monitor has focused on the following areas, which it believes are relevant for
understanding the basis on which it is recommending the granting of the Initial
Order and the approval of the Sale Process at this time:

(a)  Sino-Forest’s historical method of doing business and certain of the legal

issues that are embedded within that structure;
(b)  the role of the PRC government and the forestry industry in the PRC; and

{c) Sino-Forest’s current options.

The Company’s history

24,

Sino-Forest operates through two different corporate models — the “BVI” model
and the “WFOE” model. It is significant to understand the corporate models used
by Sino-Forest in its operations because of the corresponding issues associated

with repatriating value offshore from each of those various entities.

BVI Forestry Holding Companies (“BVIs”)

25.

Until 2004, Sino-Forest used the BVI model exclusively to invest in timber rights
in the PRC. The Proposed Monitor understands that the BVI model essentially
involves the use of a British Virgin Island company to invest in timber rights in
the PRC. Due to the restrictions on foreign companies under PRC law which do

not permit foreign companies to conduct business in the PRC without business
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licenses granted by competent government authorities, BVIs must carry on their
sale activities through authorized intermediaries (“Als”) onshore. Further, BVIs
are not permitted to have bank accounts in the PRC. It is the Als who enter into
the direct contracts for the sale of standing timber with end customers. Als are
also responsible for remitting taxes arising from sales to the relevant PRC tax
authorities. Once money is in the BVI system, it has never been repatriated off
shore and any profit has always been re-invested in further plantation timber
rights. The only exception to that are in the small instances where Sino-Forest

has tested its on-shoring strategy (discussed in further detail below).

The BVI model was the model used by Sino-Forest when it started operations in
1994 due to the restrictions on foreign business operations in the PRC. Over the
years, the BVI model was therefore used to purchase significant amounts of Sino-
Forest’s reported timber holdings (approximately 60% of its reported timber
holdings). From an investor/creditor perspective, the model is problematic for a

number of reasons including:

(a)  BVIs are restricted from carrying on business directly in the PRC — as

such, many of the title verification issues that were contained in the MW

Report and arose during the IC investigation were due to the fact that
when BVIs purchase timber, they are only purchasing the timber rights
and not any underlying land use rights (which interests are capable of
being registered in most parts of the PRC);

(b)  BVIs must sell through the Als. This has resulted in a certain lack of-

transparency in a number of issues that were the focus of the MW Report
and the IC investigation — including the relationships between the Als and
certain of the suppliers, an inability to see into the books and records of
the Als to verify booked sales, and the extent to which the Als had, in fact,

remitted applicable taxes to relevant tax authorities; and

(c) The Proposed Monitor understands that for various reasons, but primarily

related to the SAFE regulations, there is no way for a BVI to efficiently
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repatriate cash off shore without giving rise to significant negative tax
consequences - as such, since the businesses’ inception, all profit has

simply been further re-invested in the BVI model in new trees.

In 2004, the Ministry of Commerce for the PRC began allowing wholly foreign

owned enterprises (“WFOEs") to conduct business in the trading of timber on
shore in the PRC. Post 2004, almost all of Sino-Forest’s new capital invested in
timber assets has been employed through the WFOE model. The Proposed

Monitor understands that the WFOE model is preferable for several reasons

including:

(a)

(b)

(©

@

WFOQEs can conduct business on shore in the PRC and as such, they do
not need to use the Al model. They can (and do) transact directly with

customers,

Financial information as to the WFOE holdings on Sino-Forest’s books

and records is more readily verifiable and therefore more transparent in

nature,

WEFOEs can acquire land use rights through pre-paid long term leases.
The ability of WFQOEs to invest in land use rights is advantageous because
(i) for the most part, it appears that these rights can be registered and are
therefore more easily verifiable; (ii) the WFOE can finance its business
against its land nghts; and (iii) it is viewed favourably by the PRC because
it is evidence of Sino-Forest’s long term intentions within the forestry
industry in the PRC; and

WFOEs are preferable from a foreign investor perspective because there is
an identifiable process for the repatriation of funds off-shore to the foreign

investor parent,

As of December 31, 2010, approximately 40% of Sino-Forest’s reported timber
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holdings were held through the WFOE structure.

On-shoring

29.

As part of its long term strategy, the Company has been considering options to
transition its BVI assets into WFOE assets. This process is referred to as “on-
shoring”. The Proposed Monitor understands there is no single standard protocol
for on-shoring Sino-Forest's assets and that Sino-Forest is looking into various
alternative methods of migrating the ownership of the BVI assets. At its root, on-
shoring requires the creation of a new WFOE that is capitalized to receive timber
rights from the BVIs and at the same time, acquire the accompanying underlying
land use rights. The Proposed Monitor understands that the precise methods for
successfully on-shoring varies on a county to county basis and requires extensive
negotiations with various stakeholders including potentially the land owners and

tax authorities. It could also involve the cooperation of suppliers and Als.

30. The Proposed Monitor understands there are no assurances that on-shoring will be

successful on a large scale basis and that, even if the Company is successful in on-

shoring certain of its assets, that does not necessarily mean it will be successful in -

other regions. However, the Company has indicated that it believes there are -

incentives for parties to cooperate with an on-shoring process as it generally
involves the promotion of business in more rural areas, the ongoing employment
of individuals in those regions and cash injections to the land owners on the pre-

paid leases.

The Role of the PRC Government

31.

Based on the conversations that the Proposed Monitor has had with members of
senior management of the Company and various of its advisors, the Proposed
Monitor understands that the PRC government has and will continue to play a key

role in any successful restructuring.

The forestry industry in the PRC is subject to The Forestry Law which provides

for a limited system pursuant to which verification as to legal ownership of timber
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or land may be obtained. The Monitor has also been advised that it is not clear
that the Forestry Law has been fully implemented on a nation-wide basis such
that, in some instances, no verification from regional forestry bureaus may be

available.

33,  The Company has advised that the PRC has taken numerous steps in the last years
to promote the timber plantation industry including opportunities for foreign
investment. It is also apparent that navigating timber operations within the PRC
has obvious political and state related implications due to the role of the Chinese
government in business operations in China generally, the geographic location of
many of the plantations, the reliance upon provincial and other registries for asset
verification, and the uncertainty surrounding certain taxation and other laws in the
PRC that could have significant implications on Sino-Forest’s business structure

and/or ability to expand.

34,  Further, it is clear that in many instances, there is an emphasis put on “business
relationships” among parties that is paramount to any contractual or legal
relationship that may have been entered into by the parties. These relationships
are relied upon for the conduct of business in this industry in the PRC. In the |
course of its investigation, the IC reported that it was apparent that integral to |

Sino-Forest’s business model was its relationships with business partners.

35.  The Company has advised the Proposed Monitor that it believes that the PRC has
been and will continue to be supportive of Sino-Forest as an ongoing business.
Sino-Forest is the largest private forestry operator in the PRC and it has complied
with and promoted PRC policy in terms of growth and efficiency in the natural
resource sector over its 18 years of business. All of these factors have resulted in
Sino-Forest having a positive and encouraging relationship with the PRC
government. Consequently, the PRC government has, by and large, been
facilitative of Sino-Forest’s business. Ongoing support will be required if this
restructuring process is to be successful. Maintaining relations with the PRC
government both nationally and locally will also be crucial to Sino-Forest’s on-

shoring strategy.

ﬁ CONSULIING
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36.  Through extensive discussions that the Proposed Monitor has had with the
Company and various advisors to the Company, it has become apparent that much
of Sino-Forest’s historical success has been due to the leadership of Allen Chan.
Although Mr, Chan resigned as CEQ and chairman after the issuance of the MW
Report, Mr. Chan has remained involved in Sino-Forest and, in particular, plays a
key role in maintaining and building on existing PRC relations. The Martin
Affidavit also contains further detail as to the importance of Mr. Chan in any

restructuring.

37. It is equally clear to the Proposed Monitor that the PRC government has the
ability to be a significant impediment to solutions that it does not view as
favourable or in furtherance of PRC policy. The Company and Houlihan have
both expressed the view that if attempts were made to break up the company, that
could be viewed as being contrary to the general direction of, and have a
significant impact on, the PRC’s natural resource growth policies and would
likely be viewed negatively by the PRC government. Further, the PRC
government is cognizant of the location of many of the Sino-Forest plantations
and their proximity to state run facilities and has expressed concern to the .
Company as to how these issues will be addressed going forward if ownership is

to change hands.
The Company’s Options

38.  The Proposed Monitor is aware that the Company, in consultation with its various
advisors, has considered many alternatives to solve both the Company’s current
problems as well as to provide longer term solutions to the issues inherent in the
BVI structure. For various reasons, the options of maintaining the status quo or
attempting to liquidate the assets (i.e. timber) are not feasible options
notwithstanding the guarantees and pledges that may have given the noteholders
certain rights to do so. Some of the issues that would prohibit status quo or

liquidation are as follows:

(a)  Status quo — as set out above and in the Martin Affidavit, the MW Report

W £.5.0
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and subsequent events have left the Sino-Forest business paralyzed and
unable to continue. Sources of outside funding for expansion have dried
up, sales have been halted while the business continues to burn money
necessary to its operations. Further, the Company has advised that based
on mectings between members of senior management and the PRC, the
PRC is not content to allow Sino-Forest’s current situation to continue
indefinitely and has insisted that a path forward for Sino-Forest be

proposed;

(b}  Liquidation — It is not clear to the Proposed Monitor that a liquidation
could even be achieved in this circumstance. However, even if it could be,
liquidating the timber assets within the PRC is unlikely to achieve any
desired result. As set out above, given the historical structural issues
inherent within the BVI structure, it is doubtful that any proceeds of a

liquidation could be moved off shore successfully.

The Proposed Monitor is aware that the Company and its advisors have engaged

in extensive conversations and negotiations with an ad hoc committee of

noteholders (the “Ad Hoc Noteholders”) for the past several months as to the

various options available to Sino-Forest as well as the noteholders.

The Proposed Monitor understands that these extensive arm’s length negotiations
involved email, telephonic and in-person mectings between the various parties
and have included, at different times, the Company’s senior management
(including Mr, Martin, the Company’s chief financial officer, Mr. David Horsley
and Mr. Chan), Houlihan, the Company’s legal advisors, certain of the Ad Hoc
Noteholders themselves and their legal and financial advisors. During the course
of these meetings, the parties have explored the options available to both the

Company and the noteholders including the liquidation option.

THE SUPPORT AGREEMENT AND PROPOSED RESTRUCTURING

41.

Following extensive arm’s length negotiations, the Company and the Ad Hoc
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Noteholders have reached agreement on the terms of a support agreement (the
“Support Agreement”). The Proposed Support Agreement has been executed by
holders of the Notes holding approximately 40% of the Notes. The Support
Agreement contemplates (and provides incentive for) additional noteholders
becoming party to the Support Agreement by way of Joinder Agreement. As set
out below, it is contemplated that the Proposed Monitor will post a copy of the
Support Agreement on its website. The material terms of the Support Agreement
are set out in the Martin Affidavit.

The Proposed Monitor has reviewed the terms of the Support Agreement. The
Proposed Monitor believes that the terms of the Support Agreement are
reasonable in the circumstances. In reaching that conclusion, the Proposed
Monitor first considered the fact that Sino-Forest’s situation is not that of a typical
debtor. The Company’s options in terms of realizing value on its assets are
limited given not only the legal impediments, but also the nature and location of
the physical assets. Further, other considerations included the following:

(a)  Neither maintaining the status quo nor liquidation are realistic options;

(b)  The debt outstanding under the Indentures constitutes an overwhelming
majority of the Company’s overall debt;

(c) The Support Agreement proposes a solution through the use of a CCAA

plan that provides for, among other things:

() a structured solution pursuant to which the business operations will
be liberated from the existing legal challenges facing the Company
(namely the extensive litigation and contingent claims) and put
into a new structure which will ultimately be able to work to fix

the structural issues in Sino-Forest’s business;

(ii)  participation rights for certain junior constituents whose claims
rank behind the noteholders;
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(iii)  a framework for the litigation and/or resolution of the claims faced
by the Company;

(d) As discussed below, there are significant challenges to finding another

buyer of the business;

(&)  Notwithstanding those challenges, the Support Agreement contemplates a
Sale Process (defined and discussed below) to determine whether a higher

or better option is available; and
® As discussed above, neither maintaining the status quo nor liquidation are

desirable or possibly viable options.

THE PROPOSED SALE PROCESS

Sale Process Terms

43,  As contemplated under the Support Agreement, the Company is also seeking

approval of certain sale process procedures (the “Sale Process™) and related

relief. If approved, the Company, in consultation with the Proposed Monitor and -

Houlihan, will immediately commence a marketing process for the Sino-Forest -

business.

44,  The material terms of the Sale Process are set out in the Martin Affidavit. The
Proposed Monitor has been consulted in the development of the proposed Sale

Process terms and believes they are reasonable in the circumnstances.

45.  The Company, the Proposed Monitor, Houlihan, and advisors to the Ad Hoc
Noteholders have had extensive discussions as to the appropriate time frame in
which the business may be marketed. The Proposed Monitor believes that it is
appropriate for the Company to seek approval of the Sale Process as part of its

initial application based on the following factors:

{a)  As set out above, the growth of the forestry business and the trading

business has effectively come to a halt and are rapidly burning cash;

TR
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(b}  The Sino-Forest business is extremely complicated — for any buyer, there
will be significant legal, tax, regulatory, political and cultural

considerations that will need to be addressed,

(c) Given the extensive negative publicity that has surrounded the business,
buyers will likely require extensive due diligence and that may include not
just document review, but meetings in HK as well as the PRC, site visits

and other time intensive exercises;

(d) Timber is a seasonal business with the majority of sales taking place in Q3
and Q4 of each year — if a transaction is not completed before the end of
Q3 of this year, that will effectively result in a further year with few or no

sales; and

(¢)  The Company needs to be able to demonstrate to the PRC government, in
the near future, that it has a clear path forward, absent which it risks losing

its support.

The proposed Sale Process is intended to be a market test of the terms of the
proposed restructuring set out in the Support Agreement, However, given the size
of the business and the issues surrounding the business, both Houlihan and the
Company have indicated that there is likely to be a limited landscaﬁe of potential
buyers. The Proposed Monitor agrees that this may be the case but nonetheless
believes that it is important as part of the CCAA Proceedings that the Sale Process

be commenced to determine what other interest may exist.

Given the urgency described above, the Proposed Monitor is aware that Houlihan
has already commenced certain efforts in respect of the proposed Sale Process.
Given the circumstances of this situation, the Proposed Monitor is of the view that

such actions by Houlihan have been prudent.

Retention of Houlihan

48.

In anticipation of a potential filing and Sale Process, the Company retained



49.

50.
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Houlihan pursuant to the terms of the Financial Advisor Agreement. The terms of
the Financial Advisor Agreement, including the proposed fee structure, are set out
in the Martin Affidavit. The Proposed Monitor is aware that the Company
considered at least three (3) other candidates, all of whom are well-known

international investment banks, prior to retaining Houlihan,

The Proposed Monitor understands that the Board’s decision to retain Houlihan
was based on Houlihan’s experience in debt restructurings including working with
noteholders as well as its extensive presence in North American and Asian

markets.

The Proposed Monitor has reviewed the terms of the Financial Advisor
Agreement. The Proposed Monitor believes that, in the circumstances, it is
reasonable for the Company to have retained Houlihan and negotiated the terms
contained in the Financial Advisor Agreement. Accordingly, the Proposed

Monitor recommends the approval of the Financial Advisor Agreement.

THE COMPANY’S CASH FLOW FORECAST

Cash Flow Projections

51.

The Company, with the assistance of the Proposed Monitor, has prepared
consolidated 13-week cash flow projections of its receipts and disbursements (the
“March 29 Forecast”). The March 29 Forecast, together with the management’s
report on the cash-flow statement as required by section 10(2Xb} of the CCAA, is
attached hereto as Appendix A. The March 29 Forecast shows a negative net cash
flow of approximately $19.3 million in the period March 31 to June 29, 2012, and

is summarized below:
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$000 CAD

Cash inflow

Interest Income § 412
Total cash inflows $ 412
Cash outflow

Payroll and Benefits $ 181

Board & Committee Fees 3 253

Travel $ 315

Rent,Communication & Ultilities $ 60

Taxes & Other $ 195
Total cash outflows $ 1,004
Net Operating Cashflow $ (591)
Restructuring Costs

Professional Fees 3 18,730
Total Restructuring Costs $ 18,730
[INet Cash Flow $  (19,321)
Opening Cash Balance $ 67,846
iNet Cash Balance $  (19,321)
Ending Cash Balance § 48,525

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

the CCAA Proceedings will be met by existing cash available to the Company.
Proposed Monitor’s Report on the Reasonableness of the Cash Flow Projections
53.  Section 23(1){(b) of the CCAA states that the Proposed Monitor shall:

“review the company’s cash-flow statement as to its
reasonableness and file a report with the court on the

Proposed Monitor’s findings;"”

54.  Pursuant to section 23(1)(b) of the CCAA and in accordance with the Canadian
Association of Insolvency and Restructuring Professionals Standard of Practice
09-1 (“CAIRP SOP 09-1”), the Proposed Monitor hereby reports as follows:

(a) The March 29 Forecast has been prepared by the management of the
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Applicant for the purpose described in Note 1, using the Probable and
Hypothetical Assumptions set out in Notes 2 to 6;

The Proposed Monitor’s review consisted of inquiries, analytical
procedures and discussion related to information supplied by certain of the
management and employees of the Company. Since Hypothetical
Assumptions need not be supported, the Proposed Monitor’s procedures
with respect to them were limited to evaluating whether they were
consistent with the purpose of the March 29 Forecast. The Proposed
Monitor has also reviewed the support provided by management of the
Company for the Probable Assumptions, and the preparation and

presentation of the Cash-Flow Statement;

Based on its review, nothing has come to the attention of the Proposed

Monitor that causes it to believe that, in all material respects:

(i) the Hypothetical Assumptions are not consistent with the purpose
of the March 29 Forecast;

(i)  as at the date of this report, the Probable Assumptions developed
by management are not suitably supported and consistent with the
plans of the Company or do not provide a reasonable basis for the

March 29 Forecast, given the Hypothetical Assumptions; or

(iii)  the March 29 Forecast does not reflect the Probable and
Hypothetical Assumptions;

Since the March 29 Forecast is based on assumptions regarding future
events, actual results will vary from the information presented even if the
Hypothetical Assumptions occur, and the variations may be material.
Accordingly, the Proposed Monitor expresses no assurance as to whether
the March 29 Forecast will be achieved. The Proposed Monitor expresses
no opinion or other form of assurance with respect to the accuracy of any

financial information presented in this report, or relied upon by the

1265



-25.-

Proposed Monitor in preparing this report; and

(e)  The March 29 Forecast has been prepared solely for the purpose described
in Note 1 on the face of the March 29 Forecast and readers are cautioned

that it may not be appropriate for other purposes.

RELIEF SOUGHT

The Stay of Proceedings

55.

For the reasons set out herein, the Company requires a stay of proceedings while
it carries out its proposed restructuring activities. The Monitor believes that the

initial 30-day request is fair and reasonable in the circumstances.

Payments During the CCAA Proceedings

56.

The Company intends to make certain ordinary course payments during the
course of the CCAA Proceedings in accordance with and as set out in the March
29 Forecast. The Monitor believes this course of action is fair and reasonable in

the circumstances.

Administration Charge

57.

58.

The Company is seeking an Administration Charge in the amount of CAD$15
million with priority over all encumbrances against the Company’s assets other
than the Company’s assets which are subject to Personal Property Security Act
registrations (the “Encumbered Property”™). Based on personal property registry
searches that were conducted by the Proposed Monitor’s counsel as of March 28,
2012, other than the Indenture Trustees under the Notes who have security in
respect of the pledged shares of the Company’s subsidiaries there was only one

registration that appeared on its face to be with respect to specific equipment.

The beneficiaries of the Administration Charge if granted would be the Proposed
Monitor, the Proposed Monitor’s counsel, counsel to the Board, FTI HK, counsel

to the Company, Houlihan, counsel to the Ad Hoc Noteholders and the financial
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advisor to the Ad Hoc Noteholders.

The Proposed Monitor has reviewed the underlying assumptions upon which the
Company has based the quantum of thc proposed Administration Charge, the
complexities of the CCAA Proceedings and the services to be provided by the
beneficiaries of the Administration Charge and believes that the limit of CAD$15

million is reasonable in the circumstances.

The Proposed Monitor also believes that it is appropriate that the other proposed
beneficiaries of the Administration Charge be afforded the benefit of a charge as
they will be undertaking a necessary and integral role in the CCAA Proceedings.

The Directors® Charge

61.

The Company is seeking the Directors’ Charge in the amount of CAD$3.2 million
with priority over all encumbrances on the Company’s assets other than the
Administration Charge and the Encumbered Property. The Proposed Monitor
understands that the Board has insisted on the protection of the Directors’ Charge

in order to remain on the Board during the course of the CCAA Proceedings. The

Martin Affidavit also sets out a summary of the current insurance policies that are
available to the Board as well as the exclusions and possibility of non-renewal at
the end of the term.

The Financial Advisor Agreement

62.

Houlihan’s engagement is reasonable given the Company’s proposed Sale
Process. As set out above, Houlihan was considered along with other international

investment banks and selected on merit- based criteria.

Publication of Notices Support Agreement

63.

The proposed initial order contemplates that the Monitor will, among other things,

(a) Without delay, post a copy of the Support Agreement on its website at
http://cfcanada.fticonsulting.com/sfc; and
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(b)  Publish a notice in the Globe and Mail and the Wall Street Journal (in
form and substance satisfactory to the Company, the Monitor and counsel
to the Ad Hoc Noteholders) notifying noteholders of the Support
Agreement and the deadline of 5:00pm (Toronto time) on the Consent
Date (as defined in the Support Agreement) by which any noteholders
(other than an Initial Consenting Noteholder) who wishes to become
entitled to the Early Consent Consideration pursuant to the Support

Agreement must execute and return a Joinder Agreement,
The Sale Process

64.  As set out above, the proposed Sale Process is contemplated by the Support
Agreement and is intended to test the market to determine whether a higher or
better offer than the transaction contemplated under the Support Agreement is
available, Further, given the circumstances and complexities of the situation as
set out above, the Proposed Monitor recommends approval of the Sale Process

Order on the date of this application.

CONCLUSION

65.  The Proposed Monitor is of the view that the relief requested by the Company is
necessary, reasonable and justified. The Proposed Monitor is also of the view that
granting the relief requested will provide the Company the best opportunity to
undertake the CCAA Proceedings, to preserve value and maximize recoveries for
the Company’s stakeholders. As set out above, absent a restructuring, the
Monitor is of the view that the business has little chance of viability. Further,

given the circumstances, liquidation would likely destroy any stakeholder value,

66.  Accordingly, the Proposed Monitor respectfully recommends that the Company’s
request for the Initial Order and the Sale Process Order.

ﬁ CONSULLEING



The Proposed Monitor respectfully submits to the Court this Pre-Filing Report.

Dated this 30™ day of March, 2012.

FTI Consulting Canada Inc,
ifs capacity as proposed monitor of
oration, and not in its perscnal capacity

S

Greg Watson odj B. Porepa
Senior Managing Director Mgnaging Director
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Court File No.

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

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

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

(the “Applicants”)

REPORT ON CASH FLOW STATEMENT
(paragraph 10.2(b) of the CCAA)

The management of Sino-Forest (“SFC™ or the “Company”) has developed the
assumptions and prepared the attached statement of projected cash flow of SFC as of the 29th
day of March 2012, consisting of a 13 week cash flow for the period March 31, 2012 to June 29,
2012 (the *“March 29 Cash Flow”).

The hypothetical assumptions are reasonable and consistent with the purpose of the projections
as described in Note 1 to the cash flow, and the probable assumptions are suitably supported and
consistent with the plans of SFC and provide a reasonable basis for the March 29 Cash Flow.
All such assumptions are disclosed in Notes 2 to 6.

Since the March 29 Cash Flow is based on future events, actual results wilt vary from the
information presented and the variations may be material.

The March 29 Cash Flow has been prepared solely for the purpose outlined in Note 1, using the
probably and hypothetical assumptions sct out in Notes 2 to 6. Consequently treaders are
cautioned that the March 29 Cash Flow may not be suitable for other purposes.

gy,
David Ho@

Senior Vice Presidént & Chief Financial Officer
Sino-Forest Corporation

Dated at Hong Kong this 30" day of March 2012,
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Court File No.

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE COMPANIES’' CREDITORS
ARRANGEMENT ACT, R.8.C. 1983, o, C-36, AS AMENDED

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

AFFIDAVIT OF W. JUDSON MARTIN
(Sworn March 30, 2012)

1, W. Judson Martin, of the City of Hong Kong, Special Administrative Region, People's
Republic of China, MAKE OATH AND SAY:

1. Iam the Vice-Chairman and Chief Bxecutive Officer of Sino-Forest Corporation ("SFC").
1 therefore have personal knowledge of the matters set out below, except where otherwise stated,
Where I do not possess personal knowledge, [ have stated the source of my information and I

believe such information to be frus.

2. This affidavit is sworh in support of an application by SFC for an initial order (the “Initial
Order") pursuant to the Companies' Creditors Arrangement Act (the "CCAA"), = sale process
order (the "Sale Process Order") and other requested relief. In preparing this affidavit, I have
consulted with other members of SFC's senlor management team and, where neoessary, members

of the senior management teams of certain of SFC's subsidiaries.




3,  All references to dollar amounts contained in this affidavit are to United States Dollars

unless otherwise siated.

1, OVERVIEW

4. SEC is a Canadian corporation and is the direct or indirect parent of approximately 140
subsidiaries, the ‘majority of which are incorporated In the People's Ropublic of China (the
"PRC™), The terms "Sino-Rorest Companies” and "Sino-Forest" refer to the global enterprise as

& whole (but, for greater certalnty, do not include the Greenheart Group, defined below).

5.  Sino-Forest is a major integrated forest plantation operator and forest products company,
Its principal busi‘nesses include the ownership and management of plantation forests, the sale of
standing timber and wood logs, aﬁd the complementary manufacturing of downsiream
engineered-wood products. The majority of Sino-Forest's plantétions are located in the southern

and eastern regions of the PRC, primarily in inland regions suitable for large-scale replanting.

6.  Sino-Forest's business operations are mainly In the PRC with corporate offices in Hoﬁg

Kong and Ontario, Canada.

7. On June 2, 2011, Muddy Waters, LLC ("Muddy Waters"), which held a short position on
SF('s shares, published a report (the "MW Repoit") alleging that Sino-Forest, among other
things, was a "near fotal fraud" and a "Ponzi scheme.”" SFC's board of directors (the "Board™)

appointed an independent committee (the "IC") to investigate the Muddy Waters allegations.

8,  While the IC has been able to address certain of the allegations made by Muddy Waters,
the MW Report has had a ripple effect in causing substantial damage to SFC, its business, and

future prospeects for viability, As part of the fallout from the MW Report, (i) SFC now finds
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itself embroiled in multiple class action proceedings across Canada and in the U.S,, (if) SFC is
the subject of Ontatio Securities Commission ("OSC"), Hong Kong Securities and Futures
Commission ("HKSFC"), and Royal Canadian Mounted Police ("RCMP") investigations, and
(iii) SFC's Audit Committee recommended, and the Board agreed, that SFC should defer the
release of SFC's third quarter 2011 financial statements (the "Q3 Results") until certain issues

could be resolved to the satisfaction of the Board and SFC's external auditor

9,  Significantly, SFC's inability to file its Q3 Results resulted in a default under its note
indentures, which could have resulted in the acceleration and enforcement of approximately $1.8

billion in notes issued by SFC and guaranteed by many of ity subsidiarles,

10, Following extensive discussions with an ad hoc committee of noteholders (the "Ad Hoc
Noteholders™), holders of a majority n piincipal amount of SFC's senior notes agreed to waive
the default arising from SFC's failure to release the Q3 Results on a timely basis, on certain
terns and conditions that were set forth in waiver agreements between certain of the noteholders
and SFC, which were made publicly available oﬁ January 12, 2012 and are attached as Bxhibit
"AY,

11, While the walver agreements prevented the indenture trustees under the relevant note
indentures from accelerating and enforcing the note indebtedness as a result of SFC's failure to
file its Q3 Results, those walver agreements will expire on the earlier of April 30, 2012 and any
earlier termination of the waiver agreements in accordance with their terms. In addition, ST'C's
pending failure to file its audited financial statements for its fiscal yoar ended December 31,

2011 (the "2011 Results”) by March 30, 2012 will again put the indenture trustees in & position
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to accelerate and enforce the bond indebtedness, creating additional uncertainty around Sino-

Forest's business.

12. SFC has made considerable efforts to address issues identified by SFC's Audit Committee
and the IC and by its external auditor, Ernst & Young LLP, a8 requiring resolution in order for

SIEC to be in a position to obtain an audit opinion in relation to its 2011 financial statements,

13, However, notwithstanding SFC's best efforls, many of these issues cannot be resolved to
.the s-atisfaotion of SFC's auditor of cannot be resolved within a timeframe that would protect and
preservo the value of the business, and that would allow SFC to comply with its obligations
under its note indentures. Therefors, absent a resolution with the noteholders, the indenturs

trustees would be in a position to enforce their legal rights a3 carly as April 30, 2012,

14, Following extensive arm's length negotiations between SFC and the Ad Hoe Noteholders,
the parties agreed on the framework for a consensual resolution of SFC's defaults and the
restructuring of its business, and enteted into a support agreemeont (the "Support Agreement“) on
March 30, 2012, which was executed by holders of SFC's notes holding approximately 40% of
the netes. The Support Agreement contemplates; and in fact provides an incentive for, additional
noteholders becoming party to the Support Agreement by way of joinder agreements.
Accordingly, I fully expeot that neteholders holding more than 50% of each series of notes will

ultimately sign up to the Support Agreement.

15. The Support Agreement provides that SFC will pursue a plen of arrangement or
compromise (the “Plan") on the terms set out in the Support Agreoment in order fo implement
the agresd-upon restructuring transaction ag part of this CCAA proceeding which would, among

other things, () see SFC's business operations conveyed to, and revitalized under, a new entity to
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be owned primarily by the noteholders ("SR Newco"), (if) provide stakeholders of SFC with
claims raunking behind the noteholders (the “Junior Constituents") with certain participation
rights in SF Newco, and (tii) create (and provide funding for) a framework for the prosecution of
certain litigation claims for the benefit of certain of SFC's stakeholders. The agreement also
provides that each noteholder that is a gignatory thereto (the "Consenting Noteholders") will vote

its notes in favour of the Plan at any meeting of creditors.

16, ‘The Support Agreement further provides that SFC will undertake a sale process (the "Sale
Process") in accordance with the sale process procedures (the "Sale Process Procedures") which
have been developed in consultation with the proposed monitor, and have been accepted by the

parties to the Support Agreement.

17. The Salo Process is intended to provide a “market test" by which third partics may propose
to acquite Sino-Forest's business operations through a CCAA Plan (in a manner that would undet
certain scoparios potentially -allow Junior Constituents to share in the proceeds of a sale even
though the noteholders may not be paid in full) 'as an alternative to the SF Newco restructuring

transaction between SFC and its noteholders, described above.

18. A redacted copy of the Support Agreement (redacted to preserve confidentiality of the
parties only) s attached as Exhibit "B" and will bo posted on SEDAR and the proposed

monitor's website at htip:/cfeanada. fticonsulting.com/sfo,

19.  As desoribed in greater detail below, SFC's business operations are primarily in the PRC
and are held by SFC through intermediate holding companies incorporated (for the most part) in
elther the British Virgin Islands ("BVI") or Hong Kong. Most of these intermediate holding

companies are guarantors of SFC's note indebtedness,
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20,  As further described below, as a result of the uncertainty created by the MW Report, Sino-
Forest's business has been severely curtailed, and Sino-Forest's ability to grow its business has
been severely reduced. Therefore, SFC now needs to be restructured in order te continue the
development of the business and unlook the value of its asset base for tho benefit of its
stakcholders, Further, although the PRC govermment has been generally coopetative and
encoutaging of Sino-Torest to dato, it has expressed increasing concern ag to the future of Sino-
Forest in the PRC, As discussed below, the ongoing support and relationship with the PRC

-government (on aJl levels) is crucial to Sino-Forest’s operations,

21,  Among other things, the Sino-Forest Companies are (i) having a difficult time maintaining
existing and obtaining new credit in the PRC to help fund the PRC-based business operation and
in Hong Koeng for the imported log trading business, (ii} making very few purchases of new
timber (and therefore not expanding their asset base), (ili) finding it difficult to colleet their
accounts reveivables, and (iv) receiving lncreasing demands on their accounts payable, I believe
that, if Sino-Forest's business is to be saved in-a manner beneficlal to SFC's stakeholders, it is
imperative that SFC take steps to demonstrate that Sino-Forest's business is being separaied from

the uncertainty created by the MW Report,

22, Accordingly, and for the reasons set out herein, the commencement of a restructuring and
the Sale Process is urgently required and should be pursued to preserve SFC's business as a

going concern and thus the inherent value of the enterprise.

23. This application has been authorized by the Board,
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O, PERSONAL BACKGROUND

24. I began my career with PricewaterhouseCoopers in 1979, Tn 1982 I joined Trizeo
Corporation Ltd, ("Trlzec"), & Toronto Stock Bxchange ("TSX") listed commercial real estate
company then controlled by the Brascan Group. During my 13 years with the group of
companies controlled by the Brascan Group, I held several senior positions, including Vice
President, Finance and Treasurer of Trizee, Executive Vice President and Chief Financial Officer
of Brookfield Development Cotporation, and President and CEO of Trilon Seourities

-Corporation,

25. After leaving the Brascan Group, I joined MDC Corporation, where my positions Included
Senior Bxeoutive Vice President, Chief Financial Officer and Chief Operating Officer, and a

member of the company's board of directors,

26, In 1999, I was appointed Senior Bxecutive Vice President and Chief Financial Officer of
Alliance Atlantls Communications Inc, ("Alliance Atlaﬁtis"), then Canada's leading
entertainment and broadeasting company that was then listed on the TSX and on the NASDAQ,
I ceased to be an exccutive and employee of Alliance Atlantis in 2005 due to health reasons and

thereafter acted as a consultant to Alliance Atlantis until 2007,

27. 1 have been a director of SFC since 2006, 1 joined the Board in 2006 -as an independent,
oxternal director. ] was appointed Lead Director in 2007, a position I held until June 2010, when
I became an employee of SFC responsible for its acquisition of Greenheart Group Limited
(Bermuda) ("Greenheart") and its subsidiaries (collectively, the "Greenheart Group"). At that
time I became Bxeoutive Vice-Chaivman of SFC and, following SFC's acquisition of a majority

interest in Greenheart in August 2010, I became the CEO and an Executive Director of
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Greenheart and in 2011 was appointed Chairman of Greenheart, On August 26, 2011, 1 was
appointed as CEQ of SFC. T have lived and worked out of Hong Kong since becoming an

enmployee of SFC in 2010,

I, SINO-FOREST CORPORATION
A, Ovorview
28, SFC was formed under the Business Corporations Acf (Ontarie) upon the amalgamation of

Mt. Kearsage Minerals Inc, and 1028412 Ontario Ino. pursuant {o 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 {o effact certain changes in the provisions attaching to SFC's

class A subordinate-voting shares and SI'C's class B multiple-voting shares.

29, On June 25, 2002, SFC filed articles of continuance to continue under the Canada Business
Corporations Act (the "CBCA"), On June 22, 2004, SFC filed articles of amendment whereby
its class A subordinate-voting shares were reolassified as common shares and its class B
multiple-voting shares were eliminated. A copy of the articles of continuance referred to above

Is attached as Bxhibit "C".

30, Subject to paragraph 31 below, copies of all SFC financial statements prepared during the
year preceding the application for the Initial Otder are attached as Exhibit "D". In considering
these financial statements, the Court should be aware that SFC cautioned in a fanuary 10, 2012
press release, a copy of whioh is attached as Exhibit "E", that its historic financial statements
(upon which portions of thia affidavit are based) and related aundit reports should not be relied

upon. The vitounstances giving rise to the press release are discussed below,
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31, Attached as Bxhibit "I is a copy of the management-prepared unaudited financial
statements for the third quarter of 2011, These statements have not been approved by SFC's
Audit Committeo or the Board and are subject to the limitations described in the January 10,
2012 press release, Moreover, they have not been subject to the same level of internal and
external review and analysis as SFC's prior annual audited and quartetly financial statements.

These finanelal unaudited statements have not previously been publicly disclosed.

32. Sino-Forest is a publicly listed major integrated forest plantation oporator and forest
lproducts company, with assets predominantly in the PRC, Hs principal businesses include the
sale of standing timber and wood logs, the ownership and management of forest plantation trees,
and the complementary manufacturing of downstream engineered-wood products, As at
December 31, 2010, Sino-Forest reported approximately 788,700 hectares of forest plantations

under manggement, located primarily in the southern and eastern regions of the PRC.

33, In addition, SFC holds an indirect majority interest in Greenheart, 8 Hong Kong listed
investment holding company, which, together with its subsidiaries, as at March 31, 2011, owned
certain rights and managed approximately 312,000 hectares of hardwood forest concessions in
the Republic of Surineme ("Surlname") and 11,000 hectarcs of a radiate pine plantation on

13,000 hectares of freehold land in New Zealand.

34, While Greenheart is an indirect subsidiary of SFC, it has its own distinct operations and
financing arrangements and is not party to or a guarantor of the notes issued by SFC, Greenheart

Group and SFC operate out of separate office buildings in Hong Kong.

35. Greenheart Group was not implicaled In the allegations made against Sino-Forest by

Muddy Waters on June 2, 2011, discussed below. As such, the Greenheart Group and matters
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relating thereto are not intended to be affected by or included in this proceeding, Greenheart
Group has nevertheless been impacted by the allegations made against Sino-Forest. Among
other things, Greenheart Group has previously relied on funding from SFC and could be
negatively impacted if SFC's business oeases to operate as a going concern, This in turn could

negatively impact the value of SFC's investment in Greenheart,

36, Since 1995, SFC has been a publicly listed company on the TSX with its shares traded
under the symbol "TRB", SFC's registered office is in Mississauga, Ontatio and its principal
executive office Is in Hong Kong, Two of SFC's senior financial officers reside in Ontatlo, as do

three of its external directors.

37. SEC has issued four series of notes which have a combined principal amount outstanding
of approximately $1.8 billion, Two of the series of notes are supported by guarantees from 64 of
8FC's subsidiaties (none of which are incorporated in the PRC), and the other two series of notes
are suppotted by guarantees from 60 of those same subsidiaries and share pledges from 10 of

those same subsidiaries.

38, Cettain other Sino-Forest Companies have their own distinct banking facilities which are
not intended to be affected by or Included in this proceeding., In partioular, none of the
subsidiaries incorporated in the PRC are party to or guarantors of SFC's notes and are not

intended to be affected by or included in this proceeding,

B, Corporate Structure
39, SFC i3 the sole shareholder of Sino-Panel Holdings Limited (Incorporated in the BYI),

Sino-Global Heldings Ino, (incorporated in the BVI), Sino-Panel Corporation (incorporated in

Canada), Sino-Wood Partners Limited (incorporated in Hong Kong), Sino-Capital Global Inc.
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(incorporated in the BVI), and Sino-Forest International (Barbados) Corporation (incorporated in
Barbados), SFC also holds all of the preference shares of Sinp-Forest Resoutces Ine,
(incorporated in the BVI). Some of these subsidiarles have further direct and indirect
subsidiaries. A copy of the Sino-Forest corporate organization chart Is attached as Exhibit "G"

{which includes certain major subsidiavies of Greenheart),

40. A total of 137 entities make up the Sino-Forest Companies: 67 PRC incorporated entities
(with 12 branch companies), 58 BVI incorporated entities, 7 Hong Kong incorporated entities, 2
| Canedian entities and 3 entitles Incorporated in other jurisdictions, A list of all subsidiarles with
addresses is attached as Exhibit "[" (which does not include subsidiaries of Greenheart, but does

contain Sino-Forest branch companies),

C. Capital Structure

1, Equity
41, The authorized share capital of S8FC consists of an unlimited number of common shares
and an unlimited number of preference shares issuable in series, Bach holder of common shares
is entitled to one voto at mestings of shareholders other than meetings of the holders of another

class of shares,

42, Bach holder of common shares is also entitled to receive dividends if, as and when
declared by the Board. Holders of common shares are also entitled to participate in" any
distribution of net assets upon liquidation, dissolution or winding-up on an equal basis per share.
There are no pre-emptive, redemption, retraction, purchase or conversion rights attaching to the

common shares,
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43,  As at June 30, 2011, a total of 246,095,926 common shares were issued and outstanding,

No preference shares have been issued.

2, Debt
44, SFC has issued four series of notes which remain outstanding. The four series of notes
mature at various times between 2013 and 2017. The note indenture for each series of notes
provides that it is governed by New York law., RBach note indenture containg a "no suits by
holders" clause. ‘Other than the debt outstanding under the notes, SFC does not have any

significant levels of normal course payables.
(a) 2017 Senior Notes

45, On October 21, 2010, SFC issued guaranteed senior notes in the principal amount of $600
million. These notes mature on October 21, 2017, and interest is payable semi-annually, on
April 21 and Qctober 21, at a tate of 6.25% per annum, These notes are listed on the Singapore
Stock Exchange and are supported by guarantees from 60 subsidiaries of SFC an& share plcdge}_z

from 10 of those same subsidiaries, A copy of the relevant indenture is attached as Exhibit "I",
(b) 2016 Convertible Notes

46, On December 17, 2009, SFC issued convertible guaranteed noles in the principal amount
of $460 million. ‘These notes mature on December 15, 2016, and interest is payable semi-
annually, on June 15 and December 15, at a rate of 4.25% per annum, These notes are supported
by guarantees from 64 subsidiaries of SFC. A copy of the relevant indenture is attached as

Exhibit "J",
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(¢) 2014 Senior Notos

47, On July 27, 2009, SFC issued guaranteed senlor notes in the principal amount of
$399,187,000. These notes mature on July 28, 2014, and interest is payable semi-annually, on
January 26 and July 26, at a rate of 10.25% pet annum. These notes are listed on the Singapore
Stock Exchange and are supported by guarantees from 60 subsidiartes of SFC and shate pledges

from 10 of those same subsidiaries. A copy of the relevant indenture is attached as Exhibit "I,
(d) 2013 Converiible Notos

48,  On July 23, 2008, SRC issued convertible guaranteed notes in the principal amount of $345
million, These notes mature on August 1, 2013, and interest is payable semi-annually, on
February 1 and. August 1, at a rate of 5% per annum. These notes are supported by guarantees

froin 64 subsidiaries of SFC. A copy of the relevant indenture is attached as Exhibit "L".

49. In addition to the four setles of notes issued by SFC, many of SFC's subsidiaries (including
the Greenheart Group and many of those incorporated In the PRC) have their own distinct
banking facilities, including lending facilities, which are not intended to be affected by this

proceeding.

D, 'The Business Model
1. Plantation / Timber Rights in the PRC

50. Thete are four types of tights associated with plantations in the PRC, namely (i) plantation
land ownership, (ii) plantation land use rights, (iii) imber ownership, and (iv) timber use rights.

All of these are separate rights and can be separately owned by different parties,
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51. QGenerally, private enterprises cannot own plantation land in the PRC but may hold
plantation land use rights for a specified duration (up to 70 years but typically 30 to 50 years),
timber ownership and timber use rights. However, foreign enterprises cannot acquire land use

rights and can instead only acquire timber ownership or timber use rights.

52. ‘The various rights associated with plantations in the PRC and the limitations on which
entities can hold which rights wete the diiving forces behind Sino-Forest's complex business

models discussed below.

53. Tor its timber business in the PRC, Sino-Forest utilizes two models, one involving BVI
entities ("BVIs"), and the other involving subsidiaries incorporated in the PRC as wholly foreign

owned enterprises ("WFOEs"),

2 The BVI Model

54, Until 2004, due to restrictions on foreigh companies catrying on business in the PRC, and
foreign ownership restiiotions on land ownership and uge rights, the BV structure was the modé_l
primarily used by Sino-Forest for its foresity business in the PRC, Sino-Forest has established
58 BVI companies, 55 of which are guarantors of at least certain of SFC's notes. Not ali of these
BVIs are involved in the BVI model or standing timber business, Of the 58, there are 20
involved in the BVI standing timber business while the remaining BVIs are either holding

companies ot used in Sino-Forest's log frading business,

55, The Sino-Forest BVI entities involved in the standing timber business acquire standing
timber from suppliers. The suppliets are usually aggregators who acquire the standing timber
and, typically, land use rights from other suppliers or fiom original timber owners, such as

villagers or collectives, or from smaller eggregators. As non-PRC companies, the BVIs could
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not and did not acquire land use rights in the PRC, and instead only acquired the rights to timber

in the PRC pursuant to the relevant standing timber purchase contracts,

56, Due to restrictions under PRC laws, foreign compunies are not permitted to conduct
business In the PRC without business [icenses granted by competent governmental authorities,
Therefore, the Sine-Forest BVI eatities do not sell standing timber divectly o customers. Instead,
for historical and commercial reasons, they oonduct the sale of standing timber through
"authorized intermediaries" ("Als", which are also called "entrusted sales agents" in the BVI
.model) pursuant to "entrusted sales agreements". The Als serve as Sino-Forest's customers under

the BVI model of its standing timber business,

57. Pursuant to the entrusted sales agreements entered into with the Als, the Als are obliged to
deduct and remit all of the applicable taxes on behalf of Sino-Forest, Sino-Forest is not,
however, in a position to know whether or not the Als have in fact remitted applicable taxes on

behalf of Sino-Forest,

58, As at June 30, 2011, Sino-Forest therefore acoumulated and recognized a provision, based
on & probability-welghted average of the amounts that the PRC tax authorities might seek fo
recover under various scenarlos, of $204,722,000 in its reported financial results to account for
this potential tax liability, The method used to calculate this provision is explained at note 18 of
SFC's 2011 second quarter financial statements, which were previously attached, A similar
provision was included in SFC's 2010 Audited Financial Statements and way audited by SFC's

external auditors.

59. BVIs are not allowed to have bank accounts in the PRC and money flowing in and out of

the PRC is striotly controlled through foreign exchenge controls, As a result, the Sino-Forest
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BV1 entities do not directly pay the suppliers or receive payments from the Als. Instead, they are
instructed to malce set-off payments under which, pursuant to the instructions of Sino-Forest, Als
directly or indirecily make payments directly or indirectly to Sino-Forest's suppliers for amounts
owed by Sino-Forest BVI entities to those suppllers. As a result, no cash actually flows directly
through the BVIs, SFC then receives confinmations fiom the suppliers confitming that payments

have been made,

60, The BVI structure is the central driver of asset value, revenus and income for Sino-Forest,
| As at December 31, 2010, it accounted for $2.476 billlon of book value (466,826 hectares of
timber assets, representing approximately 59.2% of Sino-Forest's timber holdings by area and
89.2% of its timber holdings by book value), $1.326 billion in revenue (representing
approximately 70% of Sino-Forest's revenue), and approximately $622 million of gross profit

(representing approximately 92.6% of Sino-Forest's gross profits) for the year then ended.
Y

61, The cashless nature of the BYI model means that Sino-Forest cannot obtain cash from its
operations or monetize Iis assets without engaging in the complicated on-shoring process which
is discussed further below. Furthermore, the set-off payment system necessitated by the BVI

model impaired the IC's efforts to verify the flow of funds during its investigation,

3. The WFOE Model
62, Commencing in 2004, the PRC's Ministry of Commerce permitted foreign investors to
invest in PRC-Incorporated trading companies and to participate in most areas of the commodity
distribution industry, including the purchase of standing timber and land use rights throughout
the PRC. Prior to this time, WFOEs were prohibited from ongaging in the commedity

distribution industry.
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63. Since 2004, almost all of Sino-Forest's new capital invested in titnber asseis has been

employed through the WFOE model (as opposed to the BVI medet).

64, Unlike BVIs, WFOBEs can acquire land use rights or land leases as well as standing timber
rights, and can have bank accounts in the PRC, Because of the WFOEs' direct presence in the
PRC, they can also obtain financing from PRC banks fo finance their oporations, WFOES can log
the timber and sell both logs and standing timbet to end customers, which means they do not
need (and do not use) Als, The WFOREs directly pay the suppliers for the standing timber and
| directly receive payment from end customers instead of utilizing the set-off arrangement used by

Sino-Forest's BVI entities in the BVI model.

65. As at December 31, 2010, Sino;Fo1'est's WFOEs held approximately 244,000 hectares of
purchased plantations (representing approximately 30.9% of Sino-Forest's timber holdings by
arca) and 77,700 hectares of planted plantations (representing approximately 9.9% of Sino-
Forest's timber holdings by area). Purchased plantations and planted plantations are discussed in
further detail below. The WROE standing timber assets accounted for approximately 10.8% of
Sino-Forest's timber holdings by book value, and represented approximately $298.6 million of
book value, $74 million in revenue, and $10 million of income for the 2010 year before the

allocation of corporate overhead.

66, None of Sino-Forest's WFOEs are guarantors of SFC's notes, nor have their shares been

pledged by thelr BVI parents,

4, On-shoring Plan

67, Given the inherent problems with the BVI structure and the relative advaniages of the

WTEOE structurs, Sino-Forest has explored various methods of migrating or "on-shoring" its BVI
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timber assets into WFOR structures. The successful transition of assets from a BV structure to a
WFOR structure has many metlts including, significantly, providing a foreign parent an ability to

have direct access to the cash generated from the sale of BVI timber assets.

68. The on-shoring prooess is expected to be a multi-year process due to (i) the volume of
assets that need to be moved into the WFOR model, (ii) the large number of different locations In
which Sino-Forest has timber assets in the PRC, (iii) the likely multiple rounds of negotiations

required with the various stakeholders in each location, and (iv) SFC's limited resources.

k. Operations
69, Sino-Porest's operations are comprised of three core business segments. Wood fibre
operations and log trading are the primary revenue contributors, while menufacturing and other

operations enhance the value of the fibre operations by produoing downstream products,

1, Wood Fibre Operations
70, Sino-Forest's wood fibre operations consists of acquirlng, cultivating and selling standing

timber or logs from purchased atd planted plantations in nine provinces across the PRC,

71.  Sino-Forest's upstream wood fibre operations generate the majority of its revenue,
accounting for 96.4% of total revenue in the year ended December 31, 2010. Most of the
standing timber and logs sold by Sino-Forest come fiom Sino-Forest's tree plantations, located

primarily In the southern and eastern regions of the PRC,

72.  Sino-Forest operates plantations for the wood fibre operations using two principal business
models: purchased and planted, each of which is explained in greater detail below. The

putchased plantation model oporates through two logal structures: the BVI/AT legal structure



1293

19

and, to a lesser but growing extent, the WFOE legal structure, The planted plantations model is
operated exclusively through the WEOR legal structure, although the WFORs themselves are
typically held indireotly through a BV holding structure, Many foreign investors, including well
known multl-national companies, hold their investments in the PRC in special purpose vehicles
established overseas in jurisdictions with a familiar and internationally accepted system of
corporae governance, For example, over 75% of blue chip companies Jisted on the Hong Kong
Stock Bxchange (Hang Seng Index constituent stocks excluding the Finance Sub-Index) utilize

-BVI holding struotures, Including for their investments in the PRC,

(a)  Purchased Plantation Model
73, The purchased plantation model under the BVI/AI legal struoture involves the purchase of
standing timber and sale of standing timber pursuant to standardized timber purchase agreements
and "entrusted sale agreements”. The standing timber puschased Is generally on land owned by
collectives or villages, not PRC state-owned land. When oonducted through thg BVI/AI legal
structure, of which 20 BVIs hold all of the BVI timber assets, the timber purchases are arrange.d

through suppliers.

74, The BVI structure does not involve the BVIs concurrently purchasing land use rights or
leases with the purchase of standing timber, as the BVis cannot legally acquire land use rights.
However, the BVIs' supply contracts typically contain a right of first refusal for the BVIs to
acquire, or nominate an affiliate to acquire, the plantation land use rights after the timber has
been harvested. Despite such common contractual provisions, such right has rarely, if ever, been

exercised,



20

75. The BVIs do not sell standing timber directly to custamers. They sell under contract to the
Al (oustomer) who usually regells the standing timber to its own customers, The BVIs' timber
sales accounts receivables are settled by the Al making payments to suppliers (directly or
indirectly to other parties on their be]ialf) on behalf of Sino-Forest. The Al does not pay the
same supplier for the same trees it is selling to ifs customers, It pays a supplier for trees newly
purchased by Sino-Forest from that supplier, These payments made by way of set-off enable the
BVIs to acquite further standing timber from suppliers, which is matured and later sold, All BVI
‘purchases are funded through the set-off mechanism using accounts receivable owed fo Sino-

Forest. This is a recognized legal structure in the PRC.

76. 'WTOEs are also engaged in the purchase and sale of standing timber, When conducted
through a WFOR, purchases of standing timber aro sometimes accompanied by concurrently
obtaining plantation land use rights or leases (which are purchased plantations). WFOE standing
timber transactions do not involve payments by way of set-off. They are conducted on a dirvect

fund transfer basis.

77. In both the BVI and WFOR structurs, the purchase price of the trees takes into account a
variety of factors such as the trees' species, yield, sge, size, quality and location. Other
considetations include soil and weather conditions for replanting, log prices, and regional market
locatlon eand demand. Sino-Forest does not typicslly need to conduct extensive plantation
management work with respect fo the trees growing on the purchased plantations, but does take

measures to ensure that the trees are protected from pests, disease and theft.
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78, SFC's approach is to purchase plantations in remote parts of the PRC that the PRC
government has identified in its five year plans as being areas for future development. As a

result, physical access to the plantations is often very challenging,

79.  As at December 31, 2010, the purchased plantations under Sino-Forest management in the
PRC consisted of approximately 711,000 hectares. These plantations consisted of a divorse mix
of tree species, predominantly pine, Chinese fir and eucalyptus. Purchasing trees allows Sino-
Forest to quickly expand its plantation portfolio geographloslly, ag well as lts inventory of

- harvestabie fibre and leasable land.

{(b)  Planted Plantation Model
80. The planted plantation model is :Jconducted by WFORs, and involves obtaining plantation
land use rights, sometimes with standing timber and somefimes as bare land suitable for planting.
Sales from these planted plantations do not utilize the Al model but rather generally involve
direct fund transfers to and fiom the WFOEs' suppliers. and customers, As of December 31,
2010, SFC's planted plantations In the PRC operated through WFEQRs comprised approximately

77,700 hectares.

81, Sino-Forest leases suitable land on a long-term basis, {ypleaily 30 to 50 years, and applies
scientifically advanced seedling technology and silviculture techniques to improve tree growth,
The mature {rees are sold as standing timber ot as harvested Jogs, and then Sino-Forest replants

the land with seedlings.

82. Sino-Forest's operating model allows for the sale of fibre: either as standing timber or

harvested logs, depending on its customers' preferences and market demand.
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83, Sino-Forest's planted plantations consist primarily of eucalyptu.é trees, a fast-growing high
yielding species. According to the seventh five-year National Forest Inventory released by the
State Forestry Administration (2004 to 2008), it is estimated that the PRC has 195 million
hectares of forest resources, with approximately 120 million hectares of natural forest and 62
million hectares of plantation forest. The density of its total forest area was only 70 cubic metres

pet hectare in the PRC,

84. The PRC government encourages the development of the plantation industry in the PRC,
- In June 2003, the PRC State Council promulgated "The Notico on-the Decision to Speed Up the
Development of Plantation Industry", Subsequently, in August 2007, "The Key Elements of the
Policies in Forestry Industry” was jolitly promulgated by seven ministrles including the State
Foresttry Administration, National Development and Reform Commission, Ministry of Finanoe,
Ministty of Commerce, State Administtation of Taxation, China Banking Regulatory
Commission and China Securities Regulatory Commission to develop the non-state owned
plantation industry, and to encourage the participation of foreign investors in the plantation

industry, either solely or jointly with others,

85. The planted plentation model is generally viewed more favourably by the PRC government
because it demonstrates a long-tetm commitment to the forestry business, That long-term
commitment is very important from the perspective of the PRC govemnment in light of the fact

that demand for wood fibre in the PRC 1s approximately double that of available supply.

2 Log Trading Operations
86, Sino-Forest's operations in the trading of wood logs includes the sourcing of wood logs and

wood-based products from the PRC and globally, and selling them in the domestic PRC market,
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87. These wood-based products consist primarily of large diameter logs, sawn timber, venecrs
and othet wood-based products sourced from the PRC, Thailand, Suriname, Papua New Guinea,
Drazil, Vietnam, Russia and New Zealand, In these transactions, Sino-Forest purchases wood-
based products that correspond to the requirements of wood dealers, and sells directly to these

dealers. Sino-Forest's customets in these transactions are primarily wood dealers in the PRC,

3 Manufacturing and Other Operations

88. Sino-Forest currently has manufacturing operations in six provinces in the PRC that
.produce varlous wood-based products. In addition, Sino-Forest has greenery and nursery
operations based in Jiangsu Province, which were established to source, supply and manage

landscaping products for propetty developers and other organizations,

89, In order to maximize and increase the value of Sino-Fovest's forestry products, Sino-Forest
has been investing in research and development ("R&D"), On January 12, 2010, Sino-Forest
announced its acquisition of HOMIX LIMITED ("HOMIX") in order to enhance its R&D
portfollo, HOMIX has an R&D laboratory and two engineered-wood production operations
based in Guangdong and Jiangsu provinces, covering eastern and southern PRC wood product
markets, HOMIX develops a number of new technologles suitable for domestic plantation logﬁ
including poplar and sucslyptus species, HOMIX specializes in curing, drying and dyeing
methods for enginesred-wood and has the know-how to produce recomposed wood produots and
laminated veneer lumber, Recomposed wood technology is considered to be environmentally
friendly and versatile, as it uses fibre from forest planiations, recycled wood and/or wood

residue,
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90, The goal of Sino-Porest's R&D efforts has been to improve tree plantation yields and the
quality of the trees grown on Sino-Forest's plantations, While performing R&D actlvities, Sino-
Forest from time fo time collaborates with, and recelves assistance fiom, research and academic
institutions in the PRC, Sino-Forest's R&D efforts are viewed very positively in the PRC as they
also demonstrate a long-term commitment to the forestry business in the PRC and can help

address the significant shortage of wood fibre in the PRC,

I, Sales

~91. Substantlally all of Sino-Forest's sales are generated in the PRC, In the year ended
December 31, 2010, sales to customers in the PRC were $1.8723 billion and ~sales to customers
located in other countries were $51.3 million, In the year ended December 31, 2010, sales to
customers in the PRC of standing timber, fogs and other wood-based products accounted for

substantially all of Sino-Forest's revenue,

G, Suppliers

92, Logs and wood-based products supplied through Sino-Forest's trading activities are
sourced primarily from suppliers outside the PRC, These producis are also sourced for Sino-
Porest trading activities fiom overseas, primarily from Thailand, Suriname, Papua New Guines,
Brazil, Vietnam, Russia and New Zealand, The ctedit terms granted by suppliers of these
products generally range from one fo three months on open account and by letters of oredit.

Standing timber is sourced primarily from local suppliers in the PRC,

93,  As disoussed above, the PRC based suppliers are usually aggregators who acquire standing
timber and/or land use rights fiom other suppliers or fiom original timber owners such as

villagers or collectives who have certified title to the land,
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H. Employees

94, SFC cutrently has 3 employees. Collectively, the Sino-Forest Companies smploy a total of
approximately 3553 employees, with approximately 3460 located in the PRC and approximately
90 located in Hong Kong. The Greenheart Group employs an additional approximately 273

employees,

I Assets & Liabilities
95, The unconsolidated book values of SFC's assets and liabilitles as at June 30, 2011 are listed

.bclow;' However, given that, as described below, SFC is in default under the notes and the
indenture trustees would be in a position to accelerate and enforce on the notes but for the waiver
agreements (subject to sending the appropriate notices and the cure period expiring), I have
categorized the full amount of the notes (Including the non-current portion and the derivative

financial instrument, as opposed to just the current portion) as a current liability below,

Gurront Asgels rrent Liabiliti
Cash and oash equivalonts? $5,676,040 Notes (ourrent portion) $87,670,000
Prepaymonts® $1,173,553 Notes* (non-current) $1,541,744,429
Other Recelvablos® 188,575 Notes Derivative Flnancial Instrument - $31,858,210
Due from Intorcompany“ $109.813.620 Trade Payable $2,202
Others Payable $231,723
Accrued Liabilitles $39,687,268
Due to ntercompany $1,818313
Total Current Assels $116,851,788 Total Curront Liabilitles $1,703,012,145

The chart onily reflects the assets and Hablilties of SRC, and therefore does not accord with the consolidated
quar(erly financial vesuits for the second yuarter ended June 30, 2011,

Malnly yopresents cash on hand, cash at bank and short-term deposits with & imaturity of three months or less.

Malnly reprosents prepald legal and professional fees and Insurance,

4“The Notss (current portion), Notes (non-cusrent) and Notes Derivative Financlal Instrument do not equate on this
balance sheet to appr oximately $1.8 billlon {the face value of the notes) due to the rocounting treatment of financing
wsts and the carrying value of the convertibie notes,

5 Mainly represents HST recelvables, staff advances and depoaits,
¢ Non-intorost beaving with no fixed date of repayment.
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Non-C sscty Non-Cyyont Liabilities

Proporty, Plant & Equipment’  $1,166

Investment in Subsdiaries® $1,589,153,984 Intercompany Loans $235,000.000
Intercompany Loans’ $1,582.781,672

Tolal Non-Current Assets $3,171,936,822 Tofat Non-Current Liabilities £235,000,000
Total Assets $3,288,518,610 "Total Linbilities $1,938,012,145

96. With respect to the assets, while they reflect an aceurate implementation of the relevant
accounting policies, I do not believe that the book values of the assels reflect the realizable value
of those assets for a number of reasons, inoluding the complexities associated with the business,
the significant amount of intercompany loans owlng to SFC, and the costs and potential PRC tax
liabilities that may be payable if the assets were realized on. SFC {s not able to simply monetize
ils assets in the short term in order to satisfy its obligations under the notes a8 a result of, among
other thinga, the hard to quantify potential PRC tax Hability previously discussed at paragraph 58

above and the stringent ourrency exchange controls in the PRC.

97. As disoussed above, Sino-Forest is not in a; position to know whether or not the Als have in
fact remitted applicable taxes on behalf of Sino-Forest. Although Sino-Foxﬁst recognized a
provision as at June 30, 2011 of $204,722,000 in its reported financlal results to account for this
potential tax liability, I am advised by SFC's counse! in the PRC, Ching Wo Ng at King & Wood
Mallesons, that the amount of the tax Habilities under PRC law arising from the operation of the
BVIs could be significantly higher if responsible tax authorities take different views than that of

management in respect of a number of tax issues, including, without limitation, whether by their

? Mainly vepresents office equlpment,
® Histovical vost for Interests In subsidinres,
® Interest bearing with defincd terms-of repayment dato,
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operation the BVIs have formed an establishment in the PRC, whether valuo added tax is
payable, the iikelihood and severity of a tax penalty, the applicable default interests on late
payments, the numbers of years to "look back", whether certain tax preferential treatments apply
to foreign companies such ag BV1 entities, and other relevant matters. The views on these issues

may also differ from locality to locality.

98. In addition, as a result of the currency exchange controls in the PRC, all cash to be
repatriated from the PRC is subject to approval from the State Administration of Foreign
.Exchangc (the "SAFE"), T am advised by SFC's oounsel in the PRC, Ching Wo Ng at King &
Wood Mallesons, that for notmal and regular forelgn exchange trangactions in the PRC which
require the approval of SAFE, the applications for such approvals can normally be processed
within the time limits prescribed by Jaw, However, the transactions undertaken by the BVIs in
respect of their forestry assets in the PRC are very dissimilar to those contemplated by the
relevant rules and regulations of the PRC. Therefore, there is no assurance that any application
to SAFE for repatriation of funds by the BVIs can be prooessed within the time limits prescribed

by law, or within a reasonable time thereafter,

99, As a result of Sino-Forest, among other things, opetating In a critical natural resource
sector with insufficient supply in the PRC, investing in research and development initiatives in
the PRC, and employing a significant number of people in the PRC, it has generally enjoyed
positive working relationships with all levels of government in the PRC, However, I believe that
if Sino-Forest were to cease operating under a business strategy that is consistent with and
supportive of PRC government policy, including its policy on sustainable forestry, for example,
investing in research and development or empléying a sipnificant number of people in the PRC,

Sino-Forest would enjoy much less favourable treatment from PRC government officlals, and
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would likely have greater difficulties resolving the issues discussed above relating to fax
liabilities and repatriation of cash. This is particularly true in respeot of the BVI structure whers,
among other things, the ability to access cash is further impaired and Sino-Forest is not in &

position to know whether or nof the Als have remitted applicable taxes on behalf of Sing-Forest,

J Importance of Relationships to Doing Business in the PRC
100. From my time with SFC I have come to understand the importance of relationships to
doing business in the PRC. This is particularly true in relation {0 those doing business in the

forestry sector,

101, The PRC has extensive resource nceds, including in the forestry sector, Historloally,
forestry resources in the PRC have been collectively owned at a local level, Forestry resources
have largely boen managed without the resources necessary to inorease yields and allow for

harvesting at & commeroial level from a ‘western forestty perspeotive.

102. Part of Sino-Forest's success has been attributable to its ability to asquire foresiry resonroos
from local sources of supply, at a good price, and to resel] them at a good profit, In relation to
Sino-Forest's planted plantation model, Sino-Forest also has benefited from the application of
advanoed silviculture techniques to these resources, Based on my interactions with PRC
govermment officials, 1 understand that the PRC government recognizes that for the industry to
mature, become efficient, and improve yields to reduce the fiber deficit, forest asset management

has to be consolidated,

103, A good relationship with the various levels of PRC government is important to doing
business successfully in the PRC, Historically, Sino-Forest's relationships with these

governments have been important to Sino-Forest's success in the PRC, Loss of their support
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could, correspondingly, have significant negative consequences for Sino-Forest, for its ability te
continus to do business in the PRC, and its ability to continue to control its PRC-based assets for

the benefit of its stakeholders.

104. Sino-Forest's most important relationships have been and continue to be through Allen
Chan ("Chan"). From my obseirvations and experience, Chan has established significant
relationships in the PRC, and my understanding is that this is a direct result of his long-standing
personal confribution to the development of the forestry sector both through Sino-Forest and in a

personal capacity as an informal advisor to various relevant industry bodies.

105. Pollowing the MW Report, Chan was requested fo meet with officials in the PRC State
Forestry Administratlon ("SFA™) and other senior officials on multiple occasions in Beijing. T

have been introduced to some officlals and attended some of these meetings.

106. My observation from my personal involvement in these discussions and meetings is that
Chan continues to be consulted and respected within the PRC government as an expert in the
foresiry indusiry. I therefore belive his continued participation will be extremely helpful in

allowing SEC to unlock value in the PRC for the benefit of its stakeholders,

107. Notwithstanding the allegations in the MW Report (whioch have received widespread
coverage in the PRC and in Hong Kong), Chan has continved to be honoured within the PRC, In
November 2011, at the 2™ China Forestry Expo, Chan was presented an “Outstariding
Achievement" award from the China National Forestry Industry Federation (the “CNFIF“).A In
recognition of his contribution to the forestry industry in the PRC, Chan wus the first keynote

speaker following the Minister of the SFA at the China Forestry Expo.
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108. Chan was also appointed Vice President of the CNFIF in 2010. The CNFIF is an affiliate
of the SFA and is chaired by the Minister of the SFA or the Director of the SFA, The SFA is the

PRC government ministry responsible for its forests and forest management.

109, In 2007, Chan was appointed an Honourable Director of Renmin University (also known
as the People's Unlversity of China), one of the most prestigious universities in the PRC with a
distinct focus on humanities and social soiences, and highly regarded by top leaders in the PRC,
In addition, Chan is a member of the Jlangxi Commiites of the Chinese People’s Political

Consultative Conference.

110. In February 2012, Chan was presented with the "2011 China Forestry Persons of the Year"

aweard by the CNFIF,

111, Many of the PRC's comumercially attractive forestry resources are in areas of sensitivity
within the PRC, Including areas that are sensitive from a military perspeotive. Private air travel

is prohibited or strictly controlled in many of the areas in which Sino-Forest does business,

112. The stratogic significance attaching to Sino-Forest's forestry assets in the PRC increases
the importance to SFC of maintaining positive relationships with authorities in the PRC. If Sino-
Forest is to monetize its PRC based assots for the benefit of stakeholders, I strongly believe that

the outcome of this process must be acceptable to relevant authorities in the PRC,

113. In the course of its 18 years of operations, Sino-Forest has been viewed by the Minister of
the SFA positively and as a model for privately owned enterprises oarrying on business In the
PRC and promoting PRC policies. For that reason, Sino-Forest has enjoyed a positive

relationship with the PRC. Even since June of last year, the Minister of the SFA has remained
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cooperative and encouraging of a solution for Sino-Forest, However, recently, the government
has expiessed inoreasing concern and lnterest as to what the solution is for Sino-Forest, As a
result, not only do 1 believe that any solution nceds to be acceptable to the authoritios in the PRC,

such solution needs to be presented in the very near fulure,

IV. THEMUDDY WATERS ALLEGATIONS: CHRONOLOGY AND RESPONSES
114, On June 2, 2011, Muddy Watets, which admitted to holding a short positlon on SFC's
ghaves, published the MW Report alleging, among other things, that Sino-Forest is a "near total

fraud" and g "Ponzi scheme."

115. While the allegations contained in the MW Report are diverse and far-reaching, the IC set
out to address the issues ralsed in three core aveas: (i) the verification of timber assets reported
by Sino-Forest, (ii) the value of the timber assets held by Sino-Rorest, and (iil} revenue

A recognition,

116, Among other things, the MW Report alleged that Sino-Forest does not hold t‘he full amount
of timber assets that it reports, that the timber assets actually held by Sino-Forcst have been
overstated, and that Sino-Forest overstated its revenus, In addition, the MW Report alleged that
Sino-Forest has engaged in unreported related-party transactions, A copy of the MW Report is
attached as Exhibit "M". Two subsequent reporis by Muddy Waters relating to Sino-Forest are
attached g Iixhibit "N". Thess tepotts are attached to provide context to the Court and definitely

not because I agree with their contents,

A. The IC, OSC, RCMP and HIKSFC Investigations
117. On June 2, 2011, the same day that the MW Report was released, the Board appointed the

IC, a Board committee consisting exclusively of independent directors, which in turn retained
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independent legal and financial advisors in Canada, Hong Kong and the PRC, to investigate the

allegations sct out in the MW Report,

118, On June 8, 2011, the OSC publicly announced that it was investigating matters related to

SFC. That investigation has been active and is ongoing,

119, Later in June 2011, the HKSFC commenced an investigation lnto Greenhesrt Group, Asa
company listed on the Hong Kong Stock Bxchange and headquariered in Hong Kong, the
'HKSFC is Greenheart's primary securities regulator, I believe that the HKSFC's investigation
was largely reactive to the allegations against Sino-Forest, SFC's vontrol position in relation to
Greonheart Group, and to the fact that the principal offices of Sino-Forest and Greenheart Group
are loonted in Hong Kong, As indicated above, SFC had ncquited a majority interest in

Greenheart Group lcss than a year earlier, and had separate management and premises.

120. In addition to its investigation of Greenheart Group, the HKSFC has been assisting the
OSC with its investigation, I am advised by Qary Solway of Bennett Jones LLP, counsel to SPC_,
that the HICSFC has a mutual-assistance treaty with the OSC. The OSC has conducted witness

interviews in Hong Kong with the assistance of and out of the premises of the HKSFC.,

121, Sino-Rarest believes that it has attempted to coopetate with the OSC, HKSFC and RCMP
investigations, Sino-Forest has mado ex{ensive production of documents, in particular fo the
OSC, including documents sourced from jurisdictions outside of the OSC's power to compel

produotion,

122. Sino-Forest also has faoilitated interviews by the OSC with Sino-Forest personnel. In

oircumstances where OSC staff sought to examine Sino-Forest personnel resident in the PRC
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(where neither the OSC nor the HKSFC had the ability to compel their attendance at Interviews),

Sino-Forest arranged to bring individuals to Hong Kong to be examined.

123, Sino-Forest has responded to extensive inquiries, the most far-reaching coming from the
OSC, and has provided periodic oral brisfings to OSC staff. The IC reports were provided to

OSC staff on an unredacted basis, as discussed below.

124, The scope of the IC's review was significant, reflecting the wide range of allegations
contained in the MW Report. The IC and its advisors worked to compile and analyze the vast
amount of data requited for their comprehensive review of Sino-Forest's operations and business,

the relationships between Sino-Forest and othet entitles, and Sino-Forest's ownership of assets.

125. At the beginning of the IC's investigation, the IC informed the Board that the review would
likely take at least two to three months to complete, On August 10, 2011, the IC delivered its
first interim report to the Board (the "First Intetim Report"). A redacted copy of the First Interim

Report is attached as Exhibit "Q*,

126, SFC hes publicly disclosed on SEDAR and on its website redacted versions of the Fist
Interim Report and the two subsequent teports of the IC. The thres reports have been redacted to
protect information that the Board believes is commercially sensitive, the disclosure of which
could be harmful to Sino-Forest's business and operations, especially in the PRC. These
redactions have not been made to conceal information from regulatory sorutiny. Bach of the
three reports has been produced without redactions to OSC staff pursuant fo a compellod process
designed to-allow OSC staff to receive information relevant to its investigation, while at the same

fime protecting SFC's sensitive information.
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127. The TRirst Interim Report was the result of the IC and its advisors assembling and
organizing significant data from Sino-Forest's records, and teviewing Sino-Forest's cash
1161ding3, revenue and relationships. In the First Interim Report, while the IC did not determine
that there was any validity to the allegations in the MW Report, its findings wete limited as the

investigation was still ongoing.

128, Also in its First Interim Report, the IC's accounting advisors confirmed Sino-Forest's cash
balances in specific accounts as at June 13, 2011, for accounts located inside and outside of the
| PRC. A total of 293 accounts controlled by Sino-Forest in Hong Kong were confirmed,
representing 100% of the expected cash position in Hong Kong, However, Sino-Forest had 267
accounts in the PRC, so the logistios and 1~equire1hents of in-person/in-branch verification in the
PRC led the IC advisors to confitm 28 accounts, representing epproximately 81% of the
expected cash position in the PRC, The IC was satisfied based on this verification that Sino-

Forest's expected cash position in the PRC existed as at the date of confirmation.

129. The First Interim Report was delivered to the Board shortly before the Board was asked to
authorize the release of SFC's 2011 quarteily finanoial results for the second quézrter ended June

30, 2011 (the "Q2 Results"). The Q2 Results were released on August 15, 2011,

130, Almost immediately after tho Q2 Results were released, the IC's advisors identified and
brought to the attention of the IC just under 60 documonts, some of which raised potential
conduct ssues and others of which raised questions as to whether Sino-Forest's relationships

with some of its Als and suppliers were conducted at arm's length,
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131, The IC concluded that interviews concerning the documents should be conducted with
relevant Sino-Forest personnel, The interviews were conduoted from August 24 to 26, 2011 in

Hong Kong,

132, As part of its efforts to cooperate with OSC staff, on August 24, 2011, before the
documents were shown to relevant Sino-Forest petsonnel and those personne! were provided
with an opportunity to comment, the IC's advisors provided copies of the documents to OSC
staff, The IC's advisors and SFC's external counsel also provided oral briefings about the

interviews to OSC staff from August 24 to 26, 2011, as the interviews were being conducted.

133. Seen in their proper context, and with the benefit of fuller explanations, I believe that the
documents identified by the IC's advisors and provided to OSC staff at that time fall well short of

the misconduct alleged in the MW Repott,

134, However, as a result of the documents and interviews, Sino-Forest placed three employees
on administrative leave, and a fourth senior employes was requested to act solely on my

instructions. It was my decision in each case to take this action,

135, SFC's Board met on the morning of Friday August 26, 2011, Totonto time (which was
Eriday evening Hong Kong time) to hear reports about the interviews and about communications
between SFC and OSC staff, The Board was told that Chan had agreed to resign as Chairman,
CEO and as a director of SRC ponding the completion of the review by the IC of the allegations
in the MW Report, He was appointed Founding Chairmian Emeritus and Y was appointed as

CEQ.
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136. On August 26, 2011, the OSC issued a cease trade order with respect to the securities of
SFC and with respect to certain senior management personnel. A copy of the cease trade order
dated August 26, 2011 (as correoted by the OSC later that day) is attached as Bxhibit "P*. The
Board first learned of the cease trade order during the Board meeting that day, aftet Chan

tendered his resignhation.

137. With the consent of SEC, the cease trade order was extended by subsequent ordets of the
OSC, copies of which are attached as Exhibit "Q", The cease frade order continues in force to

-this date.

138. Based on my review of the IC's second intetim report to the Board (the "Second Interim
Report", which is discussed below) and discussions | have had with William Ardell, Board Chair
and Chair of the IC, I understand that in late August 2011, counsel for the IC received an inquiry
from the RCMP requesting cooperation from the IC in connection with an investigation into the
allegations in the MW Report. Representatives of the IC met with and provided information to
the RCMP from time to time. ‘The RCMP also has made information requests from time to time,

Tt has beent SFC's intention to coopetate with the RCMP in cormection with its investigation.

139, On November 13, 2011, the IC delivered its Second Interim Report to the Board, a

redaoted copy of which is attached as Exhibit "R".

140, Subject to the limitations desctibed therein, the Second Imterim Report confirmed
registered title or contractual or other rights to Sino-Forest's stated fimber assets, reconciled the
book value of the BVI timber assets and Sino-Forest WFOR standing timber assets as set out in

the 2010 financlal statements to the purchase prices for such assets as set out in the BVI and

1310



1311

37

WFOE standing timbet purchase contracts reviewed by the IC advisors, reconciled reported total

revenue to salos contracts, and addressed certain allegations regarding related-party transactions,

141, Subject to the scope limifations described In the Second Interim Report, the IC confirmed
99,3% of Sino-Forest's timber area to its satisfaction and that Sino-Forest had registered title to
100% of its disclosed planted timber holdings by area, and contractual or other rights fo
approximately 81,3% of its disclosed purchased timber holdings by area. The IC reported that it
or its advisors had reviewed originals or copies of purchase contracts for the acquisition by Sine-

Forest of virtually all of its disclosed timber holdings as at December 31, 2010,

142, The IC indicated in its Second Interim Report that it viewed its wotk to be substantially

complete and that it expected to deliver its final report prior to the end of 2011,

B. Failure to Relerse Q3 Results and Default Under the Notes
143, Subsequent to Angust 26, 2011, the IC's advisors identified additional documents that

raised issues meriting comment and -explanation from SFC's management, Also, SFC's extornal
counsel, in responding to requests from the OSC, also identified documents of a similar nature,
Further documents metiting comment and explanation wete identified by SFC's external auditors

and in interviews conducted by OSC staff.

144, As SFC reached the November 15, 2011 deadline to release its 2011 third quarter financial
statements (the "Q3 Results"), the Audit Committee recommended and the Board agreed that
STFC should defer the release of the Q3 Results until certain issues could be resolved to the
satlsfaction of the Board and SFC's auditor. The issues included (i) determining the nature and
scope of the relationships between Sino-Forest and certain of its Als and suppliers, as disoussed

in the Second Interim Report, and (ii) the satisfaciory explanation and resolution of issues raised
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by certain documents identified by the 1C's advisors, SFC's counsel, SFC's oxternal auditors,

and/or by OSC staff,

145, On November 15, 2011, the date upon which SFC's Q3 Results were dus, SPC issued a
ptess telease announcing that the IC had delivered its Second Interim Repoit to the Board, A
copy of the November 15, 2011 press release is attached as Exhibit "S", The executive summary

to the Second Interim Report is attached as a schedule to the press release,

-146, The November 15, 2011 press release also stated that the Boawd had concluded that, as a
result of ongoing work arising from the allegations reised in the MW Report, it was notin a
position to authorize the release of the Q3 Results at that time. The release stated that SFC

would try to release the Q3 Results within 30 days,

147, SFC's failure to file the Q3 Results and provide a-copy of the Q3 Resuits to tho trustee and
to Its noteholders under its senior and convertible note indentures on or before November 13,
2011 constituted a default under those note indentutes. Pursuant to the indentures, an event of
default would have occuired if SFC failed to cure that breach within 30 days in the case of tho
senior notes, and 60 days in the case of the convertible notes, after having received written netice
of such default from the relevant indenturo trustee or the holders of 25% or more in aggregate

principal amount of a given serles of notes.

148. While SFC worked diligently to try to resolve the outstanding issues, it became clear that
SFC was not going to be able {o rolease the Q3 Results within that timeframe, ‘On December 12,
2011, SFC issued a pross rolease announcing that it would net be able to release the Q3 Rosults

within the 30-day period originally indicated,
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149, Moreover, in the press release, SFC announced that, In the circumstances, there was no
agsurance that it would be able to reléase the Q3 Results, or, if able, as to when such release
would occur, In the December 12, 2011 press release, SFC also announced that the Board had
determined not to make the $9.775 million interest payment on SFC's 2016 convertible notes that
wag due on December 15, 2011, A copy of the December 12, 2011 press release ls atfaclied as

Exhibit "T".

150, As disclosed in the Decembet 12, 2011 press release, the circumstances that caused SFC to
be unable to release the Q3 Results also could impact SFC's historic financial statements and

SEC's ability to obtain an audit for its 2011 fiscal year,

151, SFC's failure to make the $9.775 million interest payment on the 2016 convertible notes
when due on December 15, 2011 constituted a default under that indenture. Under the terms of
that indenture, SFC had 30 days to cure its default and make the required interest payment in
order ta prevent an event of default from occutring, which could have resulted in the acceleration
and enforcement of the approximately $1.8 bi]libn in notes which have been issued by SFC and

guarantead by many of its subsidiaries outside of the PRC.

152. On December 18, 2011, SFC announced that it had recelved writien notices of default
dated December 16, 2011, in respect of its sentor notes due 2014 and its senior notes due 2017,
The notices, which were sent by the rustees under the senior note indentures, referenced SFC's
proviously-disclosed failure to release the Q3 Results on a timely basis. SFC toiterated in the
December 18, 2011 press release that it did not expect to be dble to file the Q3 Results and cure
the default within the 30 day cure period. A copy of the Decomber 18, 2011 press release is
attached as Exhibit "U".
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153, In response to the receipt of the notices of default, among other considerations, on
December 16, 2011, the Board established a Special Restructuring Committee of the Board (the
"Restructuring Committee") comprised exclusively of directors independent of management of
SFC, for the purpose of supervising, analyzing and managing strategio options available to SFC.
The members of the Restructuring Committee ase William Ardell, Chair of the Board, who is
also Chair of the Restructuring Committee and Garry West, James Hyde, Chair of the Audit
Committee and an independent director, while not a member of the Restructuring Committee,

‘has attended meetings of the Restructuring Comuittee and participated .fully in its deliberations,

154. Following discussions with its external auditors, on January 16, 2012, SFC Issued a press
release cautioning that its historic financial statements and related audit reports should not be

relied upon, The January 10, 2012 press release is previously attached.

C The Waiver Agreements

155, On January 12, 2012, SFC announced that following extensive discussions with the Ad
Hoc Noteholders, holders of 4 majority in principal amount of SFC's senior notes due 2014 and
its sentor notes due 2017 agreed to waive the default arising from SFC's failure fo release the Q3
Results on a timely basis. A copy of the January 12, 2012 press relesse, together with the waiver

agreements, is attached as Exhibit "V*,

156, Pursuant to the waiver agrocments, SFC agreed to, among other things, make the $9.775
million inferest payment on its 2016 convertible notes that was due on December 15, 2011,

curing that default. That payment was made in accordance with the waiver agreements.

157, While the walver agreements prevented the indenture frustees under {he relevant note

indentures from accelerating and enforeing the note indebiedniess as a result of SFC's failure 1o
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file its Q3 Results, those waiver agreements expire on the earlier of April 30, 2012 and any
carlier termination of the waiver agreements in accordance with their terms. In addition, should
SFC fail to file its 2011 Results by March 30, 2012 (and upon the necessary notices being sent
and cure periods expiring), the indenture trustees would again be in a position fo aocelemt.e and

erforce,

D. The IC's Final Report and Verification of SFC's Asseis
158. On January 31, 2012, SFC publicly released a redacted version of the final repott of the IC

| (the "Final Report™), A copy of the redacted Final Report is attached as Bxhibit "W",

159, Following the delivery of the Final Report, and in accordance with the waiver agreements,
the Board adopted a resolution instructing the IC to cease its investigative, review and oversight
activities. Any issues within the authority of the IC that temained outstanding were referred to

SFC's Audit Committee or Restructuring Committee.

160. In its January 31, 2012 press release, attached as Exhibit "X", announcing thé release of the
Final Repoit, SFC also disclosed the results of a "proof of concept" exerciSc; undertaken to
determine If the standing timber referenced in particular purchase contracts could be lacated and
quantified by an independent forestry expert engaged to undertake the exerclse, The exercise
was undertaken to address the [ssue raised in the Second Interim Report regarding the absence of
maps in the possession of SFC's BVI subsidiaries to show the precise location of the timber

subject to plantation purchase coniracts,

161. As disclosed in the Janwary 31, 2012 press telease, the proef of concept exercise was
confined to two compartmenis. The selection criteria limited the sample to purchased timber

assets located in Yunnan province. The candidate assets were acquired prior to the allegations in
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the MW Report. They were listed as being held by BVIa and not by WIFOEs, At the IC's request,
the consultants selected a shortlist of ten possible compariments coveﬁng multiple forestry
burcaus and meeting the criteria above, avoiding any prospeot that the sampling involved
personnel from Sino-Forest. Multiple county forestry buresus were represented in the shortlist,
and the [C made the final selection of compartments fo ensure more than one county forestry

bureau was represented.

162. As described in the Final Report and the accompanying press release, maps for the two
.compartments were obfained from the relevant forestry bureaus in the PRC by the contracted
survey companies and made available to the consultants. Using the techniques described in the
Final Report, compartment boundaries were suﬁerimposed on recent high resolution satellite
imagery which allowed for the moasurement of each compartmenf's forest cover, The
consultants compared the net stocked area of forest cover that they assessed for each
compartment with that stated in the Sino-Forest purchass contracts and forest survey repotts.
The consultants found that the net stocked area of forest cover in each compartment wag up to
six percent greater than that sf;ated in the relevant purchase coniracts and forest survey reports,

with the current assessed area for each compartment exceeding the purchase contract area.

163, While the consultant report and press release cautioned agalnst extrapolation of thess
findings over Sino-Forest's broader forestry assets, I tock considerable comfort from these
findings, In relation to iwo randomly-selected contraots held through the BVI structure, the
property descriptlons and expected forest cover In the contracts matched the boundaries and

forest cover on the ground,
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164, Subsequent to January 31, 2012, Sino-Forest has taken steps fo see the proof of concept
process applied over a statistically relevant sampling of Sino-Forest's forest assets. That work is

ongoing,

E, Gating Lssues to an Audit
165, SFC has worked diligently to address issues Identified by SFC's Audit Committes, the IC

and by its external auditor, Ernst & Young LLP, as requiring resolution in order for SFC to be in
a position to obtain an audit opinion in relation to the 2011 Results, Many of the same issues

also impaot SFC's ability to release the Q3 Results.

166, As SFC has publiocly disclosed in its press releases, the gating issues to the release of the
Q3 Results and to obtalning an audit (}-f the 2011 Results include (i} determining the nature and
soope of the relationships between Sino-Forest and certain of its Als and suppliers, and (i) the
satisfactory explanation and resoluiion of issues raised by certain documents identified by the

IC's advisors, SFC's counsel, SFC's auditors, and/or by OSC staff,

167, The "relationship issues" described above are discussed extensively in the Second Intetim
Report and in the Final Report of the IC. Relationship Issues were prominent in the
approximately 60 documents provided to OSC staff on August 24, 2011, and relationships

continue to be an issue that SFC has been unable to resolve.

168, As part of the IC's Investigatlve process a significant amount of electronic data was
exiracted and reviewed by the IC and its advisors, The same data also has been reyiewed by

counsel for SFC and SFC's advisors. Over one million electronio records have been reviewed.
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169. The search of eleotronic records and other inquiries have not produced evidence to support
the allegations made in the MW Report that Sino-Forest is a near fotal fraud or Ponzi scheme,
The searches and inquirles have produced some evidence of possible lesser improper conduct

that SFC has been making efforts to investigate, address and quantify.

170. There is no single theme among the documents and issues that SFC has been taking steps
to address. In some cases, the documents speak to efforts to deal with forslgn currency exchange
restiictions applicable to the PRC, The documents suggest that in some cases SIFC personnel
lmay have received personal benefits at Sino-Forest's expense and may have appropriated some
of Sino-Forest's assets, They also show that, in a few cases, whistleblower complaints in some
gubsidiaries alleging misconduct by certain persﬁnne] in those subsidiaries appear not to have

been adequately investigated and addressed.

171, The record-keeping of SFC's subsidiaries in the PRC appeared to be adequale ptior to the
recent heightened scrutiny being focused on companies with significant operations in the PRC.
The nature of SFC's books and records, combined with the inability to compel disclosure and
participation by third party PRC companies, primartily SFC's customers (Als) and suppliets, and
the unwillingness of these companies to become involved in an investigation, makes it difficult

to definitively assess some of tho explanations offered by Sino-Forest personnel.

172, In light of this heightened scrutiny, SFC's subsidiaries in the PRC do not have the scope of
books and records that might be used to definitively address some issues raised by potentially
problematio email communications. The nature of SFC's BVI structure, and the absence of

contractual rights to examine the books and records of customers and suppliers, deprives SEC of
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access to information that may be necessary to allow SFC to determine whether some of the

documents and issues identified are material from a financial reporting perspective.

173, Notwithstanding SFC's best efforts, many of these issues may not be capable of resolution,
and certainly nbt within a timeframe that would allow SFC to comply with its obligations under
its note indentures and securities laws. Consequently, absent a resolution with the noteholders,
the indenture trustecs would be in a position to -enforce thelr Jegal rights as early as April 30,

2012,

174. However extensive and challenging the work done to respond to the MW Report has been,
the simple fact is that the uncertalnty it has created has caused Sino-Forest's business {o
deteriorate. Repairing the damage to the business simply cannot wait any longer. Without
decisive action in the immediate term, I fear that the ability to save the business for the benefit of

SEC and its stakeholders will be irreparably lost.

175. As described in greater detail herein, even though the allegations set out in ti.w MW chof_t
and the OSC cease trade orders are unproven, the allegations have had a catastrophio negative
impact on Sino-Forest's business activities and have created substantial uncertainty regarding the
future of Sino-Forest's business in the minds of the Sino-Forest Companies' stakeholders in the
PRC, including ifs lendors, customers, suppliers, employees, and governmental officlals, The
allegations made against SEC have resulted in a substantial erosion of Sino-Forest's business.
The business in the PRC continues to deteriorate with every passing day and it has bécome olear
to SFC that the Sino-Forest business needs to be separated from the cloud that continues to hang
over SFC if there {3 any future for that business (and thus value for SFC's stakeholders) to be

preserved.
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V.  IMPACT OF MUDDY WATERS ALLEGATIONS ON SINO-FOREST

A.  Class Action Lawsults

176, SEC and certain of its officers, directors and employess, along with SFC's current and
former auditors, technical consultants and various underwriters involved in prlor equity and debt

offerings, have been named as defendants in eight class action lawsuits,

177. Blve of these class action lawsuits, commenced by three separate groups of counsel, were
filed in the Outario Superior Court of Justice on June 8, 2011, June 20, 2011, July 20, 2011,
A-September 26, 2011 and November 14, 2011, A carriage motion in relation to these actions was
heard on December 20 and 21, 2011, and by Order .dated January 6, 2012, Justice Persl!
appointed Koskie Minsky LLP and Siskinds LLP as class counsel, As a result, Koskic Minsky
LLP and Siskinds LLP discontinued their earliest action, and thelr other two actions have been
consolidated and will move forward as one proceeding, The other two Ontario actions,
commenced by other counsel, have been stayed., Pursuant to Justics Perell's January 6, 2012
Order, Koskie Minsky LLP and Siskinds LLP have filed a fresh as amended Statement of Claiﬁ;

in the consolidated proceeding, A copy of this Statement of Claim is attached as Exhibit "Y".

178, The action purports to be brought on behalf of noteholders. The plaintiffs and plaintiff law
firms have not complied with the prorequisites to bringing suit in the relevant note indentures,

which cach contain a "no suits by holders" clause.

179, Parallel class actions have been filed in Quebec and Sasketchowan. Copies of the

originating documents in those actions are attached as Exhibit "Z",

180, Additionally, on Janvary 27, 2012, a class action was commenced against SFC and other

defendants in the Supreme Courf of the State of New Yok, U.S.A, The complaint alleges that
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the action is brought on behalf of persons who purchased SFC shares on the ovet-the-counter
market and on behalf of non-Canadian purchasers of SFC debt securities. The quantuin of
damages sought is not specified in the complaint. A copy of the complaint in this action is

attached as Bxhibit "AA".

181, Additional law firms in both the United States and Canada have announced that they are
investigating SPC and certain direotors and officers thereof with respect to potential additional

class action lawsuits,

B. Effects of MW Report and Related Events

182. The allegations set forth in the MW Report, despiie being denled by SPC, have had
catastrophic negative effects on the reputation and business of Sino-Forest. As a result, Sino-
Torest's ability to conduct its operations in the normal course of business has been materially
affected, For example: creditors are Inoreasing legal demands with respect fo accounts payable,
at the same time, collections of accounts receivables is inereasingly diffioult due to a widespread
belief that Sino-Rorest will not survive; sales in ihe WEOE model have also slowed substantiaily
in response to views on accounts receivable payments; cash flow issues have resulted in &
cessation of any expansion or modernization; the inability to fund purchases of raw materials has
ogused a slowdown in production or, in many cages, a shutdown; certain timber nssets have been
frozen as Sino-Forest has been unable to keep current with payments; depesits put dewn on
standing timber purchases by WFORs, of approximately $27 million, may be unrealizable due to
an inability to generate cash to pay off outstanding payables under those contracts; offshore
banking facilities have been repald and frozen or cancelled, leading fo substantial damage in
Sino-Forest's trading business; telationships with local governments and plantation land owners

have become strained; Sino-Forest is unable to complete various projects, oontracts and
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acquisitions; and the PRC government is expréssing increased concorn over SFC and is
becoming less inclined to be supportive of Sino-Forest, making the ability to obtain legal

documents for Sino-Forest's operations increasingly difficult,

L Diversion of Operational Resources & Effects on Operations

183, The investigations being conducted by the OSC, the HKSFC and the RCMP, the
examination by the IC (and now the Audit Commiitee and Restructuring Comunittee), and the
class action lawsuits have required, and will continue to require, significant resources to be
.expcnded by the directors, offlcers and employces of Sino-Forest. As a result, the diversion of
such resources has affected Sino-Forest's ability to conduct its operations in the normal course of
business. Sino-Forest's timber and trading businesses have effectively been frozen and have

ground to a halt,

184, Since the MW Report was released, in order to conserve cash, Sino-Forest has only
completed cash purchases which were previously committed to and has not made any new
commitments (i.e. in the WFOR stuctute), despite having been presented with some attractive
buying opportunities. Sino-Forest has therefore not grown its assét base as It would have but for

the MW Report.

185. Also, the Sino-Forest Companies have had an extremely difficult time oollecting
outstanding receivables as a result of the perceived uncertainty surrounding them in the PRC,
The total amount of outstanding receivables in the WFOE structure was approximately $130,3
million as at February 29, 2012, with more than 83.5% of those receivables being over 90 days.
Sino-Forest's counsel in the PRC, KaiTong Law Firm, has sent legal demand letters to 12 BVI

trading companies for accounts receivable totaling approximately $126 million end five WFOR
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companies totaling approximately RMB 224.5 million, Additional legal demand letters for

smaller accounts ate also in process, and other accounts receivable ave belng negotiated.

186. At the same time that the Sino-Forest Companies are having a difficult time collecting
outstanding receivables, they are recelving increased demands on their payables. Certain of Sino-
Forest's creditors in the PRC have taken aggressive collection tacties in the PRC, including filing
court claims in an effort to be paid amounts owed to them by Sino-Forest. If the uncertainty
related to SRC is allowed to continue fo affect Sino-Forest's business operations, Sino-Forest

expects increasing legal actions from other creditors,

187, Sino-Forest has not been able to secure or renew certain existing onshore banking facilities
and has been unable to obtain offshore letters of credit to facilitate Sino-Forest's trading business,
All offshere banking facilities have been repaid and frozen, or cancelled, Since June 2, 2011, all
Hong Kong banks have asked for voluntary repayment of outstanding loans. Banking facilities
with a total credit amount of $67.9 million were texminated by four banks between June 10, 2011
and August 29, 2011, Facilities of $152.3 millién wete frozen upon full repayment, In the PRC,
facilities totaling RMB 159,6 million were asking for voluntary repayments, For the PRC banks
providing facilitles, Sino-Forest was requested to increase its cash deposits 80 as to demonstrate
financial strength, This has lead to substantial damage in Sino-Forest's operations, and affects
Sino-Forest's ability to complete obligations under existing contracts, resulting in losses

potentially in excess of $100 million,

188, Various projects and contracts, such as nursery projects in certain provinces with a contract

value of approximately RMB 1 billion, have been stopped or are unable to be fulfilled.
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189. Due to the allegations in the MW Report, the PRC govermnment is expressing increased
concein over SFC and is becoming less inclined to be supportive of Sino-Torest, making the
ability to obtain legal documents more difficult. For example, the PRC government has withheld
cutting licenses tesulting in lower harvesting volumes. Relationships with local government and
local plantation suppliers have also become strained, resulting in many difficulties and obstacles
in Sito-Porest's operations including an inability to complete certain acquisitions-of plantations,
For example, in the Anqing, Anhul area in the PRC, the local government no longer showed
‘support to Sino-Forest and the plantation land owner refused to l10noﬁr the plantation purchase

contracts,

2, Tees and Expenses
190, SFC has and will continue to incur a substantisl amount of fees and expenses in connection
with the examination by the IC (and now the Audit Commiitee and Restructuring Committee),
the investigations by the OSC and the RCMP, and the class action lawsults, Flu%lger, pursuant to
indemnification agreements betwesn SFC and its directors and certain officers as well as witi)
auditors, underwriters and other patties, SFC may be obligated to indemnify such individuals for
additional legal and other expenses pursvant to such proceedings. The aggregate of such fees and
expenses is substantial and has had an extremely negative effect on Sino-Forest's operating

results,

3. Value of Common Shares and Credit Rating

191, Prior to the release of the MW Report on June 2, 2011, S8FC's comnmon shares had a 20-day
volume welghted average price of CDN $19.58 for a total market ¢apitalization of approximately
CDN $4.8 billion, In the weeks that followed the release of the MW Report, the value of SFC's

common shares plunged to 4 low of CDN $1.29 for a total market capitalization of

1324



1325
51 |

approximately CDN $300 million, As at August 25, 2011, the day prior to the OSC cease
ttading SRC's common shares, its shares were trading at CDN $4.81 for a total market

capitalization of approximately CDN $1.2 biflion,

192, The allegations set forth in the MW Report have resulted in & material decline in the
market value of SFC's common shares and notes, On June 30, 2011, Standard & Poor's Ratings
Services lowered its long-term corporate credit rating on SEC to ‘B+ from 'BB', lowered the
issue ratings on SPC's outstanding senior notes and convertible notes to 'B+, and lowered the
lGreater China scale credit ratings on SFC and its notes to 'cnBB' from ‘'cnBBB-'. On August 29,
2011, Standard & Poor downgraded to 'CCC-, then withdrew its ratings. Fitch Ratings withdrew
its Foreign Currency Issuer Default Rating and -sehior debt rating of ‘BB-' on July 14, 2011, after
placing SFC on Negative Watch on June 20, 2011. On July 19, 2011, Moody's Investors Setvice
downgraded the corporate family and senior unsecyred debt ratings of SFC to 'B1' from 'Ba2’, On
August 29, 2011, Moody's downgraded to 'Caal’ from 'B1', and on December 14, 2011, Moody's

downgraded to 'Cal' and withdrew its rating,

193. Sino-Forest's primary sources of funding have been shorl-term and long-term barrowings,
equity offerings and cash generated by operating eaotivities, However, as a result of the
reputational damage that the MW Report inflicted on SFC, I bolieve that SFC has no ability to

access the capital markets at the present time, including to refinance its notes.

VI. CLAIM AGAINST MUDDY WATLRS

194, On March 29, 2012, SFC commenced a claim in the Ontatio Supetior Court of Justice
against Muddy Waters, its principal, and persons who traded with prior knowledge of the MW

Repott, A copy of SFC's elaim against Muddy Waters ef al is attached as Exhibit "BB”,
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195. In this action, SFC seeks total damages in the sum of CDN $4 billien in relation to harm
cauged to SFC as a result of the allegations made by Muddy Waters, If SFC is successfully
restructured as contemplated, it is-anticipated that the action will be funded by the litigation trust
provided for in the Support Agreement described below, and the benefits of the action will be

shared ag contemplated by the Support Agreement.

V11, PROPOSED RESTRUCTURING TRANSACTIONS

196. Following extensive arm's length negotiations between SFC and the Ad Hoc Noteholders,
the parties entered into the Support Agreement, The Support Agreement contalns, among other
things, the summary terms and conditions of a going concern restructuring of SFC (the

“Restructuring Transaction"). A copy of the Support Agreement is previously attached.

197. The Support Agreement provides that SFC will file the Plan in order to implement the
Restructuring Transaction as part of this CCAA proceeding, and that the Consenting Noteholders
will vote their notes in favour of the Plan at any meeting of creditors, each subject to certain

conditions,

198. From a commercial perspective, the Restruoturing Transaction contemplated by the

Support Agreement is Infended to accomplish the following objectives:

(8) the separation of Sino-Forest's business operations from the problems facing SFC
outside of the PRC by transferring the intermediate holding companies which own
“the business" and SFC's intercompany claims against its subsidiaries (which include
the entire substantive operations of the Sino-Forest Companies) to the noteholders in
compromise of their claims ageinst SFC (if the Sale Process does not geherate a

supetior (ransaction, as described below),
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(b) the Sale Process being undestaken to determine if any person or group of persons will
purchase Sino-Forest's business operations pursuant to the Plan for an amount of
consideration acceptable to SFC and the noteholders, with the potential for excess
above such amount being directed to Junior Constituents. The Sale Process is
intended to ensure that SFC is pursuing all avenues to maximize value for its

stakeholders;

{c) astructure (including funding) that will enable litigation claims to be pursued for the
benefit of SFC's stakeholders in accordance with the Support Agreement against a
number of potential defendants (including Muddy Waters, its principal, and any
persons who benefited fiom the allegaﬁ'ons made by Muddy Waters in a coordinated

way); and

(d) if the Sale Process does not result In u sale, the Junior Constituents recovering some
"upside” in the form of a profit participation if Sino-Forest's business operations
acquired by the noteholders are monetized within seven years from the dafe of the
implementation of the Plan at a profit, a3 Turther described in the Support

Agreement,

199. The decision to enter into the Support Agreement was glven careful consideration by SFC
and the Board and was not taken lightly, However, the inability to obtain an audit creates a
defuult under the note indentures which simply cannot be cured within & reasonable timeframe, if

at all,

200. More significantly, it has beoome clear that the problems facing SFC outside of the PRC

are causing Sino-Forest's business operations In the PRC to deterlorate and that, unless declsive
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steps are taken to restructure Sino-Forest, the PRC business operafions will continue to
deteriorate to the point that they will cease to be capable of being turned around, which will
further diminish the value that can be realized for SFC and its stakeholders. While there remains
substantial work ahead in the PRC to turn the business around and convince stakeholders in the
PRC (including customets, suppliers, employees and PRC governmental officials of all levels)
that the Sino-Forest busingss built up over the past 18 years is hete to stay, I firmly believe that
the transactions which SFC proposes to initiate pursuant to the CCAA will show a path out of t.he

-uncertainty which it has facod since last June.

201. The Support Agreement provides that SRC will malce an applioation under the CCAA in
order to implement tho Plan. The Consenting theholdcrs executed the Support Agreement on

the basis that a restructuring of SFC as proposed would be undertaken pursuant to the CCAA,

202. But for the negotiation and execution of the Support Agreement, SFC would be unable to
prevent the acceletation and enforcement of the rights of the noteholders as soon as April 30,
2012, in which case SFC would be unable to continue as a going concertt, and i3 thus insolvent.
Accordingly, and for the reasons set out herein, a rostructuring is urgently requirécl and should be

pursued to preserve its enterprise value,

203, SFC has reached an agreement on & consensual restructuring transaction with the Ad Hoo
Noteholders, SFC is seeking a stay of proceedings under the CCAA in order fo allow it time to
progeed to develop the Plan which, if approved by the creditors and this Honourable Court,

would, among other things, allow for a going concern emergence of Sino-Forest's business.
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YIII. THE SALE PROCESS

204, Under the Sale Process, SFC, through its financlal advisor, Houlihan Lokey ("Houlihan"),
and with the oversight of the monitor, will seek qualified purchasers (Inoluding existing
shareholders and hoteholders) of SFC's assets on a global basis and attempt to engage them in
the Sale Process. The Sale Process Procedures, which were agreed to by the parties to the
Support Agreement in consuitation with the proposed monitor, provide that SFC will have up to
90 days to solioit letters of intent, and if qualified letters of intent are reveived, a further 90 days
-to solicit qualified bids, A copy of the Sale Pracess Procedures is attaéhed as Schedule D to the

Support Agreement,

205, 1 believe it ig critically important that the S.a'l_e Process Order be granted at this time for a
variety of reasons, First and most importantly, It is very important that SFC conclude a
restructuring by the end of the third figca! quarter. The business of the Sino-Forest Companies is
seasonal, and the vast majority of transactions (both purchases and sales) typically occur in the
third and fourth quarters, All stakeholders will therefore be prejudiced if SFC cannot complete ‘a
restructuring by the end of the third quarter, or soon thereafter, as the business will continue to

be frozen through the critical fourth quarter.

206, With that target end date in mind, the process must begln immediately, I understand that in
other insolveney filings in Canada, sale processes have been done on much shorter timetables
than what SFC 4s proposing; however, 1 believe the proposed tlmetable is necessary and
approptiate In light of the specific circumstances. In fact, given the critical timing of this process,
I am aware that Houlihan has already been in contact with pasties who may bo interested parties

in this Sale Process,
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207. The assets belng sold, especially given the allegations in the MW Report, are extremely
complex and are being offered for sale without cutrent audited financial statements, Potential

buyers therefore need to be afforded sufficient time o do due diligence,

208. In additlon, there are limited potential buyers for these assets, I believe that potential
buyers will need to have, in addition to the significant capital to complete a transaction of this
size, an in-depth and intimate knowledge of the PRC market. I do not expect that the ultimate
bﬁyer for these assets, if any, will be a typical buyer of distressed assets in an insolvency

proceeding,

209. Accordingly, given that a transaction must be Implemented as soon as possible, and given
the complexity of the assets and the fact that thore is a limited universe of potential buyers, I
believe it is necessary that the Sale Process Order be granted at this time, and that the Sale

Process provides the best potential for recovery for SFC's stakeholders,

210. I have no reason to believe that any creditors have a bora fide reason to object to the Sale

Precess,

IX. SFC MEERTS CCAA STATUTORY REQUIREMENTS

211, I am advised by Gary Solway of Benneti Jones LLP, counsel to SFC, that the CCAA
applies in respect of a "debtor company” if the claims against the debtor company or affiliated
debtor companies total more than CDN §5 million. 1 am further advised by Gary Solway that a
"debtor company" is a company incorporated under an Act of Parliament or the legisiature of a

province which has, among other things, become bankrupt or insolvent.
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A, SFC is a "Company" Under the CCAA
212, SEC is a "company" to which the CCAA applies as it is a company continued under the

CBCA. A copy of SFC's articles of continuance was previously attached.

B. SFC hag Claims Against it in Excess-of $5 Million
213. As discussed above, SFC has debts against it far ln excess of the CDN $5 million statutory

requirement.

L, SI'C s Insolvent
214. 1 am advised by Gary Solway of Bennett Jones LLP, counsel to SFC, that under section 2
of the Banfruptey and Insolvency Act (and a similar definition exists under sections 192(2) and

208 of the CBCA), an Inso]vent persoﬁ is one whose linbilities to creditors exceeds CDN $1,000
and () is for any reason unable to meet his obligations as they generally become due, (i) has
ceased paying his current obligations in the ordinary course of business as they gonerally become
due, or (i) the aggregate of whose property is not, at a fair valuatlon, sufficient, or, if disposed
of at & faltly conducted salo under fegal process, would not be sufficient to enable payment of all

his obligations, due and acotuing due,

215. As discussed herein, the holders of SFC's senior notes enteted into walver agteements
wherein they agteed not to have the indenture trustees demand immediate payment of the
principal anmount of the senior notes, Such waiver agreements expive on the earlier of April 30,
2012 and any earlier termination of the walver agreements in accordance with their terms,
Moreovet, in addition to the default dealt with pursuant to the waiver agteements in respect of

the Q3 Results, SFC will be in further default on April 30, 2012 as a result of the fact that it will
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fail to file its audited 2011 Results. As discussed in greater detail herein, SFC will be unable to

oure such defauit in the immediate o near term (if ever).

216. But for the execution of the Support Agresment and the standstill provided for therein, the
indenture trustees under the notes could be entitled to accelerate and enforce the rights of the
noteholders as soon as April 30, 2012. Without the liquidity provided by the waiver agreements,
SRC would be unable to meet ity obligations as they come due or continue as a going concern

and is thus insolvent.

X, RELIEF SOUGHT
A Stay of Proccedings

217, SFC needs a stay of proceedings to pwisue and implement the Restructuring Transaction in
an attempt to complete a going concern restructuring of its businesses. In the interim, the class
actions lawsuits, as well as any other potential actions, need to be stayed so that the

Restructuring Committee can focus on formulating the Plan.

B. Appointment of Monitor
218, FTI Consulting Canada Ine. ("FTI") has consented to act as the monitor of 8FC (the

"Monitor") in the CCAA proceedings, and I believe that FTI is qualified and competent to so act. -

219, FTT will be filing & pre-filing report with the Coutt as prospective monitor in conjunctien

with SFC's request for relief under the CCAA,

C. Payments During CCAA Procecding

220. During the course of this CCAA proceeding, SFC {ntends to make payments for goods and
services supplied post-filing as set out in the cash flow projections described below and as

permitted by the draft Initlal Order.
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D, Administration Charge

221, Tt is contemplated that the Monitor, counsel to the Monitor, counsel to SFC, counsel to the
Board, Houlihan, FTI Consulting (Hong Kong) Limited, counse! te the Ad Hoc Noteholders and
the financial advisor to the Ad Hoc Noteholders would be granted a first priority Court-ordered
charge on the assets, property and undertakdngs of SFC, other than SFC's essets which are
subject to Personal Property Security Act registrations (the "SFC Property") in priority to all
other charges (the "Administration Charge") up to the maximum amount of CDN $15 million in
-regpect of their respective fees and disbursements, incurred at standard rates and charges. SFC

believes tho Administration Charge ig fair and reasoneble in the circumstances.

222. The nature of the Sino-Forest Companies' business requires the expertise, lknowledge and
continuing participation of the proposed beneficlaics of the Administration Charge in order to
complete a suocessful restructuring, I believe this Administration Charge is necessary to ensure

their continued participation.

223, I do not belleve that there Is any unwarranted duplication of roles between the proposed

beneficiaries of the Administration Charge,

| 8 Directors' Charge

224, A successful restructuring of SFC will only be possible with the continued participation of
the Board. These personnel are essential fo the viability of the continuing business of Sino-
Forest. SI'C's Board members have specialized expertise and relationships with Sino-Forest's
suppliers, employees and other stakeholders, as well as knowledgoe galned throughout the IC

process that cannot be roplicated or replaced,
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225. The directots of SRC have indicated that due to the potential for significant personal
liability, they cannot continue their service in this restructuring unless the Initial Order grants a
charge on the SFC Property in priority to &ll other charges except the Administration Charge, as
security for SFC's indemnification obligations for the potential obligations and liabilities they
may incur after the commencement of these proceedings, It is proposed that the directors of SRC
be granted a directors’ charge in the amount of CDN $3.2 million (the "Divectors’ Charge") over

the SFC Property, SFC belleves the Directors’ Charge is falr and reasonable in the circumstances,

226. SFC, for itself and its subsidiaries, currently has primary insurance coverage of $10 million
and five separate excess insurance policies collectively providing CDN $45 million (the "2012
Insurance Policies"), for a total of CDN $55 million of coverage in place to attempt fo protect
SFC and its directots and officers, The 2012 Insurance Policies were put in place and became
effective after prior policies of insurance were not renewed following their expity on December
31, 2011, by the insurers who had issued the policies (the "2011 Insurance Policies"). Although
covetage is being provided to SFC and certain of its directors and officers under the 2011
Insurance Policies for claims that were advanced or threatened prior fo the expiry of the 2011
Insurance Policies on Decomber 31, 2011, those policics provide no coverage or protection to
SFC orits officers and directors for new claims that are made after December 31, 2011 which are
based on new events or allegations unrelated to the subject matter of the ¢laims that have already

been advanced or threatened,

227. As was the case with the 2011 Insutance Policies, the 2012 Insurance Policies provide for
thies types of coverage: (i) director and officer liability, (if) corporate liabllity for indemnifiable
loss, and (iii) corporate liability arising from securities claims, The 2012 Insurance Policies

expire on December 31, 2012 and exclude coverage for divectors' liabilities for wages. There are
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also other exclusions and limitations of coverage which may leave SFC's directors and officers
without coverage under the 2012 Insurance Policies. Depending on the circumstances of any
particular claim, the insurers which have issued the 2012 Insurance Policies may deny coverage
on the bagis that the 2012 Insurance Policies exclude such other clalms, that coverage limits have
been exhausted by cluims made against the 2l012 Insurance Policies, or that the matters ceported
fall within the coverage provided by the 2011 Insurance Policies (which are already respending
to a number of significant claims that have the potential to exhaust or exceed the applicable
‘[imits). Finally, there is no guarantee that SFC will be able to renew tﬁe 2012 Insyrance Policies

when they expire at the end of'the year.

228. Contractual indemnities have been pravided by SFC o its directors. SFC does not have
sufficient funds to satisfy those indemnitles should the directors of SFC incur obligations and

liabilities.in that regard after the commencement of these proceedings.

229, The Directors' Charge i3 necessary so that SFC may benefit from Its directors’ experience,
knowledge and ability to gnide. SFC's restructuring efforts, It is critical to the restructuring
efforts that SFC's directors remain with SFC in ordet to assist SFC in achieving the Restructuring

Transaction to benefit SFC's stakkeholders.

230. As such, it is proposed that the priorities of the Administration Charge and the Directors'

Charge be as follows:
(a) First— Administration Charge; and

{b) Seccond - Directors' Charge,
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231, Based on the books and records of SFC, and to the best of my knowledge, thete are no
secured creditors who are likely to be affected by the Administration Charge or the Directors'

Charge.

F.. Postponement of Annual Shareholders' Mecting

232, As previously mentioned, SFC is a public company under the CBCA, I am advised by
Gary Solway of Bennett Jones LLP, counsel to SFC, that, as such, SFC is required, pursuant to
paragraph 133(1)(b) of the CBCA, to call an annual meeting of its shareholders by no later than
-June 30, 2012, being six months after the end of its preceding financial year which ended on
December 31, 2011, Accordingly, SEC s required to oall its annual general meeting no later than

June 30, 2012, SFC's annual general mieeting has fypica‘l]y been held in the month of May.

233, However, the management of SFC and other Sino-Forest Companies are presently
devoting their efforts to stabilizing the business with a view to implementing the Restructuring

Transaction in accordance with the terms of the Support Agreement,

234, Proparing the proxy materials required for an annual meeting of shareholders (which must
be prepared well In advance of any meeting so that they can be mailed to shareholders in
advénce of the mecting) and holding the annual meeting of shareholders would divert the
atterlltiun of senjor management of the Sino-Forest Companies away from implementing the
Restructuring Transaction, would require significant financlal resources, and could impede SFC's

ability fo achicve a restructuring under the CCAA.,

235. In addition, pursuant to section 155 of the CBCA, SFC is required fo place before the

annual mesting financial statements of SFC for & pertod ended not more than six months prior to

1336
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the date of the annual meeting, SFC has been unable to complete its financlal statements for the

reasons already discussed.

236. I am advised by Gary Solway of Bennett Jones LLP, counsel to SFC, that, under
subsection 106(6) of the CBCA, If direotors are not elected at an annual meeting, the incumbent

ditectors will continue to hold office until their successors are elecied,

237, Certain financial and other information i and will continue to be available to the publio
through SFC'z court filing which will be easily accessible on the proposed Monitot's website
(http://cfeanada. fticonsulting.com/sfe).  Consequently, the failure to hold an annual general
meeting within the time prescribed by the CBCA will not deprive shareholders of access fo the

financial information of SRC that is publicly avalleble from STC.

238. Under the clrcumstances, I believe it is impractical for SFC to call and hold an annual

meeting of shareholders during this CCAA proceeding,

G. Foreign Proceedings

239, SFC is seeking in the Initial Order to have the Monitor authorized, as the foreign
representative of SFC, to apply for recognition of thess proceedings, as neeessary, in any
jurlsdiction outsido of Canads, including as "Foreign Main Procecdings" in the United States
pursuant to Chapter 15 of the U.S. Bankrupicy Code (the "Chapter 15 Proceedings"). The initial
effect of the Chapter 15 Proceedings would be to give effect to the Initial Order in the United

States.
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H, Financial Advisor Agreement

240. 1t became olear to SFC af the beginning of September 2011, that it would greatly benefit
from the expertise of a financial advisor. Accordingly, SFC invited four reputable global
financial advisory fitms to make presentations for the role on or about September 14, 2011,
Houlthan was selected as SFC's first choice as a result of, among others, its significant
experience in debt restructurings, its strong presence and teputation in both the North American
and Asian markets, and its strong standing with the global noteholders community, especially

- those event driven funds which customarily play a leadership role in these situations.

241, On or about September 26, 2011, Bennett Jones LLP, as counsel to SFC, entered into an
agreement with Houlihan relating to Houlihan's provision of finaneial advisory and investment
banking services to SFC. That agreement was amended and replaced by an agreement dated as
of December 22, 2011 (the "Financial Advisor Agreement"). A copy of the Financial Advisor

Agreement is attached as Exhibit "CC",

242, The Financial Advisor Agreement provides, ameng other things, that if SFC commences
any proceedings under the CCAA or similar legislation or statute, SFC will prompily seek to
have the Court approve (i) the Financial Advisor Agreement, and (li) Houlihan's retention by
SFC under the terms of the Financial Advisor Agreement, including the payment to be made to

Houlihan thereunder, As such, the draft Initlal Order provides for such approvals.

243. It is my belief that Houlihan's significant i‘estructuring experience and expertise in the area
of debt restructuring has greatly benefited SFC. The proposed Restruoturing Transaction would
not have been achievable without the advice and assistance of Houllhan, Houlihan was also

instramental in agsisting SFC in oblaining the waiver agreements described herein,
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244. Houlihan has spent approximately seven months working closely with senior management

of SFC and its other advisors, Houlihan has greatly assisted SFC in Its testructuring efforts to

date and hes gained a thorough and Intimate understanding of the Sino-Forest business. 1f SFC
was deprived of the benefit of Houlihan's continued advice and assistance and was required to
retain a new financial advisor, it would likely take a sigrificant period of time for such a
financial advisor to acquite a similar working knowledge of the business and would make it
gxtremely difficult, if not impossible, to implemont the Restmctﬁring Transaction in the cuttently
“contemplated time frame. Thus, I believe that the continued inv;)]vemellt of Houlihan is

essential to the completion of the Restructuring Transaction,

245, It is also my belief that the quantum and nature of the remuneration provided for in the
Financial Advisor Agreement is fair and reasonable, Specifically, the restructuring fees payable
to Houlihan are only payable if a restructuring {ratsaotion is completed and the quantum of those

fees is dependent on various factors intended to measute the succesa of the restucturing,

XY 13 WEEK CASH FLOW FORECAST

246. As st out in the cash flow forecast attached as Bxhibit "DD", SFC's prinoipal uses of cash
duting the next 13 weeks will consist of the payment of ongoing day-to-day operational
expenses, the costs associated with the ongoing investigation into the MW Report, the cosfs
associated with responding to demands from the OSC, HKSFC and RCMP for information, and

professional fees and disbursements in conneotion with these CCAA proveedings.

247, As at March 29, 2012, SFC had approximately $67.8 millien available cash on hand,
SFC's cash flow forecast projects that, subject to obtaining the relief cutlined herein, it will have

sufficlent cash to fund its projected operating costs for the next 13 weeks,

1339
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XIl. CONCLUSION

248, 1 am confident that granting the Tnitlel Order and Selle Prooess Order songht by SRC {s In
the best interests of SFC and its stakeholders, SFC roquives the stay of proceedings to putsue
- and implement the Restruotuting Treanseotion in an aftempt to comploto 8 going concern
restruotung of its businesses, The Ad Hoo Noteholders support this application and SFC's
pursuit of the Plan in this CCAA proceading,

249, ‘Without the stay oi" proosedings and the opportunity to effect the Restruoturing Transection
(including the Sale Provess), Sino-Forest facen a pogsible -oeaauti;)n of golng onoern operations,
the liquidation of its assets, and the loss of emaployment for a al gni'ficant number of employoees
worldwide. The graating of the requested stay of prooeedings will asstst an orderly restruohuring
of SBC,

SWORN BEFORE M# at the City of Hong
Kong, Speolal Administratlve Reglon,

)
)
People's Republic of China, this 30th day of %
)

Mageh, 2012

W, Judson Martin

LEG Hows Ru Kipars

Bolloltor, Hong Kong BAR

1340



1341

Jueoddy o3 10f sTaime]

91LT-£98-9TH Xed

00Z1-€9891¥ oL

(dLSHSSH DNST) Tiod TegueTof
(tozyemt DNSTD P [ P2Q
(1L6Z1E6# DNST YOAZ WA
(S1tLz#0ONSD L5M™IS M 12qoy

PV XS

OTIEIuQ) ‘opmoIng,

0€1 ¥og "O°'d ‘00¥t S1mg
S0B]{ UEIPEEE]) ISIL] U0
JT1 SANOL LLANNAL

(ZT07Z “0€ YOIRBIA] TIOMG)
NLLYVIA NOSANL “A\ O LIAVAIIXV

QIINIO |, TE PoUaTiio S3Upaasord

(ISTT TVIDITAINOD)
FAOLLSAL JO THN0D YOTIAINS
OTIVING

.oZ SEIImoy .
NOLLVIOJYO0D ISTIOA-ONIS 40 INTFWAINVIIV O ISHAOTJNOD O NV'Id V 40 WALLLVIN
FHL NI ANV TEANANY SV “9£-2 2 S861 DS LoV INAWHONVIIY :SHOIIAILD STINVIWNOD THL 10 JALLVIA IHI NI



1342

APPENDIX C - MEDIATION ORDER

(See Attached)




1343

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

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE MR. ) WEDNESDAY, THE 25"
)
JUSTICE MORAWETZ ) DAY OF JULY, 2012

ORDER
(Mediation)

THIS MOTION, made by FTI Consulling Canada Inc. in its capacity as monitor (the
“Monitor”) of Sino-Forest Corporation (the “Applicant”) for a consent order concerning

mediation and related reliet was heard this day at 330 University Avenue, Toronto, Ontario.

ON READING the Monitor’s Notice of Motion dated July 13, 2012 and the Fifth Report
of the Monitor dated July 13, 2012 (the “Fifth Report™), the Responding Motion Record of the
Applicants and the Responding Motion Record of Poyry Beijing (as defined below), and on
hearing the submissions of counsel for (he Applicant, the Monitor, the ad hoc committee of
Noteholders (the “Ad Hoe Noteholders®), the ad hoc group of purchasers of the Applicant’s
securilies (the “Plaintiffs”) and the other defendants in the Ontario Class Action and the Quebec
Class Action (the “Third Party Defendants™) and those other parties present, no one appearing
for any of the olher parties served with the Monitor’s Motion Record, although duly served as

appears from the atfidavit of service of AJma Cano swom July 13, 2012, filed.
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SERVICE AND INTERPRETATION

1. THIS COURT ORDERS that the time for service of the Notice of Motion and the Motion
Record, including the Fifth Report, is hereby abridged and validated such that this Motion is

properly returnable today and hereby dispenses with further service thereof.

2. THIS COURT ORDERS that capitalized terms used herein and not otherwise defined

shal) have the meaning given to them in the Fifth Report.
MEDIATION

3, THIS COURT ORDERS that the parties eligible 10 participate in the Mediation pursuant
to paragraph 5 of this Order are the Applicant, the Plaintiffs, the Third Party Defendants (which
shall be read to exclude Péyry (Beijing) Consulting Company Limited (“Piyry Beijing™)), the
Monitor, the Ad Hoc Notcholders and any insurers providing coverage in respect of the

Applicant and the Third Parly Defendants (collectively, the “Mediation Parties”) .

4. THIS COURT ORDERS that the subject matter of the Mediation shall be the resolution
of the claims of the Plaintiffs agains! the Applicant and the Third Party Defendants as set out in
the statements of claim in the Ontario Class Action and the Quebec Class Action and any and-all
related claims (the “Subject Claims™), provided that for the purpose of the Mediation, the
Plaintiffs shall not seek contribution from any of the Mediation Parties with respect to amounts
that could have been sought by the Plainliffs from Péyry Beijing had the Plaintiffs not reached a
settlement with Pdyry Beijing (the “Pdyry Settiement”) and provided that the Plaintiffs shall
provide to the Medialion Parlies, within 10 days of the date of this Order or such further time as
this Court may direct, a wrilten summary of evidence proffered by Péyry Beijing pursuant to the
Payry Setilement, which summary shall be ireated in the same manner as matenal in the Data

Room (as dcfined below) pursuant to this Order.

5. THIS COURT ORDERS that, where practicable, lhe Mediation Parties shall participate
in the Mediation in person and with representatives presenl with full authority to settle the
Subject Claims (including any insurer providing coverage), provided that, where not practicable,
the Mediation Parties may padicipate in the Mediation through counsel or other representatives,

subject to those counsel or other represeniatives having access to representatives with full
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authority and undertaking to promptly pursue instructions with respect to any proposed

agreements {hat arise from the Mediation.

6. THIS COURT ORDERS (hat pariies in addition to the Mediation Parties shall only have
standing to participate in the Mediation on consent of the Applicanl and the Monitor, acting

reasonably, or by further Order of this Courl.
DATA ROOM

7. THIS COURT ORDERS that in connection with the Mediation, as soon as praclicahble,
“but in any event no later than August 3, 2012, the Applicant shall provide access to the
Mediation Parlies to he exisling data room maintained by Merrill (the “Data Room"), provided
however that prior to access to the Data Room, all participants (other than the Applicant, the
incuinbent directors of the Applicant and the Monitor) shall have entered into a confidentiality

agreement with the Applicant on terms reasonably acceptable to the Applicant and the Monitor.

8. TH!S COURT ORDERS that any Mediation Parties who enter into a confidentiality
agreement as confemplated by paragraph 7 of this order shall comply with the terms of such

confidentiality agreement.

9. THIS COURT ORDERS that the Applicant, its subsidiaries and affiliates, and their
directors, officers, employees, agents and advisors, shall incur no liability in connection with
causing, effecting or acquiescing in the establishment of the Data Room or disclosure in respect
of such materials and the information contained therein in accordance with this Order. The
materials in the Data Room shall be made available without any representation as 1o the fruth of
their contents or their completeness, and persons relying on those materials shall do so at their
own risk. The disclosure of such materials and the information contained therein in accordance
wilh this Order is not and shall not be public disclosure in any respect. Nothing in this paragraph
affects any rights or causes of action that any person may have in relation to the prior disclosure
of any of the contents of the Data Room, insofar as such rights or causes of action are
independent from and not related to the provision of materjals and information in accordance
with this Order.
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MEDIATION SCHEDULE
10.  THIS COURT ORDER THAT, the schedule for the Mediation shall be as follows:

(a) the Mediation shail be conducted on Seplember 4™ and 5", and if a third day is
required, on September 10"™, 2012 (the “Mediation Dates*);

(b)  additional Mediation dates shall only be added, and any adjournments of any
mediation dates shall only be accepled, with the prior writien consent of all

Mediation Parlies;

{c) the Mediation shall be conducted at a location to be determined by the Mediator

(as defined below); and

(d)  the Applicant, the Plaintiffs and the Third Parly Defendants shall deliver their
respective wrilten position statements to each other and to the other Mediation

Parties on or before August 27, 2012.
APPOINTMENT OF THE MEDIATOR

1. THIS COURT ORDERS that the Honourable Justice Newbould shall be appoiated
mediator (the “Mediator™). '

12, THIS COURT ORDERS that, prior to the commencement of the Mediation, the Mediator
shall have the right to communicate with this Court and the Monitor from time to time as deemed

necessary or advisable by the Mediator in their sole discretion.
TERMINATION OF THE MEDIATION

13.  THIS COURT ORDERS that the Mediation process shall be terminated under any of the

following circmustances:
(a) by declaration by the Mediator that a settlement has been reached;

(b) by declaration by the Mediator that further efforls at mediation are no longer

considered worthwhile;
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(c) for any other reason determined by the Mediator,
(d) mutual agreement by the Mediation Parties; or
(e) further Order of this Court,

provided (hat, the Mediation shall in any event terminate on September 10, 2012, unless

exlended with the prior written consent of ail Mediation Parties.
NO IMPACT ON OTHER PROCEEDINGS

.14, THIS COURT ORDERS that all offers, promises, conduct statements, whether written or
oral, made in the course of the Mediation are inadmissible in any arbitration or court proceeding.
No person shall subpoena or require the Mediator to tesiify, produce records, notes or work
product in any other existing or future proceedings, and no video or audio recording will be
made of the Mediation. Evidence that is otherwise admissible or discoverable shall not be
rendered inadmissible or non-discoverable as a result of its use in the Mediation. In the event
that the Mediation Patties (or any group of them) do reach a settlement, the terms of that
seftlement will be admissible in any court or other proceeding required to enforce it, unless the
Mediation Parties agree otherwise. I[nformation disclosed 1o the Mediator by any Mediation
Parly at a privale caucus during the Mediation shall remain confidential unless such Mediation

Party authorizes disclosure.

I5.  THIS COURT ORDERS that nothing in ¢his Order nor the parlicipation of any pariy in
the Mediation shall provide such party with rights within these proceedings than such party may

otherwise have.

16.  THIS COURT ORDERS that, subjecl lo any applicable stay of proceedings, nothing in
this Order shall prevent the Applicant, the Monilor or any other party of standing from otherwise
pursuing the resolution of claims under the Claims Procedure Order granted by this Court on
May 14, 2012, or any olher matter in these CCAA proceedings, including withoul limitation, the

filing and advancement of the Meetings Order and a Plan.
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CONFIDENTIALITY

17. THIS COURT ORDERS that any mediation briefs or other documents filed by the
Mediation Parties shall be used only in the context of the Mediation and {or no other purpose and
shall be kept confidential by all such parties irrespective of whether such Mediation Parlies sign

a confidentiality agreement.

18. THIS COURT ORDERS thal any mediation briefs or other documents filed by the
Mediation Parlies that conlain information obtained from the Data Room may not be shared with
or otherwise disclosed to any person or entity that has not signed a confidentiality agreement,

“other than the Applicant, the incumbent directors of the Applicant , the Monitor and Mediator.
MISCELLANEOUS

(9. THIS COURT ORDERS that the terms of this Order may only be varied by further Order

of this Court, which may be sought on an ex parte basis on consent of the Mediation Parties.
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APPENDIX D - ORDER (JULY 30, 2012)
(See Attached)




Court File No. CV-12-3667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

THE HONOURABLE MR, ) MONDAY, THE 30th

JUSTICE MORAWETZ ) DAY OF JULY, 2012

sav oﬁ'

N ¥NE MATTER OF THE COMPANIES’ CREDITORS
RANGEMENT ACT, R.S.C. 1985, ¢.C-36, AS AMENDED
m

J\Ib wTHE MATTER OF A PLAN OF COMPROMISE OR
RRANGEMENT OF SINO-FOREST CORPORATION

ORDER

THIS MOTION made by the Ad Hoc Committee of Purchasers of the Applicant’s
Securities (the “Moving Party”), for the production of certain documents in the
possession, control and power of the Applicant, was heard this day, at the courthouse at

330 University Avenue, Toronto, Ontario,

ON READING the Motion Record and factum of the Moving Parly, and on
hearing the submissions of counsel for the Moving Party, Sino-Forest Corporation, the
Monitor, an ad hoc Commiftee of Bondholders, Ernst & Young, BDO, and cerlain
underwriters named as defendants in the Ontario Class Action,

AND ON BEING ADVISED that the Applicant consents to the relief contained
herein and that the Monitor supports the granling of relief contained herein;

1. THIS COURT ORDERS that further service of the Notice of Motion and
Motion Record on any party not already served is hereby dispensed with,
such that this motion is properly returnable today.

1351
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2. THIS COURT ORDERS the Applicant to make the documents listed in
Schedule "A” hereto (the "Documents”}) available to the Moving Party and the
other Mediation Parties (as defined In the order of this court dated July 23,
2012 (the "Mediation Order™), subject to: (i) the provisions of the Mediation
Order applicable to information made available through the electronic data
room referenced in the Mediation Order (the “Data Room"), including without
limitation the requirement for confidentiality agreements; and (ii) any claims of
privilege; and provided, for greater certainty, that the Applicant need not
produce any audit-related documents created after June 2, 2011.

3. THIS COURT ORDERS that the Documents shall be added to the Data
Room by the Applicant as and when they become available, but the Applicant
shall make best efforts to add the Documents to the Data Room by August
16, 2012, and that, in any event, the Applicant shall add the Documents to the
Data Room by no later than August 23, 2012.

4, THIS COURT ORDERS that, promptly following the addition of any
Documents to the Data Room, the Applicant shall notify or shall cause to be
notified, by email, those persons who have executed the Confidentiality
Agreement pursuant to this Court's Mediation Order that such Documents
have been added to the Data Room, but in no event shall the Applicant be

required to provide such notification more than one time per day.

5. THIS COURT ORDERS that, to the extent that the Applicant withholds
production of any Documents on the basis of a claim of privilege, the
Applicant shall produce an itemized list describing each of the documents in
the form of or substantially similar to a Schedule "B" of an affidavit of
documents, with sufficient specificity to establish the Applicant's claim for
privilege, including, without Iimitation, identifying information for each
document, the nature of the privilege being asserled in respect of the
document, and, If litigation privilege is being asserted, reasonable identifying

1882151 2
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information regarding the litigation that gives rise to the privilege (the
“Privilege Log”). The Applicant shall add the Privilege Log to the Data Room
by August 27, 2012, unless the Courl orders otherwise.

6. THIS COURT ORDERS that the Documents specified in clauses 1, 2(s), 3
and 4 of Schedule "A" hereto shall be in the English language.

P
DUNRMBEDAY SN v ke
o 4 GOOK b AT

LE/DANS LF RE1ST AR o

JUL 30 201

PiERITAN: ﬁ

/W:f/
/

1582153.2
WSLegal\059250100807T% $056065v)



1354

Schedule “A"

1. the unconsolidated financial statements of Sino-Forest Corporation and its
subsidiaries prepared prior to June 2, 2011;

2. the foilowing documents relating to Sino-Forest audits, for each of the fiscal years
2006 through 2010, inclusive, for each audited entity:

a) Information request list for each years audit, detailing the documents to be
provided by the company to the auditor;

b) The Year End Communication or Report of the Auditor to the Audit Committee
from BDO or E&Y, including:

i) Audit scope and findings report,

ii) Significant matters discussed with management;

iy Management's analysis and response;

iv) Significant judgments and estimates;

v} Audit risks encountered/identified and audit response; and

vi) Summary of corrected and uncorrected financial statement misstatements;

¢} Communications between the auditors and the company regarding any
disagreements with management;

d) The unadjusted (pre-audit) trial balance;

e) Proposed Adjustments presented by the auditor following each year's audit
(listing adjusting journal entries, analysis and explanations);

f) List of related parties provided to the auditor each year;

g) Correspondence with the auditor concerning related parties and related party
transactions;

h) Accounting policy manuals or documented accounting policies of the company
for each year;

18821353.2
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i) Process and procedurc manuals of the company for each year, particularly
pertaining to the sales cycle and purchase/acquisition cycle;

i} Ledgers and subledgers for the following accounts;
iy Cash;
iy Sales;
i) Timber Inventory; and
iv) Cost of Goods Sold;

k) Sale transaction documents provided to (requested by) the auditors in respect of
timber transactions:

iy Sales order (or purchase order from customer) or Sales contract/agreement;
ii} Invoice; and
iy Proof of collection;

) Purchase transaction documents provided to (requested by) the auditors in
respect of timber transactions:

i) Purchase order (or contract/agreement);
i) Invoice; and
i} Proof of payment;

m) Transaction documents provided to auditor in respect of Sino's “set-off”
agreements on timber transactions; '

n) Correspondence with auditors regarding confirmation of transacltions with
authorized intermediaries and suppliers (or authorization provided to Auditors to
confim directly with the Als and Suppliers);

o) Documentation concerning the auditors’ procedures to independently examine
timber assets, including on-site physical inspection, inventory counts,
examination of transaction documentation, etc.;

1882353.2
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p) Internal worksheets, analyses and calculations supporting the ‘“related party
transactions” disclosure in each year's financial statements (e.g., see Note 23 of
the 2009 financial statements),

q) Any additional information provided to/requested by the auditor regarding related
party transactions;

r) Drafts and correspondence regarding the preparation of the Cash Flow
Statement;

s) A statement of the total fees paid to the Applicant’'s auditors in respect of each of
the 2006-2010 fiscal years; in addition, the Applicant shall make best efforts to
break down such fees by audit-related and non-audit-related work (if any), and if
non-audit related work was performed by the Applicant's auditors in any such
year, a reasonably detailed description of the non-audit-related work performed
by the auditors in such year;

t} Minutes of all meetings in which the auditors and members of management
participated; and

u) BDO and E&Y presentations to the board of directors and management.

3. a summary of the coverage positions of the insurers of the Applicant and its directors
and officers, and an approximation of the remaining insurance coverage; and

4. the claims register as provided by the Monitor .

18821532
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APPENDIX E - EQUITY CLAIMS DECISION

(See Attached)
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Overview

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

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

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

f[41 On the samc day, the Sales Process Order was granted, approving Sales Process
procedures and authorizing and directing SFC, tbe Monitor and Houlihan Lokey to carry out
the Sales Process.

[5] On May 14, 2012, the court issued a Claims Procedure Order, which established June 20,
2012 as the Claims Bar Date

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

[71  Since the outset of the proceedings, SFC has taken the position that it is important for
these proceedings to be completed as soon as possible in ordet to, among other things, (i) cnable
the business operated in tha Peoples Republic of China (“PRC™) to be separated from SFC and
put under new ownership; (i) cnable the restructured busincss to participate in the Q4 salcs
scason in the PRC market; and (iii) maintain the confidence of stakeholders in the PRC
(including local and national governmental bodies, PRC lenders and other stakeholders) that the
business in the PRC can be successfully separated from SFC and operate in the ordinary course
in the near foture.

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

Shareholder Claims Asserted Against SFC
| ()  Ontario

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

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

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

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

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

[14] The thrust of the complaint in the Ontario Class Proceedings is that the class members are
alleged to have purchased securities at “inflated prices during the Class Period” and that absent

_ the alleged misconduct, sales of such securities “would have occurred at prices that reflected the
true vajue” of the securities. It is further alleged that “the price of Sino’s Securities was directly
affected during the Class Pcriod by the issuance of the Impugned Documents™.

(i) Quebec

[15] By action filed in Quebec on hme 9, 2011, Guining Liu commenced an action (the
“Quebec Class Proceedings™) against SFC, certain of its current and former officers and
dircctors, E&Y and Poyry. The Quebec Class Proceedings do not name BDO or the
Underwriters as defendants. The Quebec Class Proceedings also do not specify the quantum of
damagces sought, but rather reference “damages in an amount equal to the Josses that it and the
other members of the proup suffered as a result of purchasing or scquiring securities of Sino at
inflated prices during the Class Period™.
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(16] The complaints in the Quebec Class Proceedings centre on the effect of alleged
misrcpresentations on the share price. The duty allegedly owed to the class members is said to
be based in “law and other provisions of the Securities def”, 1o ensure the prompt dissemination
of truthful, complcte and accurate statements regarding SFC's business and affairs and to correct
any previously-issued materially inaccurate statements.

(iiiy Saskatchewan

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

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

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

The price of Sino’s securitics was dircetly affected during the Class Period by the
issnance of the Impugned Documents. The defendants were aware at all material
times that the effect of Sino’s disclosute documents upon the price of its Sino’s
[sic) securities.

(ivy New York

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

[21] SFC contends that the New York Class Proccedings focus on the effcct of the alleged
wrongful acts upon the trading pricc of SFC's securities.

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

Ontario | Quebec | Saskatchewan | New York

E&YLLP |X X . X

E&Y Global | - ) ; X

BDO X - - -
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Legal Framework

[23] Even before the 2009 amendments to the CCAA dealing with equity claims, courts
recognized that there is a fundamental difference between sharcholder cquity claims as they
relate to an insolvent entity versus creditor claims. Essentially, sharcholders cannot reasonably
expect to maintain a financial interest in an insolvent company where creditor elaims are not
being paid in full. Simply put, shareholders have no economic interest in an insolvent enterprise:
Blue Range Resource Corp. (Re), (2004) 4 W,W.R, 738 (Alta. Q.B.) [Blue Range Resources},
Stelco Inc. (Re), (2006) CanLll 1773 (Ont. 8.C.1.) [Stelco]; Rayal Bank of Canada v, Central
Capital Corp. (1996}, 27 O.R. (3d) 494 (C.A.).

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

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

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

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

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

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

{e) contribution or indemnity in respect of a claim referred to in
any of paragraphs (2) to (d);

“Equity Interest” means

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

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

Pogition of Ernst & Young

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

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

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

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

[31] In its factum, counsel to E&Y acknowledges that during the periods relevant to the Class
Action Proceedings, E&Y was retained as SFC’s auditor and acted as such from 2007 until it
resigned on April 5, 2012.

(32] On June2, 2011, Muddy Waters LLC (“Muddy Waters”) issued a report which purporicd
to reveal fraud at SFC. In the wake of that report, SFC’s share price plummeted and Muddy
Waters profited from its short position.

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

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

[35] Inits factum, counsel to B&Y acknowledges that the centval claim in the class actions is
that SFC made a series of misrepresentations in respect of its timber assets, The claims against
E&Y and thc other third party defendants are that they failed to detect these misrepresentations
and note in particular that E&Y’s audit did not comply with Canadian genecrally accepted
accounting standards. Similar claims are advanced in Quebec and the .S,

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

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

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

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

(39] Counsel submits that E&Y’s claims against Sino-Forest and the SFC subsidiarics are:
(a) creditor claims;

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

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

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

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

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

Position of BDO Limited

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

[43] BDO has a filed 2 proof of claim against Sino-Forest pursuant to the Claims Procedure
Order.
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[44] BDO’s claim against Sino-Forest is primarily for breach of contract.

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

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

Position of the Underwriters

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

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

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

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

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

[51] Counscl submits that, by seeking the equity claims order.at this time, Sino-Forest is
attempting to pre-empt the Claims Procedure Ovder, which already provides a process for the
determination of claims. Until such time as the ¢laims procedure in respect of the Related
Indemnity Claims i3 completed, and those claims are determined pursuant to that process,
counsel contends the subject of the equity claims motion raises a mercly hypathetical question as
the court is being asked to determine the proper interpretation of s. 2 of the CCAA before it has
the benefit of an actual claim in dispute before it. :

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

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

[S4] The Applicant submits that the amendments to the CCAA relating to equity claims
closely parallel existing U.S. law on the subject and that Canadian courts have looked to U.S.
courts for guidance on the issue of equity claims as the subordination of equity claims has long
been codified there: see e.g. Blue Runge Resources, supra, and Nelson Financial, supra.

[S5]1 The Applicant takes the position that based on the plajn language of the CCAA, the
Sharcholder Claims are “equity claims” as defined in 5. 2 as they are claims in respect of a
“monetary loss resulting from the ownership, purchase or sale of an equity interest™.

[56] The Applicant also submits the following:

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

(b) the Class Actions also allege wrongful conduct that affected the trading price
of the shares, in that the alleged misrepresentation “artificially inflated" the
share price; and

(¢) the Class Actions scek damages relating to the trading price of SFC shares
and, as such, allege a “monetary loss™ that resulted from the ownership,
purchase or sale of shares, as defined in 5. 2 of the CCAA.

[57]1 Counse]l further submits that, as the Shareholder Claims are “equity claims™, they are
expressly subordinated to creditor claims and are prohibited from voting .on the plan of
arrangement,

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

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

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

[61] Counsel also submits that guidance on the treatment of underwriter and auditor
indemnification claims can be obtained from the U.S. experience. In the U.S., courts have held
that the indemnification claims of underwriters for liability or defence costs constitute equity
claimg that are subordinated to the claims of general creditors, Counsel submits that insofar as
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the primary source of liability is characterized as an equity claim, so too 1s any claim for
contribution and indemnity based on that equity claim.

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

Position of the Ad Hoc Noteholders

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

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

[65] ‘Counsel further submits that had the legislature intended to qualify the reference to
“contribution or indemnity” in order to exempt the claims of certain parties, it could have donc
s0, but it did not.

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

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

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

(b) the equitable principles and considerations set ont in certain U.S. cases: sec ¢.g. Blue
Range Resources, supra.

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

[(69] Counsel for the Ad Hoc Noteholders also submits that indemnity claims of underwriters
have been treated as equity claims in the United States, pursuant to section 510(b) of the U.S.
Bankmiptey Code This submission is detailed at patapraphs 2025 of their factum which reads
as follows:
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20. The desire to more closely align the Canadian approach to equity claims with
the U.S. approach was among the considerations that gave rise to the cedification
of the treatment of equity claims, Canadian courts have also looked to the U.S.
faw for puidance on the issuc of equity claims where codification of the
subordination of equity claims has been long-standing,

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

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

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

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

§ 510. Subordination

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

§ 502. Allowance of claims or intercsts

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

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

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

136¢

. Pp.012
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and shall be allowed under subsection (a), (b), or {c) of this section, or
disallowed under subsection (d) of this section, the same as if such ¢laim
had become fixed before the date of the filing of the petition.

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

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

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

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

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

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

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

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

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

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

1370
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vis general creditors; Congress also made the decision to subordinate
based on tisk allocation. Consequently, when Congress amended § 510(b)
to add reimbursement and contribution claims, #t was not radically
departing from an equityholder claimant treatment provision, as NatWest
_suggests; it simply added 1o the subordination treatment new classes of
persons and entitles invoived with the securities transactions giving rise to
the rescission and domage claims. The 1984 amendment to § 510(b) is
logical extension of onc of the rationsles for the original scction —
because Congress intended the holders of securities law claims to be
subordinated, why not also subordinate claims of other parties (e.g..
officers and directors and underwriters) who play a role in the purchase
and sale transactions which glve rise to the securities law claims? As 1
view it, in 1984 Congress made a legislative judgment that claims
cmanating from tainted securities law transactions should not have the
same priority as the claims of general creditors of the estate. [emphasis
added]

[.]

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

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

Analysis

Is it Premature to Determine the Issue?

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

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

{73] The Class Action Proceedings preceded the CCAA Proceedings. It has been clear since
the outset of the CCAA Proceedings that this issue — namely, whether the claims of E&Y, BDO
and the Underwriters as against SFC, would be considered “equity claims™ — would have to be
determined.
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[74) 1t has also been clear from the outset of the CCAA Proceedings, that a Sales Process
would be undertaken and the expected proceeds arising from the Sales Process would generate
procecds insufficient to satisfy the claims of creditors,

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

Should the Equity Claims Order be Granted?

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

[77) In my view, the claims advanced in the Shareholder Claims are clearly equity claims.
The Sharcholder Claims underlie the Related Indemnnity Claims.

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

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

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

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

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

[83] Further, on the issuc of whether the claims of E&Y, BDO and the Underwriters fall
within the definition of equity elaims, there are, in my view, two aspects of these claims and it is
necessary to keep them conceptually separate.
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[84] The first and most significant aspect of the claims of E&Y, BDO and the Underwriters
constitutes an “equity claim” within the meaning of the CCAA. Simply put, but for the Class
Action Proceedings, it is inconceivable that claims of this magnitude would have been launched
by E&Y, BDO and the Underwriters as against SFC. The class action plaintiffs have launched
their actions against SFC, the auditors and the Underwriters. In turn, E&Y, BDO and the
Underwriters have launched actions against SFC and its subsidiaries. The claims of the
shareholders are clearly “cquity claims™ and a plain reading of s. 2(1)(e) of the CCAA leads to
the same conclusion with respect to the claims of E&Y, BDO and the Underwriters. To hold
otherwise, would, as stated above, Jead to a result that is inconsistent with the principles of the
CCAA. It would potentially put the shareholders in a position to achieve creditor status through
their claim against E&Y, BDO and the Underwriters even though a direct claim against SFC
would rank as an “equity claim®.

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

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

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

[88] Given that a shareholder claim falls within s, 2(1)}(d), the plain words of subsections (d)
and (e) lead to the conclusions that I have sct out above.

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

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

[91] However, that i3 not to say that the full amount of the claim by the auditors and
Underwriters can be characterized, at this time, as an “equity ¢laim”.

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

[93] It could very well be that each of E&Y, BDO and the Underwriters have expended
significant amounts in defending the claims brought by the class action plaintiffs which, in tum,
could give risc to contractual claims as against SFC, If there is no successful equity claim
brought by the class action plaintiffs, it is arguable that any claim of E&Y, BDO and the
Underwriters may legitimately be characterized as 3 claim for contribution or indemnity but not
necessarily in respeet of an equity claim. If so, there is no principled basis for subordinating this
portion of the c¢latm. At this point in time, the quantification of such a claim cannot be
determined. This must be determined in accordance with the Claims Procedure.

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

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

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

{a) indemnity claims against SFC in respect of Sharcholder Clairos against the
auditors and the Underwriters; and

(b) indemnity claims against SFC in respect of the defence costs of the :;Luditors
and the Underwriters in connection with defending themselves against
Shareholder Claims.

Disposition

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

[97] In addition, an order shall also issue that any indemnification claim against SFC related
to or arising from the Shareholders Claims, including, without limitation, by or on behalf of any
of the other defendants to the procecdings listed in Schedule “A” are “equity claims” under the
CCAA, being claims for contribution or indemnity in respect of a claim that is an equity claim.
However, I feel it is premature to determine whether this order extends to the aspect of the
Related Indemnity Claims that corresponds to the defence costs of the Underwriters and the
auditors in connection with defending themselves against the Shareholder Claims.
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[98] A direction shall also issue that these orders are made without prejudice to SFC’s rights
to apply for a similar order with respect to (i) any claims in the statement of claim that are in
respect of securities other than shares and (ii) any indemnification claims against SFC related
thereto,

S 4
MORAWETZ J.

o

Date: July 27,2012
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SCHEDULE “A” - SHAREHOLDER CLAIMS

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

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

3. Alan Haigh v. Sino-Forest Corporation et al. (Saskatchewan Court of Queen’s Bench,
Court File No. 2288 of 2011)

4. David Leapard et al. v. Allen T.Y. Chan et al, (District court of the Southern District of
New York, Court File No. 650258/2012)

TOTAT. P.019
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APPENDIX F — ORDER (AUGUST 3, 2012)
(See Attached)
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Court File No. CV-12-9667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE MR. ) FRIDAY, THE 27
)
JUSTICE MORAWETZ ) DAY OF JULY, 2012

ORDER

THIS MOTION made by the Applicant, Sino-Forest Comoration ("SFC")
regarding the status of shareholder claims and related indemnity claims was heard this
day, at the courthouse at 330 University Avenue, Toronto, Ontario, '

ON READING the Motion Record of the Applicant, the Responding Motion
Record of Emnst & Young LLP, the Book of Previousiy Filed Materials and Court Orders,
and the Responding Motion Record of BDO Limited and the facta of the parties, and on
hearing the submissions of counsel for the Moving Party, Sino-Forest Corporation, the
Monitor, the Ad Hoc Committee of Noteholders, Emst & Young, BDO, and certain
underwriters named as defendants in the Ontario Class Action:

1. THIS COURT ORDERS that further service of the Notice of Motion and
Motion Record on any party not already served is hereby dispensed with,
such that this motion is properly returnable today.

2, THIS COURT ORDERS that the claims against SFC resulting from the
ownership, purchase or sale of an equity interest in SFC, including, without
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fimitation, the claims by or on behalf of current or former shareholders
asserted in the proceedings listed in Schedule "A", (collectively, the
"Shareholder Claims") are “equity claims" as defined in section 2 of the
Companies' Creditors Arrangement Act (the "CCAA"), being claims in respect
of monetary losses resulting from the ownershi-p, purchase or sale of an
equity interest.

THIS COURT ORDERS that any indemnification claims against SFC related
to or arising from the Shareholder Claims, including, without limitation, by or
on behalf of any of the other defendants to the proceedings listed in Schedule
"A", (the "Related Indemnity Claims"} are "equity claims" under the CCAA,
belng claims for contribution or indemnity in respect of claims that are equity
claims.

THIS COURT ORDERS that nothing in paragraph 3 determines whether this
Order extends to the aspect of any Related Indemnity Claims that
corresponds to defence costs in connection with the defence of any
Shareholder Claims.

THIS COURT ORDERS that the order is without prejudice to SFC's right to
apply for a similar order with respect to (i) any claims that are in respect of
Securities other than shares and (ii) any indemnification claims against SFC
related thereto.

WY ATOHONIO ~



1380
Schedule “A”
. Trustees gf the Labourers' Pension Fund of Central and Eastern Canada et al. v. Sino-
Forest Corporation et al. (Ontatio Superior Court of Justice, Court File No. CV-11-
431153-00CP) .

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

. Allan Haigh v. Sino-Forest Corporation et al. (Saskatchewan Court of Queen's Bench,
Court File No. 2288 of 2011)

. David Leapard et al. v. Allen T.Y. Chan et al. (District Court of the Southern District of
New York, Court File No. 650258/2012) )
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IIRST INTERIM REPORT OF THE
INDEPENDENT COMMITTEE TQ THE

BOARD OF DIRECTORS OF
SINQ- LST CORP 10

Introduction

The Independent Comnmittee (the “IC™) of the Board of Directors (the “Board") of Sino-Forest
Corporation (“SF” or the “Company") was established by the Board on June 2, 2011,
immediately following the release by Muddy Waters, LLC of its “research repott” (the “MW
Report™) regnrding SF, The mandate of the IC, in general terms, 15 to independently examine and
review the serious and wide-ranging allegations made in the MW Report and report back to and,
ifappropriate, make recominendations to the Board,

On June 8§, 2011, the Ontario Securities Commission (the “OSC”) announced it was investigating
matters related to SE. On July 5, 2011, it announced it was conducting a targeted review of
Ontario reporting issuers listed on Canadian stock exchanges and having significant business
operations in emerging markets. The investigation of SF is a high priority file at the OSC., It has
the attention of its new Chairman and a large investigative team hag been assigned to the file,
likely with external advisors,

The IC’s aclivities to date have been focused on both the original task of examining and
reviewing the allegations in the MW Report, interacling with Emst & Young (“E&Y™) and
responding 1o the extensive requests for information fom the OSC investigators. The MW
Report allegations are both general and sweeping and at times specific; with many of'the specific
allegations being quite historic in nature, The purpose of this First Interim Report is to inform the
Board of the nature and scope of the IC’s activities fo date and the planned next steps.!

Indenendent Advisors
In early June 2011, the IC appointed the following independent advisors to assist it:

o Osler, Hoskin & Harcourt LLP (“Osler”) — Canadian Counsel

+ Mallesons Stephen Jaques — Hong Kong Counsel

» Jun He Law Offices — PRC Counsel

¢ PricewaterhouseCoopers LLP (“PwC”) — Forensic Accounting Advisors

Scope of IC’s Reyie

The IC, having regard to the principal allegations in the MW Report relating to the legitimacy of
SP's business, initially focused its independent review on.

VAl dollur numbers herein are in U.S. dollars and subjeot to rounding.

1384




1385

-2

s the ownership structure of forestry assets on the SF balance sheet

s the ownership of trees by SF in Yunnan Province, which is the geographic focus of the
MW Report

¢+ the existence and value of those trees
» the revenue recoguition processes of SF -

» the relationship of SF with its suppliers and customers in its BVI standing timber trading
aclivities, particularly as they affect the items above

In addition, the IC set out to independently determine the facts relevant to. the numerous specific
allegations in the MW Report and to respond to questions and demands for information from the
OSC. The IC process has also involved extensive interaction with E&Y, SF's auditors.

The initial focus of the IC’s review of the MW Report has been on the allegations that affect the
current state of the Company and its recent financial and other disclosure.

A comprehensive work plan was developed by the IC advisors and approved by the IC. This is
an evolving document currently approximately 75 pages in length.

Business Madel and Lepal Regime

To be able to respond to the MW Report and the questions of the OSC, it is essential to have a
clear and detailed understanding of SF’s business model and the Chinese legal regime in which it
operates. The following is an overview summary of the business that the IC is utilizing to guide
and focus its review and examination,

SFs business encompasses several business segments: (i) plantation fibre operations (sometimes
also referred to as the tree plantation business), (i) wood log and wood products trading
operations (both import and domestic) and (iii) manufacturing and other operations.? SF also
owns a majority interest in Greenheart Growp Limited.

The plantation fibre operations use two principal business models, a “purchased plantation”
model and a “planted plantation” model. The “purchased plantation” model operates through two
legal structures: a BVI/AI legal structure and, to a lesser but growing extent, a PRC-incorporated
Wholly Foreign Owned Enterprise (“WFOE”) leal structure, The planted plantations model is
operated exclusively through the WFOE legal structure (although the WFOEs themselves are
typically held indirectly through a BVI holding structure). Management has advised all fresh
cash capital invested mto the PRC siitca 2005 has been invested in WFOE structures,

SP discloses 711,000 hectares of purchased plantations usder management in the PRC al
December 31, 2010, with 466,826 hectares recorded as held by BVIs and 214,182 hectares
recorded as held by WFORs at December 31, 2010. SF discloses 77,700 hectares of planted
plantation under management in the PRC at December 31, 2010.

?  Wenote that segments (i) and (ii) have been grouped under the genecs} description of “Wood Fibre Operations”
in public disclosure.
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The Company recorded $1.401 billion in revenue from its plantation fibre operations in the year
ended December 31, 2010 {out of a total revenue of $1.923 billion), of which $1.326 billion was
generated through its purchased plantation mods! conduected through the BVI/AT legal structure.
The Company recorded $3.122 billion in timber holdings on its balance sheet, as at December
31, 2010, of which Management has advised $2.464 billion was recorded as timber holdings by
BVIs. The plantation fibre operations represented $620 million of Income (as disclosed in the
segment footnote of the 2010 financial statements) in the year ended December 31, 2010, Over
90% of such Income was generated through the BVI/AI legal structure. The total consolidated
Income of SF for 2010 was $576 million, (Income is income (loss) from continuing operations
before interest, other income, exchange losses and changes in fair market value of financial
instruments.)

While significant revenues are derived fromn the wood log and wood products trading business
segment {$454 million in revenue in 2010, with approximately 98% of that being derived from
the imported wood log and products trading portion -of that business), this segment generated
$15.8 million of Income. It is a relatively low profit margin business in comparison to the profit
margins in the plantation fibre operations.

Manufacturing revenue represented $67.3 million in the year ended December 31, 2010 with a
loss of 38,7 million (excluding the Greenheart consolidation).

Thus the core activity of trading in standing timber using the “purchased plantstion” model,
conducted through the BVI/AI legal structure, is a central driver of asset value, revenue and
income for SE,

The purchased plantation mode! involves the purchase of standing timber and sale of standing
timber (priced either as standing timber or as logs) pursvant to standardized agreements of
purchase and sale. When conducted through the BVI/AI legal structure fhe timber purchases are
arranged through suppliers/aggregators, usually but not always under the framework of a master
agreement, The BVI sales are conducted through entities referred to by SF as “aunthorized
intermediaries” (“Als™. The BVI structure does not involve the BVIs concurrently purchasing
land use rights or Jeases with the purchase of standing timber. However, the BVI supply
contracts usnally contain certain rights for a WFOE subsidiary to negotiate such land use/lease
tights (referred to as “plantation land use rights").

The planted plantation mode! involves the planting of seedlings on land for which SF has
plantation land use rights through leases or other similar lega) instruments. Management advises.
that sales from these planted plantation trausactions do not utilize “Als”, but vather involve direct
cash sales to customers.

The BVIs do vot directly sell standing timber to customers; they sell under contract to an AI who
may resell to others. The BV timber sales accounts receivables are settled by the Al making
payments to SF suppliers on behalf of SF. These paymgats enable SF BVIs to acquire further
standing timber from such suppliers. As SF publicly dis;ﬁ)sw no cash flows directly through the
BVIs, the BVI/AI legal structure is accordingly moro cofuplex from an accounting verification
and Jegal structure point of view than the WFOE structure. The BVI held assets have continued
to grow as proceeds have been re-invested to acquire further BVI held assets in the PRC.
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Most of the IC’s time and aftention has been spent on gathering and anmalyzing information
Telating to the plantation fibte operations and in particular the purchased plantation model
opsrated through the BVVAI structure and this work is ongoing.

' Cash

Earlier in the process, as a precautionary measure, the IC requested that PwC confirm SF's cash
balances, PwC did this as of June 13, 2011 for both PRC accounts and “offshore” accounts, A
total of 293 accounts ¢controlled by SF in Hong King were confirmed, representing 100% of the
expected cash position, There are a very significant number of accounts held by SF in the PRC
and the logistics and requirements of in person/in branch verification in that country led the IC to
confirm only a portion of the PRC accounts (28 accounts, representing approximately 81% of the
expected PRC cash position). The IC was satisfied that SF's expected cash position existed as at
the date of the confirmation. PwC’s brief reporting note in this regard is attached as Schedule A.
The Board should be aware that SF only updates the details of its own cash position quarterly, so
the confirmation results must be considered in this conmtext, The IC has instituted certain
additional controls over cash movements in excess of $1 million held in SF Hong Kong bank
accounts in order to provide the IC with some precautionary comfort during the examination
process. The IC expects that the Audit Committee witl report to the Board on sources and uses of
cash during Q2 in the contert of its report of its review of the Q2 financial statements and
management's discussion and apalysis.

Fact Gathering

To date, much of the IC’s work has been, end continues to be, capturing, assembling and
organizing in useable, searchable form, massive amounts of data from the Company’s records
including: '

e corporate particulars for all the SF subsidiaries (approximately 146 entities) and
corporate searches of Als and other third party entities (conducting corporate searches
which in the PRC is a time consuming exercise as among other things minor differences
it symbols can confuse name searches and the results of corporate searches);

e capturing electronic data (accounting data, emails and user files in Word, Excel and PDF)
from the Company servers, backup tapes and user computers and personal devices of
over 120 SF personnel (over 17 terabytes of data);

¢ approximately 452 BVI timber purchase or supply contracts for the last five years;

+ approximately 1,695 timber purchase and lease coutracts for the Company’s Sino-Wood
group of WFOR subsidiaries (the overwhelming majority of these confracts are where
there is just one contract for the purchase of standing timber and lease of the land
underneath that timber);

e 254 timber purchase contracts and 301 lease contracts for the Company’s Sino-Panel
group of WFOE subsidiaries; :
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» gpproximately 1,196 plantation rights certificates for the Sino-Wood group of WFOEs
(including Mandra) have been collected and inventoried (these can cover multiple
properties);

s approximately 383 plantation rights certificates for Simo-Panel WFOEs have been
collected and inventoried (of these, 92 are held in the names of WFOEs and 291 are held
in the naimes of suppliers);

¢ approximately 196 original forestry bureau (“FB") confirmations for BVI timber
purchase transactions, 44 confirmations for WFOE tiinber purchase transactions and 60
confirmations for WFOE land lease transactions have been gathered. (Confirmations can
cover multiple propetties.);

» gpproximately 580 sales contracts for BVI timber sale transactions,

s 1,530 sample sale agreements for a range of activities in the Sino-Wood group of WFOEs
(primarily from wood log sales and manufacturing operations);

s 56 sample sales contracts for a range of activities in the Sinb-Panel group of WFOEs;
o BVI set-off documentation;

» nine master supply agreements for the purchase of standing timber;

¢ identities, corporate particulars and coordinates of Als and suppliers/aggregators;

¢ valuation reports;

s legal advice obtained by SF; and

certain information about the other businesses segments.

The Company has a very complex corpotate subsidiary structure which operationally is
organized into three main legal structure sireams — the group of “operating” BVI companies in
the purchased plantations business; the Sino-Panel group of WFOE companies which the IC
understands holds planted plantations, purchased plantations, epgages in wood log trading
(involves one BVI trading company) and has some manufacturing operations; and the Sino-
Wood WROE group of coinpanies which the IC understands hokds the plantations acquired in the
Mandra transaction, planted plantations, engages in wood log trading and has manufacturing
operations.

The deceniralized structure of the Company, including the absence of & central server in the
PRC, has made the data collection exercise extraordinarily time consyming and difficult, The
decentralized record keeping, the large mumber of offices and the apparent absence of any formal
SF documentation retention protocol has required significant effort to ensure the completeness of
the data received. In addition, the practice of SF personnel storing data on both their SF and
personal computers has required an additional amount of work in processing electronic data.
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Much of the SF and other information is, of course, in Chinese and the IC is entirely reliant on
Mandarin and Cantonese speakers from among the IC advisors for appropriate translations. In
this regard, it should be noted. that minor translation differences can give rise to significant
confusion among entities, especially third parly companies, and there is evidence of such
“confusion in the MW Report and other public reporting.

Management Respouse

Senior Management was initially briefly interviewed and denied the allegations in the MW
Report, .

Management has subsequently provided a preliminary draft response to the MW Repoit which
confirmed in writing their denial of the allegations, and included responses to certain specific
allegations, This has been followed up with limited documentation to support their explanations.
The IC is seeking to independently verify their explanations with Company documentation and
other sources as part of the overall review.

In addition to the fact gathering exercise described above, certain members of Management have
been interviewed in respect of specific areas or issues and they and others will be further
juterviewed to answer questions and ofherwise assist the review team as it conducts its
examination process through the electronic data, FB visiis and Al/supplier interviews.

Revenue Mapping

The OSC requested that the relevant BVI purchase and sale contracts be “mapped” or tied back
to SF’s reported 2010 revenue. PwC and Management completed this project and were able to tie
back all the BVI contracts as requested, together with macro customer level data from the other
businesses, to the Company’s total 2010 revenue, The resulting model is very detailed and can be
used to analyze numerous performance metrics. The revenne mapping documnents were delivered
to the OSC on August 10, 2011 pursuant to the summons refemed to under “Current
Aoctivities/Next Steps - OSC Investigation” below, :

Relationship Mapping

During the course of the IC advisors’ work, as the identities of third parties and individuals
related to them become known, the IC advisors are seeking to identify any documented evidence
of linkages between Management and staff of SF and those third parties. This is an ongoing
process, Information gained from this exercise may impact other aspecls of the examination and
vice versa. It would be premature to report or to draw auy conclusions on this area until the
examination is further advanced.

Directorship searches have been conducted in Hong Kong for key members of SF Management
and certain other persons and to date no conflicts have been found. Additional searches are being
doue on other individuals. Corporate searches have also been initiated on a large number of Als
and entities relating to Als, suppliers/aggregators and associated entities, which list is growing as
results are analyzed, contracts reviewed, name changes identified and electronic information
reviewed. The search process in the PRC is arduous, decentralized and thus considerably more
time consuming than in a North American jurisdiction. As a result, the search and review is
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ongoing. Corporate searches -on all SP’s Hong Kong, PRC and BVI subsidiaries have been
conducted and received, and are being cross checked.

(a)

Current Activities/Next Steps

FB Visits

For the last several weeks the IC advisors, accompanied by Management, have been
conducting visits to various FB offices in Yunnan Province secking confirmations from
the FB officials in such offices as to SF's holdings in their respective jurisdictions, These
confitinations, while not essential to establishing ownership of the timber, would
constitute independent confirmatory evidence of SF's contractual rights. Yunnan was
selected because of the large hecterage disclosed by SF in that province and because it
was the focus of the MW Report on the issue of timber ownership, There is no system of
registration for the holding or trading of standing timber maintained by the FBs visited to
date, The IC’s advisors understand, based on information obtained from the FBs, that
each hias a system for registration of plantation: land use rights which is available when
SF enfers leases or land use agreements as in the case of transactions involving planted
plantations held through WFOEs and certain of the timber supply amangements uging
WFOBs where plantation land use rights are purchased concurrently with the timber
supply,

Because each BVI typically purchases its rights to standing timber through contracts
without concurrently purchasing plantation land use rights, the verification of SF's rights
to such timber under the applicable forestry legal regime is more challenging than in the
case of WFOE holdings involving plantation land use rights.

The ¥B process has been far more time consuming than originally anticipated for a
number of reasons including:

- the confirmations being sought are not a standard official document customarily
issued by an FB; that is, responding to the SF request is not a routine established
process for the FB,

- the FB offices in Yunnan are in remote locations and visiting them involves very
challenging and time consuming travel;

- the high public profile of the matter appears to bave resulted in an initial
reluctance of FB officials to become involved and a high degree of caution as to
providing the cooperation requested;

- from the Company’s perspective there are a very limited numbgr of people with
the relationships necessary to assist with the process of gaining access to FB
officials and obtaining conftrmations from them;
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- time has been last dus to FB office closures in connection with local holidays, -

officials fravelling, etc.; and
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- when FBs are visited, they do not provide confirmations on the day of the visit,
and follow-up visits may be required, if the FB will provide a confirmation,

The IC has also embarked on a secondary process to defermine if it is possible to follow a
contractual chain of title for standing timber purchased by the BVIs through the
suppliers/ageregators. This is expected to be a time consuming process and success will depend
on completeness of Company records and/or supplier cooperation, Further visits to review
plantation rights certificates of the underlying assets at various FBs are also likely required.
Initial searches, at least in the case of the BVI transactions, indicated that SF does not retain
copies of underlying evidence of title or chain of title from suppliers/aggregators, although
review of such documnents is a required part of internal Company purchase protocol.

(b)

(c)

@

Als 0 A ¥ iers) Interyie

It is proposed that & significant proportion of the Company's suppliers/aggregators and
Als will be interviewed by the IC's advisors with a view to understanding the
relationships and verifying the financial transactions between SF with these entities,
including the cosf of the timber held on SF's balance sheet, The OSC has agreed to issue
a summons pursuant {o section 13 of the Securities Act (Ontario) (the “Act”) for the
purposes of compelling production of materials from the IC, including documents and
information related to the third-party Als and suppliers/aggregators. Such compelled
production will give rise to certain confidentiality protections under the Act, In addition,
OSC Staff bas confirmed that, in the event of an eventual hearing, the IC and/ot the
Company could seek to invoke cerfain procedural confidentiality measures with a view to
protecting the idenfities of the Als and suppliers/aggregators. The process has been
initiated and the Company is seeking o make the necessary arrangements,

Valuations

Independent vatiations are contemplated by the work plan if necessary, The extent and
scope of any valuations to be conducted will be determined after the FB process and
Al/supplier/aggregator interviews have been conducted.

Electronic Dal ches

As noted above, a significant volume of electronic data has been secured and processed
from key custodians. To date, approximately six lerabytes of data (of the total 17
terabytes noted above) from 23 high priority custodians resulting in a total of in excess of
approximately 845,000 unique e-majls and user files have been processed into an
electronic review environment to facilitate systematic and orderly review. Numerous
focused searches were initially done as a priority at the tequest of E&Y which resulted in
approximately. 11,000 responsive documents for review. PwC has since turped its
attention to broader additional searches designed to address the specific allegations and
issues in relation to areas of interest to it. The data is voluminous end the review teams
have to date identified in excess of 138,000 documents for review and are curtently
working through them. As the work progresses it can be expected that the scope of the
electronic review will expard to support the work and to follow up on items of interest
identified in the initial review.
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(e)  OSCInvestigation

The IC and the Company have very little insight into the OSC’s investigation. The OSC
has made and continues to make extensive requests for information and requires the IC's
counsel, Osler, to meet with it once a week. It can be expected that the OSC will
subpoena individuals to compelled interviews at which oral evidence will be given under
oath, It is apparent that the OSC will not restrict itself to the specific allegations in the
MW Report. This has been and continues to be a very time consuming process which has
impacted the speed of the IC's examination. On August 10, 2011, at Oslet’s request, the
OSC issued a summons pursuant to which the OSC compelled production of the 2010 SF
revenue mapping spreadsheet prepared by PwC for the IC. As compelled evidence, such
information will emjoy certain confidentiality protections provided under securities
legislation. In addition, OSC Staff has confirmed its understanding that any disclosure of
privileged information by the IC to the OSC (itchuding any “work product” of the IC
arising out of the review process) is not intended to constitute a complete waiver of the
underlying privilege.

(§  Bvidence Briefs

As a subsidiary element of the ovemll work plan, PwC has detailed plans to develop
focused working briefs on eight topics: Al #16; Yuds Wood; (redacted) FB Joint
Venture; Survey Company #1; Als (overall approach angd then a subset of individual and
groups of Als); suppliers; FBs; and BVI transactions (especially in relation to
documentation needed or present in support of transactions). These briefs will serve to
amalgamate the sources of information on these topics which range in their breadth,

E&Y

The IC aud its advisors are working closely with E&Y, keeping them informed of the progress of
the review process and addressing questions of particular interest to them in relation to the scope,
completeness and findings of the review. As noted above, certain searches were conducted in
areas of interest to E&Y and the results provided to it

For its part, E&Y has been helpfl in providing background information to PwC and the other
advisors. Bfforts on the part of the IC and its advisors directed to addressing E&Y questions have
taken considerable effort. While many of the issues raised are ones which the IC was
considering, the relative priorities are not always the same, As with the requests from the OSC,
the IC and its advisors recognize E&Y's legitimate need for information and have worked to
balance the various priorities while keeping B&Y fully advised of the progress of its work.

Findings

While the IC has uot determined that there is sny validity to any of the material allegations in the
MW Report, and there are clear errors in certain specific allegations, it is premature for the IC to
comment on its findings beyond the limited comuments set out above. The review process is
ongoing in respect of most of the matters. Furthermore, the material issues are closely
interrelated and accordingly, until all the major aspects of the review process are complete, any
public statement s to the IC’s findings may be misleading or inaccurate.
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Timing

The IC does not expect to complete its review within the originally announced timeframe of two
to three months. It is difficult to estimate how much longer the IC process will take because
many of the variables (e.g., OSC, FB visits, Al/supplier/aggregator interviews) are not within our
control. Howaever, the IC believes it would be prudent to anuounce that it will be another six to
eight weeks before the IC expeets to be in a position to produce its next interim report to the
Board. The compietion of the entire IC process is very likely to take longer than that time frame
but the IC currently believes it can be concluded prior to the Company's year end.




SCHEDULE A
PRICEWATERHOUSECOOTPERS REPORT MEMORANDUM ON CASH
CONFIRMATIONS
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From: ICAIFASIPWG
To; Dosler.com>@INTL
Ce; ICAIFASIPwC@Ametlcas-CA, IHKICFRIPWC@ASIa,

SF-OslerTaam <SF-OslecToam@osler.com>

Date; 07/2712011 10:25 AM
Subject: Cash confirmation status for your meating with OSC

Attached is the Information raquested on cash status - let me know If there are any questions,

HK Conflrmaticns

$585M confirmed in 293 accounts through 87 confirmations as at June 13, 2611 ($558M excl. 2
offshore PRC confirm}.

Confirmed loans of $47 mlllion,

All confirmations racelved but 2 HK-controlled acceunts In Shanghal were no! confirmed in
accordance with our slandard PRC bank confirmation process. These were offshore accounts and
the banks would not allow them to be confirmed thraugh their anshore procedures. The value of these
2 accounts was $27M,

Expecled balance of $585M in 293 accounts covered by 87 confirmations.

Coverage of 100%.

PRC Confirmatlons

As at June 13, balances confirmed $228M ($227M excluding 1 remote PRC conflrm - see below).
Based on totel $282M balances In all PRC accounts raported by the ollent on June 13, confirmations
covered 81% of the reported balances.

28 accounts ouf of 273 lotal accounts selected for confirmation, 28 confirmations recelved.

1 conflrmation of an agcount in Guangzhou related to a Yunnan subsidiary, Since no company
representative was present, the bank needed additional aulhworizations and the confirmation took more

than 1day. As such, It was not confirmed in front of PwC as per our standard PRC bank confimalion
procedures. Tha value of this sccount was $2M,

Privileged and Conhdential
wei:

Empil: @en.pwe.com
Assistont:
PricewnterhouseCoopers LLP

Royal Trust Tower, TD Centre, Suite 3000, Toronto ON M5K 1GB
ity /fwww,pwe,com/ea
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L EXECUTIVE SUMMARY




1. EXECUTIVE SUMMARY
A. Introduction

The IC was established by the Board on June 2, 2011, immediately following the release by
Muddy Waters of the MW Report regarding SF. The members of the IC are William Ardell
(Chair), James Bowland, and James Hyde, At the invitation of the IC, Mr, Gatry West, an
independent director of SF, attends virtually all IC meetings and participates in its process.
Following the delivery to the Board of the IC's draft of this Second Interim Report on November
3, 2011, Mr. James Bowland resigned as a director and therefore from the IC. The mandate of
the [C, in general terms, is to independently examine and review the serfous and wide-ranging
allegations made in the MW Report and report back to and, if appropriate, make
recommendations fo the Board, To date, the IC has met approximately 48 times,

The IC Advisors® role is to support the IC in its mandate to review the allegations made in the
MW Report and related matters, The IC Advisors have conducted various investigative and
review processes, all at the direction of, and subject to such scope limitations as the IC, in its
judgment, deemed appropriate. (See Part IV.) This Second Interim Report to the Board, while
based on the work of such advisors, is the report of the IC and (other than Schedule IV) not the
report of the IC Advisors.

The IC’s First Interim Report to the Board dated August 10, 2011 outlined the nature and scope
of the IC’s activities (principally data collection) to that date and the planned next steps. The
purpose of this Second Interim Report is fo report to the Board on the activities undertaken by
the IC since mid-August, the outcomes and findings from such activities and further next steps.
The First Interim Report is attached as Schedule LA.

While the MW Report took a scatter gun approach in its allegations, the IC determined to.

address the issues raised in three core areas: (i) timber asset verification; (if) timber asset value;
and (iii) revenue recognition. Overlaying the latter two areas are the issues raised by the MW
allegations relating to related party transactions. The IC also determined to focus on the years
2006 to 2010, Using this framewotik for its review, the IC’s focus since its last report has been
principally on:

) the ownership structure of timber assets on SF’s balance sheet;

o verifying the Company’s holdings of standing timber (“purchased plantations” as
referred to in the 2010 AIF) and plantation land use/lease rights (“planted
plantations” as referred to in the 2010 AIF, though some plantation land use/lease
rights, such as the Mandra holdings, are classified as “purchased plantations” in
the 2010 AIF), held through BVIs and WFOEs and the nature of its interests in
such assets (see Part V below);

. interviewing Suppliers and Als with a view to verifying the existence and nature
of SF’s relationship with such third parties and seeking to obtain financial
particulars about purchase and sale fransactions between such third parties and SF
(see Part VI below); and
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examining and assessing the relationship with Yuda Wood, historically one of the
largest Suppliers of standing timber to SF supplying approximately 21.5% of BVI
timber purchases from 2008 through 2011 (see Section VLA below).

The IC’s work has also included:

examining a number of specific situations which are the subject of MW
allegations or critical newspaper articles (see e.g. Sections [V.B.6, V1B and VI.C
and Part VII below);

engaging with and assisting E&Y in its examination of various issues relevant to
its reports on the Company’s financial statements (see Schedule [V attached);

re5pondiné to questions and requests for documents and information from the
0SC, including enquiries made through the Hong Kong securities authorities, in
connection with its publicly announced investigation (see Part IX below);

meeting with and responding to requests for information from BY and FTI,
conducting interviews of certain members of Management;

inspecting original versions of documents issued to the WFOEs and BVIs on
letterheads with forestry bureau names and featuring Chops (the seal typically
used in place of signatures) that indicate that they had been issued by the
corresponding forestry bureau (the “forestry burean confirmations”), and
attending meetings with forestry bureaus in an attempt to verify the Company’s
holdings of standing timber;

attending interviews of Als and Suppliers, examining SF employee and other
relationships with Als and Suppliers (see Schedule IV attached); and

meeting with and responding to requests for information from the RCMP (see Part
XI).

In addition to the IC review, the MW Report has spawned various actions by public and private
parties, These actions, which have affected the IC’s activities and processes, include:

an OSC investigation of matters related to SF;
a review by E&Y of various matters relating to its 2010 and prior years’ audits;

three class action lawsuits in Ontario (one of which has a companion action in
Quebec) by securities holders against the Company, its officers, E&Y and others;

a threatened derivative claim against E&Y and certain officers and employees of
the Company;
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. extensive newspaper and analyst reporting of the Company, including several in-
depth investigative reports; and

. an enquiry by the RCMP through IMET,

While the IC believes its work is substantially complete, there remain certain further steps which
it intends to undertake as follows:

. review the information and analysis very recently provided by Management
intended to respond to certain issues regarding relationships of the Company with
Als and Suppliers and between Als and Suppliers identified in this Second
Interim Report (see Part VI);

. engage an independent valuator (see Part VIII);

. such other steps as the IC, in its judgement, deems advisable in the discharge of
its mandate; and

. submit its final report and recommendations to the Board,

The IC expects to be able to deliver its final report to the Board prior to the end of 2011.
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B. Overview of Principal Findings

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

Timber Ownership

Based on its review and subject to its comments herein, the IC has confirmed to its satisfaction
that the Company has:

. registered title to approximately 151,000 Ha. of SW and SP planted plantations
and Mandra plantations. This constitutes approximately 17.9% of its timber
holdings by area as at December 31, 2010;' and

. contractua) or other rights to approximately 683,000 Ha. of plantations, being
81.3% of its timber holdings by area as at December 31, 2010 (of these, the
Company holds original Plantation Rights Certificates, issued in the name of the
Supplier, representing approximately 15,000 Ha,, which the IC believes gives the
Company a demonsirable chain of title). See Section IILB.

In connection with such confirmation, the IC has reviewed originals or copies of purchase
contracts (and the corresponding set-off documentation confirming payment, in the case of the
BVI purchased plantations) for the acquisition by the Company of:

. approximately 467,000 Ha. of BVIs purchased plantations;’
. approximately 237,000 Ha. of WFOE purchased plantations;’ and
. approximately 129,000 Ha. of planted plantations®
representing approximately 106%’ of SF’s disclosed timber holdings of 788;700 Ha. as at

December 31, 2010. With respect to these holdings, the IC has verified to its satisfaction that the
Company has registered title:

Timber holdings by area as at December 31, 2010 have been celculated by adding approximately 51,000 Ha, of
planted plantation Jand for which the Company has contracts but has yet to classify as plantations under
management for the purposes of its annual disclosure, to the Company’s-disclosed plantation heldings in China
of 788,700 Ha.

BVI purchased plantations are comprised of standing timber without underlying leases of land use rights.

' The Company classifies this as being comprised of all WFOE (SP) standing timber and all Mandra leased
plantations. Mandra leased plantations are considered to be “purchased” plantations in the Company’s public
disclosure because they were acquired through the 2010 acquisition of Mandra,

*  The Company classifies this as being comprised of all WFOR (SW and SP) leased plantations.

The Company’s explanation for this figure being approximately 106% of its disclosed timber holdings as at
December 31, 2010 is that the IC reviewed leases for approximately 51,000 Ha. of plantation land which were
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. via original Plantation Rights Certificates in the Company s name, {0
approximately 86,000 Ha, of WFOE purchased plantatlons, and approximately
43,000 Ha. of WFOE planted plantations, and

. via copies of Plantation Rights Certificates in the Company’s name, to
approximately 9,000 Ha, of WFOE purchased plantations, and approximately
12,000 Ha, of WFOE planted plantations.

In addition, as at December 31, 2010, the IC has determined that the Company has original or
copies of forestry bureau confirmations relating to the acquisition of:

. approximately 467,000 Ha, of BVIs purchased plantations;
. approximately 89,000 Ha. of WFOE (SP) purchased plantations; and
. approximately 50,000 Ha. of WFOE (SP only) planted plantations.

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

Forestry Bureau Confirmations and Plantation Rights Certificates

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

The IC Advisors reviewed forestry bureau confirmations for virtually all BVIs assets and non-
Mandra WFQOE purchased plantations held as at December 31, 2010. The IC Advisors, in
meetings organized by Management, met with a sample of forestry bureaus with a view to
obtaining verification of the Company’s rights to standing timber in those jurisdictions. The

not included in the disclosed total of planted plantations of 77,700 Ha, as of December 31, 2010, due to a
number of reasons, primarily because these lands had not yet been planted.

Mandra end approximately 2,000 Ha, of standing timber under SP.

' These 43,000 Ha, of WFOE planted plantations are composed approximately of 31,000 Ha. of leases under SW
and approximately 12,000 Ha, of leases under SP.

These 86,000 Ha. of WPCE purchased plantations ate composed of approximately 84,000 Ha. of leases under
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result of such meetings to date have concluded with the forestry bureaus 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 ComFany as to certain
rights, among other things, in respect of 113,058 Ha. as of December 31, 2010. 0

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

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

Book Value of Timber

Based on its review to date, the IC is satisfied that the book value of the BVIs timber assets of
$2.476 billion reflected on its 2010 Financial Statements and of SP WFOE standing timber assets
of $298.6 million reflected in its 2010 Financial Statements reflects the purchase prices for such
assets as set out in the BVIs and WFOR standing timber purchase contracts reviewed by the IC

Advisors. Further, the purchase prices for such BVIs timber assets have been reconciled to the:

Company's financial statements based on set-off documentation relating to such contracts that
were reviewed by the IC, However, these comments are also subject to the conclusions set out
above under “Timber Ownership” on title and other rights to plantation assets.

The IC Advisors reviewed documentation acknowledging the execution of the set-off
arrangements between Suppliers, the Company and Als for the 2006-2010 period. However, the
IC Advisors were unable to review any documentation of Als or Suppliers which independentiy
verified movements of cash in connection with such set-off arrangements between Suppliers, the
Company and the Als used to settle purchase prices paid to Suppliers by Als on behalf of SF. We

¥ Composed of 106,446 Ha. of BVI plantations and 4,731 Ha. of WFOE planted plantations, of which 60,707 Ha.
were confirmed in the Hunan Forestry Bntity #1 Confirmation. This amount is, however, different from the total
60,696 Ha. shown on the confirmation, which appears to arise from an addition error.

®  Composed of 128,309 Ha. of BVI plantations and 4,731 Ha. of WFOE planted plantations, of which 60,707 Ha.
were confirmed in the Hunan Forestry Entity #1 Confirmation. This amount is however different from the total
hectare of 60,696 shown on the confinmation, which appears to arise from an addition error.

1 Composed of 90,905 Ha, of BV plantations and 22,153 Ha. of WFOE planted plantations.
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note also that the independent valuation referred to in Part VIII below has not yet been
completed.

Revenue Reconciliation

As reported in its First Interim Report, the IC has reconciled reported 2010 total revenue to the
sales prices in BVIs timber sales contracts, together with macro customer level data from other
businesses, However, the IC was unable to review any documentation of Als or Suppliers which
independently verified movements of cash in connection with set-off arrangements used to settle
purchase prices paid, or sale proceeds received by, or on behalf of SF.

Relationships

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

emails and answers to E&Y’s questions are being reviewed by the IC and may not

be capable of independent verification.

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

. Accounting_Considerations; To the extent that any of SF’s purchase and sale
transactions are with related parties for accounting purposes, the value of these
transactions as recorded on the books and records of the Company may be
impacted.
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Cash

As reported in the IC's First Interim Report, as a precautionary measure, the IC requested that
PwC confirm SF’s cash balances. PwC did this as of June 13, 2011 for both China accounts and
“offshore” accounts. A total of 293 accounts controlled by SF in Hong Kong were confirmed,
representing 100% of the expected cash position. There are a very significant number of
accounts held by SF in China (in excess -of 260) and the logistics and requirements of in-
person/in-branch verification in that country led the IC to confirm only a portion of the China
accounts (28 accounts, representing approximately 81% of the expected China cash position).
The IC was satisfied that SF’s expected cash position existed as at the date of the confirmation.
The Board should be aware that at the time of the cash confirmation process, SF only updated the
details of its cash position quarterly, so the confirmation results must be considered in that
context. The IC has instituted certain additional controls over cash movements in excess of $1
- million held in SF Hong Kong bank accounts in order to provide the IC with some precautionary
comfort during the examination process. Further, Management has advised that cash balances are
now updated on a more frequent basis, See Part XILI.

BVI Structure

The BVI structure used by SF to purchase and sell standing timber assets could be challenged by
the relevant Chinese authorities as the undertaking of “business activities” within China by
foreign companies, which may only be undertaken by entities established within China with the
requisite approvals. However, there is no clear definition of what constitutes “business activities”
under Chinese law and there are different views among the IC’s Chinese counsel and the
Company’s” Chinese counsel as to whether the purchase and sale of timber in China as
undertaken by the BVIs could be considered to constitute “business activities” within China. In
the event that the relevant Chinese authorities consider the BVIs to be undertaking “business

activities” within China, they may be required to cease such activities and could be subject to

other regulatory action, As regularization of foreign businesses in China is an ongoing process,
the government has in the past tended to allow foreign companies time to restructure their
operations in accordance with regulato:y requirements (the cost of which is uncertain), rather
than enforcing the laws strictly and imposing penalties without notice. See Section I1.B.2,




C. Challenges

Throughout its process, the IC has encountered numerous challenges in its attempts to implement
a robust independent process which would yield reliable results. Among those challenges are the

following:

(2)

®)

Chinese Legal Regime for Forestry:

national laws and policies appear not yet to be implemented at all local
levels;

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

the registration of plantation land use rights, the issue of Plantation Rights
Certificates and the establishment of registries, is incomplete in some
jurisdictions based on the information available to the IC,;

as a result, title to standing timber, when not held in conjunction with a
land use right, cannot be definitively 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 dlhgcnce practice in
China for acquisition of timber holdings,

Obtaining Information from Third Parties: For a variety of reasons, all of them
outside the control of the IC, it is very difficult to obtain information from third

parties in China. These reasons include the following:

many of the third parties from whom the IC wanted information (¢.g., 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 fall
into the hands of Chinese government authorities: many third parties
explained their reluctance to provide requested documentation and
information as being “for tax reasons” but declined to ¢laborate; and

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

Smal] Management Team: The Company has a very small executive management
team and it is stretched by:

) demands from the IC, the OSC and E&Y,

. the placement on administrative leave in late August 2011 of certain
members of Management by the Company, based upon the advice of BJ.
These employees remained available to assist Management upon request
on a supervised basis, which further stretched the remaining management;

. the appointment of a new Chief Executive Officer part way through the IC
process; and

. the fact that Management is dispersed among Canada, Hong Kong and
various parts of China, '

Cultural/Language/Geographic Issues:

* vast majority of operational documents are in Chinese;
. most Asia-based Management employees’ first language is Chinese;
. business practices in China and the SF business model; '
. rely heavily on personal relationships; and
. documentation of contractual arrangements | is not as

comprehensive as would be typical in Western jurisdictions, is
often not done until after the transaction is agreed and is frequently

incomplete;
. geographic and time distances for the North American-based teams;
. SF’s operations in China are widely and remotely geographically

dispersed, a number of plantations are close to sensitive border areas and
some are accessible only by overland vehicle travel; and

. public records in China are more limited than in Western jurisdictions and
are often not complete, accessible, up to date or accurate,

Corporate_Governance/Operational Weaknesses: Management has asserted that

business in China is based upon relationships. The IC and the IC Advisors have

observed this through their efforts to obtain meetings with forestry bureaus,
Suppliers and Als and their other experience in China, The importance of
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relationships appears to have resulted in dependence on a relatively small group
of Management who are integral to maintaining customer relationships,
negotiating and finalizing the purchase and sale of plantation fibre contracts and
the settlement of accounts receivable and accounts payable associated with
plantation fibre contracts. This concentration of authority or lack of segregation of
duties has been previously disclosed by the Company as a control weakness. As a
result and as disclosed in the 2010 MD&A, scnior 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 IC and the IC Advisors: :

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

. incomplete or inadequate record creation and retention practices;
. contracts not maintained in a central location;
. significant volumes of data maintained across multiple locations on

decentralized servers;

. data on some servers in China appearing to have been deleted on
an irregular basis, and there is no back-up system;

J no integratcd accounting system: accounting data is not maintained
on a single, consolidated application, which can require extensive
manual procedures to produce reports; and

. a treasury function that was centralized for certain major financial
accounts, but was not actively involved in the control or
management of numerous local operations bank accounts;

. no intemal audit function although there is evidence the Company has
undertaken and continues to assess its disclosure controls and procedures
and intemal controls over financial reporting using senior Management
and independent contro! consultants;

. SF employees conduct Company affairs from tine to time using personal
devices and non-corporate email addresses which have been observed to
be shared across groups of staff and changed on a periodic and organized
basis; this complicated and delayed the examination of email data by the
iC Advisors; and
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. lack of full cooperationfopenness in the ICs examination from cettain

members of Management.

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

Cooperation and openness of the Company's executives throughout the process:
From the outset, the IC Advisors sought the full cooperation and support of Allen

Chan and the executive management team. Initially, the executive management
team appeared ill-prepared to address the IC’s concemns 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 ef 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 BI) the
Company placed certain members of Management on administrative leave upon
the advice of Company counsel. At the same time the OSC made allegations in
the CTQ of Management misconduct.

Following the implementation of these administrative leaves and the subsequent

appointment of Judson Martin as the new Chief Executive Officer of the company

on August 26, 2011, the cooperation received by the IC Advisors from the
Company improved significantly. As a result of Mr. Martin’s direction, meetings
have been arranged and held with Suppliers, Al's and additional forestry bureaus.
In addition, as noted above, very recently, Management presented information
regarding Als and Suppliers and relationships among the Company and such
parties, The IC is reviewing this material from Management and intends to report
its findings in this regard in its final report to the Board,

Independence of the IC Process: The cooperation and collaboration of the IC with
Management (operating under the direction of the new Chief Executive Officer)
and with Company counsel in completing certain aspects of the IC’s mandate has
been noted by the OSC and by E&Y. Both have questioned the degree of
independence of the IC from Management as a result of this interaction. The IC
has explained the practical impediments to its work in the context of the distinct
business culture (and associated issues of privacy) in the forestry sector in China
in which the Company operates. Coopetation of third parties in Hong Kong and
China, including employees, depends heavily on relationships and trust. As noted
above, the Company’s placing certain members of Management on administrative
leave, as well as the OSC’s allegations in the CTO, further hampered the IC’s
ability to conduct its process. As a result, the work of the IC was frequently done
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with the assistance of, or in reliance on, the new Chief Executive Officer and his
Management team and Company counsel. Given that Mr. Martin was, in effect,
selected by the IC and BJ was appointed in late June 2011, the IC concluded that,
while not-ideal, this was a practical and appropriate way to proceed in the
circumstances. As evidenced by the increased number of scheduled meetings with
forestry bureaus, Suppliers and Als, and, very recently, the delivery to the IC of
information regarding Als and Suppliers and relationships among the Company
and such parties, it is acknowledged that Mr, Martin’s involvement in the process
has been beneficial. It is also acknowledged that in executing his role and
assisting the IC he has had to rely on certain of the members of Management who
had been placed on administrative leave.
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1L BUSINESS MODEL AND CORPORATE STRUCTURE
A. Business Model

The IC's understanding of the Company’s business model remains as described in its First
Interim Report and reference should be made to that for an overall understanding of the business
segments of the Company and their relative importance. The plantation fibre operations and, in
particular, the core activity of purchasing and selling standing timber through the BVIs/Al
structure is the central driver of asset value, revenue and income for SE, BVI entities within the
BVI/AI structure represented as at December 31, 2010 $2.476 billion of book value (466,826
Ha.) and $1.326 billion in revenue, and approximately $622 million of Income for the year then
ended before allocation of corporate overhead,

. The plantation fibre operations use two principal business models, a “purchased plantation™
mode! and a “planted plantation” model and disclose its timber assets in its AIF and other
disclosure documents on that basis. The purchased plantation model operates through two legal
structures: a BVI/AT legal structure and, to a lesser but growing extent, a China incorporated
WFOE legal structure. The planted plantations model is operated exclusively through the WFOE
legal structure (although the WFOEs -themselves are typically held indirectly through a BVIs
holding structure). Management advised that no new cash capital had been deployed by SF into
the BVIs’ standing timber operations since 2004. Recently identified e-mails suggest that
payments may have been made from the WFOE structure into the BVIs structure, e.g., by an
offshore customer of a WFOE to settle amounts due to a BVIs, and by WFOE:s to establish BVIs
Suppliers. Management has not yet provided a full explanation of ali these emails. However,
Management has advised that there have been transactions whereby SF subsidiaries sell imported
logs offshore to a Chinese customer who then owes SF U.S. dollars or IMong Kong dollats. As a
result of pressure to collect receivables and the fact that the customer does not have the required

currency, SF accepts payment in RMB. The RMB is accepted as payment onshore and is used to’

buy trees in the BVI model.

The purchased plantation model involves the purchase of standing timber and sale of standing
timber pursuant to standardized timber purchase agreements and Entrusted Sale Agreements., The
standing timber purchased is generally on land owned by collectives or villages (i.e., not state-
owned land). When conducted through the BVIs/AI legal structure, of which 20 BVIs hold all of
the BVI timber assets, the timber purchases are arranged through Suppliers. The relationship
between such Suppliers and SF has been the focus of much review by the IC. (see Part VI
below.) The BVIs structure does not involve the BVis concurrently purchasing land use rights or
leases with the purchase of standing of timber. However, the BVIs supply contracts typically
contain a right of first refusal for the BVIs to acquire, or nominate an affiliate to acquire the
plantation land use rights after the timber has been harvested. Despite such common contractual
provision, the IC Advisors did not identify any occasions when such rights have been exercised.

The BVIs do not sell standing timber directly to customers; they sell under contract to an entity
referred to as an Al who usually resells to others. The BVIs timber sales accounts receivables are
settled by the Al making payments to Suppliers (directly or indirectly to other parties on their
behalf) on behalf of SF, These payments by way of set-off enable the BVIs to acquire further
standing timber from Suppliers. As SF has publicly disclosed, no cash actually flows directly
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through the BVIs — all BVIs purchases are funded through the sef-off mechanism using accounts
receivable owed to SF, The particulars of the sales process between BVIs and Als is set out in
Section II.B and Section V.C.15.(b), below.

WFOEs ate also engaged in the purchase and sale of standing timber through the SP group of
entities with such activity classified as purchased plantations in the 2010 AIF disclosure. When
conducted through a WFOE, purchases of standing timber are sometimes accompanied by
concutrently obtaining plantation land use rights. The IC understands that WFOE standing
timber transactions do not usvally involve payments by way of set-off but are conducted on a
direct fund transfer basis.

The planted plantation model is conducted by WFOEs through both SP and SW. It involves
obtaining plantation land use rights, sometimes with standing timber but often as bare land
. suitable for planting. Management advises that sales from these planted plantations do not utilize
the Al model but rather generally involve direct fund transfers by the WFOEs to the customer,
some of whom are the same as or related to Als under the BVIs/AT model. The IC understands
that WFOEs, whether selling standing timber or selling logs from either planted plantations or
purchased plantations, both buy and sell on a direct fund transfer basis; with all transactions
settled in RMB,

What has become apparent throughout the examination process, is that important and integral
elements of the business model are the relationships with business partners. Management had not
been forthcoming in clarifying the parties behind the Suppliers and Als or the relationships with
the forestry bureaus that Management stresses are important to the ongoing business, However,
as noted above, very recently, Management presented information regarding Als and Suppliers
and relationships among the Company and such parties. The IC is reviewing this material from
Management and intends to report its findings in this regard in its final report to the Board. The

extent of relationships, as discussed later in this report, are important to both the business model’

and to reporting requirements.
B. BVI Structure

The Company has established 58 companies in the British Virgin Islands, It uses these
companics as both holding companies for subsidiaries in China and to engage in the purchase
and sale of standing timber in China.

During the IC’s review period of the first fiscal quarter of 2006 to the first fiscal quarter of 2011,
a total of 20 BVIs entered into a total of 453 timber purchase contracts for the purchase of
823,153 Ha. of standing timber. The aggregate purchase price was RMB 28.654 billion, Of those
purchases, 466,826 Ha. of standing timber from 310 timber purchase contracts remained in the
Company’s books as at December 31, 2010, with the balance being accounted for by sales
between the first fiscal quarters of 2006 and 2011, and by purchases made in the first fiscal
quatter of 2011,

Of those 20 BVIs, only Suri-Wood Inc. and Sino-Panel (Yunnan) Limited were incorporated
prior to 2009. The temaining 18 BVIs are subsidiaries of Suri-Wood Inc. incorporated in 2009 or
later and have company names not immediately associated with Sino-Forest, such as Brain Force
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Limited., Glory Billion International and Trillion Edge Limited. A table summarising BVI
corporate search results for all BVIs is found at Schedule V.A.1.

The BVI with the most purchases during the review period was Suri-Wood Inc,, which had 131
purchase transactions amounting to a total of 325,697 Ha. and RMB 10.994 billion. However, its
last purchase transaction was in 2008. Over the same period Sino-Panel (Yunnan) Limited had
just two purchase transactions in 2007 amounting to 10,438 Ha., and RMB 670.5 million.
Further, another BVI called Sino-Forest Resources Inc. had purchases prior to but not during the
review period.

The remaining 18 BVIs account for all 320 BVI timber purchase contracts entered into from the
first fiscal quarter of 2009 to the first fiscal quarter of 2011, amounting to 487,018 Ha. and RMB
16.989 billion.

During the IC’s review period, Suri-Wood Inc., Sino-Panel (Yunnan) Limited and Sino-Forest
Resources Inc, had a total of 582 sales transactions amounting to a total of 548,292 Ha. and
RMB 27.465 billion. The BVI with the most sales during this period was Suri-Wood Inc. which
had 509 sales transactions amounting to a total of 492,718 Ha. and RMB 24.099 billion. The 18
BVIs incorporated after 2009 are yet to have sales recorded as at the date of this report,

Despite criticism of'the use of British Virgin Islands holding structures in the MW Report (which
describes them on page 2 as an “unjustifiable black hole”), IC believes that there are proper
commercial reasons for using British Virgin Islands holding structures for investing in China.

1. BVIs as Investment Vehicles

Many foreign investors, including well known multi-national companies, hold their investments

in China in special purpose vehicles established overseas in jurisdictions with a familiar and.

internationally accepted system of corporate governance. By way of example, over 75% of blue
chip companies listed on the Hong Kong Stock Exchange (Hang Seng Index constituent stocks
excluding the Finance Sub-Index) utilise British Virgin Islands holding structures, including for
their investments in China. This reduces the uncertainties of operating under relatively new and
untested Chinese corporate structures, and enables investors to enter into shareholding
arrangements under familiar Western structures, governed by a common law system.

The British Virgin Islands has been a particularly popular jurisdiction in which to establish such
companies, becausc of the fack of corporate income tax, capital duty and stamp duty on profits or
issue or sale of shares. The use of such special purpose companies, one for each investment, also
facilitates raising capital offshore and restructuring such companies without the uncertainties and
delays inherent in the domestic Chinese system which requires a host of government approvals
for even minor changes to a-company ownership ot structure,

2. BVIs as Vehicles to Purchase and Sell Timber

The IC has been advised by its Chinese counsel that there is no express statutory prohibition that
foreign companies such as the BVIs may not purchase, hold and sell assets including standing
timber located in China, Foreign companies may, after obtaining necessary government
approvals and clearances and going through the proper formalities relating to foreign exchange,
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remit foreign exchange into China and pay the purchase prices and repatriate the sale proceeds
outside of China on the basis of proper documentary support, including evidence of payment of
income tax and other taxes such as VAT (which is usually withheld by the domestic payer as
withholding agent).

However, business operations in China conducted by foreign companies without an onshore
presence is generally not allowed. Since 1992, SAIC regulations have required foreign
companies to set up onshore entities within China before carrying out “business activities”
within China. Chinese laws do not have any express definition of what activities carried -out by
foreign companies would constitute “business activities.”

The Company has obtained Chinese legal opinions that state that the purchase of timber in Chma
by certain BVIs and the sale of such timber by those BVIs are not prohibited by Chinese ]aw,

. and that “to the best of [local counsel’s] knowledge after reasonable investigation and inquiry
and as confirmed by the Company, each of the [BVIs listed] has the right to conduct business in
China in the manner as presentlg conducted and as described in the Disclosure Package and the
Final Offering Memorandum®.'* However, Chinese counsel to the IC has advised that, on the
basis of the materials reviewed by it, interviews with Company officers and representatives of
Suppliers, Als and forestry bureaus, as well as its other investigations from June 2011 to the
present, it cannot definitively conclude that the activities of the BVIs are not “business activities”
carried on within China, and it is believed there is a risk that such activities, taken as a whole,
might be considered carrying out “business activities”, which requires a business to be registered
in China. Chinese counsel to the Company and Chinese counsel to the IC met to consider these
issues on November 11, 2011, and concluded that, given the lack of an express definition of
“business activities” undel Chinese law, and the uncertainty of the Chinese legal system, it was
not possible to reach a definitive opinion on this issue.

Under the BVI structure, the BV1s do not sell standing timber directly to customers, they sell to
Als who, the IC are told, usually resell to others. Instead of receiving after-tax payment directly
from the Als, the BVI sales accounts receivables are seftled in RMB by the Als making
payments to Suppliers on behalf of SF, which are usually by way of set-off (and some Als and
Suppliers stated to the IC Advisors during interviews that they sometimes directed the set-offs to
be made to and from other parties), and thus enable the BVIs to acquire further standing timber
from Suppliers without remiiting the sale proceeds offshore and purchase monies back onshore
again. This process avoids Chinese foreign exchange controls which must be complied with in a
normal cross-border sale and purchase transaction, and this could present an obstacle to future
repatriation of sales proceeds, and could have tax implications as well.

The Chinese authorities have demonstrated tolerance towards business activities that may be
regarded as technically non-compliant or arguably non-compliant as business practices are
gradually regularised over time, and tax laws are enforced more strictly year by year. While such
practices by the BVIs and Als have been going on for many years (since the 1990s according to

W See Jingtian & Gongceheng legal opinjons {ssued for the reference of the Company’s auditors in 2007 and 2008,

" Jingtian & Gongcheng legal opinion dated October 21, 2010 in respect of offering of 6.25% Guaranteed Senior

Notes Due 2017.
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Management), the Company has achieved large scale operations only in more recent years,
which may result in more attention from the Chinese authorities. The BVIs are subject to
withholding tax, stamp tax liabilities and VAT or business tax (as the case may be) and the Als
need to specifically record in their financial statements liabilities of those taxes to be paid on
behalf of the BVIs. While Als are responsible for paying tax on behalf of the BVIs according to
the terms of the standard form entrusted sales contracts they enter into with BVIs, the IC has not
been able to verify that any relevant income taxes and VAT have been paid by or on behalf of
the BVIs in China,

The Company discloses potential Chinese tax liabilities as a risk factor in its AIF, and sets out
the methodologies it uses for calculating such liabilities. The Company states that Management
applies significant estimates and judgment to determine the appropriate amount of tax related
liabilities, and contingencies for such liabilities, to be recognized and disclosed in the financial
- statements, The Company recognized a provision of approximately $160 million as at
December 31, 2010 for contingent Chinese tax liabilities.

In the event that this business model is challenged by the relevant Chinese authorities as carrying
on business activities in China by the BVIs, Chinese counsel to the IC has advised that, quite
apart from the tax and foreign exchange compliance issues mentioned above, SF may be required
to cease operations under this business model and could be subjected to administrative fines and
other penalties.

However, as regularization of the practices of foreign businesses in China is an on-going process
(as has happened in various industries since the early 1990s), the government has in the past
tended to allow foreign companies a period to restructure their operations in accordance with
regulatory requirements rather than enforcing the laws strictly and imposing penalties without
notice,

3. WFOEs as Trading Vehicles since 2004

Chinese counsel to the IC has advised that, under Chinese law, the business of purchase and sale
of standing timber could be categorized as a form of trading or commaodity distribution business,
which is an industry in which foreign investment in China has been subject to various restrictions
and has been subject to change over the years.

In 1992, the State Council issued a notice to permit foreign-invested enterprises to be established
in the commodity distribution industry in five trial cities, subject to relevant approval. However,
in that notice, the State Council explicitly prohibited wholly foreign-owned enterprises from
engaging in that industry.

In 2004, MOFCOM issued a notice that lifted both the prohibition on wholly foreign-owned
enterprises from engaging in the commeodity distribution industry and the limitation to cettain
cities. Since then, foreign investors have been permitted to, subject to relevant regulatory
approval, establish trading companies (either as joint ventures or wholly foreign-owned
enterprises) to participate in most areas of the commodity distribution industry, including the
purchase and sale of standing timber, throughout China.
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The Company established its first WFOE to engage in the purchase and sale of standing timber
in 2004 in compliance with such regulatory requirements.

C. Corporate Structure

The Company’s corporate structure is detailed in Schedule I1.C. The organization has multiple
subsidiary companies that have been formed over time to hold the different assets of the
Company. There are, for example, about twenty BVIs holding different parcels of standing
timber in China.

From a legal perspective, the vast majority of the subsidiaries are held through two holding
companies: Sino-Wood and Sino-Panel.

 Sino-Wood

SW holds, through many subsidiaries in the British Virgin Islands, Hong Kong and China, the
Mandra assets, the BVIs’ standing timber assets and a significant portion of non-Mandra WFOE
assets. Management explained that functionally within SW, the domestic WFOE business and
BVI business are operated quite separately.” SW is also responsible for the flooring
manufacturing operations, HOMIX, and the nursery business. SW is engaged in the buying and
setling of imported logs.

In the SW WFOE domestic business (including Mandra), Albert Zhao is responsible for
operations and Chen Hua is responsible for finance.

Sino-Panel

SP holds, through many subsidiaries in the British Virgin Islands and China, a significant portion
of the non-Mandra WFOE assets, Management explained that Albert Ip was responsible for
operations and George Ho was responsible for finance.

SP engages in both the purchased plantation business model and in the planted plantation
business model. It also engages in the buying and selling of imported logs and, to a limited
extent, in the buying and selling of domestic logs. We also understand it has some manufacturing
operations.

For the BVI standing timbet business, Albert Ip is responsible for purchases, Albert Zhao is
responsible for sales, and Alfred Hung is responsible for finance,
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III. LEGAL REGIME
A, Evidence of Ownership of Tree Plantations

The core activity of the Company’s business is the purchase and sale of standing timber using the
“purchased plantation” model, principally through BVls, and to a lesser extent, through WFOEs.
The BVI model is described more fully in Part II above. The BVIs (and sometimes WFOEs)
acquire standing timber pursuant to timber purchase contracts from Suppliers without acquiring
any land use rights, Forestry bureau “confirmation letters” are commonly obtained by the
Supplier from the local forestry bureau at county level or above in respect of such contracts. One
Supplier, in its interview with the IC, noted that SF is its only customer requiring confirmation
letters for standing timber purchases in addition fo a purchase agreement, It appears that issuing
confirmations is not typical practice and that such confirmations have been provided as a
~ “favour” at the request of the Company and its Suppliers. WFOEs acquire standing timber on a
stand-alone basis or in conjunction with land use tights or land leases, When land use rights or
land leases are acquired, Plantation Rights Certificates are often eventually obtained in the name
of the contracting WFOE subsidiary evidencing registered title.

(a)  Forestry Administration - China utilizes a top-down hierarchical system to gevern
its timber resources:

(i) State Forestry Administration - the central level, responsible for national
legislation, policy development, national strategic planning and key
forestry programs;

(i)  provincial departments of forestry - the regional level, responsible for
forest regulation, by-laws and regional policy, short-term forestry and
forest resource planning and organizing key programs;

(iii)  city-level Forestry Bureaus - primarily act as a bridge for county and
provincial level communications; and

(iv) county Forestry Bureaus - the local level, oversees the implementation of
the cenfral or provincial projects, resource management planning and
{and/fforest title management.

This administrative structure is illustrated in the following figure:
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Regulatory Framework - The key legislation regulating the forestry industry in
China is the Forestry Law (effective from January 1, 1985, as amended), and its
Implementation Regulations (effective from January 29, 2000, as amended).
These are supplemented by various provisions, notices and other administrative
rules at the national and provincial level.

The transfer of timber and other plantation rights is permitted by the relevant
legislation, in particular the “Opinions on Comprehensively Promoting the
Reform of the Collectively Owned Plantation Right System” (promulgated by the
State Council of China on July 14, 2008). Such Opinions provide that, among
others, farmers with contractual rights over collectively-owned commercial
plantations may, without change of the plantation usage, and in accordance with
applicable laws and regulations, dispose of such rights relating to plantation
operations and plantation tree ownership rights through sub-contracts, leases,
transfers, mortgages, or as contributions in capital or under cooperative structures.

The Forestry Law and its Implementation Regulations implement a system of
plantation rights registration and issuance of certificates as evidence of such
registration. Pursuant to the Implementation Regulations, all entities must apply to
the forestry bureau of the local government at the county level or above for
plantation rights registration, and such forestry bureau is responsible for issuing
Plantation Rights Certificates,

There are four types of rights associated with plantations in China, being:
(i}  plantation land ownership,

(i)  plantation land use rights,
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(iii)  timber ownership and
(iv)  timber use rights,

all of which are separate rights, Private enterprises cannot hold plantation land
ownership but may hold plantation land use rights for a specified duration (up to
70 years), timber ownership and timber use rights, In certain provinces, foreign
enterprises cannot acquire land use rights. The various rights are separate rights
and can be separately owned by different parties.

Plantation Rights Certificates and Confirmations - A Plantation Rights Certificate
should reflect plantation rights as registered in the registration system and is the
ultimate proof of ownership and sets out the parties that hold each of such rights,
There is a nationally mandated registration system for Plantation Rights
Certificates, though there appear to be some locations where Plantation Rights
Certificates are not issued. In every visit with forestry bureaus conducted by the
IC Advisors, they were told that Plantation Rights Certificates are not issued for
timber ownership alone and that there is no forestry bureau record of the sale and
purchase of standing timber alone. In these circumstances, the Company required
their Suppliers to seek and they typically obtained from local forestry bureaus,
“confirmation letters” (or “approvals”) relating to the standing timber purchase
contracts entered into by its BVIs and some WFOEs. These confirmation letters
are not title documents as there appears to be no official regulatory basis for their
issue. We understand that there is no registration system for such confirmation
letters or approvals,

The forestry bureau confirmations are not a form of official documents
contemplated by the applicable regulatory regime. Rather, we believe, based on.
meetings with certain forestry bureau officials or former officials and with certain
Suppliers, and discussion with Management, that they are documents issued at the
request of either the Company or, more commeonly, its Suppliers as a “favour” and
should not be disclosed outside the Company or relied upon legally. They have
what purports fo be the forestry bureau’s Chop on them. We believe the forestry
bureau confirmations should be viewed as comfort indicating that the relevant
forestry bureaus do not dispute SF’s claims to the standing timber to which they
relate, but which are not documents of title that could be relied upon in event of a
dispute ot in a court of law. However as noted below, a number of the forestry
bureaus have indicated that these have been issued at SF’s request and that the
confirmations are for SF internal use only and may not be shown to third parties.
This could limit the usefulness of these documents in any legal dispute.

In two instances the 1C Advisors have identified that forestry bureau officials
were either concurrently or subsequently employees of, or consultants to, SF, One
forestry bureau indicated that it assigned employees to SF and other companies to
assist in the development of the forestry industry in its jurisdiction.
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Attached as Schedule IILA is a chart prepared by the IC’s independent Chinese counsel setting
out the availability of Plantation Rights Certificates in various provinces in China.

B, Available Legal Opinions

Given the foregoing, the IC’s independent Chinese counsel has advised that the available legal
opinions regarding the Company’s interests in its planted and purchased plantation standing
timber, vary depending on the nature of the interest held, Schedule IILB sets out the form of
opinion which JH has indicated it could provide to the IC. In summary, and subject in each case
to the qualifications and assumptions set out in such form of opinion:

()

(b)

©

()

if the BVI or WFOE has entered into a timber purchase contract to acquire
standing timber, has from the local forestry bureau a written confirmation
letter and does not have a Plantation Rights Certificate registered in its name
or been provided the relevant Plantation Rights Certificate registered in the
name of the Supplier for such standing timber: each such timber purchase
contract entered into by such BVIs or WFOE is valid, effective and legally
binding on the parties thereto subject to the authorization by (a) the de facto
owner with the Plantation Rights Cettificate for such standing timber, if any, or
(b) the ultimate farmer or collective economic organization who has legally
obtained the ownership of the standing timber during the reform of the
collectively-owned plantation rights system, as the case may be. If the de facto
owner or the ultimate farmer or collective economic organization, as the case may
be, refuses to grant the authorization to any contract, the contract will be void and
the Company will have no contractua) rights. However, if the Company has paid
consideration to the Supplier pursuant to the contract, the Company will have a
cause of action against the Supplier for the return of the consideration based on
the legal theory of unjust enrichment;

where the WFOL has entered into a timber purchase contract and a forest
land use rights lease contract and has the relevant Plantation Rights
Certificate registered in its name: the WFOE has legally obtained the use right
of the forest land and the ownership of the standing timber as recorded in the
Plantation Rights Certificate;

where the WFOL has entered into a purchase contract and forest land use
rights lease contract, has a forestry bureau confirmation letter and has not
acquired the relevant Plantation Rights Certificate registered in its name but
has heen provided the relevant Plantation Rights Certificate registered in the
name of the Supplier: the forest land use lease contract and timber purchase
contract are valid, effective and legally binding upon the parties thereto and are
enforceable against the parties thereto; as a result, the WFOE has contractual
rights to the forest land and standing timber as provided in such contracts;

where the WFOE has entered into a timber purchase contract and a forest
land use rights lease confract and has obtained a forestry bureau
confirmation letter but has not obtained relevant Plantation Rights
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Certificate registered in its name or been provided the relevant Plantation
Rights Certificate registered in the name of the Supplier: such timber
purchase contract and forest land use rights lease confract is valid, effective and
legally binding subject to the authorization by (a) the de facto owner with the
relevant Plantation Rights Certificate, if any, or (b)the ultimate farmer or
collective economic organization who has legally obtained the ownership of the
standing timber during the reform of the collectively-owned plantation rights
systems, as the case may be, If the de facto owner or the ultimate farmer or
collective economic organization, as the case may be, refuses to grant the
authorization to any contract, the contract will be void and the Company will have
no contractual rights, However, if the Company has paid consideration to the
Supplier pursuant to the contract, the Company will have a cause of action against
the Supplier for the return of the consideration based on the legal theory of unjust
enrichment; and

(¢)  where the WFOE has entered into a timber purchase contract, has obtained
the forestry bureau confirmation letter and has nof acquired the relevant
Plantation Rights Certificate registered in its name but has been provided
the relevant Plantation Rights Certificate registered in the Supplier’s name:
the timber purchase contract is valid, effective and legally binding upon the
parties thereto and is enforceable against the parties thereto pursuant to the terms
and conditions thereof; as a result, the WFOE has contractual rights to the
standing timber as provided in such contract.

JH’s form of legal opinion also provides that, while a forestry bureau confirmation letter does not
constitute definitive evidence of ownership of the standing timber referred to therein, such letters
may provide certain comfort in respect of the BVIs or WFOE contractual or other rights over
such standing timber, This is because under applicable Chinese law, in the event of any dispute
in respect of the ownership of standing timber, the disputing party shall seek determination of
such ownership from the government, namely the forestry bureau, before they may start
litigation in the court.

We note that in prior years SF has obtained legal opinions from its Chinese counsel regarding its
plantation rights assets and business in China. These opinions were issued in connection with its
annual audit or offshore securities issues. It is not clear to the IC what level of due diligence was
undertaken by Chinese counsel in connection with the issue of such opinion. In the context of the
IC’s review, JH’s due diligence process has been rigorous and has included JH’s visits with
forestry bureaus, review of original contracts, Plantation Rights Certificates and forestry bureau
confirmations, and participation in the investigation undertaken by the IC,

C. SAIC Filings

The SF transaction volumes with a number of Al and Suppliers do not match the revenue
reported by such Suppliers in their SAIC filings. The Als and Suppliers, which are private
entities, make their own filings without input or review by SF, Attached as Schedule IIL.C is a
chart setting out such differences. Both MW and the OSC have focused greatly on this
differential.
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IC Advisors made the following observations to the IC regarding the reliability of SAIC filings:

(@)

()

(©)

(d)

(¢)

Discrepancies between the information set forth in SAIC filings and the filer’s
books and records, as well as the filer’s tax filings, can be expected in China,
There are a number of reasons for this, such as the following:

. SAIC searches are not definitive - filings and searches are not of the same
status as in many Western countries, and should not be relied upon as
being up-to-date and wholly accurate; and )

. the requirements for filing accounts with SAIC branches may be different
from the requirements for statutory tax audits, resulting in different
numbers.

SAIC filings should not be relied upon exclusively. The unreliability of financial
information in such filings is something that one should take into account in
China,

The way in which companies file with the SAIC / MOFCOM / SAFE / Finance
Bureau / Tax Bureau / etc. would not usually be seen as a matter that concerns the
counterparties that deal with such filers in China, with the possible exception of
tax filings in the case of SF, as the Als have an obligation under the Entrusted
Sales Agreements to “pay relevant taxes on behalf of the Company”,

While information in such filings as to legal representations and sharcholders is
generally more accurate it is not uncommon practice in China that one or more
registered shareholders may be a frustee or nominee holder for an underying
‘beneficial holder who is undisclosed.

Legal and practical consequences of inaccurate SAIC filings could range from the
draconian (on a literal interpretation of the legislation in the case of repeated,
egregious breaches) to an expectation not to rely on filings (as a matter of
commeon practice). The national government policy is that filings should be
accurate, but the system of corporate filings / independent audits / imposition of
tax / etc. is still at an early stage in China, and as a matter of practice, legislation
reflecting such policy will only be enforced as and when the regulators choose to
do so.

The conclusion that the IC has drawn from this advice is that information in SAIC filings,
particularly financial filings, is one data point to consider but no conclusions can be drawn from
that information alone, whether it be conclusions of a financial nature, ownership nature or
otherwise based.
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IV. PROCESSTO DATE

The IC Advisors’ reporton the process conducted on behalf of the IC is attached as Schedule IV,
The scope of review and the processes undertaken by the IC Advisors to date were determined
by the IC and have been subject to certain limitations. The IC, in its judgment, considers such
limitations to be appropriate, having regard to the challenges discussed in Section I.C of this
repott, time constraints and cost/benefit considerations.
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Y. ‘TIMBER ASSET VERIFICATION

The principal objective of the asset verification process is to confirm SF’s ownership of or
contractual and other rights to standing timber in China, whether held by BVIs or WFOEs. In
addition, steps were taken to verify the corporate existence of the subsidiary entities within the
Company’s corporate structure.

A central theme of the MW Report is that the Company does not own all the timber assets
recorded on its books and that its reported revenue from timber is overstated. A principal task of
the IC has been to examine the Company’s rights to its timber -assets and the revenue therefrom
as reported in its 2010 Financial Statements. The chart attached as Schedule V sets out an overall
summary of the Company’s timber holdings as at December31, 2010 broken down by
organizational stream within the Company and showing the type of document held by the
. Company as evidence of title or contractual and other rights. Such documents include purchase
contracts, Plantation Rights Certificates and forestry bureau confirmations,

A, Corporate Existence

The Company provided a list of the 149 entities comprising the SF group of companies: 58 BVI
entities, 7 HK entities, 75 China entities, 2 Canadian entities, 1 Barbados entity, and 6 other
entities (See Schedule V.A.) and a Chart showing the organization thereof (see Schedule I1.C).

The existence of the Subsidiary BVIs and the WFOEs indicated on the Chart and the Company’s
ownership thereof has been confirmed as at the date of the searches. As noted below, the
directors and officers of all such subsidiaries, with the exception of one,'® were listed in SF
records as being employees of the Company at the time of the searches. This included Mr. Allen
Chan, who has subsequently resigned from his position. Management and its counsel have
advised that they are undertaking changes to install current Management as directors and officers
of such subsidiaries, The IC has not independently verified this process. Such searches do not
assure that the Company does not own other subsidiaries or interests in other entities.

1. BVIs
To verify the incorporation and existence of the Subsidiary BVIs on the Chart, the IC:

. confirmed that the list provided by the Company included all of the BVIs listed as
material subsidiaries in the 2010 AJF;

* obtained search results (including copies of charter documents) and original certificates
of good standing through BVI counse! for all 58 BVIs listed;

. obtained original certificates of incumbency showing directors, officers and shareholders
for the Subsidiary BVIs listed; and

'*  The authorized person to handle SAIC matiers for Sino-Forest (Heyuan) Co., Lid,, He Qianghua, does not
appear on the list of employees provided by the Company.
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. summarized the search results in respect of each Subsidiary BV! listed, including
verifying that the list accurately reflected the cotporate name and shareholders of such
Subsidiary BVI and that its directors and officers were employees of the Company at the
date of the searches.

A table summarizing the BV1 corporate search results is appended hereto as Schedule V.A.1.
2. WFOEs
To verify the incorporation and existence of the WFOEs on the Chart, the IC Advisors have:

. confirmed that the corporate list provided by the Company included all of the WFOEs
listed as material subsidiaries in the 2010 AIF;

e obtained SAIC search results in China (including up to date basic company information
sheets) for all WFOE:s identified in the list; and

. summarized the search results in respect of each WFOE listed, including verifying that
the list accurately reflected the name and shareholders of such WFOE Subsidiary and
confirming its lawful incorporation, validity of business license and current scope of
business.

A table summarizing the Chinese SAIC search results is appended hereto as Schedule V.A.2.
B. Master Framework Agreements
1 Overview of MFAs

Between September 2006 and the second fiscal quarter of 2011, through both BVIs and WFOEs,
the Company entered into nine long-term MFAs with nine different Counterparties. These
contracts address the supply to the Company of standing timber covering 1,667,667 Ha. in seven
provinces over varying periods of three to fourieen years.

The MW Report questioned the legitimacy of certain of the MFAs. In its response to the MW
Report, Management characterized the MFAs as framework agreements that are similar to a
“Heads of Agreement” commonly used in Western business circles to outline the terms of a
business deal, The MFAs provide the basis for subsequent specific purchase agreements for
standing timber in the specific region.

2. MFA Review Process
The IC:
. reviewed the MW Report and Management’s Response thereto;

. reviewed the Chinese texts and English translations of nine MFAs;
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reviewed certain public disclosure relating to the MFAs, including that set out in the 2010
AIF, 2010 MD&A and press releases issued by the Company concerning the MF As;

reviewed BVI and WFOE purchase contracts provided by the Company for standing
timber held as at December 31, 2010, various BVI and WFOE contract spreadsheets, and
BVI and WFOE asset listings as referred to elsewhere in this report;

engaged in discussions with Management with respect to the business, including MFAs;

performed corporate searches on each MFA Counterparty and potential related parties;
and

interviewed two of the MFA Counterparties (Supplier #3 and Suppller #19) in connection
with its process interviewing certain Suppliers and Als.

Muddy Waters MFA Allegations

The MW Report made a number of allegations with respect to the legitimacy of various
Suppliers to the Company. Pages 16 to 29 of the MW Report focus on certain MFAs and the
Counterparties thgreto, particularly the MFAs with:

Gengma Dai and Wa Tribes Autonomous Region Forestry Co., Ltd. (incorporated March
25, 1995, with registered capital of RMB 3 million, contract on March 23, 2007 for a 10
year term ~ approximately 200,000 Ha.);

Zhanjiang Bohu Wood Co., Ltd. (incorporated on November 2, 2007, with registered
capital of RMB 10 million (versus RMB 1 million disclosed in the MW Report), contract
on December 10, 2007 for a 5 year term - approximately 150,000 Ha.);

Zhangzhou Lu Sheng Forestry Development Co., Ltd. (incorporated November 19, 2007,
with registered capital of RMB 2 million (versus RMB 550,000 disclosed in the MW
Report}, contract on August 11, 2008 for 10 year terms - approximately 200,000 Ha.);
and

Jiangxi Zhonggan Industrial Development Co., Ltd. (incorporated January 28, 2008
{versus January 28, 2009 as disclosed in the MW Report), with registered capital of USD
5 million (as disclosed in the MW Report), contract on June 11, 2009 for a 3 year term -
approximately 150,000-300,000 Ha.).

The thrust of the Muddy Waters allegations is that the Company could not have made purchases
from those Suppliers in the volume stated in those agreements. A number of reasons are put forth
for that allegation which broadly can be summarized as follows:

allegations that the Counterparties are generally newly created and thus cannot be
credible Suppliers of the contracted supply volumes;
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allegations that based on SAIC filings the Counterparties have insufficient capital to
support the contracted supply volumes;

allegations that the Counterparties occupy simple offices or homes indicating that they
are not sophisticated enough to be credible Suppliers of the contracted supply volumes;
and

allegations that the Counterparties® SAIC filings relating to their financial activity do not

reflect SF’s recorded contracted volume of business with such Counterparties; (including
a detailed analysis of the Gengma Dai MFA by reference to Lincang City Forestry
Bureau reports of forestry activity, reports on GDP and foreign investment levels for
Lincang City in addition to SAIC financial filings).

~ There are a number of other specific allegations pertaining to each of the above-noted MFA

Counterparties some of which are addressed in Part V1.

MFA Contract Terms

Each English translation of an MFA is 6-8 pages long. The MFAs are substantially similar
although they have evolved over time to more closely reflect apparent actual practice, Key terms,
and facts are summarized below:

The SF subsidiary entering into an MFA was a BVI in the first 6 MFAs (2006-2008) and
a WFOE subsidiary in the last 3 MFAs (2009-2011), The SF subsidiary may assign all its
rights and obligations under the MFA to another SF subsidiary.

Under each MFA, the SF subsidiary has first right of refusal to purchase very large
volumes of standing timber (measured by mu/Ha. and cubic meters) in a designated area
or region, Plantation land use rights are explicitly excluded from this first right of refusal,

The MFA’s do not contemplate the sale of the large volumes of standing timber through
one transaction. Rather, the SF subsidiary is to exercise its rights by entering into a series
of specific timber purchase agreements with the MFA Counterparty. Given the SF
subsidiary may assign its rights and obligations under the MFA to any other ST
subsidiary, both BV]s and WFOEs may ultimately enter into those specific timber
purchase agreements.

The MFAs stipulate that afier a specific timber purchase agreement has been entered into,
and the subject standing timber has been harvested, the SF subsidiary then has a
preferential option to lease the underlying land.

The MFA recitals state that the Counterparty has received, either directly or indirectly
through an entrusted third party, the full commission of the original owner to enter into
the MFA. Regarding the actual performance of the MFA, the actual contractual
warranties are weaker, stipulating that the Counterparty has acquired or will acquire the
necessary consent and approvals, including those of the original owners either directly or
through a third party designated by it.
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U The Counterparties’ representations and warranties in the MFAs have become stronger
over time, All of the MFAs contain a soft “authority” representation to the effect that the
Counterparty has or will have authority to transfer the assets. In the case of MFAs signed
with WFOEs, this has evolved to a representation that a third party designated by the
Counterparty has or will have authority to transfer. In the case of MFAs signed with
BVIs, the representation is to the effect that the forests assigned are subject to a
Plantation Rights Certificate or other documents that evidence legal ownership, More
recent MFAs include a title representation and .a compliance with law representation and,
in the case of the three most recent MFAs, a representation that the forests were
commercial forest lands not subject to any restrictions on transfer.

Schedule V.B.4.1 sets out a detailed summary of the MFAs terms and Schedule V.B.4.2 provides
an unofficial English translation of the Gengma Dai MFA,

5 MFA and BVI Timber Purchase Contract Pricing

The MFAs set maximum prices at which standing timber is to be purchased by the company SF
subsidiary within areas covered by MFAs. While the MFAs contemplate the purchase of
specified amounts of standing timber measured in mu/Ha. and cubic meters, with an estimated
volume, the maximum contractual prices contemplated in the MFAs (generally in cubic meters)
varying between 260 RMB per cubic metre and 380 RMB per cubic metre, See Schedule V.B.5.

The MFA maximum price per cubic metre of timber does not differentiate between species of
trees. However, the MFAs ideniify the main species of trees that are to be the subject matter of
the specific purchase contracts, All specific BVI timber purchase contracts for timber in that
province or region signed after the relevant MFA, regardless of the identity of the Supplier, are
generally priced almost exactly to the maximum price set out in the MFA for that province or
region,

For example, in March 2007, SF signed an MFA with Gengma Dai setting a cap of RMB 260 per
cubic metre. The IC Advisors found that most subsequent BVI timber purchase contracts for
Yunnan, irrespective of the Supplier, are priced at exactly RMB 260 or to within several RMB of
that, However, two contracts signed in September 2010 for pine and fir, as opposed to broadleaf,
are priced at an average of RMB 510 and three contracts signed in the first fiscal quarter of 201 1
are priced at an average of RMB 310. Some BVI timber purchase contracts signed before the
March 2007 MFA for Yunnan were priced higher than RMB 260, A spot review revealed several
contracts priced at around RMB 370.

Similarly, in December 2006, SF signed an MFA with the Hongjiang City Forestry Technology
Integrated Development Services Company for Hunan timber, capping prices at RMB 260 per
cubic metre. Again, most of the subsequent BVI timber purchase contracts the IC Advisors have
seen for Hunan are priced at exactly that price or to within several RMB except for the five
aforementioned contracts signed in September 2010 and in the first fiscal quarter of 2011.

Further, in December 2007, SF signed an MFA with Bohu Wood which priced timber in
Guangxi at a cap of RMB 380 per cubic metre. All subsequent BVI timber purchase contracts for
Guangxi for all Suppliers were priced either at that price or to within several RMB. In contrast,
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BVI timber purchases signed for Guangxi prior to the signing of the Bohu Wood MFA tended to
have higher prices, sometimes as much as RMB 465 per cubic mefre.

It appears that the MFAs establish a target price at which the subsequent specific BV] timber
purchase. A chart summarising the pricing information for the MFAs from September 2006
onwards is attached as Schedule V.B.5. It is noted that there are some MFAs where the MFA
Counterparty itself did not subsequently enter into any specific BVI timber purchase contracts.
There are also MFAs under which the Company has not disclosed any subsequent purchases.

Very recently, Management provided the IC Advisors with information, which they indicate
pertains to the market pricing of timber in each of the regions that are the subject matter of the
MFAs at the time of entry into each of the MFAs, The IC has not yet reviewed or analyzed this
information,

6. Summary of Findings on MW Allegations Regarding MFA

The MW Report seems to assume that the MFA Counterparties owned the standing timber that is
the subject of the MFAs and that those Counterparties are directly supplying timber under the
MFA itself. This assumption, together with the simplicity of the MFAs and the SAIC
information on incorporation dates and capital, appears to have led MW to conclude that the
contracts must be fraudulent.

In particular the MW Report alleges that the timber purchases under the Gengma Dai MFA were
overstated by $800 million primarily based upon information from Lincang City public records
about direct sales with associated land rights from Gengma Dai as the seller. The allegations
appear to be based on several misconceptions:

. that Lincang City records show all forestry transactions.

. that Gengma Dai was the sole supplier under the Gengma Dai MFA.

* that the supply disclosed by the Company was all purchased in Gengma County.
In respect thereto the IC found as follows: i

(a)  Based on its interviews the IC does not believe trading in standing timber on a
standalone basis is registered with the forestry bureaus. Accordingly, such trading
volumes are not likely included in formal government statistics.

(b)  Management provided a letter from Gengma Dai confirming that it had sold to SF
520,000 mu (approximately 34,670 Ha.) of standing timber and 190,000 mu
(approximately 12,670 Ha.) of plantation land use rights combined with standing
timber. The IC reviewed contracts covering such sales. In addition, Gengma Dai
indicated it had also facilitated sales of some 3,040,000 mu (approximately
202,670 Ha.) of standing timbet by third parties. The [C reviewed contracts for
sales of standing timber in Yunnan that at least equalled the indicated volumes
although those contracts did not reference Gengma Dai or the MFA. Management
explained that the MFA Counterparties did not receive compensation for such
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arrangements. The IC received no other evidence of MFA Counterparties
facilitating supply by other parties,

(¢) MW ignores the fact that the MFA with Gengma Dai is to be fulfilled over as long
as a ten year period. The various forestry and other economic statistics cited by
MW are only for Gengma County and Lincang City whereas the underlying BV]
timber purchase conttacts disclosed by the Company are for plantations in 18
different counties within six different cities in Yunnan (not just Lincang City).
For a table showing purchases of timber assets in Yunnan Province, please refer
to Schedule V.B.6.(c).

The MW Report also indicated that SAIC filings by the MFA Counterparties did not reflect the
values of the contracted supply in the MFA. The general issue of the accuracy of {inancial
_ information in such filings is addressed under Section III.C, However, the point in this context
reflects a misunderstanding by MW of the framework nature of the MFAs, In practice, only a
small portion of the volume stated by the Company to be purchased under MFAs (with the
exception of Supplier #3) has actually been supplied by the MFA Counterparty. As a result, the
MFA Counterparty’s SAIC records, even if accurate, would not be the basis by which to measure
the Company’s activity levels. As set out above, in the case of Gengma Dai, the role of the MFA
Counterparty is explained by Management as also being a facilitator of supply through other
parties. Further detailed analysis of the actual supply provided by MFA Counterparties is set out
in Schedule V.B.6.

The MW Report suggests that the MFA Counterparties are generally newly incorporated entities.

.Four of the entities were incorporated more than two years prior to their entry into the MFAs.
Three of the MFA Counterparties were incorporated within one year of their entry into the
MFAs. The IC believes it is likely that at least some of the Suppliers are specifically
incorporated for the purposes of acting as project companies to supply the Company. The MW
Report also suggests (based on their SAIC filings) most MFA Counterparties have very modest
offices and minimal capital.

Management’s response to these points was as follows:

“For foreign investors looking to invest in standing timber in the PRC, it is
natural, and more likely, a necessity, to deal through local agents in a specific
geographical area who are either a supplier and/or agent for the suppliers, or
both, of standing timber. During the past several years, SF has worked with a
small team of agents knowledgeable in their specialized geographical regions
within the PRC, who work as intermediaries between SE and the local villagers
and collectives, private owners and companies that own the standing timber....

Under a typicdl “timber acquisition contract” used by SF in the acquisition of
standing timber in the PRC, the buyer, a BVI company wholly owned by SF,
will acquire standing timber from the suppliers/suppliers’ agent who either has
expressed authority from the original holder of timber rights to sell or is the
holder of the timber rights....

A good suppliers’ agent does not need to have a large base nor a strong balance
sheet nor a long history, but its key man needs to have extensive and in-depth
local knowledge of the timber resources in the region, to have excellent
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relationship with the villages, their inhabitanis and their respective clders,
familiarity with their local practices and preferences; and a good knowledge and
understanding of local rules and regulations, and the enforcement thereof, as
well as good working connection with local regulators. None of them needs a
posh, western office with high tech gears located in a class A office building at
the centre of a major city (as stipulated by MW). In fact, by necessity, they
should be located close to the villages, with humble and low cost set up for their
offices,

All SP suppliers’ agents are selected on the basis mentioned above and are fully
independent of and unrelated to SF in any way or form.”

Schedule V.B.4.1 identifies the reported registered capital of each of the MFA Counterparties,
where available in SAIC filings.

. For the purposes of the IC’s interviews of certain Suppliers, Management identified the key
personne! at such Suppliers which included two MFA Counterparties. Interviews did not
necessarily take place at the Supplier’s place of business and little documentation was provided.
The IC Advisors have observed that the business sophistication of these individuals and the
apparent scope of the Suppliers’ operations and related operations varied greatly, See Section
V.C.12. The IC was unable to gain insight into the scope of capital necessary to act as a Supplier
or whether the Suppliers are effectively funding their supply to the Company wsing deferred
payments to underlying suppliers and the funds paid to it by the Company itself. The IC’s
analysis of BVI Suppliers activity generally is found at “BVI Suppliers General Observations” in
Section V.C.13 below,

C. BVI Standing Timber Asset Review
1. BVI Asset Review Process

The BVI review pracess involved capturing, assembling and organizing into usable form
massive amounts of documentation and data. :

IC Advisors reviewed:

. 453 standing timber purchase contracts entered into by BVIs for the purchase of standing
timber for the period January 1, 2006 to March 31, 2011, of which 337 were originals and
116 were copies. Of these, the timber acquired through 310 outstanding timber purchase
contracts remained in the Company’s books as at December 31, 2010 (consisting of 304
originals and 6 copies of contracts).

. 579 BVI Entrusted Sale Agreements by which BVIs sold standing timber for the period
from January 1, 2006 to March 31, 2011, of which all were copies, see Section V.C.14,

» Documents:among BVIs, Als or parties related to Als and BVI Suppliers recording set-
off payments between the Al parties and BVI Suppliers on behalf of the BVIs for each
timber purchase transaction, See Section V.C.14 below. '
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209 (196 originals and 13 copies) forestry bureau confirmations. The confirmations are
on letterheads with forestry bureau names and feature Chops that indicate that they had
been issued by the corresponding forestry bureau from 49 different forestry bureaus for
BVI standing timber acquited from the third fiscal quarter of 2008 onward, 181 ariginals
and 13 copies cover timber acquired before 2011 and the remaining cover timber
acquired from January 1,2011 until March 31, 2011.

No originals or copies of Plantation Rights Certificates regarding BVI timber supply
transactions, either in the name of the Company or other parties who previously owned
the standing timber, were available to the IC Advisors. (Forestry bureaus visited
generally advised that Plantation Rights Cettificates are not available for standing timber
only, and in one jurisdiction, are not available at all.)

For the second fiscal quarter of 2011, 10 original BVI timber purchase contracts and sef-
off documents corresponding to each (set-off documents are discussed in Section V.C.15
below). No corresponding forestry bureau confirmations for these transactions werc
available, (Management advised that the Company has developed a new form of forestry
bureau confirmation which it intends to obtain.)

The Company organized data including extensive spreadsheets listing:

Detailed BVI timber assets spreadsheet tracking detailed information from 2006 to the
first fiscal quarter of 2011 on BVI timber acquisitions and dispositions including
information on contract number, buyer, seller, transaction dates and hectares moving;

For the second fiscal guarter of 2011, BVI timber acquisitions and disposals including
information on contract number, buyer, seller, transaction dates, hectares moving and set-
off arrangements;

Detailed BVI timber asset inventory information as of December 31,-2010 showing
detailed flow chart of the asset inventory, a list of plantation timber holding amounts
shown on the Company’s balance sheet in the 2010 Financial Statements;

Detailed BVI timber revenue information across a wide range of data points including
contract tracking numbers, tree type, location, yield, margins by a number of measures,
cost and maintenance costs;

Email reviews, interviews with forestry bureaus, Als/Suppliers and Management and
other reviews as noted in Schedule IV; and

The MW Reéport and the Management MW Response,

The IC observed that the Company possesses extensive and elaborate documentation with
respect to its stated BVI standing timber purchases and standing timber sales.
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2. BVI Standing Timber Purchase Contracts Reviewed

The IC has reviewed 337 original contracts and 116 copies of contracts for the purchase of
standing timber by BVIs for the period of 2006 to the first fiscal quarter of 2011, of which 304
original contracts (452,959 Ha.) and 6 copies of contracts (13,667 Ha.) were for the standing
timber held as at December 31, 2010,

Through timber purchase contracts, the BVIs acquire contractual and other rights from the
Supplier or if the Supplier is properly acting as authorized agent of the underlying owner, then
from such underlying owner, to standing timber purchased by them under such contracts. In the
case of BVI standing timber purchases, the Company does not concurrently lease or obtain
plantation land use rights.

3. Asset Reconciliation and Tie-in to 2010 Financial Statements

Management provided a detailed reconciliation of the contract purchase prices and amount of
hectares shown in the BVI standing timber contracts to the BVI standing timber book value in
the 2010 Financial Statements and the Ha. disclosure in the 2010 AIF. The IC reviewed and
discussed this reconciliation (which was filed with the OSC) at length with Management. It
contained a listing of BVI timber purchase contracts and purchase prices which the IC Advisors
reviewed against the actual confracts, The IC is satisfied that the aggregate purchase prices
shown in the BVI timber purchase contracts that SF indicated it held at December 31, 2010
reconcile to the book value of BVI standing timber assets of $2.476 billion as recorded as part of
the total timber holding shown on the 2010 Financial Statements. The BVI holdings of 466,826
Ha. of standing timber disclosed by the Company as at December 31, 2010 also tied-in to the
hectare amounts contained in the BVI timber purchase oontracts reviewed by the IC.

This is consistent with the Company’s public disclosure reviewed by the IC. Such management
reconciliation also contained consolidated information for WFQOE purchased plantation standing
timber assets and WFOE planted plantation assets at a corporate level.

4. Form of BVI Timber Purchase Contract

The BVI timber purchase contracts are the previously discussed “specific purchase contracts™.
They are signed between the BVI and Counterparties (i.e, Suppliers). Not every BVI timber
purchase contract is signed with a MFA Counterparty. All are written in Chinese and mostly
follow a template format with standard wording, even though they may have varying tifles. An
English translation of an example contract, together with a summary of the terms, is attached as
Schedule V.C 4.

5. BVI Supply Contract Payment Process

The BVI timber purchase contracts do not specify the manner in which Suppliers are paid. The
Company discloses in Note 4 to its 2010 Financial Statements that as a result of the accounts
receivable from the BVI timber purchase contracts being denominated in RMB (which is not
freely remittable out of China and its conversion is restricted), the majority of accounts
receivables arising from sales by BVIs of standing timber are realized by the Company
instructing its Als i.e., customers/debtors, to settle on behalf of the Company the amounts
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payable by it to Suppliers for further standing timber purchases and other liabilities denominated
in RMB. For more discussion of set-off arrangements between BVIs and Al see Section V.C.13.

Management advised that no new cash capital had been deployed by SF into the BVIs’ standing
timber operations since 2004. Rather the proceeds of disposition of BVI standing timber sales
were generally redeployed to purchase further standing timber supply using the BVI/AI model.
The IC email review indicated certain emails suggesting payment of certain BVI Supplier
accounts payable were made by an-offshore subsidiary of a customer and the IC has sought an
explanation thereof from Management. Management’s explanation is set out in Section VL.B.1,
below.

6.  Timber Rights Diligence Process
(a)  Company Surveys

Each BVI timber purchase contract had an accompanying Forest Resource Survey Report
(“Survey. Report”) which provides a general introduction of the county where the forest
resources contemplated by the survey are located. The IC considered such surveys in connection
with the asset verification process. The Survey Report also sets out the general geographic
location of the county (including the longitude/latitude coordinates) and describes its natural
conditions, total plantation land area, forest covering rate, timber resetves, tree types, tree details
such as average height, diameter, density, transport conditions, and social and economic
conditions. The Survey Report generally describes the verification method used and sets out the
verification results of plantation area (mu), total number of compartments and sub-compartments
that compose the plantation, and timber reserves (cubic meters). Although the reference numbers
of compartments are included, no centralized system which connects compartments to the
location of specific plantations is available to the IC and other location data that would be
required to Identify specific locations of the plantations is general in nature.

The Survey Reports for the BVI timber purchase contracts are almost exclusively produced by
one survey company called Survey Co #1. The use of one company has raised concerns by the
OSC. Management has provided an explanation as to its use of the surveys. See Section G of
Schedule 1X.

Management explained that the Survey Report was part of the due diligence process to determine
suitability for acquisition and not a valuation or cash flow analysis. Management indicates in its
diligence process summary that it also conducts an internal investment return analysis. The
technical data, however, set out in the Survey Report were factors in the pricing of the timber.
The most important factor is the volume of timber given that, on the basis of price per cubic
metre of timber, the BVI timber purchase contracts are almost always priced in accordance with
MFA pricing.

Management has explained that it reviews maps that allow them to locate the properties but does
not retain them. The IC has not been able to verify this explanation and notes the Plantation
Rights Certificates in the Company’s possession in respect of WFOE timber fransactions have
detailed location descriptions. The IC Advisors were able to verify that most Mandra and SW
purchase contracts have attached to them either a map or a description of boundaries or both. It is
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not clear to the IC Advisors how the Company would be able to identify the relevant areas of
timber purchased by the BVIs at the time of sale or harvesting.

{(b)  Standing Timber Chain of Title Diligence

The IC initially considered and rejected a process of tracing the Company’s title back through
the chain of supply to the holder of a Plantation Rights Certificate in favour of a forestry bureau
confirmation process. The issue was revisited in light of the delays related to obtaining new
confirmations, information that emerged about the nature of the confirmations and the OSC
request for BVI timber purchase contract attachments.

None of the BVI timber purchase contracts have as attachments either (i) Plantation Rights
Certificates from either the Counterparty or original owner or (ii) villager resolutions, both of
which are contemplated as attachments by the standard form of BVI-timber purchase contract
" employed by the Company. The OSC expressed grave concerns as to such absence and surmised
in its discussions with the IC that such absence is per se evidence of fraud. The IC disagtees with
this proposition and has indicated that to the OSC. While there is little question possession of
such decumentation would provide significant evidentiary comfort that the representations of the
Suppliers in the BVI timber purchase contracts were accurate, the IC believes that their absence
is evidence of Chinese forestty practices, weak internal diligence practices and weak document
retention practices rather than anything else,

The response of Management to the MW Report indicated as part of a comprehensive diligence
review process for timber purchases that the Company reviewed underlying Plantation Rights
Certificates if timber was purchased directly from the plantation right land owner. If the supply
of the timber was through a Supplier who owned the rights, Management indicated the
undetlying contract by which such Supplier purchased the timber and, if available, the Plantation
Rights Certificate of the underlying owner of that property, were reviewed. A complete set of the
steps that Management indicated in its response that it followed is set out in Schedule V.C.6.(b).

Ms. Xu Ni (Head of Legal) relayed from Mr. Ip that the operations department reviewed
Plantation Rights Certificates and village resolutions as part of the Company’s diligence review
process but that copies of such documents were not maintained. The reluctance by Suppliers to
provide the underlying documents was confirmed during the various visits by the IC Advisors.

IC Advisors, in its e-mail review in August found a detailed SP diligence checklist from 2008.
SP is a holding company for many non-Mandra SF WFOE companies that also purchase and sell
standing timber, The diligence checklist stipulates that legal chain of title documentation is fo be
reviewed as part of the purchase of standing timber. Although the timber purchase process is
conceptually the same for a WFOE as a BVI (although payment procedures are different), the
document does not specify that the outlined diligence process is applicable to purchases by the
BVI group. No similarly detailed document specifically addressed BVIs. An accounting flow
diligence checklist for the BVI purchases indicates that Messrs. Chan and Ip were closely
involved in BVI purchase planning and in approving individual purchases at several stages
including selecting the BVI to make such purchases.
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In response to a detailed OSC request, Management provided an updated repott on its diligence
process thai evolved from prior explanations, Management indicated that when buying from a
Supplier who was authorized by the original owner, it did not view Plantation Rights Certificates
and may only view parts but not all of the underlying contract relevant to its purchase. Further,
when buying from a Supplier who purchased from another Supplier, Management indicated that
it relies upon Supplier representations without viewing underlying contracts or Plantation Rights
Certificates. Management indicated that they may randomly check villagers’ authorizations. No
evidence was produced to support the Management explanation,

Management also indicated in its response to the OSC that it had visited certain forestry bureaus
to view the history of the area in which timber is purchased and advised of SF’s intention to
purchase, It is unclear to the IC the extent and nature of the diligence that Management could
have undertaken at forestry bureaus, The IC interviews with forestry bureaus indicate none
_ maintained any records of standing timber-only transfer transactions, although most
acknowledged they had issued Plantation Rights Certificates for land ownership.

In the course of assisting the Company to inspect specific transaction documents in connection
with the 2011 second fiscal quarter report, it became apparent to the [C Advisors that the BVI
timber purchase contracts and BVI timber sale contracts for the 2011 second fiscal quarter were
only documented at quarter end. No forestry bureau confirmations were obtained in the second
fiscal quarter of 2011. (Management advised that the Company has developed a new form of
forestry bureau confirmation, which it intends to obtain.) Forestry bureau confirmations in
respect of the 2011 first fiscal quarter purchases and the related BVI purchase contracts were
provided to the IC Advisors in June 2011 for review.

The IC requested on a number of occasions commencing in late July that Management seek
copies of the attachments to the BVI purchase contracts from the Suppliers. The Company
provided copies of correspondence dated September 20, 2011 in which it made requests for the
information but has advised that none has been forthcoming, In advance of and at each Supplier
interview, - requests for documentation including the attachments to BVI timber purchase
contracts were made but no pertinent documents were produced by any BVI Supplier even
though some BVI Suppliers undertook at various points to provide them.

7. Plantation Rights Certificates Not Generally Available for Standing Timber
- Alone

As noted above, under Chinese national forestry law (see Section III.A), Plantation Rights
Certificates, a document evidencing ownership issued by governments in China (through local
forestry bureaus), should theoretically be available for standing timber.

As noted above, the BVI standing timber contracts contemplate either & Plantation Rights
Certificate or other valid ownership certification being held by the Counterparty or the original
owner of the Counterparty in assisting the BV in registering ownership of timber.,

However, Management indicates that in practice it is not able to obtain Plantation Rights
Certificates for standing timber purchases when no land transfer rights are transferred. Nine
forestry bureaus visited by the IC generally advised that Plantation Rights Certificate’s were not
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available to 'a holder of interests in standing timber only. Very recently, one official at one
forestry bureau suggested that Plantation Rights Certificates may be available for standing timber
alone. However, he advised that the forestry bureau had never issued such a certificate. This
suggestion is also inconsistent with all of the other information received by the IC in respect of
BVI standing timber and the availability of such Plantation Rights Certificates has not been
tested.

While this is not definitive evidence that Plantation Rights Certificates are not available
anywhere in China for standing timber alone, the IC has concluded that proof of ownership of
standing timber through possession by SF of a Plantation Rights Certificate for standing timber
interests alone is not currently available in the jurisdictions in which SF has been conducting
business.

8. Forestry Bureau Confirmations
(a) Existing Confirmations

The IC is satisfied that it is not yet possible to obtain Plantation Rights Certificates for standing
timber alone in most, if not all jurisdictions in which the Company is doing business.

Management indicated that, in the absence of Plantation Rights Certificates, it has sought further
acknowledgements from relevant forestry bureaus in the form of “confirmations” that it has
rights in the timber. The Company has previously obtained legal opinions from the Chinese law
firm of Jingtian & Gongcheng regarding the issuance of such confirmations. According to the
legal opinions, if in a particular locality the work of registering plantatlon rights and issuing the
new format of Plantation Rights Certificates has been delayed, and it is not pessible to obtain the
old form of Plantation Rights Certificates, and the BVI] needs to prove the Iegallty of its
plantation rights to a third party, the BVI may apply to the competent department in charge of
forestry administration at county level or above where the timber is located for the issuance of a
“certification letter or confirmation letter” to prove the lawful rights that the BV1 holds over the
timber, and in such a case, such a certification letter ot confirmation letter may be seen as valid
proof that the BV1 has the right to own the timber. Management has advised that they relied upon
such opinions and also believe that these confirmations provide additional comfort in the event
of any dispute,

The Company provided and the IC reviewed 196 originals and 13 copies of existing
confirmations for the period of 2006 to the first fiscal quarter of 2011 in the possession of the
Company, of which 181 originals (452,958 Ha.) and 6 copies (13,868 Ha.) comprising all of the
466,826 Ha. of the Company’s disclosed BVI standing timber holdings as at December 31, 2010,

The BVI confirmations were in the form prepared by SF outside counsel and all were printed on
lettetheads with forestry bureau names and featured Chops that indicate that they had been issued
by the corresponding forestry bureau. The confirmations reviewed are substantially of the same
standard form, which include the following key terms:

* forestry bureau confirms that it has reviewed the BVI timber purchase contract before
issuing such confirmations;
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. forestry bureau approves the contract arrangement under which timber is transferred to
the BVIs;

] forestry bureau agrees fo issue Plantation Rights Certificates to the BVIs and register its
timber ownership according to the schedule of municipal or city government
implementation for Plantation Rights Certificates; and

. forestry bureaus confirm that subject to applicable laws the BVI is entitled to harvest,
transport and sell the timber once the timber grows to full size,

Attached to each confirmation is a chart setting out the timber stipulated in the corresponding
BVT timber purchase contracts. Because SP WIFFOEs also obtain confirmations for both standing
timber and leases, the wording of SP WFOE confirmations is different.

" Further, it is apparent from documentation found in email searches that the Company, at least in
some instances, prepared the actual forestry bureau confirmations on notional forestry bureau
letterhead on which a forestry bureau Chop was then obtained. Management explained that it
created the notional letterhead copies, as the issue of the confirmation was not a statutory or
mandated action, but rather a favour to assist the activities of the Company. Accordingly, they
had to arrange all the logistics to obtain the confirmation. The IC Advisors did not find any
evidence, through its email searches or otherwise, of the Company having falsified the Chop on
forestry bureau confirmations.

There are indications in emails and in interviews with Suppliers that gifts or cash payments are
made to forestry bureaus and forestry bureau officials. The reasons are not clear although two
Suppliers noted benefits were provided for the issuance of confirmations.

Affirmations of existing confirmations were not initially sought by the IC for the reasons set out
below, Eventually certain affirmations were sought and the results are described under Section
V.C.9 - “Summary Qutcome of Forestry Bureau Visits” below.

(b)  New Form of Forestry Bureau Confirmations sought by the IC

After input from Management, the IC concluded that it would be disruptive to SF’s forestry
bureau relations to reconfirm the existing confirmations. A new form of confirmation with a
more limited scope (i.e. did not address issues such as transportation, harvesting, and sale, as SF
did not have these rights) was agreed upon with Management and sought from forestry bureaus.
It is attached as Schedule V.C.8.(b).

The IC Advisors determined that it was appropriate to initially focus on BVI forestry assets in
Yunnan Province in its asset verification process because Yunnan was the focus of the Muddy
Waters allegations pertaining to the Company’s plantation assets, and the vast majority of the
Company’s book value and net income resides in the BVI standing timber business, Yunnan
Province represented 186,700 Ha. of the Company’s total plantation assets as at December 31,
2010 and 201,673 Ha. as at March 31, 2011, The IC Advisors conducted an analysis to select
forestry burecaus -at which new confirmations would be sought. Management arranged visits at
each of the forestry bureaus, with the exception of Yunnan FB#8 which was originally selected
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by the IC Advisors but not yet visited. This focus was later broadened to include BVI forestry
assets elsewhere and WFOE forestry assets both Mandra WFOEs and non-Mandra WFOEs.

9, Summary Outcome of Forestry Bureau Visits

The IC Advisors attended meetings with ten forestry bureaus or associated bodies between July 7
and November 12, 2011, The process by which meetings were arranged and the scheduling of
those meetings took substantially longer than expected by the IC. Management explained that
these delays were due to local holidays, changes in officials, personal holidays of officials,
official forestry bureau requirement for background survey diligence and the adverse publicity
surrounding SF, and conflicting demands on Management’s time involved in both assisting the
IC and conducting the Company’s business,

The forestry bureaus responsible for Plantation Rights Certificates and from whom the Company
" has confirmations are located in the areas in which the Company assets are located, and visits to
such locations involved significant time and travel, including multiple modes of transportation,
often to somewhat remote locations in southern China.

The IC, on the advice of Management as to the importance of its forestry bureau relationships
and on the advice of the IC Advisors that some form of introduction from the Company was a
necessity, had Management arrange all of the visits and follow-up, The IC had little visibility
into that process. Management attended and participated in all the forestry bureau meetings.
There was sometimes disagreement with Management as to the tenor and findings of the
meetings. The details of the IC process around the forestry bureau meetings Is set out in Part IV.
The status and results of these meetings to date are set out in narrative format below and a table
in Schedule V.C.9.1, Summaries of the meetings with forestry bureau officials at the individual
forestry bureaus are provided in Schedule V.C.9.2 and more complete notes of the interviews are
available to the Board for its confidential review.

New confirmations representing a total of 54,781 Ha. of BVI standing timber were issued by two
forestry bureaus from Yunnan selected by the IC Advisors (Yunnan FB#9 (14,433 Ha.) under
Yunnan FB#6 (40,348 Ha.)). The visit to the Yunnan FB#2 resulted from the advice of the
Yunnan FB#! that it would not be able to issue a confirmation but that underlying county
forestry bureaus may do so.

Two new confirmations representing a total of 75,892.71 Ha. of BVI standing timber were issued
by two organizations related to forestry bureaus selected by Management, These were Hunan
Forestry Entity #1 in Hunan Province (60,696.88 Ha,) and Yunnan Forestry Entity #1 in Yunnan
Province (15,195.83 Ha.). The IC understands that these organizations are sponsored by the
Hunan FB#2 and Yunnan FB#7, respectively.

Each of the four new confirmations varied from the form of confirmation agreed upon by SF’s
in-house counsel and the IC Advisors, Some of the material differences between the old
confirmations and the new confirmations include the following:

. The new confirmations only state that SF BVIs have contractual rights and do not discuss
other ownership characteristics,
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. The Hunan Forestry Entity #1 issued a new confirmation (“Hunan Forestry Entity #1
Confirmation”) corresponding to 60,696.88 Ha.'* which states that standing timber
transactions comply with national and provincial laws, regulations and policies and such
contracts are lawful and effective, -

. The three Yunnan confirmations confirm the contract and Ha. information set out in the
table of plantation rights as well as confirm that the BVI standing timber purchase
contracts are lawful and effective.

There were indeterminate outcomes from several forestry bureau visits as follows:

J One forestiy bureau in Yunnan Province (Yunnan FB#4) agreed to issue a new

" confirmation during the IC Advisors’® visit subject to its completion of certain due

diligence exercises, which it indicated would take approximately one month to complete

from July 22, 2011. As of the date of this report, the new confirmation has not been
received,

. Two forestry bureaus in Yunnan Province Yunnan FB#3 and Yunnan FB#5) declined to
issue new confirmations relating to a total area of 95,550 Ha., as at December 31, 2010 or
121,062 Ha. as at March 31, 2011, referring the IC to. the county level forestry bureau

- within that area. Management later advised that the forestry bureaus were willing to issue
the confirmations after conducting some due diligence, As of the date of this report, new
confirmations from these two forestry bureaus have not been received, In the case of the
Yunnan FB#5, Management arranged for the issuance of the confirmation in relation to
Yunnan Forestry Entity #1 as noted above.

Existing confirmations representing a total of 90,905 Ha. of BVI standing timber were
acknowledged by two forestry bureaus as having been issued by that forestry bureau, The
reconfirmation process was subject to certain caveats noted below, including that Management
selected the forestry bureaus at which reconfirmations were sought. A brief description of the
two visits follows below:

. One forestry bureau in Hunan Province (Hunan FB#1) affirmed the issuance of certain
samples of confirmations prior to the MW Report corresponding to BVI plantations with
a total area of 13,845 Ha. as at December 31, 2010, At the forestry bureau meeting, the
party to whom Management introduced the IC Advisors affirmed the authenticity of the
confirmation. Subsequent to the meeting, the IC Advisors determined that the person was
a recently retired former vice-chief who had been briefly on the SF payroll after the
announcement of his retirement, receiving a monthly consulting fee. Management
provided evidence of the arrangement and of termination of empioyment.

. One forestry bureau in Guangxi Province (Guangxi FB#1) affirmed the issuance of
certain confirmations corresponding to BVI plantations with a total area of 77,060 Ha, as
at December 31, 2010. A single official attended the meeting.

" The heclarage of 60,696.88 Ha. differs from the total shown on the Hunan Forestry Entity #1 Confirmation,
which shows 60,707 Ha, The difference appeats to arise from an arithmetic eror.
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The new confirmations and acknowledged existing confirmations also cover certain WFQOE
standing timber assets and these are detailed under Section V.3.(d). Other information obtained
from forestry bureaus:

The level of transparency as to the nature of the diligence undertaken in issuing new
confirmations or examining and reconfirming existing confirmations did vary, ranging
from confirmation of an extensive review of underlying documentation (including
confirmation of discussion of the underlying Suppliers and the review of such Suppliers’
rights, including underlying Plantation Rights Certificates in the names of Suppliers) to
no indication as to the methodology by which (or if) diligence was undertaken prior to
the issuance of a confirmation,

The interviews indicate that forestry bureaus have varying levels of completion in
different Provinces with respect to the issuance of Plantation Rights Certificates to village
collectives and other parties residing in the relevant area, All forestry bureaus visited by
the IC Advisots in Yunnan Province and one in Hunan Province claimed to have issued
Plantation Rights Certificates in respect of all plantations under their jurisdiction. In the
case of the only forestry bureau visited in Guangxi, the IC Advisors were feld that not
many Plantation Rights Certificates (less than 3% in terms of plantation area) had been
issued by it. The IC inquired about the ability to review Plantation Rights Certificate
registries that are ostensibly available to the public. In some instances, it was indicated
that no Plantation Rights Certificate registry exists, At other times, it was indicated that
the Plantation Rights Certificate registry existed, but could not be reviewed or was kept at
the county level rather than the city level. A variety of other reasons were provided as to
why the Plantation Rights Certificate registry could not be seen at the time of the visit.

All of the forestry bureaus acknowledge the activity of SF in their jurisdiction, A number

expressly indicated that foreign offshore companies were not entitled to obtain Plantation-

Rights Certificates; but most expressly acknowledge that a foreign company was able to
buy timber and sell timber. -

It was also clear that the forestry bureaus were of the view that the only means to
establish legal rights with respect to the sale of standing timber alone was through
confract,

A number of the forestry bureaus indicated they had active relationships with SF and
were aware of its activities as a buyer. In two instances the forestry bureau confirmed that
SF was the largest owner of plantation forest areas within their jurisdiction.

During the Hunan FB#2 visit, the party with whom the IC Advisors met advised that a
specific vice-chief of the forestry bureau had been assigned to work closely with SF and
that whilst he still drew a basic salary from the forestry bureau he also acted as a
consultant to SF to assist SF in conducting its business. The IC Advisors were told that
this arrangement had been in place for several years and a similar arrangement was in
place between another forestry company and the forestry bureau at the direction of the
local government. IC Advisors have confirmed that according to the Company’s records
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the vice-chief has appeared on the payroll since January 2007 with a monthly payment of
RMB 15,000 which is likely to be significant compared with his forestry bureau salary.

. The IC Advisors were informed by one of the forestry bureaus (Yunnan FB#2) that the
harvest of plantations belonging to SF in that county is very difficult, if not impossible, to
be approved since the forest of that county is located in the “Natural Forest Preservation
Zone”. The forestry bureau also indicated that there could be a few exceptions, namely
the “Middle or Lower Outpui Forest Replanting Scheme”, It is not apparent whether
standing timber purchased by SF qualified as “Middle or Lower Output Forest”.

10.  Introduction to Supplier and Al Interviews

The 1C Advisors have afiended meetings with Suppliers and Als between September 22, 2011
and October 25, 2011, The 1C concluded that the only means by which Supplier and Al
~ interviews could be arranged was through Management. Much delay was encountered in
arranging such meetings; in part, Management advised, due to concerns about confidentiality and
in part due to the notoriety of the matter, particularly after the OSC announced the CTO, Certain
limited assurances were eventually provided by the OSC. All such meetings were also attended
by Management with the concurrence of the IC, Apart from an initial meeting with Supplier #1
at the request of Management and the concurrence of the IC, the interviews were led by the
Company’s counsel, BI,

The pufpose of these meetings was to obtain information relevant to certain allegations made by
Muddy Waters - specifically ownership of timber, the genuineness of the BVI purchase and sale
transactions and allegations of related party relationships.

The IC Advisors established and provided an interview protocol, a detailed sample of
iransactions and a list of specific documents to SF which the IC Advisors understand were
provided to Suppliers/Als in advance of the meetings.

The IC Advisors created a detailed set of questions to be asked by BJ at these méctings. The IC
Advisors were provided with additional questions from the OSC to be asked by BJ at these
interviews. The IC Advisors posed some additional questions at the meeting.

The interviewees declined to show any evidence of financial transactions, notwithstanding the
request provided to them. The reasons given for not producing financial documents included
avoiding scrutiny regarding tax, media exposure, and that SF should have copies of certain of the
same documents.

The limited sample documents provided by certain of the interviewees such as Plantation Rights
Certificates and villager’s resolutions were not the documents requested in the interview protocol
and could not be tied back to the sample transactions,

Many of the responses of the interviewees were similar ~ for example, no financial records were
given, no copies of documents presented could be taken and the interviewees were not prepared
to discuss any aspect of any other companies that deal with SF that they control or that appear to
be in the same corporate group or any transactions with other parties, including any other
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Suppliers and Als. The SAIC filings indicate a number of accounts payable and receivable as
well some minority cross sharcholdings amongst Suppliers and Als,

Members of Management and Supplier/Al employees attended all meetings with the [C Advisors
but one meet and greet with Supplier #1.

The IC -and its Advisors are unable to compel the Als and Suppliers to cooperate or o produce
documents.

With the exception of the Supplier Supplier #20, none of the meetings took place at the business
addresses of the Als and Suppliers provided by SF or the registered addresses noted in the
relevant SAIC filings.

With respect to 'Sui:)plier #3, the meeting took place at substantial business premises of what the

" IC-Advisors understand to be a Supplier #3-related entity.,
11.  Summary of Supplier Interviews

During September 2011 the IC Advisors interviewed four of nine selected Suppliers (Supplier
#3, Supplier #1, Supplier #20 and Supplier #19), Summaries and detailed notes in respect of each
visit are also available to the Board for its confidential review.

In preparation for the Supplier inferviews the IC Advisors reviewed SAIC filings for the
Suppliers and Als and identified numerous potential relationships between Als and BVI
Suppliers such as payables and receivables amongst them, cross personnel appointments and
cross minority shareholdings, This raised questions amongst the IC Advisors as Mr. Allen Chan
had previously explicitly denied knowledge of any relationships between BVI Suppliers and Als
or between BVI Suppliers/Als and the Company, Details of these relationships are discussed
below at Section VI,B. Very recently, Management provided information regarding Als and
Suppliers and relationships among the Company and such partles The IC is reviewing this
material from Management and intends to report its findings in this regard in its final report to
the Board.

Interviews were held with Supplier #1 and Supplier #3, which are Suppliers to BVIs and
WFOEs, and Supplier #20 and Supplier #19, which are Suppliers to WFOEs only. Supplier #3
also purchases logs from the Company’s log import trading business segment and is not an Al of
the plantation fibre business as characterized by MW. All of the Suppliers interviewed indicated
that they did business at arm's length with the Company and that there were no common
employees or shareholders between them and the Company, However, three of the four Suppliers
interviewed confirmed that they had personnel that were former SF employees. These
relationships are discussed below at Part VI.

The Suppliers generally confirmed the levels of business activity between them and the
Company but none of the Suppliers of BVI timber produced any documentation evidencing
receipt of funds from the Company’s Als or any other parties or relevant chain of title
documentation. A few sample documents such as contracts, villagers’ resolutions, Plantation
Rights Certificates and/or confirmations were provided by Supplier #1, Supplier #20 and
Supplier #19, However, apart from the five Supplier/SF contracts provided by Supplier #20 and
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one contract provided by Supplier #1, none of the supporting documentation provided could be
reconciled with transactions selected for review by the IC Advisors based on the information
available on the documents, Nor could this documentation provide assistance in understanding
movements of funds between these Suppliers and the relevant parties. Some interviewees did
acknowledge doing business with other Suppliers and/or Als.

The IC Advisors have also found additional information which suggests connections between
former SF employees, Suppliers and Als. (see Schedule VIB.1.1). This information has been
provided to SF Management for comment,

Supplier interviews indicated that the Supplier due diligence process for the purchase of timber is
likely less rigorous than that of the Company. A number of the Suppliers advised that they used
rotating project companies and under-reported revenue, all with the purpose of minimizing taxes
~ payable. Additionally, some Suppliers indicated that they only traded in standing timber and
avoided applying for Plantation Rights Certificates also in an effort to minimise tax payable. The
table in Schedule V.C.11 sets out a summary of the outcome of Supplier and Al visits to date.

Very recently, Management provided information regarding Als and Suppliers and relationships
among the Company and such parties, The IC is reviewing this material from Management and
intends to report its findings in this regard in its final report to the Board.

12.  Suppliers Site Visits

In addition to the Supplier interviews, the IC instructed the IC Advisors to conduct unannounced
site visits for a small sample of these companies to verify their existence at the addresses
recorded in their SAIC filings, or at an address taken from the Company’s records. Certain of
these visits are described in more detail in Schedules V.C.11,

A selection of Suppliers was identified that would enable the IC Advisors, where applicable, to
combine this manner of testing in conjunction with travel to various locations for planned
Supplier visits, or to visit locations within a travel radius of two hours or less of an IC Advisor’s
office.

During the period from October 18, 2011 to October 20, 2011, the IC Advisors performed site
visits to the following Suppliers offices based on addresses provided by SF and company
information included in SAIC filings:

. Supplier #1 was a supplier to BVIs and WFOEs from 2007 to 2010. Four locations were
identified in the surrounding area. Three of the locations were no longer occupied by
Supplier #1 and the fourth address was incorrect. The 1C Advisors were provided with 2
new address from individuals identifying themselves as Supplier #1 personnel. A sign at
the site indicated that Supplier #1 had offices at this new location. One of the three
Supplier #1' interviews took place at a business location in Chongqing, which appeared to
involve newly planted forest plantations, although this location was not independently
identified as being owned by Supplier #1.
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. Supplier #10 was a supplier to BVIs in 2007 and 2008. Two locations were identified in
the sutrounding area, Offices belonging to Supplier #10 could not be found at either
location,

. Supplier #11 was a supplier to BVIs in 2006 and 2009. Two locations were identified in
the surrounding area, One address was not sufficiently specific to be located and the
second address was not a corporate office.

Results of these site visits have been summarized in Schedule V.C.11,
13.  BVI Suppliers General Observations

A chart showing the Suppliers to the BVIs from 2002 through 2011 by volume of transactions is
attached as Schedule II1.C. In that period the BVIs purchased from as few as four Suppliers to as
" many as eight Suppliers in any given year, The length of time the BVIs have dealt with any one
Supplier has not exceeded four years despite large volumes of transaction.

(a)  Suppliers as Project Companies

Management has suggested that the use of limited life project companies is not uncommon in
China, The IC was advised that Mr. Chan undertook to identify the conglomerate structure
behind these Suppliers in August, 2011, Such information was provided very recently. It
identifies certain persons as supporting certain of the Suppliers and in many cases the same
person supporting multiple Suppliers. The IC is reviewing this material from Management and
intends to report its findings in this regard in its final report to the Board.

Further, interviews with certain Suppliers have supported the notion that the Suppliers are part of
a conglomerate. However, such Suppliers have declined to reveal the identity of such entities or
their backers with a limited exception and that person is one of the people identified by Mr.
Chan. The SAIC information on the shareholders of the various BVI Suppliers does not point to
a consistent pattern of direct replacement of successive Suppliers with the same shareholders.
However the use of nominee shareholders has been alluded to by many of those interviewed so
the true beneficial ownership of the Suppliers may not be discernable through SAIC filings.

The MW. Report nofed in some .instances the low capitalization based on SAIC filings and
unsophisticated offices of some Suppliers. Management’s general response to such allegations is
reproduced in Section V.B.6, “Summary of Findings on MW Allegations on MFA”, If certain
Suppliers are part of a group of companies, the level of capitalization of Suppliers as project
companies would be less of an issue as they would be supported by their respective parent
company with greater capital resources. The timing of payments by the Suppliers to underlying
landholders or other Suppliers and whether such Suppliers utilize SF payments to them in order
to pay underlying owners or suppliers is not known to the IC.

(b) Local Knowledge

Management also suggested that the Company relies heavily on Suppliers due to their uniqué
local knowledge on contacts necessary to aggregate and sell plantation assets in their respective
provinces. That appears generally correct for the MFA Counterparties with one exception. Upon
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reviewing the timber purchase agreements, the IC Advisors observed that several of the
Suppliers conduct business with the Company in multiple provinces rather than in one specific
location that would require focused local knowledge. For instance, while Supplier #6 has its head
office in Jiangsu Province, it has sold timber to the BVIs in five different provinces including
Guangxi, Guizhou, Heilongjiang, Hunan and Yunnan.

(c)  Payments to Suppliers

The IC Advisors found limited anecdotal evidence in an email in the Company records that
suggested the Supplier mark-up on two contracts was in the range of 158% to 170%,

Payments to BVI Suppliers occur by way of set-off from Company customers. These are all
documented by set-off documents although the Suppliers and Als interviewed declined to
provide ‘the IC Advisors with any independent evidence of movement of funds evidencing
" payments, The basis for the price paid to Suppliers by the Company has not been determined
although all the Suppliers interviewed and Management maintain the relationship between the
Company and Suppliers is at arm's length and all pricing on market terms.

Very recently, Management provided the IC Advisors with information that it indicated
supported that MFAs were priced at then market prices for the regions to which such MFAs
applied. Such information has not been reviewed by the IC Advisors or independently verified.

14.  BVI Standing Timber Sales Contract Reviewed
" (a)  Contract Review

The IC also reviewed 579 copies of contracts for the sale of BVI standing timber for the period
of 2006 to the first quarter of 2011, of which 167 sales contracts with an aggregate sale price of

approximately $1.327 billion related to sales in 2010. As described below, these 2010 sales’

contracts have been reconciled to the revenue of $1.327 billion in respect of the sale of BVI
standing timber recorded on the 2010 Financial Statements. '

(b)  BVIStanding Timber Revenue Reconciliation

The IC Advisors established procedures to assist the IC in determining the facts related to
revenue reconciliation issues. The IC Advisors have performed the following procedures to date:

. Obtained understanding of revenue streams and revenue recognition policies as applied
by SF across its operating segments; and

) Obtained a listing of all transactions and, for standing timber, related purchase and sales
agreements, and have tied revenue reported in the 2010 Financial Statements for BVI
timber sales to the sales prices shown in the underlying BVI timber sales contracts,

15,  Terms of BVI Timber Sale Agreements

As disclosed in the 2010 Annual Report, the BVIs sell standing timber through Entrusted Sale
Agreements, These are contracts signed between the BVIs and the Als. The IC reviewed 579
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BVI Entrusted Sale Agreements by which BVIs sold standing timber for the period from
January 1, 2006 to March 31, 2011, of which all were copies. All are written in Chinese and
mostly follow a template format with standard wording. These agreements are also referred to as
“Al Agreements”. The IC Advisors observed the following regarding such contacts:

(a)  Agency vs. Principal Transactions

The Als are Chinese incorporated companies that engage in timber trading. In the preamble to
the Entrusted Sale Agreements, it is stipulated that the BV “entrusts” the Al to sell the standing
timber on its behalf. Als are sometimes described by SF as “selling agents”.

Under a typical Entrusted Sale Agreement, the Al is entrusted by the BVI to sell the BVIs
standing timber assets located in China on its behalf, Notwithstanding its stated role as an
“agent”, the Entrusted Sale Agreements stipulate that the Al is itself directly liable for paying
" SF. That is, the AI’s obligation to make payment to SF is not conditional upon the Al on-selling
the standing timber to its customers. The Al does not receive any commission or fee from SF. It
appears in reality that the Entrusted Sale Agreements are principal-to-principal contracts and do
not appear to involve an actual “agency” arrangement. During meetings with Als in September
and October 2011, representatives from the Als confirmed to the [C Advisors that they do not act
as “agents” for SF and are responsible for finding their own customers, The IC understands that
Management has treated the BVI sales transactions as being complete upon the sale to the Als
for revenue recognition process.

{(b)  Payment through Set-Off

Payment terms may vary but typically involve payment of 20% of the total sale price within 60
days of signing the Entrusted Sale Agreement, an additional 40% within 150 days, and the
balance within 270 days of signing. Upon signing, the Al has full powers and rights to dispose of
and handle the standing timber, and simultaneously, all risks in the standing timber pass to the
Al, This confirms that the Entrusted Sale Agreements do not involve an agency arrangement.

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

When an Al makes payment for a new BVI standing timber purchase, the funds used to make
payment may originate from the proceeds of multiple Entrusted Sale Agreements. However, the
Company’s accounting records show that any set-off payments made by an Al are deemed to
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contribute to either the partial or complete settlement of the account or accounts receivable from

an Al in the books of a BVI that is earliest In time. That is, the accounts receivable from any one
particular Al in the books of a BVI are always settled in chronological order while any one
account receivable may be settled through one or more set-off payments by the Al for new BVI
standing timber purchases. Examination of the accounting records of the Company indicate that
most Als with regular entrusted sales transactions with the Company will at any one time have
multiple accounts payable to the Company.
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Further, the BV1 on whose behalf an Al holds proceeds from an Entrusted Sale Agreement may
request that Al to use those held proceeds to pay for a new standing timber purchase by a
different BVI. For example, the BVI Suri-Wood Inc. entered into 131 standing timber purchase
transactions from 2006 to 2008 but has had none since. Proceeds from the sales of standing
timber purchased through these 131 standing timber purchase transactions have been used to pay
for new standing timber purchase transactions by 18 new BVIs established from 2009 onwards,
including Amplemax Worldwide, Ace Supreme and Glory Billion International. The 18 new
BVIs have yet to have any sales,

In this way, proceeds from the Company’s BVI timber sales have been re-invested on behalf of
ST to expand its asset base in China. This re-investment of the proceeds from standing timber
sales by the BVI is confirmed in Note 4 to the Company’s audited financial statements set out in
the 2010 Annual Report. SF refers to such arrangements as “set-off arrangements”,

(¢}  Set-off Documents

Set-off arrangements are not stipulated in the Entrusted Sale Agreements themselves but rather
are stipulated in separate documents which SF refers to as “Set-off Documents™. The sei-off
documents are organized into sets and use standard wording and formatting, with each set
containing the following documents:

. written instructions from a BVI with accounts receivable from an Al for that Al to make
payment to a particular Supplier as payment for a new timber purchase by that same BVI
or another BVI. These written instructions feature the name of the BVI at the top and are
dated, signed and stamped and set out the amount to be paid;

. written notification from SI to the Supplier that payment is being made through the Al
via set-off on behalf of the purchasing BVL This written notification features the name of
the BVI at the top and is dated, signed and stamped and set out the amount to be paid,;

J written confirmation from the Al that payment has been made to the Supplier as
requested by the instructing BV This written confirmation features the name of the Al
and is undated and stamped and sets out the amount and date of payment; and

. written confirmation from the Supplier to the instructing BVI and paying Al that payment
has been received from the Al. This written confirmation features the name of the
Supplier and is dated stamped and sets out the amount and date of payment received.

The set-off documents are only produced and stamped after the Company enters into a new BVI
Timber Purchase Contract and therefore reflect the payment of the consideration for this new
BVI Timber Purchase Contract using proceeds from earlier Entrusted Sale Contracts held by the
Als on behalf of the Company. The set-off documents do net explicitly relate to any particular
Entrusted Sale Contract and are not a record of BVI sales transactions. Apart from the Entrusted
Sale Contract itself, and until set-off documents are produced pursuant to a new BVI timber
purchase, there is no other document produced dealing with payment or settlement of BVI timber
- sales,
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The 1C Advisors have received copies of the Set-off Documents related to all the BVI standing
timber purchase transactions between the first fiscal quarter of 2006 and the first fiscal quarter of
2011, However, the IC Advisors have not been provided with any documents showing
movement of money to confirm that such set-off arrangements have been carried out. During
meetings of the IC Advisors with Als and Suppliers, representatives from the Als and Suppliers
declined to produce such documents showing movements of money, Common reasons cited for
declining to produce documents included “tax reasons” and sensitivity towards the MW
allegations and the resultant publicity. Further, some Als visited stated that they may not in fact
make payment themselves as instructed by SF but would instead arrange for other parties
(“fourth parties”) to make payment on their behalf, Those fourth parties may then instruct
“fifth” or “sixth” parties to make payment.

In this situation, the Suppliers receiving payment will sometimes instruct its own “fourth” parties
_ to receive payment on its behalf. All the Als interviewed stated that these fourth parties are
unrelated to SF. A common reason cited to explain the use of such expanding set-offs was for tax
reasons but all Als declined to discuss exactly how such use of fourth partics reduce taxes
payable. During the meeting with Supplier #1, its legal representative explicitly stated that it
would always instruct another party to receive payment from the Als on its behalf. Reasons
given for this arrangement included tax minimization and the fact that Supplier #1 did not have
transactions with the Als and therefore would be unable to account for the receipt of payment
from the Als.

(d)  Tax Arrangements

The Entrusted Sale Agreement expressly provides that all taxes and fees that are o be borne by
the BVI are to be withheld and paid by the Al to the appropriate tax bureau on behalf of the BVL.
However, SF has not provided any documents to the IC Advisors showing that the Als had in
fact paid tax on behalf of any BVIs, Management has advised that they have not requested
confirmations from the Als with respect to payment of taxes. The Als also declined to produce
any such documents during meetings although several confirmed that they made such payments.
Others either declined to discuss the issue of paying tax on behalf of SF or indicated that they
were not aware of the details of whether tax is paid. The Company has recorded in its audited
balance sheet as at December 31, 2010 a provision of approximately $160 million in respect of
any contingent liability it may have with respect to these tax liabilities.

{e)  Harvesting Timber

All the Entrusted Sale Agreements impose an obligation on the Al to return the plantation land
within a stipulated period. Some additionally impose an explicit obligation on the Al to harvest
the timber within a stipulated period. It should be noted that there are harvesting quotas imposed
by forestry bureaus in many areas. Management are of the view that these quotas are subject to
negotiation. Flarvesting license requirements are also stipulated in Chinese laws, The IC
Advisors have not received any information confirming that any standing timber sold through
Entrusted Sale Agreements has been harvested. The Als and Suppliers also could not confirm
that any BVI standing timber has been so harvested. The ability of the Company to exercise its
preferential option to lease such land for replanting is premised on the harvesting thereof,
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Further, the IC Advisors have seen no evidence of SF exercising this right in respect of BVI
standing timber holdings.

H Attachments

The Entrusted Sale Agreements do not include a schedule of attachments and therefore, provide
no insight as to what underlying documents if any SF produces to the Al when the sale
transactions occur. A number of Als indicated that they did their own diligence investigations
but the nature and extent. of that investigation was not detailed; others have indicated that when
the Als purchase the timber, they usually review the purchase contracts between SF and the
Suppliers. :

16,  Summary of Al Interviews

" The IC Advisors conducted interviews with four of five selected Als (Al #2, AT #4, AT #3 and Al
#1), Summaries and detailed notes in respect of each visit are also available to the Board for its
confidential review.

All of the Als indicated in the interviews that they did business at arm’s length with the
Company and that there were no common employees between them and the Company. However,
several Als confirmed that they had personnel that were former SF employees. Further, several
Als admitted to having or to have had connections with Suppliers but denied that these
connections affect the arm’s length nature of transactions with SF. These connections are
discussed in detail below at Section VLB,

The Als indicated that they bought standing timber from SF and sold it to their own customers.
As noted above, they do not act under the direction of SF and are not in essence “agents™,
Accordingly, they are not paid any commission or agency fees.

The Als generally confirmed the levels of business activity reported by the Company but none
produced any documentation of fund transfers to the Company or its Suppliers. Common reasons
cited for declining to produce documents was sensitivity towards the issues raised by MW and
tax.

Like with the Suppliers, Al interviews suggested that the due diligence process undertaken by
Als is likely less rigorous than those of the Company. All Als indicated that they only traded in
standing timber and therefore did not rely on Plantation Rights Certificates. Als reported that
they instructed their personnel to perform site visits and inspect timber offered by SF and review
contracts between SF and earlier suppliers but without keeping copies of such documents. It was
not clear if any Als visited forestry bureaus to meke inquiries.

Most Als indicated that they did not harvest any timber and were not aware if their customers
applied for harvesting permits.

17. Al Sité Vlsits

In addition to the Al interviews, the IC instructed the IC Advisors to conduct unannounced site
visits for a small sample of these companies to verify their existence at the addresses recorded in
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their SAIC filings, or at an address taken from the Company's records. Certain of these visits are
described in more detail in Schedule V.C.11.

A selection of Als was identified that would enable the IC Advisors, where applicable, to
combine this manner of testing in conjunction with travel to various locations for planned Al
visits, or to visit locations within a travel radius of two hours or less of an IC Advisor’s office.

During the period from October 18, 2011 to Qctober 20, 2011, the IC Advisors performed site
visits to the following Als offices based on addresses provided by SF and company information
included in SAIC filings:

. Al #2 has been an Al customer to BVIs from 2007 through to 2011, Three locations were
identified in the Guangzhou area, Al #2 was found at one of the three sites, but had
changed its name, Brochures at the location displayed the English name of Shareholder
#10, a shareholder of the WFOE Supplier, Supplier #19.

. AL #3 has been an Al customer to BVIs from 2008 through to 2011, Two lacations were
identified in the Shanghai area. The company had recently vacated one site and could not
be located at the other,

| Al #4 has been .an Al customer to BVIs from 2008 through to 2011, One location was
identified in the Shanghai area. The company could not be located at the site.

Results of these site visits have been summarized in Schedule V.C.11.

Representatives of Al #2 and Al #4 were included in the Als interviewed. Those interviews took
place at the offices of Al Conglomerate #1 (“Al Conglomerate #1”), an entity identified by

Management as the conglomerate parent of these companies. The offices of Al Conglomerate #1

suggest the existence of a substantial business.

Representatives of Al #3 were included in the Als interviewed. Those interviews took place at
the offices of AI Conglomerate #2, an entity identified by Management as the conglomerate
parent of this company. The offices of Al Conglomerate #2 suggest the existence of a substantial
business.

18. Al General Observations
(a)  Scale of Transactions with Als

From the first fiscal quarter of 2006 to the first fiscal quarter of 2011, SF has dealt with
approximately 14 different Als, with no AT having dealings with SF spanning more than 4 years.
Of those 14, 3 have been deregistered as of the date of this report, namely Al #8, Al #11 and Al
#5. The total volume of transactions with the 14 Als from the first fiscal quarter of 2006 to the
first fiscal quarter of 2011 is approximately RMB 27 billion.

The volume of transactions with individual Als can vary. The annual transaction sales volume
with each Al from 2002-2011 is set on Schedule IIL.C. The five current Als as at the first fiscal
quarterof 2011 are AL #4, A1 #1, AL #2, AL #6 and Al #3. From the first fiscal quarter of 2006 to
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the first fiscal quarter of 2011, they have had a combined approximately RMB 16.9 billion of
transactions with SF.

(b)  Als as Project Companies

On August 19, 2011, Mr. Allen Chan provided an organizational diagram setting out the
relationships between the five current Als as at the first fiscal quarter of 2011 and their
relationships with their holding companies (“Holdcos”'*). He explained that the Als were project
companies which would change periodically but that the Holdcos remained the same. The
diagram' shows that AI #2 and Al #4 both fit under the one Holdco called Al Conglomerate #1
(or “Al Holdco™) while the other 3 current Als each have their own Holdcos. The SAIC filings
teceived by the IC however did not indicate any relationship between these Holdcos and the 5
Als.

" This organizational diagram was presented to Mr. Albert Zhao during his interview on
August 24, 2011, Mr. Zhao explained that during his tenure with SF, where he was in charge of
liaising with Als in relation to sales, he had only ever dealt with 5 Als, He clarified that the
individuals within the Als with whom he ljaises remain constant despite changes in the company
with which they worked over time. Mr Zhao further indicated that the 5 Als presented to him on
the organizational chart were current as at the first fiscal quarter of 2011 and were comprised of
the same main individuals as all other Als he has dealt with,

D, WFOEs Contracts and Assets
1. Review Process Undertaken on WFOE Plantation Contracts and Assets

The primary focus of the asset verification has been the BVI standing timber assets. However, as
the time frame and the difficulty of that process evolved, it was determined to also focus efforts
on gathering, cataloguing and reviewing WFOE documentation, With respect to the WFORE
timber assets, such documentation is not centralized and involved travelling to a number of
offices and steps by the Company to centralize documentation within China. As in the case of the
BVI assets, the review involved reviewing copies and originals of purchase contracts and land
lease agreements, forestry bureau confirmations in the case of certain SP transactions and, in the
case of SW and to a lesser extent SP, reviewing Plantation Rights Certificates.

Management has advised that WFOE standing timber assets as at December 31, 2010
represented approximately $298.6 million of book value (97,038 Ha.), $74 million in revenue
and $10 million of Income for such year before ailocation of corporate overhead; and that, SW
and SP WFOE planted plantations represented approximately $103.8 million in book value as at
December 31, 2010, but have not yet contributed materially to revenue.

5 “Holdcos” refers to groupings which may not be fegal groupings with cross sharcholdings in the Westem sense
but rather groups of companies under common control or influence.
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2. Review of Sino-Wood WFOE Plantation Assefs
(a)  Contract Review Results

All timber assets under SW are plantation land leases classified as planted plantations in the
Company’s public disclosure, The IC assembled and reviewed a total of 623 SW plantation land
lease contracts (19 originals and 604 copies) covering 51,700 Ha. of planted plantations as at
December 31, 2010, This is compared to the Company’s disciosed total of 52,663 Ha. of planted
plantations under SW as at December 31, 2010, Given its small size, the JC did not investigate
this discrepancy. The plantation area of a typical SW plantation land lease contract is small
compared to that of the BVI timber purchase contracts,

The IC Advisors selected and reviewed in more detail a sample of 19 original plantation land
lease contracts covering the largest plantations of the four WFOEs-under SW, representing
- approximately 8.89% of SW's total timber assets. Many more origina! plantation land lease
contracts were made available for review at various SF offices in China but were not further
inspected. This was due to the IC Advisors having previous reviewed copies of these and to the
availability of Plantation Rights Certificates under SW for asset verification.

In contrast to the relative uniformity of BVI timber purchase contracts, the SW plantation land
lease contracts are not in one standard form. SW contracts adopt a variety of forms and
terminology, including land lease, land use right transfer, land contracting and plantation
right/profit sharing structures, However, they generally involve the transfer of plantation land use
rights, timber ownership and timber use rights at the same time. Plantation right/profit sharing
structures refers to the arrangement whereby the villagers holding the plantation land ownership
receive a percentage of the profits generated by the plantation in return for accepting reduced
land lease fees from SF, ' :

(b)  Plantation Rights Certificates Reviewed

To the knowledge of the IC, the SW division does not ever purchase standing timber on a
standalone basis and has not had a policy of seeking forestry bureau confirmations.

The IC Advisors reviewed a total of 418 copies of Plantation Rights Certificates provided by the
Company representing approximately 42,979 Ha, of planted plantations held under the SW
division. .

The IC then reviewed 287 original Plantation Rights Certificates covering a total plantation area
of 31,121 Ha. The details of this and a brief explanation regarding the Plantation Rights
Certificates that were not available for review are set out below.

The IC inspected original Plantation Rights Certificates of (i) Gaoyao liayao Forestry
Development Co., Ltd. in an office of Gaoyao Jiayao Forestry Development Co., Ltd. located in
Zhaoging city on October 18, 2011, (if) Sino-Forest (Heyuan) Co., Ltd, and Zhangzhou Jiamin
Forestry Development Co., Ltd. in an office of Sino-Forest (Feyuan) Co., Ltd. located in Heyuan
city on October 19 and 20, 2011, and (jii) Guangxi Guijia Forestry Co., Ltd. in an office of
Guangxi Guijia Forestry Co., Ltd. located in Nanning city on October 21, 2011, as arranged by
SF.
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The Company has advised that amongst the 418 copies of Plantation Rights Certificates which
the IC Advisors initially reviewed, some had been superseded while others had been cancelled
and reissued. Reasons for certain Plantation Rights Certificates being superseded or cancelled
and reissued included that there were recalculations conducted for the area covered by the
Plantation Rights Certificates, As a result, not all of the 287 original Plantation Rights
Certificates later reviewed by the IC Advisors correspond exactly to copies amongst the 418
Plantation Rights Certificates that were initially reviewed.

Further, Management advised that a total of 136 Plantation Rights Certificates have been
mortgaged as security for Plantation Rights Certificate loans and were therefore not available for
review. Please refer to notes 5 and 8 of Schedule V.D.2.(f) for details. The IC Advisors reviewed
a small sample of the mortgages.

_ Finally, certain SW WFOEs share their rights over the plantations with other parties on a 7:3
ratio and this is reflected in their Plantation Rights Certificates. A total of 54 Plantation Rights
Certificates fall into this category. The Company has included 100% of the area covered by these
54 Plantation Rights Certificates in its calculations of proven ownership to the IC, covering
2,554 Ha,, whereas the IC Advisors have only included 70% of the area for these assets in their
calculations—a minor difference of 765 Ha. Please refer to notes 6, 9 and 10 of Schedule
V.D.2(f) for details.

The IC has not visited any forestry bureaus to attempt to confirm the original Plantation Rights
Certificates against registries, if any, maintained by such forestry bureaus.

3. Review of Sino Panel Timber Assets

(a}  Contract Review Results

Unlike SW, SP does engage in the purchase and sale of standing timber as well as leasing

plantation land so contracts reviewed for SP comprised of both timber purchase contracts and
plantation land lease contracts, Accordingly, SP’s standing timber and plantation land lease
asscts are divided into and respectively classified as purchased plantations and planted
plantations,

The IC assembled and reviewed a total of 358 copies of SP WFOR contracts covering 173,424
Ha. as at December 31, 2010, These are comprised of 107 standing timber purchase contracts
covering 96,169 Ha, of purchased plantations and 251 plantation land lease contracts covering
77,254 Ha. of planted plantations,

(b)  Reconciliation of Surplus

The figures obtained from the IC’s review of contracts are higher than the Company’s recorded
figures as at December3], 2010 of 122,136 Ha., comprised of 97,038 Ha. of purchased
plantations and 25,098 Ha. of planted plantations as shown in the asset reconciliation provided
by Management to the IC and the OSC. Management has provided a reconciliation and
explanation of this surplus of approximately 51,000 Ha. as well as the minor difference in its
WFOE purchased plantation Ha. figure, The core of Management’s reconciliation to disclosed
figures as at December 31, 2010 was that such figures are lower primarily because they excluded
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bare land that had been leased but on which timber had not been replanted whereas the IC’s
contract review totals did include this bare land. The IC accepted this reconciliation and
explanation and made no further investigations into this surplus.

{c)  Plantation Rights Certificates Reviewed
()] Purchased Plantations

The IC has reviewed a total of 383 original Plantation Rights Certificates which account for a

total plantation area of 27,715 Ha. This Plantation Rights Certificate coverage amounts to a total

of approximately 15.98% of SP’s total timber assets of 173,424 Ha. based on contracts reviewed.

These Plantation Rights Certificates are comprised of 301 Plantation Rights Certificates for

16,026 Ha. of standing timber and 82 Plantation Rights Certificates for 11,689 Ha. of plantation
land leases. ;

The IC reviewed a total of 301 Plantation Rights Certificates for standing timber held under the
SP division, Of these, 10 are in the name of SF covering 2,329 Ha. while 291 are in the name of
Suppliers covering 13,697 Ha,

Regarding the 10 Plantation Rights Certificates in the name of SF, it is normally not possible to
have Plantation Rights Certificates issued for standing timber only transactions, The Company
explained that the standing timber purchase contracts corresponding to these 10 Plantation Rights
Certificates were signed by Sino-Panel {China) but that the Plantation Rights Certificates were
issued to Sino-Panel (Yunnan) Forest Management Co., Ltd. with the understanding that Sino-
Panel (Yunnan) Forest Management Co., Ltd. would then purchase a lease over the same
plantation Jand and would be assigned the rights over the standing timber from Sino-Panel
(China). It was also explained that the Supplier in question agreed to delay the signing of the
lease until after the issuance of the Plantation Rights Certificates and supported the application
for those Plantation Rights Certificates. However, as at the date of this report, that lease is yet to
be signed. Additionally, no documentation evidencing an assignment of the standing timber to
Sino-Panel (Yunnan) Forest Management Co., Ltd. has been received. Nevertheless, for the
purposes of this report, the IC has included these 2,392.2 Ha. of standing timber as being
supported by original Plantation Rights Certificates.

Regarding the 291 Plantation Rights Certificates issued in the name of Suppliers, these are
Plantation Rights Certificates issued to Suppliers that have sold the standing timber the subject of
those Plantation Rights Certificates to SF WFOEs. As a form of security, these Suppliers allow
the SF WFOEs to take possession of these Plantation Rights Certificates for the duration of the
timber purchase contract, whose termination is usually deemed to occur when the timber is sold
by SF or harvested. The SF WFOEs only have a contractual relationship with the Suppliers who
remain the registered holdets of the rights stipulated on the Plantation Rights Certificates.
Nevertheless, in light of the contractual relationship between SF WFOQEs and such Suppliers, and
SF’s possession of such Plantation Rights Certificates, for the purposes of this report, the IC has
identificd these 13,697 Ha. of standing timber as being supported by demonstrable chain of title
to the original Plantation Rights Certificates,
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(ii)  Planted Plantations

The IC has reviewed a total of 82 Plantation Rights Certificates covering a total of 11,689 Ha.
All of these 82 Plantation Rights Certificates are issued under SF’s name,

The IC has not visited any forestry bureaus to attempt to confirm the original SP Plantation
Rights Certificates against registries, if any, maintained by such forestry bureaus for purchased
or planted plantations.

(d)  Forestry Bureau Confirmations Reviewed

The IC has reviewed a total of 103 criginal forestry bureau confirmations covering a total of
138,914 Ha. which in turn represents approximately 80.1% of SP’s total timber assets of 173,424
Ha. based on contracts reviewed, Of these, 42 confirmations covering 88,684 Ha. relate to
- standing timber while another 61 confirmations covering leases covering 50,230 Ha. relate to
plantation land leases.

©) Overlap between Plantation Rights Certificates and Forestry Bureau
Confirmations

For the reasons outlined above, SP WFOEs sometimes have Plantation Rights Certificates and
forestry bureau confirmations for the same plantation and therefore create an overlap between
the totals of Plantation Rights Certificates and forestry bureau confirmations, The total amount of
overlap between Plantation Rights Certificates and forestry bureau confirmations for SP is
26,333 Ha. which is comprised of overlaps of 15,264 Ha. for standing timber and 11,069 Ha. for
plantation land leascs. In some instances the foresu'y burcau confirtnations were |ssucd after the
Plantation Rights Certificate had already been issued.'s -

0] Purchased Plantations.

Of the 96,169 Ha. of purchased plantations, approximately 88,684 Ha, are covered by forestry
bureau confirmations. At the same time, approximately 16,026 Ha. are also covered by original
Plantation Rights Certificates (13,697 Ha. in Suppliers’ names and 2,329 Ha. in SF’s name). Of
the 16,026 Ha. covered by original Plantation Rights Certificates, only 762 Ha, (which originate
from 2 transactions) are not concurrently covered by forestry bureau confirmations, Therefore,
the overlap between forestry bureau confirmations and Plantation Rights Certificates is 15,264
Ha.

6 Bxamples of forestry bureau confirmations being issued after the issuance of a PRC include those relating to SP
plantation land lease contract JUW-RES-REN-002-07, whereby the PRC was issued under SF’s name on
November 27, 2007 while the confirmation was issued on July 28, 2008. Another example is the uncoded SP
plantation Jand lease contract dated December 2, 2007 for 13,126,70 Mu (875.11 Ha) in the jurisdiction of
Hunan ¥B#1 whereby two corresponding PRCs were issued on Qctober 17 and November 6, 2007 while the
confirmation was issued on August 8, 2008,
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(i)  Planted Plantations

Of the 77,254 Ha. of planted plantations, approximately 50,230 Ha. are covered by forestry
bureau confirmations. At the same time, approximately 11,689 Ha. are covered by original
Plantation Rights Certificates in SF’s name. Of these 11,689 covered by Plantation Rights
Certificates, only 620 Ha, (which originate from 1 transaction) are not concurrently covered by
forestry bureau confirmations. Therefore, the overlap between forestry bureau confirmation is
11,069 Ha,

) Forestry Bureau Visits

In conjunction with its visits to forestry bureaus to obtain BVY standing timber confirmations, the
IC concurrently sought to acknowledge the issuance of old confirmations or to obtain new
confirmations in respect of SP WFOE properties within the jurisdiction of the same forestry
" bureaus. A total of 15,980 Ha. of purchased plantation holdings and 10,904 Ha. of planted
plantation holdings as at December 31, 2010 were so acknowledged or confirmed.

In respect of acknowledging the issuance of old confirmations, the Guangxi FB#1 confirmed that
it had issued SP-related confirmations covering a total of 10,773 Ha, of purchased plantations
and 9,518 Ha. of planted plantation holdings.

The person whom the IC Advisors met at the Hunan FB#1 acknowledged that it had issued SP-
related confirmations covering a total of 476 Ha. of purchased plantations and 1,386 Ha, of
planted plantations. This acknowledgment was given by the previous vice-chief, who had been
appointed as a consultant to the Company. -

The Hunan Forestry Entity #1 issued a new confirmation covering a total of 2,374 Ha.

The Yunnan FB#2 issued a new confirmation covering a total of 2,357 Ha. of SP purchased
plantations.

See section V.C.9 for a further description of the various forestry bureau visits.
()  SP Supplier Interviews

All of the Suppliers that were interviewed by the IC Advisors had contracts to supply timber to
SP WFOESs. A summary of the IC’s findings in respect of them is set out above under Part VL.

4, Review of Mandra Holdings
(8  Mandra - Executive Summary

The Company first became a shareholder of the Mandra group of companies in April 2005 with a
15% investment and completed the full acquisition of all of the Mandra group of companies in
2010,

The Company provided a chart of Mandra properties at the corporate subsidiary level that
contained book values and hectare amounts that tied into the 2010 Financial Statements. It
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indicated a total of 147,144 Ha. held by Mandra subsidiaries which included 93,689 Ha, of
plantations, 1,231 Ha. of bare land and 52,224 Ha. subject to long-term lease prepayments. The
book value for the latter hectare amount was not included in timber holdings line item in the
balance sheet included in 2010 Financial Statements but rather under the line item “Other
Assets”.

Approximately 853 contracts entered into by Mandra subsidiaries of the Company (as the buyer)
covering plantation lands of 141,719 Ha. were reviewed. Management provided a reconciliation
of the difference between that number and the publicly disclosed number of 147,144 Ha. held at
December 31, 2010. Some 1,196 copies of Plantation Rights Certificates covering 95,420 Ha.
were reviewed covering approximately 64.73% of the publicly disclosed total Ha, for Mandra
and 1,115 origina! Plantation Rights Certificates related to Mandra assets have been sighted by -
the IC. These cover approximately 85,664 Ha. or 58.2% of the publicly disclosed total land
~ holdings in the Mandra group of subsidiaries. Management explained that the balance of the
properties were either subject to Plantation Rights Certificates under mortgage, under review for
harvesting licensing or were properties for which Plantation Rights Certificates were in the
process of being sought.

Underlying documentation relating to the purchases was also reviewed. As a general matter,
documentation for Mandra properties was systematically more comprehensive than in other
Company groups,

(b)  Brief Mandra History Overview

The Company first made an investment by way of loan subscription to Mandra in April 2005.

Accm'dmg to the minutes of the Company reviewed, Mandra became operational in 2006 prior to
the issuance of bonds in a related public offering. There was extensive discussion in the Board
minutes with respect to the Mandra investment throughout the petiod of time the Company held
its investment, including recognition of a deteriorating financial condition. The Mandra bonds
were publicly rated and Moody's issued a number of press releases concerning Mandra’s
financial status from 2006 through 2010, including a default situation in 2009 so Mandra cash
flow situation was notorious. The Company took effective control of Mandra through a series of
share acquisitions and bonds as addressed elsewhere in this report, The Globe made a seties of
accusations suggesting that the Company had bought Mandra while in a financially weakened
state implying that Mandra’s state was not public information. This is demonstrably wrong. A
detailed review of the Globe report is set out in Schedule V.D.4.(b).

The IC reviewed Mandra diligence reports prepared in respect of legal matters pertaining to the
Mandra companies at the time of its acquisition and a diligence report with respect to Plantation
Rights Certificates held by its domestic subsidiaries,

(c)  Mandra Review Process
)] Number of contracts and Plantation Rights Certificates reviewed:

A. Approximately 853 copies of contracts have been assembled. The
large majority of these transactions involve both purchasing timber
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and leasing underlying plantation land at the same time., The 853
contracts cover plantation land of 141,719 Ha.

B. The IC Advisors visited and inspected original Plantation Rights
Certificates of Mandra in offices of Anqing Mandra Forestry Co.,
Ltd and Mandra Forestry (Jiangxi) Co., Ltd located in Anqing city
and Nanchang city respectively as arranged by SF.

C. A total of 1,196 copies of Plantation Rights Certificates of Mandra
have been reviewed covering plantation land of 95,240 Ha.
representing 64.73% of the publicly disclosed total for Mandra of
which 1,115 original Plantation Rights Certificates have been
verified covering plantation land of 85,664 Ha. or 58.20% of the
publicly disclosed totals for Mandra.

D. 17 original plantation land disposal contracts, under which all the
1,810 Ha, ptantation of Huanggang Mandra Forestry Co., Ltd. and
Wuhu Mandra Forestry Co., Ltd were disposed, have been
reviewed.

E. The IC has reviewed two original mortgage certificates covering
6,982 Ha. plantation being mortgaged. The balance of the
mortgaged Plantation Rights Certificates were not reviewed

(ii)  Types of contracts — Planted Plantations

There were four primary types of contracts:

Timber purchase with plantation land lease contract — Anqing Mandra Forestry Limited’s

contracts with total contract area of 95,535 Ha. are substantially of this type. The WFOE
purchases standing timber and leases underneath plantation land at the same time. The
WFOE is entitled to harvest the existing timber and replant trees thereafter. The
consideration for the purchase of timber and for the annual plantation land rental are
calculated separately at a fixed rate according to the reserves of timber (in cubic meters)
and area of plantation land (in mu). A map indicating the boundaries of the plantation,
Plantation Rights Certificates of the villagers, villagers’ resolution and the WFOEs’
internal survey report are usually attached to the contracts.

Timber and plantation land contracting right transfer contract — the overwhelming
majority of Xuancheng Mandra Forestry Limited’s contracts with total contract area of
6,700 Ha, are of this type. The contracting rights of the timber and underlying plantation
rights are transferred to the WFOE from the previous contracting party and consent is
obtained from the plantation land owner, The consideration for the purchase of timber
and plantation land is usually calculated together at a fixed rate per mu for the whole
contracting term.
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. Forestry resources transfer contract — the overwhelming majority of Mandra Forestry
(Yiangxi) Limited, Yihuang Mandra Forestry Limited and Zixi Mandra Forestry Limited
contracts with total contract area of 37,674 Ia, are of this type. Timber and underlying
plantation land use rights are transferred together to the WFOE and consideration for
timber and plantation Jand are usually calculated together at a fixed rate per mu.

. Plantation land use right transfer contract — The contracts for Wuhu Mandra Forestry
Limited are of this type. Only the plantation land wvse right is transferred to the WFOE
and the transferor is obliged to clear the timber thereon.

The IC has not visited any forestry bureaus to attempt to confirm the original Mandra Plantation
Rights Certificates against registries, if any, maintained by such forestry bureaus,

(d) MW-HSBC Letter Timing and Issues

In reviewing the incorporation applications in the SAIC files of four Mandra entities, MW
refrieved a letter from The Hongkong and Shanghai Banking Corporation Limited (“HSBC”)
dated February 1, 2005. The letter (which is a poor-quality copy) has a re. line referring to a
Mandra company, but in fact comments on HSBC's banking relationship with “Sino-Wood
Bartners [sic.]” (“the Company™), noting, for example, that it considers “the Company” “good”™
for “normal business engagement”. MW characterizes the letter as “suspicious”. The MW Report
includcs a photograph of the letter, the appearance of which could suggest that it has been

tampered with (see Schedule V.D.4.(d).1).

The 1C Advisors retrieved the HSBC letter in question from SAIC filings in connection with
applications regarding the formation of three Mandra entities, Anqing Mandra Forestry Limited,
Xuancheng Mandra Forestry Limited and Wuhu Mandra Forestry Limited. These three
companies were formed on March 14, 2005, prior to the date SF initially became a shareholder
of Mandra, The IC Advisors also found a Chinese version of the HSBC letter (see Schedule
V.D.4.(d).3) in the SAIC filings of Anging Mandra Forestry Limited. It is also dated February 1,
2005, and generally appears to be identical to the English version of the letter that appeared in
the MW Report, speaking only to Mandra Forestry Anhui Limited without mention of Sino-
Wood.

Management denied knowledge of the HSBC letter in its response to the MW Report, stating
that, on the date of the letter, SF was not a shareholder of Mandra. BJ has retrieved an email
subsequent to the MW Report attaching what the author, Ringo Yip, Senior Manager ~ Corporate
Planning, SF, characterizes as “the true HSBC bank reference letter” (see Schedule V.D.4.(d).2).
This letter, which is also dated February 1, 2005, generally appears to be identical to the letter in
the MW Report, except that the subject and copy line properly refers to Sine-Wood, not Mandra
Forestry Anhui Limited.

The IC’s Chinese advisors have observed that, according to the Implementation Rules of Law of
Whoilly Foreign Owned Enterprises, a foreign investor is required to include evidence of credit in
its application for forming a WFOE. Such evidence is normally issued by a bank in which the
foreign investor maintains an active account, to certify to the regulatory authority that the foreign
investor is of good credit and able to conduct business through the proposed WFOE. H this was
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the purpose of the HSBC letier, the letter should address Mandra Forestry Anhui Limited, a
majot investor in WFOEs, not Sino-Wood, which was not an investor in WFOEs at the time.

Management explained that they do not have any record of the forged version of the letter and do
not know who forged such letter.
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V1. RELATIONSHIPS

The MW report made a number of allegations regarding the relationships of the Company with
Als and Suppliers and between Als and Suppliers, particularly with respect to Yuda Wood. The
IC Advisors, in the course of their review, identified a number of possible relationships which
warranted explanation. These are outlined below in this Part VI. Management has very recently
provided to the IC information regarding Als and Suppliers and relationships among the
Company and such patties. The IC is reviewing this material from Management and intends fo
repott its findings in this regard in its final report to the Board, Some of such information and
analysis may not be capable of independent verification.

The objectives of the 1C’s examination of the Company’s relationship 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 II.A. That the Company’s relationships with its Als and Suppliers be arms
length is relevant to SF’s ability under GAAP to:

. book its timber assets at cost in its 2010 and prior years® audited financial
statements; and

. recognize revenue from standing timber sales as currently reflected in its 2010
and prior years’ audited financial statements.

A, Yuda Wood
1. Muddy Waters’ Allegations
() In the MW Report, Muddy Waters alleged that Yuda Wood, a major Supplier

based in Hunan Province, was a significant “undisclosed subsidiary” of SF, which’

has been receiving “massive amounts of money” from SP subsidiaries and which
is “the nerve center for [SF’s] illicit activities™.

(b)  In addition to the allegations in the MW Report, Muddy Waters published a short
follow-up report on June 20, 2011, that focused on SF’s relationship with Hong
Kong’s Sonic Jita, the holding company of Yuda Wood, which specifically
alleged that:

0 when Hong Kong Sonic Jita was owned by SF exccutives and SF itself, SF
- .engaged in a major undisclosed related party transaction with Hong Kong
Sonic Jita {in 1997); and

(i)  while Hong Kong Sonic Jita is currently nominally owned by parties
unrelated to SF, SF and Hong Kong Sonic Jita shared “at least one key
executive” (identified by the Chinese name of Albert Ip), who in 2005
entered into a contract with Hong Jiang City, Hunan Province on behalf of
Hong Kong Sonic Jita.
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(¢)  However, Hong Kong Companies Registry filings show a change of control and
ownership of Hong Kong Sonic Jita on July28, 1997 and July 28, 1998
respectively, prior to the occurrence of the alleged related party transactions cited
in the MW Report. In particular, those filings show that:

(i) from November 13, 1993 to July 28, 1997, the directors of Hong Kong
Sonic Jita were SF executives and associated parties, and that from
November 13, 1993 to July 28, 1998, the shareholders of Hong Kong
Sonic Jita were parties associated with SF,

(ii)  parties associated with SF were replaced as directors and shareholders of
Hong Kong Sonic Jita on July 28, 1997 and July 28, 1998, respectively by
Jin Juemin and Li Haibao, who appear to have been associated with
Beijing Sonic Jita, a forestry engineering contractor to SF’s factories
within China, and who renamed the company as “Sonic Jita Engineering
Ltd.” from August 1, 1997.

(d) In his statutory declaration dated August 15, 2011 (see Section VI.A.2(d) below),
Allen Chan stated that up to July 28, 1998, SF did not engage in any transactions
with Hong Kong Sonic Jita, and that, up until this date, the Company (under all its
registered names) had not engaged in any business and remained a dormant
company, and that after this date, Hong Kong Sonic Jita was no longer a related
party to SF,

(e) Nevertheless, in the course of the IC Advisors® Yuda Wood review, they
identified information that suggested that SF had a close relationship with Yuda
Wood, may have been involved in its establishment and exercised an influence
over certain of its RMB bank accounts, funding and tax payments.

Review Conducted
(a)  Bvidence Brief

To address the MW allegations, and to gain a better understanding of the
connections between SF and Yuda Wood, the IC Advisors prepared an interim
evidence brief plan (draft dated August 23, 2011) that included an electronic data
review as described above in Schedule IV, relationship mapping and meetings
with Management and with E&Y. Relationship mapping findings are set out in
Schedule VI.A.2(a).

(b)  BJ’s Interviews with Management

The IC Advisors attended interviews conducted by BJ with Management between
July 26 to August 11, 2011. Information concerning the Yuda Wood relationship
was presented to members of Management. The members of Management
interviewed were Allen Chan, KK Poon, Alfred Hung, Albert Zhao, George Ho
and Chen Hua.
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Review for Associated Parties

(i) During the IC Advisors’ review of the SAIC filings for Yuda Wood and
other companies identified during the process, a document was found
within the Yuda Wood SAIC search results which linked Simon Yeung to
the purchase of a manufacturing facility in Hunan in Yuda Wood’s name
prior to when Yuda Wood had yet to be officially incorporated. Mr,
Yeung’s Chinese signature appeared on an offer, and ultimately an
executed purchase contract, for Yuda Wood to acquire the factory facility.

(ii)  This document was presented to Mr. Yeung for an explanation at his
interview by the IC Advisors. On August 25, 2011, Mr. Yeung responded
that he was performing a favour for Mr. Huang Ran as he was absent from
the region at the time the facility became available for sale and that he did
not act on behalf of Yuda Wood in any capacity.

Statutory Declarations

The issues of SF’s relationship with Yuda Wood were still being examined by the
IC Advisors in the middle of August, 2011, at a time when the Company’s
quarterly report for the period ending June 30, 2011 (“Q2s’) were being prepared.
To address certain issues relating to Yuda Wood pending completion of the IC’s
revicw, statutory declarations were obtained by the IC and the Audit Committee
from the following members of Management at the IC’s request:

. Allen Chan;
) Albert Ip; and
. Chen Jun.

The declarations were prepared with assistance from the Company’s counsel and
were sworn on August 15, 2011.

in his statutory declaration, Allen Chan declared that:

(i) he 'did not hold a direct or indirect or beneficial shareholding interest in
Yuda Wood, Beijing Sonic Jita or Hong Kong Sonic Jita or their affiliates,
and was not involved in their operations and that he did not have other
personal arrangements with or entitlements from these entities; and

(i)  to his knowledge, no officer, director or employee of SF held a direct or
indirect ot beneficial shareholding interest in Yuda Wood, Beijing Sonic
Jita or Hong Kong Sonic Jita or their affiliates or was involved in their
operations, and that to his knowledge, no other officer, director or
employee of SF had any other personal arrangements with or entitlements
from these entities.
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In his statutory declaration, Albert Ip:

£} denied having ever been an executive of Hong Kong Sonic Jita, held
himself out to be a representative of Hong Kong Sonic Jita or entered into
a contract in 2005 with Hong Jiang City, Hunan Province, on behalf of
Hong Kong Sonie Jitay and

(i)  further declared that Zhan Xiaokun and Chen Jun did not become
employees of SF until after resigning as directors from, and selling their
shares in, Hong Kong Sonic Jita.

However, searches at Hong Kong’s Companies Registry in August 2011 indicated
that Chen Jun remained a director and shareholder of ITong Kong Sonic Jita since
joining SF in July 2010, In response to this finding, SF counsel arranged for Chen
Jun to make a statutory declaration in which he declared that he had been only a
nominee shareholder in Hong Kong Sonic Jita, and had submitted a letter to the
other shareholder and director of Hong Kong Sonic Jita, Huang Ran, on June 26,
2010, tendering his resignation as director and asking to transfer his shares to
Huang Ran. Huang Ran appears, from the documents exhibited to Chen Jun’s
statutory declaration, to have only filed documents implementing such requests
with Hong Kong’s Companies Registry and Stamp Duty office one year later, on
June 10, 2011, Those documents were dated July 30, 2010, and included minutes
of a shareholders’ meeting allegedly held in Hong Kong on July 30, 2010, and
attended by Chen Jun, at which his resignation as director and sale of his shares
was approved. Chen Jun stated in his declaration that he did not attend any such
meeting.

IC Advisors’ Interviews with Management

As the IC Advisors’ Yuda Wood review proceeded subsequent to the release of
the Q2s, they identified additional information relevant to SF’s relationship to
Yuda Wood.

The IC Advisors presented to the IC on August23, 2011 a draft Yuda Wood
interim evidence brief memo which set out certain matters of concern that
warranted further investigation. (This memo was subsequently presented to the
Board on August 23, 2011, and delivered to the OSC under summons.)

The IC Advisors recommended that certain members of Management be
interviewed about the subject matter raised in certain emails identified by the IC
Advisors, and about the Yuda Wood relationship generaily; these emails
suggested a close relationship between SF, its past and current employees, and
past and current shareholders of Yuda Wood and/or its holding company,

The interviews conducted by the IC Advisors took place in Hong Kong from
August 24, 2011 to August 26, 2011 and were also attended by BY who
occasionally participated. The members of Management interviewed were: Allen
Chan, Albert Ip, George Ho, Eric Chan, Alfred Hung, Simon Yeung, Albert Zhao,
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Chen Hua and KK Poon, The IC Advisors have delivered completed notes of such
interviews to the IC, which delivered them to E&Y and to the OSC under
summons. The IC authorized Osler to provide such notes to BJ so it could provide
copies of the relevant interview notes to each interviewee and his or her
respective counsel,

Following their respective interviews, Mr. Martin put Messrs, Ho, Hung and
Yeung on administrative leave and Mr. Ip on limited duties.

The IC Advisors subsequently conducted interviews on September 8, 2011 with
Messrs. Chen Jun, and Zhan Xiaokun. Both are current employees of SF and both
are former 50% shareholders of Hong Xong Sonic Jita, the holding company of
Yuda Wood.

Interviews and Meetings with Yuda Wood

Further to the steps set out in their Yuda Wood evidence brief plan, the IC
Advisors requested a meeting with Yuda Wood for the purposes of interviewing
Yuda Wood’s sole shareholder, Huang Ran.

On September 1, 2011 a meeting was held in Shenzhen. The nature of the meeting
was a “meet and greet” between Huang Ran and SF's new Chief Executive
Officer, Judson Martin, Huang Ran was accompanied by Supporter #2 who
appears to be a shareholder and supervisor of Jiangxi Tianyao which is also a
supplier to SF and Supporter #1. BJ and JH were also present. The IC Advisors
were told by Management and BJ not to take any notes or ask any questions
during the meeting as a condition of participation. '

The key items noted during the September 1, 2011 meeting with Huang Ran are
as follows:

. Huang Ran stated that he was in charge of running Yuda Wood’s daily
business. He denied that Yuda Wood is obligated by SF’s instructions and
stated that no one from SF has any interest in Yuda Wood.

. Huang Ran declined to disclose the names of the supporters behind Yuda
Wood.

. Huang Ran stated that the only company to which Yuda Wood sold
" standing timber was SF.

) Huang Ran advised that he owns three other companies in China, namely
Supplier #26, Supplier #9 and Supplier #25, which also act as Suppliers to
SE. The SAIC filings indicate that Huang Ran holds a majority
sharcholding interest in those companies,

Following the meeting in Shenzhen, the IC Advisors were advised by BJ that
Huang Ran would meet them again the next day in Chongqing, a five hour
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journey from Hong Kong and Shenzhen, The IC Advisors were also told that such
meeting the next day would be another “meet and greet”, and that it was unlikely
that they would be able to review any documentation.

The second meeting with Huang Ran took place in Chongging on September 2
2011, The meeting was conducted in accordance with the Interview Protocol for
Suppliers and Als prepared by the IC Advisors and sent to Allen Chan, Judson
Martin and BJ on August 4, 2011. (See Schedule VI.A.2.(f).)

The key items noted during the second meeting with Huang Ran are as follows:

. The meeting was-a “meet and greet” and consisted of a meeting over lunch
and a subsequent meeting at Huang Ran’s premises.

. Huang Ran confirmed he is the legal representative of Yuda Wood.

. Huang Ran declined to talk about any companies he is associated with
other than Yuda Wood.
. Huang Ran advised that transactions with SF account for over 50% of

Yuda Wood’s business.

. Huang Ran advised that Yuda Wood acquires plantations from
aggregators, not directly from farmers.

. Huang Ran advised that Yuda Wood obtains confirmations from forestry
bureaus at the request of SF; the forestry bureaus have no obligation to
issue them,

. Huang Ran advised that Yuda Wood sometimes directs payments to it
from Als to other parties, so there may be no evidence of Yuda Wood
having received funds.

. Huang Ran agreed to try to collect documents for the IC Advisors’ review.

A third meeting with Huang Ran was scheduled and took place at SP’s
Guangzhou office on September 28, 2011.

The key items noted during the third meeting with Huang Ran are as follows:
. Huang Ran was cooperative and gave responses to all questions.

. The IC Advisors were shown copies of four contracts with two farmers’
resolutions attached, and two contracts between Yuda Wood and its
suppliers. With the exception of one contract for approximately 4,000 Ha.,
matched on the basis of the city and county of the plantation alone, the
sample contracts provided between Yuda Wood and its suppliers could not
be directly reconciled with transactions selected for teview by the IC

1475



(g)

1476
73 -

Advisors, as specific location data was not available. No copies of these
documents were allowed to be made.

U Huang Ran stated that Yuda Wood’s business is trading and planting
plantations and that SF represents approximately 40% - 50% of Yuda
Wood’s business.

. Huang Ran advised that in cases where SF directs a third party Al to settle
its transactions with Yuda Wood (i.e. all BVIs transactions}, Yuda Wood
would always nominate a fourth party (which may in tum nominate a fifth
or sixth party) to receive the payment “for tax reasons”.

) Huang Ran declined to discuss tax related matters and when asked if Yuda
Wood has ever issued VAT receipts to SF, he stated he was uncertain if
that was the case, but if so, Yuda Wood should have records of any VAT
receipts issued to SF.

. During the interview, Huang Ran was shown two emails by Rebecca
Huang of BJ, which she identified as being the two emails resulting from
the email review that were of concern to B&Y.,

. In response fo the two emails, Huang Ran denied that SF controlled Yuda
Wood, He acknowledged that SF, through George Ho, Vice-President,
Finance, monitored and was a joint operator of one of Yuda Wood's bank
accounts {each of Yuda Wood and SF had knowledge of one of two
passwords which were jointly required to release funds from the account).

. When shown the lists of SF Suppliers/Als provided to the OSC and
companies identified through relationship mapping or SAIC filings,
Huang Ran acknowledged only that he has an interest in Supplier #9.
When asked about other companies, he declined to discuss them. He did
state that Yuda Wood “may have done one or two transactions” with
Supplier #3 a few years ago.

. According to SF’s records, the fotal volume of transactions between SF
and Yuda Wood from 2007-2010 was RMB 4.56 billion. The IC Advisors
were not provided access to the Yuda Wood books and records in order to
confirm this volume duting any of the three meetings.

Management Responses

The IC Advisors completed additional electronic review for Yuda Wood related
emails and the IC and E&Y requested a response from Management, The final
version of such response was delivered to the IC, the audit committee and E&Y
on October 22, 2011. The IC Advisors provided comment to the IC on
Management’s response to the emails in that such response was determined to be
incomplete,
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3. Findings Relating to Yuda Wood

(a)  The IC is satisfied that Mr, Huang Ran is not 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 possible payment of
capital at the time of establishment, joint control of certain of Yuda Wood’s bank
accounts and the numerous emails indicating coordination of funding, and other
business activities). Management has advised, based on its own inquiries, that
they believe that no such payment of capital has occurred. Management
explanations of a number of Yuda Wood-related emails and answers to E&Y’s
questions are being reviewed by the IC but may not be capable of independent
verification.

(b)  Considerations Relevant to Yuda Wood Review:

§)] The meetings with Huang Ran occurred at a location related to a separate
project- company that Huang Ran is associated with and the second
meeting occurred at the Guangzhou offices of SP.

(ify  The IC Advisors were not given access to certain of Yuda Wood’s books
and records in order to trace the flow of funds related to a selected sample
of transactions (which sample was provided to Yuda Wood in advance).

(iii) Huang Ran declined to provide the names of other individuals or
companies that control or have an interest in Yuda Wood,

Please see Schedule V.C.11 for a summary of Supplier site visits,
B, Other Relationships
1 Relationships Identified in Preparation for Suppliers/Als Interviews

In preparation for the Supplier and Al interviews the IC Advisors performed reviews of SAIC
filings for the Suppliers and Als and identifted numerous potential relationships between Als and
BVI Suppliers. Relationships identified to date for the key Suppliers and Als are summarised in
Schedule VLB.1.1. In light of the potential relationships identified, the IC Advisors further
reviewed BVI timber purchase contracts, Entrusted Sale Agreements and summary charts of BVI
transactions. As a result of this review, the IC Advisors identified transactions which require
explanations,

Observations included that SF’s top Supplier from 2007-2010, Supplier #1, had no transactions
with any SF BVIs in the Company’s first and second fiscal quarters of 2011. In this same period,
three new Suppliers, owned partly by recently departed SF employees, appeared and conducted
several billions of RMB of business in the Company’s first and second fiscal quarters of 2011,

Other observations included a number of payments to Suppliers in 2011 being made by an
offshore customer that appears to be related to Al Conglomerate #1 / Supplier #3, suggesting that
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thete may be funds held offshore on behalf of SF BVIs or offshore payment obligations owed to
SF BVIs,

Further observations included set-off arrangements between Als and Suppliers with potential
relationships as well as the sale of BVI standing timber to Als that are potentially connected to
the Suppliers that supplied the same standing timber.

These observations are summarized below. Some of these observations were raised with Mr,
Judson Martin via email on October 19, 2011, A copy of the cotrespondence to Mr. Martin is
attached as Schedule VI.B,1.2. As noted above, very recently, Management provided to the IC
information regarding Als and Suppliers and relationships among the Company and such parties.
The IC'is reviewing this material from Management and intends to report its findings in this
regard in its final report to the Board.

(a) Suppliers with Former SF Employees

In addition to Yuda Wood, to date, the IC Advisors have identified 13 Suppliers
where former SF employees, consultants or secondees are or have been directors,
officers and/or shareholders. Including Yuda Wood, these suppliers account for
43% of SF plantation purchases between 2006 and the first quarter of 2011, Very
recently, in Management’s explanation of relationships, a number of additional
relationships were identified. These have not yet been reviewed by the IC
Advisors.

i) Supplier #2

Supplier #2 was established in 2010 and acts as a major Supplier to BVIs,
taking up much of the slack in supply of timber left by the absence of
Supplier #1 as a Supplier in 2011, It appears to be partly owned by an
individual who was a SF employee from 2007 to 2010,

According to SAIC search results, Supplier #2 was incotporated on May
27, 2010, and has 2 shareholders. The first is Sharcholder #11, who holds
80% of the shares and contributed RMB 800,000 of the registered capital.
The second is Sharcholder #12, who holds 20% of the shares and
contributed RMB 200,000 of the registered capital, The total registered
capital is just RMB 1 million,

According to the first SF employee lists obtained through electronic data
searches, Shareholder #12 was an employee of the SF WFOE Hunan Jiayu
Wood Products Co., Ltd. from March 1, 2007 to March 1, 2008, as a
manager in the resources department. He was also employed at Sino-Panel
(Luzhai) Co., Ltd. from March 1, 2007 to March 31, 2010, as a manager in
the operations department, These positions appear to be intermediate
positions.

In the third and fourth quarters of 2010 Supplier #2 had over RMB 1.8
billion worth of standing timber fransactions with the BVI companies. In

1478



(i)

(iif)

-76-

the first quarter of 2011 Supplier #2 had over RMB 1.76 billion worth of
standing timber transactions with BVI Companies,

According to a scan of his Chinese ID card found in the SAIC filings,
Shareholder #11, the 80% shareholder of Supplier #2, was born on June 9,
1987, This means that he was 23 years old when Supplier #2 engaged in
transactions worth RMB 3.56 billion with SF from the third quarter of
2010 to the first quarter of 2011.

Supplier #21

Supplier #21 has been acting as a Supplier to BVIs since the Company’s
second fiscal quarter of 2011, According to SAIC search results, Supplier
#21 was incorporated on March 11, 2011. It has registered capital of RMB
5 million and its legal representative is the previously mentioned
Shareholder #12, the former employee of SF until March 31, 2010, and the
20% shareholder of Supplier #2, Shareholder #12 holds 70% of the shares
while Shareholder #13 holds the other 30%.

An email located in the Company’s records suggested that senior
management personnel knew of Shareholder #12 using proceeds paid from
Sino-Panel Luzhai and Jianghua WFOEs to Supplier #2 for timber
purchases to pay the registered capital of Supplier #21,

In the second fiscal quarter of 2011, Supplier #21 had over RMB 1 billton
in transactions with the SF BVIs. The first such transaction was for RMB
432 million and was dated April 7, 2011.

Supplier #7

Supplier #7 has been acting as a Supplier to BVIs - since the first fiscal
quarter of 2009. In 2009, Supplier #7 had over RMB 1.8 billion of
standing timber transactions with the BVIs. In all of 2010 and the first
fiscal quarter of 2011 ‘it had no transactions with the BVIs. In the second
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fiscal quarter of 2011 it had over RMB 435 million of transactions with _

the BVIs.

According to SAIC search results, it was registered on January 20, 2009,
with a registered capital of RMB 500,000, Its 60% shareholder is
Shareholder #14, who was an employee of the SF Jiamu WFOE from
May 1, 2007 to October 31, 2007, as a project assistant in the logistics
department. He was also employed by the SF Hezhou WFOE from
November 1, 2007 to October 31, 2008, as a manager in the projects
department. During his interview, Mr, Allen Chan described Sharcholder
#14 having been a junior employee and the IC’s findings appear to
confirm this.
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Other Suppliers and Als with Former SF Personnel

Other observations regarding SF Suppliers with former SE personnel as
summarised in the table below. A more detailed discussion of these
Suppliers is contained in Schedule VLB.1.1.
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Suppller 2 Bviand | 350bilon(BV)Aug | May2l. | fmillon | Shavehoder #12 (20%) (SF Mar 1, 2007 to Mar
WFOE 2010 to Mar 2011) 2010 31, 2010)
1 Suppller 72 millon (WFOE)
{Oct 2010
Supplier #24 BVI Supplier | 1 billon {Q2 2011) Mar 11, 2011 | 5 milllon Sharehotdar #12 (JO%NSF Mar 1, 2007 to Mar
31, 2010)

Suppller #7 BVl and 1.8 bifllon (BVf} (Jan to | Jan 20, 2009 | 500,000 Shareholdsr #14 {80%) {SF May 1, 2007 to Ocl
WFOE Dec 2009), 205 million 31, 2008)

Suppller (WFOE) (Aug 2010),
435 milllon (Q2 2011)

Supplier #22 WFOE 39 miilion (Mar 2011}  § Dac 10, 2 million Shareholder #14 (30%)SF May 1, 20 07 to Oc!

Supplier 2010 3, 2008)
Shareholder #19(70%) (SF Sep 24, 2007 lo
Aug 8, 2010) '
"Suppilar #18 BVi Supplier | 49 milion {Dec 20, Sep 12, | 500,000 Shareholder #14 {director and GM Aug 2007 fo
2007) 2008 Apr 2008) (SF May 1, 2067 lo Oct 34, 2008)
Officer #1 (superdsor Aug 2007 1o Apr 2008)
{SF 20050 present)

Supplier #12 BVl and 837.8 million (BVI) (Q3 | Aug 7,2009 | 500,000 Shareholdar #14 (shareholder Aug 7, 2003 fo
WFO§ and 4 2009) Odl 15, 2009) {SF May 1, 2007 to Oct 34,
Supplier 31 million (WFOE) (10 2008)

Jan 2010)

Supplier #23 - WFOE 3.3 mititon (Oct 3, Jun 15, 2005 | 500,000 Shareholder #20 (70%) (SF Apr} 1, 2004 fo

Suppller 2007) {deregislared present)
Mar 5, 2008)

Suppller #24 \guFOE 182 million (Oct 2008) | Apr 28,2008 | 20 milllon | Shareholder #1 (39%)

pplier

Supplier #25 WFOE 99 millon (Oct 2007 to | Oct 31,2005 | 500,000 | Shareholder $1 (100%)
Suppller Apr 2010)

| Supplier #9 WFOE 1.4 billon (Apr 100 | Avg 19, 2 milfon Shareholder #1 (80%)
Supplier Mar 11) 2005

Suppller #26 WFOE 170 milllon (Aug 21, Jan 5, 2010 | 2 million Shareholder #1 {(80%) |

Supplier 2010) -Shareholder #24 (20%) (SF Luzha Jan 1, 2008 |
lo Mar 31, 2010, Gaoyao Jiayao loft May 30,
2003, Joln date unknown)

Supplier #20 WFOE 61 million (sale 10 SF) | Dec2,2008 | 1 million Shareholder #21 (70%) (SF Luzhai Jan 1, 2008 -
Supplier and | (2010) to Mar 31, 2010, Gaoyao Jlayao May 30, 2003 .
cuslomer | 65 million (purchase o present)

] from SF) (2009) Shareholder #17 {30%) {SF 2000 to 2008)
1 Supplier #19 WFOE 478 mifion (Mar to Jan 28, 2008 | USD5 Sharsholder #3 (SF 2001 o 2007)
Supplier | Nov 2009) million
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(b}  Als with Former SF Employees
@  Al#2

" AI #2 is a current Al that was registered on February 15, 2002 with a registered
capital of RMB 500,000. From the third quarter of 2007 to the first quarter -of
2011, it purchased approximately RMB 4.093 billion of standing timber from
BVIs,

During the interview with Al #2, the IC Advisors were infroduced to Officer #3 as
the pegson in charge, Officer #3 was an employee of the Company from 2004 to
2007,

(c)  Potential Relationships between Als and Suppliers
(i) Supplier #13 and Supplier #1

Supplier #13 is a supplier to BVIs WFOEs, It was registered on June 5,
2009, with registered capital of RMB 5 million. In September 2010 it sold
approximately RMB 796 million of timber to the BVIs over two
transactions., From October to December 2009 it completed approximately
RMB 179 million of transactions with the WFOEs.

According to SAIC filings, the 60% shareholder is Sharcholder #15 while
the 40% shareholder is Supporter #2. On September 1, 2011, Supporter #2
was introduced to Mr, Judson Martin in the presence of Mr. Robert Staley
and Ms Rebecca Huang of BJ as a supporter behind Yuda Wood.

(ii)  Supplier #4, Supplier #5 and Al #6.

There are two Suppliers and an Al that have a common person as their
“supervisor”, The practical role of “supervisor” varies within different
Chinese companies and it is not known what the role of this person is
within each of these companies.

Supplier #4 is a supplier to BVIs that was registered on December 15,
2005, with a registered capital of RMB 500,000 and was deregistered on
July 16, 2009, lis 100% shareholder was Shareholder #16. Its supervisor is
Officer #2. From 2006 to 2009, it sold RMB 3.28 billion of standing
timber to the BVIs,

Supplier #4 is a supplier to BVIs that was registered on April 16, 2009,
with a registered capital of RMB 300,000. Its 100% sharcholder was the

7 According 1o SAIC search results, Officer #3 is not listed as a shareholder or officer of AI #2. Similarly, the

SAIC search rosuits do not indicate any shareholding by AI Conglomerate #1, However, during the interview
with Al Conglomerate #1, its chief Shareholder #5 introduced Officer #3 as the person in charge of Al #2 and
staled that AT #2 was his investment. For details of the interview, please refer to Schedule V.C.11,
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same Shareholder #16. Its supervisor is the same Officer #2. From 2009 to
the first quarter of 2011, it sold RMB 2.64 billion of standing timber to the
BVIs.

Al #6 is an Al that was registered on January 13, 2010 with a registered
capital of RMB 200,000, From 2010 to the first quarter of 2011 it
purchased RMB 2.15 billion of standing timber from the BVIs. According
to SAIC filings, its supervisor is the same Officer #2. From January to
November its 100% shareholder was Shareholder #138.

(d)  Payments for BVI Standing Timber Purchases Made by Companies that are Not

Als

U]

Trading Co. #1

According to emails Jocated in the Company’s records, Trading Co. #1 is
incorporated in the BVI and is owned by Shareholder #4, the brother of
Shareholder #3 of Supplier #3. That email was sent to SF personnel and
also contains the Hong Kong HSBC bank details of the company. A
search seeking the identity of shareholders of Trading Co. #1 was denied
(shareholding information in the BVI is only available with the consent of
the shareholder).

According to the SAIC search results, and confirmed at the Al interview
with Al #4 and Al #2, Sharcholder #4 is a former shareholder of Al
Conglomerate #1, the Holdco of these two Als,

In the first fiscal quarter of 2011, in four different BVI standing timber

purchases with Supplier #2, payment was made partially by Trading Co’

#1. This is unusual as payments for BVI standing timber purchases are
normally made by SF’s Als as set-offs against SF’s standing timber sales
to those Als, It is not clear on what basis Trading Co. #1 owed money to
SF and made those payments to Supplier #2. The SAIC search results for
Supplier #2 do not indicate that Shareholder #4 is involved in Supplier #2.

These payment records suggest that there may be funds held offshore by
Trading Co. #1 {or others) on behalf of SF, or accounts payable to SF
BVIs by Trading Co. #1 (or others).

Management advises that Trading Co. #1 is owned by Shareholder #4 and
is a customer of both SP and SW Trading that purchases imported logs
from the Company. Supplier #2 is a supplier of plantations that
Shareholder #4 is not involved with. The Company sold imported logs to
Trading Co. #1 and by the end of 2010, Trading Co. #1 owed the
Company $39 million. The Company had purchased plantations from
Supplier #2 and owed it for these purchases. The Company's finance
department pressured Trading Co. #1 to pay its account after year end, but
it did not have the U.S. dollars to pay the amounts owing. Trading Co. #1
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was directed to pay its liability using RMB and it was directed to pay it to
Supplier #2 in partial setilement of the plantation purchases. Management
very recently provided the IC with information regarding Als and
Suppliers and relationships among the Company and such parties. The IC
is reviewing this material from Management and intends to report its
findings in this regard in its final report to the Board.

Other Set-off Arrangements Involving Non-Al Companies

The IC Advisors have also identified other instances where Suppliers of
BVI standing timber purchases have received payment from companies
other than Als, The companies identified appear to be domestic
import/export companies.

Payments by these companies in RMB to Suppliers of the BVIs in China
may suggest that they have accounts payable to the BVIs. If this is the
case, BVI funds outside China {or accounts receivable offshore in foreign
exchange) are being transferred by way of set-off into China for purchase
of standing timber that become part of the BVI assets in China,

Specific examples include payments in 2010, where Supplier #3 received
payment from non-Al companies, including Trading Co. #2 and Trading
Co. #3. Similarly, in 2010 the Supplier #5 reccived payment from Trading
Co. #4.

It is again unclear on what basis these non-Al companies are making set-
off payments on behalf of SF, '

{e)  Payments to Potentially Connected Suppliers

()

Als AT #4 and Al #2 Paying Potentially Connected Supplier #3

SF charts of BVI purchase and sale transactions indicate that from 2009 to
2011, the Als AI #4 and Al #2 made over RMB 604 million in set-off
payments on behalf of SF for BVI timber purchases from the Supplier,

At the Supplier #3 supplier interview in Schedule V.C.11, Shareholder #3,
the chief of Supplier #3, confirmed that he founded Al Conglomerate #1,
the holding company which owns Al #4.

Based on the SAIC search results, it appears that 40% of the shares of Al

Conglomerate #1 are held by a Hong Kong company called Shareholder

#22 that is 100% owned by a company called Shareholder #23, which is a
BVI company. Emails located in the Company records indicate that
Shareholder #23 is controlled by Shareholder #3 and that it is through this
BVI structure that Shareholder #3 maintains his shareholding in Al
Conglomerate #1 and therefore the two Als. A search seeking the identity
of shareholders of Shareholder #23 was denied (shareholding information
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in the BVI is only available with the consent of the shareholder). The most
current SAIC search results show that Shareholder #3 is currently the vice
chairman of Al Conglomerate #1. During the interview with Shareholder
#5, the IC Advisors were told that the information was out of date and that
Shareholder #3 had transferred his shares to Shareholder #5 and his
brother Shareholder #6 in 2009. However, SAIC search results showed
that Shareholder #3 participated in a board resolution of Al Conglomerate
#1 in 2010. The holding structure is illustrated in a chart attached to such
emails.

(i)  Als Al #6 and Al #5 Paying Potentially Connected Suppliers Supplier #4
and Supplier #5.

SF charts of BVI purchase and sale transactions indicate that in 2010, the
AT Al #6 made over RMB 313 million in set-off payments on behalf of SF
for BVI timber purchases from the Supplier #5 both of whom have a
common supervisor as noted above. In 2009, Al #5, which is an Al
identified by Management as also controlled by the same entity which
controls Al #6, made over RMB 170 million in set-off payments on behalf
of SF for BVI timber purchases from the Supplier #5. From 2007 to 2008,
Al #5 made over RMB 499 million in set-off payments on behalf of SF for
BVI timber purchases from Supplier #4, The IC intends to assess the
implications of these potential relationships.

(f)  Sale of Standing Timber to Al Potentially Connected to Supplier of that Timber
(i) Timber Bought from Supplier #3 and Sold to Al #4 and Al #2.

SF charts of BVI purchase and sale transactions indicate that from October
2008 to March 2011, SF sold a total of approximately RMB, 145 million of
standing timber to the Als Al #2 and Al #4 that was purchased from
Supplier #3. During the interview with Shareholder #5, the IC Advisors
were told that the information was out of date and that Shareholder #3 had
transferred his shares to Shareholder #5 and his brother Shareholder #6 in
2009. For further details about the relationship between Al #2, AI #4 and
Supplier #3, please refer to Schedule VI.B.1.1.

(ify  Timber Bought from Supplier #8 and Sold to AI #3

SF charts of BVI purchase and sale transactions indicate that from July
2006 to December 2009, SF sold a total of approximately RMB 456
million of standing timber to Al #3 that was purchased from the connected
Supplier #8. For details about the relationship between Al #3 and Supplier
#8, please refer to Schedule VLB.1.1.



1486

-83-

(g) Lam Hon Chiu - Jiangxi Zhonggan

Certain of the related-party allegations in the MW Report concerned Lam Hon
Chiu, who was characterized in the MW Report as an “sxecutive” of the
Company. The MW Report alleged, among other things, that Lam Hon Chiu was
also the manager of two of the Company’s *“agents” (which agents were
unnamed), as well as the legal representative and President of Supplier Jiangxi
Zhonggan,

Management responded that Lam Hon Chiu, also known as Marco Lam, had once
held the position of Vice-President, Business Development and Logistics, with the
Company, but left Sino-Forest on July 22, 2007.

Management provided the IC with a letter of Sino-Panel {Asia) Inc. dated July 17,
2007, confirming the termination of Lam Hon Chiu’s employment, effective
July 23, 2007. The letter was acknowledged by Lam Hon Chiu on July 17, 2007,
In addition, Management provided a copy of an Employee Termination Checklist
dated July 22, 2007, acknowledged by Lam Hon Chiu on July 17, 2007, and an
MPF Member Termination Statement for Employer in respect of Lam Hon Chiu
issued by HSBC Life (International) Limited on November 7, 2007, These
materials are attached as Schedule VI.B.1(g).

During the interview with Supplier Jiangxi Zhonggan on September 22, 2011
Lam Hon Chiu confirmed his previous employment with the Company. He further
stated that Jiangxi Zhonggan, the Supplier of which he is legal representative, did
not have any transactions with Sino-Forest until after his employment with it had
ended, '

(h)  Relationship Mapping

The IC Advisors identified other possible relationships between SF, its parent and
current employees and Als and Suppliers.

To date numerous interrelationships and linkages between SF’s current/former
employees, and Als, Suppliers, forestry bureaus and their current/former
employees have been identified and further potential relationships continue to be
identified as enquiries continue,

On the instructions of the IC, the IC Advisors have passed the details of possible
relationships identified to date to Management for further follow up and
explanation. As noted above, very recently, Management provided information
regarding Als and Suppliers and relationships among the Company and such
parties, The IC is reviewing this material from Management and intends to report
its findings in this regard in its final report to the Board.
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2, E&Y Directors

Muddy Waters alleged that the Board appears to be a retirement plan for partners of E&Y. In
particular, Muddy Waters suggested that there are currently five retired E&Y partners on the
Board.

In fact, there are only two current directors of the Company who were formerly partners of E&Y,
Mr, James Hyde and Mr. Garry West. Mr, Hyde left E&Y in 2002 to take a position in industry,
and became a director of the Company in 2004, Mr, West retired from E&Y in June 2007 and
became a director of the Company in February 2011, No other persons on the current Board have
been E&Y partners.

It would appear that Muddy Waters confused Mr. Jamie Bowland, a recently departed director
~ with a long career at BMO Capital Markets, with a “James Boland” - an American who sitson a
public company board, While Mr, Jamie Bowland had advised that he worked brleﬂy for a
predecessor to E&Y in the 1970s, he was not a partner thereof.

Muddy Waters may also have confused Mr. W, Judson Martin, the Chief Executive Officer, with
a “J. W. Martin” - a former E&Y partner who is not associated with the Company, Mr. W,
Judson Martin has never been an E&Y partner or employee.

Finally, the Company has been advised by E&Y that Mr, Peter D.W. Wang has a similar name to
an E&Y partner, although he, too, has not been an E&Y partner.

C. Globe and Mail Allegations re: Homix and Chen Hua

Homix is currently an indirect wholly owned subsidiary of the Company. Dayang is currently a
wholly owned subsidiary of Homix. The Globe, in a story printed September 3, 2011, claimed
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that SAIC corporate filings for Dayang indicate Chen Hua, a Vice-President of SF, was also a

shareholder in Dayang at the time of the sale of Homix to SF in 2010 for $7.1 million. The Globe
characterized Dayang as a “unit of Homix™ and stated that SF closed the purchase of Homix in
June 2010, Muddy Waters says that SF paid Ms, Chen $7 million (without relating such payment
to any particular transaction). Based on SF public disclosures at the time, the fransaction was
closed in January 2010.

Based on the Dayang SAIC filings that have been reviewed by the IC Advisors, the IC was able
confirm that the SAIC filings do not show Chen Hua as holding an interest or a position in
Dayang after January 28, 2008. The Homix sale is recorded in the SAIC filing and disclosed by
SF as occurring on January 4, 2010, The SAIC searches show Chen Hua was a 30% sharcholder
(and Chair) from August 2003 to November 2004. She was again shown as a 30% sharehoider
for three days in January 2008, BJ advised the 1C Advisors that Ms. Chen has stated to them that
she was a nominee holder who held for the owner who was a friend. She further indicated to BJ
that she acted as Chair in the initial stages as she had good relationships that were relevant to the
business.
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VII, OTHER MUDDY WATERS ITEMS

The IC has not attempted to address every allegation made by MW but rather has focussed its
review as previously described. Set out below are two additional of allegations of MW, which
the IC also believes warrant comment.

A. Logging Versus Sale of Trees

One of the allegations in the MW Report was that, given logistics and operational realities, SF’s
Yunnan Province timber sales are largely fabricated. For example, Muddy Waters noted that
Yunnan is a remote, rugged, mountainous province, making the prospect of harvesting any
sizeable quantity of logs, even by hand, daunting. Moreover, even if the Company were able to
hatvest the logs claimed, the roads through the mountains are dangerous, with switchbacks and
steep precipices. Roads leading into the agricultura) areas are of an even lower quality and often
" unpaved. During the rainy season (from May to October), travel by road would be further
complicated by mud and occasional landslides. According to the MW Report, the value of
purchases made under the Yunnan MFA was overstated by approximately $800 million,

In response to these allegations, Management explained that, in fact, its revenue from Yunnan
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Province was solely the result of the sale of standing timber. No cutting or transport was:

involved, as the trees were sold as living trees and not harvested as logs.

The IC Advisors reviewed the Company’s 2010 MD&A, the MD&A for the three months ended
March 31, 2011, and the Q2s, and determined that this particular element did not require further
investigation, as the Company’s public disclosure supported Management’s assertion that the
revenue generated by the Company in Yunnan Province resulted from the sale of standing
timber. For example, the 2010 MD&A stated that the revenue from broadleaf in Yunnan
accounted for approximately 45.5% of standing timber revenue in the year ended December 31,
2010. The MD&A for the three months ended March 31, 2011 disclosed that during the three
months ended March 31, 2011, the Company sold approximately 9,868 Ha. of plantations which
were acquired under MFAs, mainly in the provinces of Guangxi, Yunnan and Hunan. Finally, the
Q2s indicated that in the six months ended June 30, 2010, 92.9% of standing timber sales were of
broadleaf from Yunnan Province.

B. Capital Hole

The MW report raises an allegation it refers to as the “Capital Hole”. The essence of this
allegation is that there is a gap between the capital available to SF in China which it could access
through equity injections, debt and asset dispositions, and the capital SF reports to have spent in
China on acquisitions.

Management was asked to address this allegation in its overall response to the MW allegations.
. Management’s primary response is as follows:

“MW'’s premise is that SF's business generated $3.5 billian of cash flow (after
change in working capital components and changes in short term borrowings)
but that SF purchased $5.0 billion worth of traes, thereby SF has a cash shortfall
of $1.5 bitlion. Since Chinese govemment records only show between $0.7
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billion and $1.2 billion of investment by SF into the PRC, SF in China must be
short of cash of between $0.3 billion and $0.8 billion, MW then argued that SP
must not have been acquiring all of the trees that ST publicly discussed. In
reality, the alleged cash short full has been made up by fund raising exercises
undertaken at the parent leve! outside of China. And not all of this cash raised
has gone into China to fund trees acquisitions. In fact, the operating cash flow
figures that MW used are taken from our financial statements and include
expenses in the income statement and investments in working capita) assets in
Hong Kong that have been funded by capital raised at the parent level and kept
in Hong Kong. The expenses have not been funded by operating cash flow in
China, The expenses made in Hong Kong should not be included as deduction
against the operating cash flow in China. For example, 8F's selling, general and
administrative expense and Interest for the period of time referred to the MW
Report has been in excess of $0.7 billion. This amount has been wrongly
deducted by MW from the China operating cash flow to arrive at the incorrect
operating cash flow used in the MW report. This $0.7 billion has been funded by
cash raised at the parent level and paid outside of China, and therefore this
amount needs to be added back to the operating cash flow within China. The
remaining of the alleged excess/shortfall in the MW Report is caused by MW
wrongly lumping together the change in working capital components. Some of
the change relates to onshore WFOE’s and is funded by their operating cash
flow in China, some of the change is related to the BVI plantation purchases and
is fonded by this model and some of the change is related to Hong Kong log
trading business which is funded off shore by capital raised by the parent. For
example, SF funded the Imported log trading business in Hong Kong (the
investment in this business is included in the change in non-cash working capital
components when determining operating cash flow) to the extent of $220
million, This amount needs to be added back to the operating cash flow. When
one adjusts for these two amounts and includes the actual investment in China,
ofe arrives at an excess fonding scenario — there is no cash hole as MW so
sensationally alleged.”

The 1C did not ask the 1C Advisors to examine the capital hole allegation in favour of focusing
on the primary issues described in Part I above,
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VIII. VALUATION

Key allegations in the MW Report relate to the valuation of SF’s standing timber holdings being
overstated, The MW Report suggests that Poyry, the company tefained by SF to provide certain
valuation services, had been provided manipulated data and had its scope of work restricted by
SF. The MW Report also suggests that timber holdings are overstated by way of alleging
purchase transactions are fabricated.

Initially, the IC instructed the IC Advisors to focus on verifying existence and ownership of the
assets, with a subsequent step being the valuation of those assets, The IC determined in August
2011 that the valuation exercise would need to run concurrentiy with the othet efforts.

At the request of the IC, the IC Advisors pursued the engagement of an independent valuator
with appropriate forestry expertise in China. The scoping of this project with a prospective
" valuator was completed. However, through the course of its own review, the IC determined it
had material concerns with respect to such valuator's independence and did not proceed with it
further. At the same time, SF was giving consideration to a course of action which would require
a valuation of its own and, in order to avoid duplication of costs and effort, the IC determined it
would combine its needs with those of the Company and proceed with a new process.

A key concern identified by the IC Advisors was the information from SF that longitude/latitude
coordinates of standing timber plantations cannot be obtained from the Surveyor Reports. Such
reports show GPS coordinates for the village/general area rather than detailed coordinates that
would facilitate specific identification and a site-walk/examination,

The IC and Management are cutrently negotiating an engagement letter with an independent
valuator pursuant to which it would conduct a valuation process in respect of a sample of SF’s
standing timber. :
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IX. OSC

On June 8, 2011, the OSC announced it was investigating maiters related to SF. A discussion of

the OSC’s investigation and the work of the IC in that regard is attached as Schedule IX, which
is privileged and confidential.
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X E&Y

As auditor, E&Y is entitled to inspect the books and records of the Company. The IC agreed and
instructed the IC Advisors to keep E&Y informed as to the status of the IC’s review process and
have addressed questions of particular interest to E&Y in relation to the scope and progress of
the review.

At the outset the IC provided E&Y with the first draft of the proposed work plan of PwC as
submitted to the IC. The IC has continued to discuss the work plan with E&Y as it has
developed. The IC also has given E&Y access fo the Sino-Forest data captured by PwC on behalf
of the 1C. -

A particular area of interest for the IC and E&Y has been Sino-Forest’s relationships with Als
_and Suppliers, particularly, the Hong Kong Sonic Jita and Yuda Wood relationships.

The IC has briefed E&Y regularly on the nature and progtess of the IC's review in relation to the
following topics:

. Cash;
L Fact Gathering;
. Management Response;

. Revenue Mapping;

. Relationship Mapping;

. Alleged Non-Arm’s Length Relationships;
. Forestry Bureau Visits and Confirmations;
. Customer/Supplier Visits;

. Current Activities/Next Steps; and

. Timing.



1497

XI. ROYAL CANADIAN MOUNTED POLICE (IMET)
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XL. ROYAL CANADIAN MOUNTED POLICE (IMET)

The RCMP has advised the IC that it has commenced a preliminary investigation into the
allegations of fraud asserted in the MW Report, Particulars of the IC’s discussion with the
RCMP to date are set out in Schedule X, which is privileged and confidential.
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XII. CASH

As reported in the IC’s First Interim Repott, as a precautionary measure, the IC requested that
PwC confirm SF’s cash balances, PwC did this as of June 13, 2011 for both PRC accounts and
“offshore” accounts. A total of 293 accounts controlled by SF in Hong Kong were confirmed,
representing 100% of the expected cash position. There are a very significant number of
accounts held by SF in China and the logistics and requitements of in person/in branch
verification in that country led the IC to confirm only a portion of the China accounts (28
accounts, representing approximately 81% of the expected China cash position). The IC was
satisfied that SF’s expected cash position existed as at the date of the confirmation, The Board
should be aware that SF only updates the details of its own cash position quarterly, so the
confirmation results must be considered in this context. The IC has instituted certain additional
controls over cash movements in excess of $1 million held in SF Hong Kong bank accounts in
_ order to provide the IC with some precautionary comfort during the examination process.



1507

XIII. NEXT STEPS




1502

-99-

XIII. NEXT STEPS

Subject to the direction of the Board, the IC expects to complete its review prior to the end of
2011 and intends to:

(2) review the information and analysis recently received from Management relating
to cerfain relationship issues;

(b)  in cooperation with Management, engage an independent valuator to conduct a
valuation process with a scope and parameters acceptable to the 1C;

(¢)  such other steps as the IC, in its judgement, deems advisable in the discharge of
its mandate; and

(d)  submit its final report and recommendations to the Board.

The IC expects to be able to deliver its final report to the Board prior to the end of 201 1.



1503

GLOSSARY



1504

GLOSSARY
“$” means, unless otherwise specified, U.S. dollars;

“2010 Aecquisition” means the Company’s acquisition of substantially afl of the outstanding
common shares of Mandra (not already owned by the Company) on February 5, 2010;

“2010 AXF” or “AlF” means the Company’s annual information form for the year ending
December 31, 2010;

“2010 Anneal Report” means the Company’s annual report for the 2010 calendar year;

“2010 Financial Statements” means the Company’s audited consolidated financial statements
and the notes thereto as at and for the year ended December 31, 2010; -

“2010 MD&A” means the Company’s management discussion and analysis fot the year ending
December 31, 2010,

“AY” means an authorized intermediary, an entity through which a BVI conducts its sales;

“AIC” or “SAIC” means China's State Administration for Industry and Commerce, the national
authority responsible for administering industry and commerce;

“Al HoldCo” or “Al Conglomerate #1” means Al Conglomerate #1, a holding company that
controls several Als;

“Audit Committee” means the Audit Committee of the Board;

“BJ” means Bennett Jones LLP, Canadian ¢ounsel to the Company;

“Board” means the Board of Directors of SF;

“BVI” means a subsidiary of the Company incorporated in the British Virgin Islands;

“Chart” means the corporate structure chart provided to the IC Advisors by the Company and
attached as Schedule I1.C; '

“China” means The People’s Republic of China,
“Chop” means the seal typically used in place of signatures in China;

“Company” or “SF” or “Sino-Forest” means Sino-Forest Corporation and, whete the context
requires, its consolidated subsidiaries;

“Counterparty” means a party to an agreement with SF that is not a subsidiary of the Company;
“CTO” means the cease trade order of the OSC dated August 26, 2010;

“Dayang” means Jiango Dayang Timber Co. Ltd., a wholly-owned subsidiary of Homix;
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“E&Y" means Ernst & Young LLP, the auditor of the Company;
“Entrusted Sale Agreements” has the meaning set forth in Section V.C.135;

“forestry bureau confirmations” or “confirmations” means documents issued to the WFOEs
and BVIs on letterheads with forestry bureau names and featuring Chops (the seal typically used
in ‘place of signatures) that indicate that they had been issued by the corresponding forestry
bureau, but does not include new confirmations;

“FTI” means FTI Consulting, a consulting firm advising the Company;
“GAAP” means the Generally Accepted Accounting Principles;

“Gengma Dai” means Gengma Dai and Wa Tribes Autonomous Region Forestry Company Ltd.,
" an agent through which the Company purchases timber assets in the Yunnan region of China;

“Globe” means The Globe and Mail, a Canadian national newspaper;

“Ha.” means hectares, which is equivalent to 15 mu (statements of Ha, herein are approximate,
given the rounding associated with the conversion of mu to Ha.);

“Homix” means Homix Limited, a company acquired by SF in June 2010;

“Hong Kong Sonic Jita” means Sonic Jita Engineering Co. Ltd,, the Hong Kong incorporated
parent company of Yuda Wood;

“Hunan Forestry Entity #1 Confirmation” means the new forestry bureau confirmation issued
by Hunan Forestry Entity #1 (see Section V.C.9);

“IC” means the Independent Committee to the Board,
“IC Advisors” means one or more of PwC, Osler, Mallesons and JH;
“IMET” means an Integrated Market Enforcement Team of the RCMP;

“Income” means income from continuing operations-before interest, other income, exchange
losses and changes in fair value of financial instruments;

“JH” or “Chinese counsel to the IC” means Jun He Law Offices, independent Chinese IC
counsel;

“Jiangii Zhonggan” means Jiangxi Zhonggan Industrial Development Cormpany Ltd.;
“Malles'ons” means Mallesons Stephen Jaques, independent Hong Kong counsel to the IC;
“Management” means, at any time, the management of SF at that time;

“Mandra” means Mandra Forestry Holdings Limited, a wholly-owned subsidiary of SF;
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“Mandra Bonds” means aggregate principal amount of $194,470,000 of 12% Guaranteed
Senior Notes due May 2013 issued by Mandra Finance;

“Mandra Finance” means Mandra Forestry Finance Limited;
“MD&A” means management discussion and analysis;

“MFAs” means master framework agreements between various BVIs or WFOEs, on the one
hand, and various Chinese entities, on the other, which establish a framework for the supply of
standingtimber to the Company in specified areas;

“MOFCOM” means China’s Ministry of Commerce;

~ “mu” means a Chinese unit of measure for area, which is equivalent to 0.067 Ha;

“Muddy Waters” or “MW” means Muddy Waters, L.L.C.;

“MW Report” means the initial “research report” issued by Muddy Waters dated June 2, 2011;
“OSC” means Ontario Securities Commission;

“Osler” means Osler, Hoskin & Harcourt LLP, independent Canadian counsel to the IC;

“Plantation Rights Certificate” means a governmental registered certification of ownership
issued by a forestry bureau in China to evidence certain forestry-related rights;

“PwC” means PricewaterhouseCoopers LLP, forensic accounting advisors to the IC;

“Q2s” means, collectively, the financial statements of the Company for the six months ended
June 30, 2011 and the related MD&A;

“RCMP” means Royal Canadian Mounted Police;
“RMB” means Renminbi, the official currency of China,
“SAFE” means Clhina’s State Administration for Foreign Exchange;

“SAIC” means China’s State Administration for Industry and Commerce, the national authority
responsible for administering industry and commerce;

“Sino-Panel (China)” means Sino-Panel (China) Investments Ltd., a WFOE;
“SP” or “Sino-Panel” means Sino-Panel (Asia) Inc. (BVI), a BVI;
“Staff’ means Staff of the OSC;

“Subsidiary BVIs” means, as of the date hereof, all BVIs, other than Greenheart Resources
Holdings Limited;
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“Supplier” means a suppliet to the Company of plantation assets, either rights to standing timber
or plantation/land use rights or both;

“Survey Company #1” means Survey Company #1, a survey company engaged by SF to
provide it with surveyor services in connection with its plantation assets;

“Survey Report” means a Forest Resource Survey Report that accompanies BVI timber
purchase contracts;

“SW” or “Sino-Wood" means Sino-Wood Partners, Limited, a Hong Kong incorporated
subsidiary of SF;

“TSX” means Toronto Stock Exchange;
" “VAT” means valued-added tax;

“WFOX” means a subsidiary of the Company incorporated in China as & “Whoily Foreign
Owned Enterprise”;

“WFOE MFAs” means the four MFAs entered into between WFOEs and vendor Counterparties
from 2009 to 2011, described further in Section V.B; and

“Yuda Wood” means Huaihua City Yuda Wood Co. Ltd, a Supplier.



APPENDIX I - IC REPORT ~ FINAL REPORT

(See Attached)
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Loy

Capitalized terms used in this Final Report shall have the respective meanings asctibed to.

them in the Glossary.

The IC Advisors have conducted various investigative and review processes, all at the
direction of, and subject to such scope limitations as the IC, in its judgment, deemed

appropriate. This Final Report, while based on the work of such advisors, is the report of

the IC and not the report of the IC Advisors.
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INTRODUCTION

The IC was established by the Board on June 2, 2011 immediately following the release by
Muddy Waters of the MW Report. The IC has issued two interim reports to the Board since that
date, the first dated August 10, 2011 and the second dated November 13, 2011. The initial
members of the 1C were William Ardell (Chair), James Bowland and James Hyde. At the
invitation of the IC, Mr. Garry West, an independent director of SF, has attended virtually ali the
IC meetings and participated in its process, Mr. Bowland resigned as a director and from the IC
on November 3, 2011 following the delivery to the Board of the IC’s draft Second Interim
Report, The IC has formally met approximately 75 times, in most cases for several hours, and
met informally and communicated by email aimost daily, either as IC members or in another
Board capacity.

. As was noted in the Second Interim Report, the IC focused on the years 2006 and following and

limited its process to the examination and review of the issues raised in three core areas:
(i) timber asset verification; (ii) timber asset value; and (iii) revenue recognition. Overlaying or
intertwined with the latter two areas were the issues raised by the MW allegations regarding
related party transactions and relationships. These issues have proved to be very difficult to
definitively resolve. :

The Second Interim Report described the process undertaken by the IC in its examination and
review of the allegations made in the MW Report, summarized the outcomes and findings
resulting from such process and identified certain further steps which the IC intended to take.
Attached as Schedule I to this report is the Executive Summary from the Second Interim Report
which includes an overview of the IC’s principal findings as to timber ownership, forestry
burcau confirmations and Plantation Rights Certificates, book values of timber, revenue
reconciliation, relationships, cash and the BVI structure. The Executive Summary also discusses
the challenges encountered by the IC in conducting its process. :

The Second Interim Report stated that, while the IC believed its work was substantially
complete, there remained certain further steps which it intended to undertalce as follows:

e review the information and analysis which had very recently been provided by
Management and which was intended to respond to certain issues regarding relationships
of the Company with Als and Suppliers and between Als and Suppliets as identified in
Part IV of the Second Interim Repott;

o work with management to engage an independent valuator; and

e such other steps as the IC, in its judgment, deemed advisable in the discharge of its
mandate.

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

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

Given the circumstances described above, the IC understands that, with the delivery of this Final
Report, its review and examination activities are terminated. The IC does not expect to
undertake further work other than assisting with responses to regulators and the RCMP as

. required and engaging in such further specific activities as the IC may deem advisable or the

Board may instruct. The IC has asked the [C Advisors to remain available to assist and advise
the IC upon its instructions.

L PROCESS SINCE NOVEMBER 13, 2011

The IC Advisors’ privileged report on outstanding items as at the date of the Second Interim
Report and limited processes conducted by the IC Advisors since November 13, 2011 (being the
date of the IC’s Second Interim Report) has been delivered to the Board, Many of those
challenges, which are fully described in section C of the Executive Summary of the Second
Interim Report, continued to affect the IC's process since November 13, 2011. See Schedule I.

The scope of review and the processes undertaken by the IC Advisors since November 13, 2011
were determined by the 1C and have been subject to certain limitations. The IC, in its judgment;

considers such limitations to be appropriate and in the best interest of the Company, having
regard to the challenges referred to above, time constraints and cost/benefit considerations, This
Final Report to the Board, while partially based on the work of the IC Advisors, is the report of
the IC and not the worlk of the IC Advisors.

IL RELATIONSHIPS

The objectives of the IC’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 II.A of the Second Interim Report. That the Company’s relationships with
its Als and Suppliers be arm’s length is relevant to SF’s ability under GAAP to:

o book its timber assets at cost in its 2011 and prior years® financial statements, both
audited and unaudited

» recognize revenue from standing timber sales as currently rcﬂectcd in its 2011 and prior
years’ financial statements, both audited and unaudited.

1512
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Yuda Wood

Yuda Wood was founded in April 2006 and was until 2010 a Supplier of SF. Its business
with SF from 2007 to 2010 totalled approximately 152,164 Ha and RMB 4.94 billion.
Section VLA and Schedule VI.A.2(a) of the Second Interim Report described the MW
allegations relating to Yuda Wood, the review conducted by the IC and its findings to
date. The IC concluded that Huang Ran is not curtently an employee, and that Yuda
Wood is not a subsidiary, of the Company. However, there is evidence suggesting a
close cooperation between SF and Yuda Wood which the IC had asked Management fo
explain. At the time the Second Interim Report was issued, the IC was continuing to
review Management’s explanations of a numbet of Yuda Wood-related emails and
certain questions arising there-from.

Subsequent to the issuance of its Second Interim Report in mid-November, the IC, with
the assistance of the IC Advisors, has reviewed the Management responses provided to
date relating to Yuda Wood and has sought further explanations and documentary support
for such explanations. This was supplementary to the activities of the Audit Committee
of SF and its advisors who have had during this period primary carriage of examining
Management’s responses on the interactions of SF and Yuda Wood. While many
answers and explanations have been obtained, the IC believes that they are not yet
sufficient to -allow it to fully understand the nature and scope of the relationship between
SF and Yuda Wood. Accordingly, based on the information it has obtained, the IC is still
unable to independently verify that the relationship of Yuda Wood is at arm’s length to
SF. lItis to be noted that Management is of the view that Yuda Wood is unrelated to SF
for accounting purposes. The IC remains satisfied that Yuda is not a subsidlary of SF.
Management continues to undertake work related to Yuda Wood, including seeking
documentation from third parties and responding to e-mails where the responses are not
yet complete or prepared. Management has provided certain banking records to the Audit
Committee that the Audit Committee advises 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.

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 SKF
employees, consultants or secondees are or have been directors, officers and/or
shareholders (including Yuda Woad); (ii) an Al with a former SF employee in a senior
position; (iii) potential relationships between Als and Suppliers; (iv) set-off payments for
BVI standing timber purchases being made by companies that are not Als and other set-
off arrangements involving non-Al entities; (v} payments by Als to potentially connected
Suppliers; and (vi) sale of standing timber to an Al potentially connected to a Supplier of
that timber, Unless expressly addressed herein, the IC has no further update of a material
nature on the items raised above.

On the instructions of the IC, the IC Advisors gave the defails of these possible
relationships to Management for further follow up and explanation. Just prior to the
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Second Interim1 Report, Management provided information regarding Als and Suppliers
relationships among the Company and such parties.

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

+ Reconciling the annual transaction amount for each Supplier and Al with the
purchase/sales detailed data, which were provided by Management;

s Checking registration documents filed with SAIC to verify the basic information
(legal representative, sharcholding structure and establishment date) of Suppliers
and Als; and

o Performing Internet searches on the backers including their current and past
position, investment and news.

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

dential

*
-

fa
11

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

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

(i) Common Shareholders Between Suppliers and Als: The Kaitong
Repott states that there are 5 Suppliers and 3 Als with current common
shareholders but there is no cross majority ownership positions between
Suppliers and Als,

(iv)  Transactions Involving Suppliers and Als that have Sharcholders in
common: The Kaitong Report states that, where SF has had transactions
with Suppliers and Als that have certain current shareholders in common
as noted above, the subject timber in those transactions is not the same;

Privileged & Con
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that is, the timber which SF buys from such Suppliers and the timber
which SF sells to such Als are located in different counties or provinces.

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

Backers to Suppliers and Als

As noted above, the Kaitong Report explains the concept of backets of certain Suppliers
and Als. The Kaitong Report in effect supersedes certain of the information previously
provided by Management and reported in the Second Interim Report (Part V.C.18(b)}
concerning Als and their supporters (then referred to as Al Holdcos or conglomerate).

The Kaitong Report states that all backers to Suppliers and Als have strong business
networks and good relations with various levels of the identified Chinese governments
but doos not explain the nature of the connections. The Kaitong Report stresses the
importance of “Guanxi” in Chinese business, but is not specific as to particular benefits

and why these particular relationships are important, The Kaitong Report contains little

information to validate the political or business connections of such backers, or the nature
of the relationship between the backers and the Suppliers or Als, There is no
documentary evidence of the nature of theit support for their respective Suppliers or Als
nor the consideration (if any) received by the backers for their support of the Suppliers or
Als. The Kaitong Report suggests that such backers may provide resources that are
important in China such as introductions, endorsements and connections.

As described in Schedule II, the IC Advisors conducted a review of the emails of twenty-
three custodians using keyword searches related to the backers.

The documents identified by the IC Advisors from such review as being of potential
interest showed no direct communication between backers and SF personnel. No
additional substantive information was obtained from such email review or the
interactions between the IC Advisors and Kaitong and management either on the
relationships between SF and the backers or the roles and involvement of the backers in
the business dealings between SF and the Als and Suppliers. Management has advised
that, while they were aware of certain backers of the Als and Suppliets, the backers were
not directly involved in the interactions with the Company. This appears to be borne out
by the key word searches.

The SAIC information reviewed by the IC Advisors indicated one connection between an
identified backer and an associated Supplier and the Kaitong Report indicates another
between a backer and one of his associated Suppliers.

1515
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As. described below, certain of the persons identified as backers of Als were interviewed
prior to the Second Interim Report and, in some cases, acknowledged an association with
the Al for which the Kaitong Report identified them as its backer.

Given the general lack of information on the backers ot the nature and scope of the
relationships between the Suppliers or Als and their respective backers and the absence
of any documentary support or independent evidence of such relationships, the IC has
been unable to reach any conclusion as to the existence, nature or importance of such
relationships. As a result, the IC is unable to assess the implications, if any, of these
backers with respect to SF’s relationships with its Suppliers or Als. Based on its
experience to date, including interviews with Suppliers and Als 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 Als or Suppliers
or their respective backers and, if arranged, that such interviews would yield very little, if
any, verifiable information to such advisors. The IC understands Management is
continuing to seek meetings with its Als and Suppliers with the objective of obtaining
information, to the extent such is available, that will provide further background to the
relationships to the Audit Committes,

(a)  New Suppliers

The Kaitong Report also addresses the observation in the Second Interim Report that
several new Suppliers have appeared since 2009 and completed very large transactions
with SF, The Kaitong Report states that Management advised that the main reason to
have new Suppliers is that as the Company expands its business into new geographic
regions, it needs Suppliers established in each such region. In addition, .the Company
would also like to balance the transactions among Suppliers so as to reduce dependency
risk on certain Suppliers, Supplier #21. is named as one such Supplier. This Supplier has
the same backer (Backer #24') and one similar shareholder (Shareholder #12 as to 70%)
as the earlier supplier, Supplier #2, where Shareholder #12 is shown in SAIC filings as a
20% shareholder. This particular new Supplier is supplying in Sichuan Province, a
relatively new area for SF,

(by  Backersto Als

The Kaitong Report states that from 2006 to 2011 Sino-Forest sold timber to a total 0f 13
Als and of these, 6 are supported by four backers. These backers are Backer #5, Backer
#7, and Backer #3%, Backer #2 and Backer #8. The Kaitong Repott states that it is not
known if the remaining 7 Als have backers.

The IC Advisors have interviewed Backer #5, Backer #3 and Backer #2 prior to
production of the Kaitong Report as former Management had identified them as
associated with certain corporate entities then referred to as Al Holdeos or

For the purposes of this report, certain persons or entities that were labefled as “Shareholder” in the Second
Interim Report are referred to as “Backer” in this Pinal Report. The numeric portion of the assigned name of
such persons or entities remains the same where previously referred to in the Second Interim Report,

Pormerly referved to as Al-Supplier Contact #3
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conglomerates. All confirmed their associations with the relevant Als , but did not
produce any documentation verifying such association.

Suppliers and Als with Former SF Personnel

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

(a)  Suppliers with former SF personnel

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

The IC is not aware that the employees’ ownership positions were brought to the
attention of the Board at the time of the transactions 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 shareholders of Als. Except as noted herein, the IC agrees with this statement.
The Kaitong Report does not address the apparent role of an ex-employee Officer #3 who
was introduced to the IC as the person in charge of 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 Repoit properly does not include Al #14. as an Al for this
purpose, whose 100% shareholder is former SF employee Officer #3. However, the IC is
satisfied that the activities of this entity primarily relate to certain onshoring transactions
that facilitated the transfer of SF BVI timber assets to SF WFOE subsidiaries.)

There was one other instance where a past shareholding relationship has been identified

between an AT #10 and persons who were previously or are still shown on the SF human
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resources records, Shareholder #26 and Shareholder #27. Management has explained that
such entity sold wood board processing and other assets to SF and that the persons
associated with that company consulted with SF after such sale in relation to the
purchased wood board processing assets. Such entity subsequently also undertook
material timber purchases as an Al of SF in 2007-2008 over a time period in which such
persons are shown as shareholders of such Al in the SAIC filing reviewed (as to 47.5%
for Shareholder #26 and as to 52.5% for Shareholder #27). That time period also
intersects the time that Liu Zhiwei is shown in such human resources records and
partially intersects the time that Shareholder #27 is shown on such records. Management
has also explained that Shareholder #26 subsequent to the time of such Al sales became
an employee of a SF wood board processing subsidiary. Management has provided
certain documentary evidence of its explanations. The IC understands that the Audit
Committee will consider this matter.

Common Shareholders between Supplier and Als

The Kaitong Repott 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
comectly 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 AI. The one exception is that from April 2002 to February 2006, AI #13 is
shown in SAIC filings as the 90% sharcholder of Supplier/Al #14. AI #13 did business
with SF BVIs from 2005 through 2007 and Supplier/Al #14 supplied SF BVIs from
2004 through 2006. However, the IC to date has only identified one contract 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 Al #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 Audit
Committee will consider this matter.

Transactions involving Suppliers and Als with Current Shareholders in Common

The Kaitong Report states that where SF has had transactions with 5 Suppliers and 3 Als
that have current shareholders in common (but no one controlling shareholder) as shown
in SAIC filings, the subject timber in the transactions they each undertook with SF is not
the same; that is, the timber which SF buys 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 different areas and do not involve the same plots of timber. The Kaitong
Report further states that where SF has had transactions with 5 Suppliers and 3 Als with
current shareholders in common as shown in SAIC filings, SF had transactions with those
Als prior to having transactions with those Suppliers, thus SF was not overstating its
transactions by buying and selling to the same counterparties.

Other than the immaterial timber parcel transaction referred to in Section 11.B.3 above,
which is a 2005 transaction, the IC believes that the Kaitong Report is accurate in respect
of the specific transactions cited by it, except that it could not independently confirm the



Privileged & Confidential

-9.

information reported for sales from Suppliers with cross minority interests to Al #3 of
timber parcels in Jiangxi Province due to the absence of detailed location information in
the sales contracts,

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

The Second Interim Report indicated some potential connections between shareholders of
Supplier #3 and two Als that Management then associated with an entity called Al
Conglomerate #1. No direct ownership was indicated between such Als and Al
Conglomerate #1 based on the SAIC filings reviewed, although the Kaitong Report
indicates that the current owner of Al Conglomerate #1 is a backer of such Als, The IC
is alse now satisfied that based on various corporate filings, there is no current cross
ownership between Al Conglomerate #1 and Supplier #3, Further, the IC believes, based
onits review of the timber purchase contracts between Supplier #3 and SF and the timber
sales contracts between SF and Als backed by the owner of Al Conglomerate #1 that
there were no purchases and sales of the same timber with those parties during any period
for which the IC believe there may have been cross ownership between shareholders of
Supplier #3 and sharcholders of Al Conglomerate #1 (or the two Als). Further,
Management has also provided the IC information suggesting that no proceeds from any
sales to those Als were redeployed to purchase timber from Supplier #3 or entities known
to be controlled by its shareholder, Shareholder #3.

The IC notes that there were significant set-off payments from such Als to Supplier #3
(approximately RMB 1.04 billion). Given Supplier #3 is a major Supplier and such Als
are major Als, this is consistent with the BVI business model.

III. TIMBER ASSET PROOF OF CONCEPT
A, Background

The Second Interim Report discussed the absence of maps in documentation for BVI timber
purchase transactions. In response to these concerns, Management provided information
regarding various issues regarding the due diligence conducted prior to entering into a BVI
timber purchase contract, including maps which in the case of timber purchases were provided
through forestry bureaus,

Management also provided copies of news articles regarding foreigners being subject to criminal
sanctions in China for possessing maps and other geographical information that were deemed to
be classified as state secrets. The IC has reviewed these responses from Management and was
unable to verify all of Management’s assertions regarding forestry maps or that forestry mapping
information would be regarded as subject to such sanctions but recognizes that this is an area of
the law in China where a conservative approach may be prudent,
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In mid December 2011, Management provided a document entitled “Detailed Description of
Locating Forestry Resources in China” which explains how the locations of BYI standing timber
assets are determined. This document has been provided to the Board.

It indicates that although certain types of stand maps and these land descriptions are available as
part of PRCs, maps are not readily available for continuing possession by persons trading in
standing timber without a lease as is the case of the transactions by SF's BVI model.
Management indicates that such maps usually can be borrowed from forestry bureaus (but not
retained) and are used by the survey companies as part of the Company’s due diligence.
Management believes the ability of a foreign company to retain such maps is unclear and has
adopted a cautious approach to this issue. The advice received by the IC from independent
forestry experts is that this practice is not inconsistent with the practice of other parties in China
who buy and seil standing timber without leasing the underlying land.

B. Independent Review by Forestry Experts
Q)] Background

The IC requested that a sample proof of concept exercise be undertaken by an independent
forestry expert to determine if the specified areas of forest in a particular BVI purchase contract
could be located and quantified by such party.

The IC determined that it was appropriate to use two forestry companies that were also being
retained by the Company in connection with its restructuring and the valuation process
associated therewith. These two independent forestry experts were Indufor Asia Pacific Limited
(“Indufor”) and Stewart Murray (Singapore) Pte, Ltd. (“Stewart Murray”). Members of the IC
were involved in that retainer process. These entities had been retained through BJ for such
valuation process and the report they provided was a report to BJ from Indufor on the work done
by Indufor and Stewart Murray (collectively, the *Forestry Experts” and their report dated
January 27, 2012, the “Forest Report™). The Forest Report has been delivered to the Board, The
Forest Report describes the proof of concept asset verification process undertaken to determine
if the net stocked area of two forest compartments purchased under two specific SF BVI timber
purchase contracts could be verified.

The importance of such a “proof of concept” engagement is that it confirms the technology,
methodology and reporting framework that can be used for the wider area verification of the SF
estate, subject to access to maps meeting the standards described below.

(i)  Summary

As part of the proof of concept process and based upon information from SF, including maps that
SF indicated were borrowed by SF's contract survey company from the relevant forestry
bureaus, the Forestry Experts were then able to locate the two compartments in question and to
relate them to the specific contracts, They measured the net stocked area of forest cover in the
two compartments compared to the net stocked area for those compartments described in the
survey attached to the contracts, Indufor reported that the actual net stocked area of the two
selected compartments fell within six percent of the net stocked area recorded for those within
the contract documents.
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The analysis and findings of the report are limited solely to the two compartments described
therein. Indufor states that no extrapolation of findings to the wider SF estate is possible or is
implied.

(ifiy  The Process and Detailed Findings

The IC selected two compartments from ten possible compartment options suggested by the
Forestry Experts.

The Forest Report indicates that the ten forest compartment options put forward to the IC met
criteria requiring that the compartments:

1, were impartially selected by Indufor and Stewart Murray for the IC and not selected by
SF;

2. were part of the SF purchased timber plantations located in Yunnan province of China;
were listed as being held by BVI entities and not by WFOE entities, and;

4, should cover muitiple county forestry bureaus. It was the IC’s intention to select
compartments that were in different county forestry bureau jurisdictions.

The IC selected the following two compartments for the area verification process:

1. Purchase Contract STP-SUW-0409 dated January 7, 2011 and Survey Report STP-SUW-
0409 dated 27 December 2010. Compartment 11, Located in Jianchuan county, near the
township of Ma-teng. Jurisdiction of the Jianchuan County Forestry Bureau, with a
stated area of 1145 mu (being 76.3 hectares),

2. Purchase Contract STP-SUW-0411 dated January 14, 2011 and Survcy Report STP-
SUW-0411 dated 5 January 2011, Compartment 44, Located in Heging county, near the
township of Beiya. Jurisdiction of the Heqing County Forestry Bureau, with a stated area
of 957 mu (being 63.8 hectares). '

The Forest Report summarizes the results of the proof of concept process as follows:
L. maps of the two compartments were provided by SF to Indufor, which SF indicated were

borrowed by the contracted survey company from forestry bureaus;

2. the two maps clearly showed the extent of each compartment's boundary that
corresponded to those in Surveys related to the contracts;

3. each compartment’s boundary was able to be spatiaily located (geo-referenced) for use
within a Geographic Information System;

4, the Forestry Experts located and physically visited the two forest compartments;

the use of recent high resolution satellite images allowed the removal of gaps and areas of
unstocked forest from the calculation of each compartment’s net stocked area;

6. the net stocked area calculated by the verification process for the two compartments
slightly exceeded that stated in the forest survey reports attached fo the SF purchase
contracts for the compartments; and
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7. it is important to reemphasise that no extrapolation of the area verification findings to the
wider SE estate is possible.

The Forestry Experts utilized the maps as described above but were not permitted to retain them.
Indufor has advised the IC that did not present any material issues to its process ot conclusions,
They confirm that the compartments were forested, but did not undertake an assessment of
standing timber volume.

The Forestry Experts used the combined results of the field observations and satellite imagery to
assess the net stocked area for each of the two forest compartments, Net stocked area is forested
area and excludes any unstocked forest gaps, The following table compares the SF purchase
confract areas and the net stocked area mapped by the Forestry Expetts using remote sensing
processes.

Table 1: Net Stocked Area Comparison of Purchase Confract vs. Assessed Area

Purchase | . .
Identification Reference Contract Area | Assessed Area Difference Difference
(Ha.) (Ha.) (%)
(Ha.)
Compartment 11 763 80.5 42 +5.5%
Compartment 44 63.8 66.5 2.7 +4,2%

The exercise did prove the concept that was presented for testing — subject to the provision of
adequate maps, it was possible to use a combination of remote sensing and ground inspection to
assess the net stocked area. The Forestry Experts reported that it should indeed be possible for
the Company to use the same technology, process and methodology as demonstrated in the
Forest Report to verify the area and land cover status of its entire forest estate. The Forestry
Experts observed and emphasised that the viability of such a large scale arca verification exercise
is critically dependent on having access to maps that meet certain standards, these being:

1, that the maps are provided in a format that is readily usable and reliable, be that in a high
quality digital or paper format,

2. the maps are already geo-referenced, or can be readily and reliably geo-referenced; and
the maps clearly show the boundaries of each forest compattment or collection of forest
compartments.

The Forestry Experts observed that the availability of maps meeting such specifications
described above should enable an efficient area verification process of the wider SF estate to be
undertaken. Forest compartment maps that did not meet such specifications would prevent their
area from being verified.

The Forestry Experts therefore concluded that a large scale area verification exercise has to
follow the sequence outlined below:

1. digital geo-referenced maps are combined with satellite images.
2, the locations of the necessary field sample sites are identified.
3. field sample sites are visited and the forest ground cover data are recorded.
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4, the forest cover data are combined with the satellite images and the resulting net stocked
area of each forest compartment can be measured.

The concept of testing a sample of BVI purchase contracts and survey information by forestry
experts was discussed among the IC and counsel to the IC, although the design and testing of the
proof of concept that was undertaken was a matter determined by the Forestry Experts within the
parameters for selection of the two test areas determined by the IC,

The IC Advisors were not involved in the preparation of the Forest Report although such report
was made availabie to them in order to assist counsel in advising the IC in the preparation of the
Final Report.

IV. ASSET VERIFICATION

" The Company’s counse! has engaged Stewart Murray to assist the Co:ﬁpany in compiling a full

forest description and implementing a forest asset valuation framework as at December 31, 2011.
This will enable Management to give its opinion and guidance as to the fair market value of the
Company’s forest assets to the Board. Stewart Murray will identify and report to the Board on
the sources of data (and any assumptions therein) that are incorporated within the Company’s
forest description, including assigning and reporting the levels of confidence that surround key
assumptions. This engagement is expected to expand to include a verification and validation
process of the key components that underpin forest value involving both Stewart Murray and
Indufor. The exercise will involve a highly structured process that will, over time, systematically
assess the area of forest cover and merchantable volume across the SF estate. Members of the IC
were involved in determining the scope and parameters of the engagement of Stewart Murray,
The IC Advisors were not directly involved in the retainer process of such experts.

V. ONTARIO SECURITIES COMMISSION

The OSC sought extensive information from the IC in letters dated December 7, 2011 (7 pages)
and December 22, 2011 (29 pages), much of which was information properly sought from the
Company. :

The IC advised the OSC on January 4, 2012 that it would respond to their extensive inquiries.

The IC has responded to the December 7% letter and a response to the December 22™ letter,
which also requires input from the Company, is expected to be completed within a reasonable
period of time after the completion of this report.

V. OUTSTANDING MATTERS

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

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

(b)  such other specific activities as it may deem advisable or the Board may instruct.
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GLOSSARY

“$” means, unless otherwise specified, U.S. dollars;

“2010 AIF” or “b” means the Company’s annual information form for the year ending December
31, 2010;

“2010 Financial Statements” means the Company’s audited consolidated financial statements
and the notes thereto as at and for the year ended December 31, 2010;

*2010 MD&A” means the Company's management discussion and analysis for the year ending
December 31, 2010;

" “AI"” means an authorized intermediary, an entity through which 8 BVI conducts its sales;

“AI HoldCo” means Al Conglomerate #1;

“Audit Committee” means the Audit Committee of the Board,

“BJ” means Bennett Jones LLP, Canadian counsel to the Company;

“Board" means the Board of Directors of SF;

“BVI” means a subsidiary of the Company incorporated in the British Virgin Islands;
“China” means The People’s Republic of China;

“Chop” means the seal typically used in place of signatures in China;

“Company” or “SF” or “Sino-Forest” means Sino-Forest Corporation and, where the context
requires, its consolidated subsidiaries;

“CTO” means the cease trade order of the OSC dated August 26, 2010;
“E&Y"” means Ernst & Young LLP, the auditor of the Company;

“Executive Summary” means the executive summary of the Second Interim Report, attached
hereto as Schedule I1;

“Final Report” means the final report of the IC to the Board dated January 31, 2012;

“Forest Report” the report of the Forestry Experts dated January 27, 2012 referred to in Section
IB(i);

“forestry bureau confirmations” or “confirmations” means documents issued to the WFOEs
and BVIs on letterheads with forestry bureau names and featuring Chops (the seal typically used
in place of signatures) that indicate that they had been issued by the corresponding forestry
bureau, but does not include new confirmations;

“Forestry Experts” means, collectively, Indufor and Stewart Murray;
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“FTT” means FTT Consulting, a consulting firm advising the Company;

“GAAP” means the generally accepted accounting principles as set out in the Canadian Institute
of Chartered Accountants Handbook — Accounting as applicable to public companies in Canada;

“Ha.” means hectares, which is equivalent to 15 mu (statements of Ha. herein are approximate,
given the rounding associated with the conversion of mu to Ha.);

“TC” means the Independent Committee to the Board,

“IC Advisors” means one or more of PwWC, Osler, Mallesons and JH;

“IMET" means an Integrated Market Enforcement Team of the RCMP;

“Indufor” means Indufor Asia Pacific Limited; —

“YH” or “Chinese counsel” means Jun He Law Offices, independent Chinese IC counsel;
“Kaitong” means a Chinese law firm retained by the Company;

“Kaitong Report” means the report of Kaitong dated January 20, 2012 regarding cetrtain
relationship issues;

“Mallesons” means Mallesons Stephen Jaques, independent Hong Kong counsel to the IC;
“Management” means, at any time, the management of SF at that time;

“Mandra” means Mandra Forestry Holdings Limited, a wholly-owned subsidiary of SF;
“MD&A” means management discussion and analysis;

“mu” means a Chinese unit of measure for area, which is equivalent to 0.067 Ha, ;

“Muddy Waters” or “MW” means Muddy Waters, L.L.C.;

“MW Report” means the initial “rescarch report” issued by Muddy Waters dated June 2, 2011;
“0OSC” means Ontario Securities Commission;

“Ogler” means Osler, Hoskin & Harcourt LLP, independent Canadian counsel to the IC;

“Plantation Rights Certificate” or “PRC” means a governmental registered certification of
ownership Issued by a forestry burcau in China to evidence certain forestry-related rights;

“PwC” means PricewaterhouseCoopers LLP, forensic accounting advisors to the IC;
“RCMP” means Royal Canadian Mounted Police;

“RMB"” means Renminbi, the official currency of China;
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“SAIC” means China’s State Administration for Industry and Commerce, the national authority
responsible for administering industry and commerce;

“Second Interim Report” means the second interim report of the IC to the Board dated
November 13, 2011;

“Stewart Murray” means Stewart Murray (Singapore) Pte Ltd.;

“Supplier” means a supplier to the Company of plantation assets, either rights to standing timber
or plantation/land use rights or both;

“Survey Report” means a Forest Resource Survey Report that accompanies BVI timber
purchase contracts;

" “SW" means Sino-Wood Partners, Limited, a Hong Kong incorporated subsidiary of SF;

“WFOE” means a subsidiary of the Company incorporated in China as a “Wholly Foreign
Owned Enterprise”; and

“Yuda Wood” or “Yuda” means Huaihua City Yuda Wood Co. Ltd, a Supplier.



~ SCHEDULE I
SECOND INTERIM REPORT - EXECUTIVE SUMMARY

A, Introduction

The IC was established by the Board on June 2, 2011, immediately following the release by
Muddy Waters of the MW Report regarding SF, The members of the IC are William Ardel
(Chair), James Bowland, and James Hyde, At the invitation of the IC, Mr. Garry West, an
independent director of SF, attends virtually all IC meetings and participates in its process.
Following the delivery to the Board of the IC's draft of this Second Interim Report on
November 3, 2011, Mr. James Bowland resigned as a director and therefore from the IC. The
mandate of the IC, in general terms, is to independently examine and review the serious and
wide-ranging allegations made in the MW Report and report back to and, if appropriate, make
recommendations to the Board, To date, the IC has met approximately 48 times.

The IC Advisors® role is to support the IC in its mandate to review the allegations made in the
MW Report and related matters, The IC Advisors have conducted various investigative and
review processes, all at the direction of; and subject to such scope limitations as the IC, in its
judgment, deemed appropriate, (See Part IV,) This Second Interim Report to the Board, while
based on the work of such advisors, is the report of the IC and (other than Schedule IV) not
the report of the IC Advisors. ’

The IC’s First Interim Report to the Board dated August 10, 2011 outlined the nature and
scope of the IC’s activities (principally data collection) to that date and the planned next steps.
The purpose of this Second Interim Report is to report to the Board on the activities
undertaken by the IC since mid-August, the outcomes and findings from such activities and
further next steps. The First Interim Report is attached as Schedule LA,

While the MW Report took a scatter gun approach in its allegations, the IC determined to
address the issues raised in three core areas: (i) timber asset verification; (ii) timber asset
value; and (iii) revenue recognition, Overlaying the latter two areas are the jssucs raised by
the MW allegations relating to related party transactions. The IC also determined to focus on
the years 2006 to 2010. Using this framework for its review, the IC’s focus since its last
repott has been principally on:

) the ownership structure of timber assets on SF’s balance sheet;

. verifying the Company’s holdings of standing timber (“purchased plantations”
as referred to in the 2010 AIF) and plantation land use/lcase rights (*planted
plantations” as referred to in the 2010 AIF, though some plantation land
use/lease rights, such as the Mandra holdings, are classified as “purchased
plantations” in the 2010 AIF), held through BVIs and WFOEs and the nature
of its interests in such assets (see Patt V below);

» interviewing Suppliers and Als with a view to verifying the existence and
nature of SF’s relationship with such third parties and seeking to obtain
financial particulars about purchase and sale transactions between such third
parties and SF (see Part VI below); and
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examining and assessing the relationship with Yuda Wood, historically one of
the largest Suppliers of standing timber to SF supplying approximately 21.5%
of BVI timber purchases from 2008 through 2011 (see Section VI.A below).

The IC*s work has also included:

examining a number of specific situations which are the subject of MW
allegations or critical newspaper articles (see ¢.g. Sections [V.B.6, VLB and
VI.C and Part VII below);

engaging with and assisting E&Y in its examination of various issues relevant
to its reports on the Company’s financial statements (see Schedule IV
attached); ' -

responding to questions and ‘requcsts for documents and information from the
08C, including enquiries made through the Hong Kong securities authorities,
in connection with its publicly announced investigation (see Part IX);

meeting with and responding to requests for information from BJ and FTI;
conducting interviews of certain members of Management;

inspecting original versions of documents issued to the WFQEs and BVIs on
letterheads with forestry bureau names and featuring Chops (the seal typically
used in place of signatures) that indicate that they had been issued by the
corresponding forestry bureau {the “forestry bureau confirmations™), and
attending meetings with forestry bureaus in an attempt to verify the
Company’s holdings of standing timber;

aitending interviews of Als and Suppliers, examining SF employee and other
relationships with Al's and Suppliers (see Schedule IV attached); and

meeting with and responding to requests for information from the RCMP (see
Part XI).

In addition to the IC review, the MW Report has spawned various actions by public and
private parties. These actions, which have affected the IC’s activities and processes, include:

an OSC investigation of matters related to SF;
areview by E&Y of various matters relating to its 2010 and prior years® audits,

three class action lawsuits in Ontario (one of which has a companion action in
Quebec) by securities holders against the Company, its officers, E&Y and
others;

a threatened derivative claim against E&Y and certain officers and employees
of the Company;
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. extensive newspaper and analyst reporting of the Company, including several
in-depth investigative reports; and
N an enguiry by the RCMP through IMET.

While the IC believes its work is substantially complete, there remain certain further steps
which it intends to undertake as follows:

. review the information and analysis very recently provided by Management
intended to respond to certain issues regarding relationships of the Company
with Als and Suppliers and between Als and Suppliers identified in this
Second Interim Report (see Part VI);

. engage an independent valuator (see Part VII);

. such other steps as the IC, in its judgement, deems advisable in the discharge
of its mandate; and

* submit its final report and recommendations to the Board.

The IC expects fo be able to deliver its final report to the Board prior to the end of 2011.
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B, Overview of Principal Findings

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

Timber Ownershi

Based on its review and subject to its comments herein, the IC has confirmed to its
satisfaction that the Company has:

» registered title to approximately 151,000 Ha. of SW and SP planted plantations
and Mandra plantations, This constitutes approximately 17.9% of its timber
holdings by area as at December 31, 2010;' and :

. contractual or other rights to approximately 683,000 Ha, of plantations, being
81.3% of its timber holdings by area as at December 31, 2010 (of these, the
Company bholds original Plantation Rights Certificates, issued in the name of
the Supplier, representing approximately 15,000 Ha., which the IC believes
gives the Company a demonstrable chain of title). Sce Section IILB,

In connection with such confirmation, the IC has reviewed originals or copies of purchase
contracts (and the corresponding set-off documentation confirming payment, in the case of
the BVI purchased plantations) for the acquisition by the Company of!

* approximately 467,000 Ha. of BVIs purchased plantations;”
. approximately 237,000 Ha. of WFOE purchased plantations;® and
. approximately 129,000 Ha. of planted plantations®

representing approximately 106%° of SF's disclosed timber holdings of 788,700 Ha. as at
December 31, 2010. With respect to these holdings, the IC has verified to its satisfaction that
the Company has registered title:

' Timber holdings by area as at December 31, 2010 have been calculated by adding approximately 51,000 Ha.
of planted plantation land for which the Company has contracts but has yet to classify as plantations under
management for the purposes of its annual disclosure, to the Company's disclosed plantatlon of holdings of
788,700 Ha,

*  BVI purchased plantations are comprised of standing timber without underiying leases of land use rights,

3 The Company classifies this as being comprised of all WFOE (SP) standing titnber and all Mandra leased
plantations, Mandra leased plantations are considered to be “purchased” plantations in the Company's
public disclosure because they were acquired through the 2010 acquisition of Mandra.

*  The Compeny classifies this as belng compriscd of all WFOR (SW and SF) leased plantations,

5 ‘The Company’s explanation for this figure being approximately 106% of its disclosed timber holdings as at
December 31, 2010 {s that the IC reviewed leases for approximately 51,000 Ha. of plantation land which
were not Included in the disclosed total of planted plantations of 77,700 Ha. as of December 31, 2010, due
to 8 number of reasons, primarily because these lands had not yet been planted,
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. via original Plantation Rights Certificates in the Company’s name, to
approximately 86,000 Ha, of WFOE purchased plantations,® and
approximately 43,000 Ha. of WFOE planted plantations;” and

. via copies of Plantation Rights Certificates in the Company’s name, to
approximately 9,000 Ha. of WFQOE purchased plantations, and approximately
12,000 Ha. of WFOE planted plantations.

In addition, as at December 31, 2010, the IC has determined that the Company has original or
copies of forestry bureau confirmations relating to the acquisition of:

J approximately 467,000 Ha, of BVIs purchased plantations;
. approximately 89,000 Ha, of WFOE (SP) purchased plantations; and
. approximately 50,000 Ha, of WFOE (SP only) planted plantations.

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

Forestry Bureau Confirmations and Plantation Rights Certificates

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

The IC Advisors reviewed forestry bureau confirmations for virtually all BVIs assets and non-
Mandra WFOR purchased plantations held as at December 31, 2010. The IC Advisors, in
meetings organized by Management, met with a sample of forestry bureaus with a view to
obtaining verification of the Company’s rights to standing timber in those jurisdictions, The
result of such meetings to date have concluded with the forestry bureaus or related entities
having issued new confirmations as to the Conrapany'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, 201 1,%and

¢ ‘Thesc 86,000 Ha, of WFOE purchased plantations are composed of epproximately 84,000 Ha. of leases
under Mandra and approximately 2,000 Ha. of standing timber under SP,

7 These 43,000 Ha, of WFOE planted plantations are composed approximately of 31,000 Ha. of leases under
SW and approximately 12,000 Ha. of leases under SP.

' Composed of 106,446 Ha, of BVI plantations and 4,731 Ha. of WFOE planted plantations, of which 60,707
Ha. were confivmed in ths Hunan Forestry Entity Confirmation. This amount is, however, different from the
total 60,696 Ha shown on the confirmation, which appears lo arise from an addition error.
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have acknowledged the issuance of existing confirmations issued to the 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 not issued
pursuant to a legislative mandate or, to the knowledge of the IC, a published policy. It
appears they were issued at the request of the Company or its Suppliers. The confirmations
are not title documents, in the Western sense of that term, although the IC believes they
should be viewed as comfort indicating the relevant forestry bureau does not dispute SF's
claims to the standing timber to which they relate and might provide comfort in case of
disputes. The purchase contracts are the primary evidence of the Company’s interest in
timber assets.

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

Book Value of Timber

Based on its review to date, the IC is satisfied that the book value of the BVIs timber assets of
$2.476 billion reflecied on its 2010 Financial Statements and of SP WIFOER standing timber
assets of $298,6 million reflected in its 2010 Financial Statements reflects the purchase prices
for such assets as set out in the BVIs and WFOE standing timber purchase contracts reviewed
by the IC Advisors. Further, the purchase prices for such BVIs timber assets have been
reconciled to the Company's financial statements based on set-off documentation relating to
such contracts that were reviewed by the IC. However, these comments are also subject to the
conclusions set out above under “Timber Ownership” on title and other rights to plantation
assets. .

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

eyenug nciliation

As reported in its First Interim Report, the IC has reconciled reported 2010 fotal revenue to
the sales prices in BVIs timber sales contracts, together with macro customer level data from
other businesses. However, the IC was unable to review any documentation of Als or
Suppliers which independently verified movements of cash in connection with set-off

?  Composed of 128,309 Ha. of BVI plantations and 4,731 Ha. of WFOE planted plantations, of which 60,707
Ha. were confirmed in the Hunan Forestry Entity Confirmation, This armount is however different from the
total hectare of 60,696 shownt on the confirmation, which appears to arise from an addition error.

1 Composed of 90,905 Ha, of BV plantations and 22,153 Ha, of WFOE planted plantations.
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arrangements used Lo settle purchase prices paid, or sale proceeds received by, or on behalf of
SF.

Relationghips

» Yuda Wood: The IC is satisfied that Mr. Huang Ran is not currently an
employee of the Company and that Yuda Wood is not a subsidiary of the
Company. However, there is evidence suggesting close cooperation (including
administrative assistance, possible payment of capital at the time of
establishment, joint control of certain of Yuda Wood’s RMB bank accounts
and the numerous emails indicating coordination of funding and other business
activities). Management has explained these arrangements were mechanisms
that allowed the Company to monitor its interest in the timber transactions.
Further, Huang Ran (a Yuda Wood employee) has an ownership andfor
directorship in a number of Suppliers (See Section VI.B). The IC Advisors
have been introduced to persons identified as influential backers of Yuda
Wood but were unable to determine the relationships, if any, of such persons
with Yuda Wood, the Company or other Suppliers or Als. Management
explanationis 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 ciose

relationships with certain Suppliers, and certain Suppliers and Als may have

cross-ownership and other relationships with each other, The IC notes that in

the interviews conducted by the IC with selected Als and Suppliers, all such

parties represented that they were independent of SF. Management has very

recently provided information and analysis intended to explain these situations.

The IC is reviewing this material from Management and intends to report its

findings in this regard in its final report to the Board. Some of such
information and explanations may not be capable of independent verification.

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

Cash

As reported in the IC’s First Interim Report, as a precautionary measure, the IC requested that
PwC confirm SF's cash balances, PwC did this as of June 13, 2011 for both China accounts
and “offshore” accounts. A total of 293 accounts controlled by SF in Hong Kong were
confirmed, representing 100% of the expected cash position. There are a very significant

. number of accounts held by SF in China (in excess of 260) and the logistics and requirements

of in-person/in-branch verification in that country led the IC to confinn only a portion of the
China accounts (28 accounts, representing approximately 81% of the expected China cash
position). The IC was satisfied that SF’s expected cash position existed as at the date of the
confirmation, The Board should be aware that at the time of the cash confirmation process,
SF only updated the details of its cash position quarterly, so the confirmation results must be
considered in that context. The IC has instituted certain additional controls over cash
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movements in excess of $1 million held in SF Hong Kong bank accounts in order to provide
the IC with some precautionary comfort during the examination process. Further,
Management has advised that cash balances are now updated on a more frequent basis, See
Part XII,

BVI Structure

The BVI structure used by SF to purchase and sell standing timber assets could be challenged
by the relevant Chinese authorities as the undertaking of “business activities” within China by
foreign companies, which may only be undertaken by entities established within China with
the requisite approvals. However, there is no clear definition of what constitutes “business
activities” under Chinese law and there are different views among the 1C’s Chinese counset
and the Company’s Chinese counsel as to whether the purchase and sale of timber in China as
undertaken by the BVIs could be considered to constitute “business activities” within China.
In the event that the relevant Chinese authorities consider the BVIs to be undertaking
“business activities” within China, they may be required to cease such activities and could be
subject to other regulatory action, As regularization of foreign businesses in China is an
ongoing process, the government has in the past tended to allow foreign companies time to
restructure their operations in accordance with regulatory requirements (the cost of which is
uncertain), rather than enforcing the laws strictly and imposing penalties without notice. See
Section [1.B.2.
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C. Challenges

Throughout its process, the IC has encouniered numerous challenges in its attempts to
implement a robust independent process which would yield reliable results, Among those
challenges are the following:

(a) Chinese Legal Regime for Forestry:

. national laws and policies appear not yet to be implemented at all local
levels;
. in practice, none of the I;)ca] jurisdictions tested in which BVIs hold

standing timber appears to have instituted a government registry and
documentation system for the ownership of standing timber as distinct
from a government registry system for the ownership of plantation land
use rights;

. the registration of plantation land use rights, the issue of Plantation
Rights Certificates and the establishment of registrics, is incomplete in
some jurisdictions based on the information available to the IC;

. as a result, title to standing timbet, when not held in conjunction with a
land use right, cannot be definitively proven by reference to a
governmient 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)  QObtaining Informatio ird Parties: For a variety of reasons, all of them
outside the control of the IC, it is very difficult to obtain information from
third parties in China. These reasons include the following:

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

) third patties appeared to have concerns relating to disclosure of
information regarding their operations that could become public or fall
into the hands of Chinese government authorities: many third parties
explained their reluctance to provide requested documentation and
information as being “for tax reasons” but declined to elaborate; and

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

Small Management Team: The Company has a very small executive
management team and it is stretched by:

. demands from the IC, the OSC and E&Y;

) the placement on administrative leave in late August 2011 of certain
members of Management by the Company, based upon the advice of
BJl. These employees remained available to assist Management upon
request on a supervised basis, which further stretched the remaining
management,

. the appointment.of a new Chief Executive Officer part way through the
IC process; and

. the fact that Management is dispersed among Canada, Hong Xong and
various parts of China.

Cultural/T.anguage/Geographic Issues:

. vast majority of operational documents are in Chinese;
) most Asia-based Management employees® first language is Chinese;
. business practices in China and the SF business model:
) rely heavily on personal relationships; and
. documentation of contractual arrangements is not as

comprehensive as would be typical in Western jurisdictions, is
often not done until after the transaction is agreed and is
frequently incomplete;

) geographic and time distances for the North American-based teams;

. SPF’s operations in China are widely and remotely geographically

dispersed, a number of plantations are close to sensitive border areas
and some are accessible only by overland vehicle travel; and

. public records in China are more limited than in Western jurisdictions
and are often not complete, accessible, up to date or accurate,

Corporate Governance/Operational Weaknesses: Management has asserted that
business in China is based upon relationships. The IC and the IC Advisors
have observed this through their efforts to obtain meetings with forestry
bureaus, Suppliers and Als and their other experience in China, The
importance of relationships appears to have resulted in dependence on a
relatively small group of Management who are integral to maintaining
customer relationships, negotiating and finalizing the purchase and sale of
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plantation fibre contracts and the settlement of accounts receivable and
accounts payable associated with plantation fibre contracts. This concentration
of authority or lack of segregation of duties has been previously disclosed by
the Company as a control weakness, As a result and as disclosed in the 2010
MD&A, senior Management in their ongoing evaluation of disclosure controls
and 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 IC and the IC
Advisors:

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

including;

. incomplete or inadequate record creation and retention
practices;

. contracts not maintained in a central location;

. significant volumes of data maintained across multiple locations

on decentralized servers;

. data on some servers in China appearing to have been deleted
on an irregular basis, and there is no back-up system;

. no integrated accounting system: accounting data is not
maintained on a single, consolidated application, which can
require extensive manual procedures to produce reports; and

. a treasury function that was centralized for certain major
financial accounts, but was not actively involved in the control
or management of numerous local operations bank accounts;

. no internal audit function although there is evidence the Company has
undertaken and continues to assess its disclosure controls and
procedures and internal controls over financial reporting using senior
Management and independent control consultants;

. SF employees conduct Company affairs from time to time using
personal devices and non-corporate email addresses which have been
observed to be shared across groups of staff and changed on a petiodic
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.
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Complexity, Lack of Visibility into, and Limitations of BYIs Madel: The use
of Als and Suppliers as an essential feature of the BVIs standing timber
business model contributes to the lack of visibility into title documentation,
cash movements and tax liability since cash settlement in respect of the BVIs
standing timber fransactions takes place outside ofthe Company’s books.

Cooperation and openness of the Company's executives throughout the
process: From the outset, the IC Advisors sought the full cooperation and

support of Allen Chan and the executive management team. Initially, the
executive management team appeared ill-prepared to address the IC's concerns
in an organized fashion and there was perhaps a degree of culture shock as
Management adjusted to the IC Advisors’ examination. In any event,
significant amounts of material information, particularly with respect to the
relationship with Yuda Wood, 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 1C
Advisors in which documents evidencing these connections were put to the
Management for explanation, As a result of these interviews (which were aiso
attended by BJ) the Company placed certain members of Management on
administrative leave upon the advice of Company counsel. At the same time
the OSC made allegations in the CTO of Management misconduct.

Following the implementation of these administrative leaves and the
subsequent appointment of Judson Martin as the new Chief Executive Officer
of the company on August 26, 2011, the cooperation received by the IC
Advisors from the Company improved significantly, As a result of Mr.
Martin’s direction, meetings have been arranged and held with Suppliers, Al’s
and additional forestry bureaus, In addition, as noted above, very recently,
Management presented information regarding Als and Suppliers and
relationships among the Company and such parties. The IC is reviewing this
material from Management and intends to report its findings in this regard in
its final report to the Board.

Independence of the IC Process: The cooperation and collaboration of the IC
with Management (operating under the direction of the new Chief Executive
Officer) and with Company counsel in completing certain aspects of the IC’s

mandate has been noted by the OSC and by E&Y. Both have questioned the

degree of independence of the IC from Management as a result of this
interaction. The IC has explained the practical impediments toits work in the
context of the distinct business culture (and associated issues of privacy) in the
forestry sector in China in which the Company operates. Cooperation of third
parties in Hong Kong and China, including employees, depends heavily on
relationships and trust. As noted above, the Company’s placing certain
members of Management on administrative leave, as well as the OSC's
allegations in the CTO, further hampered the IC’s ability to conduet its
process. As a result, the work of the IC was frequently done with the
assistance of, or in reliance on, the new Chief Executive Officer and his
Management team and Company counsel. Given that Mr, Martin was, in
effect, selected by the IC and BJ was appointed in late June 2011, the IC
concluded that, while not ideal, this was a practical and appropriate way to

proceed in the circumstances, As evidenced by the increased number of
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scheduled meetings with forestry bureaus, Suppliers and Als, and, very
recently, the delivery to the IC of information regarding Als and Suppliers and
relationships among the Company and such parties, it is acknowledged that
Mr. Martin's involvement in the process has been beneficial. It is also
acknowledged that in executing his role and assisting the IC he has had to rely
on certain of the members of Management who had been placed on
administrative leave.

Privileged & Confidential
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Sino-Forest Corporation

Sino-Forest Provides Update on the Status of its Accounts Receivable

TORONTO, CANADA - July 31, 2012 — Sino-Forest Comoration (“Sino-Forest” or the
“Company”) today provided a status update regarding.its efforts to collect accounts
receivable owing to subsidiaries of the Company.

In support of the Company's March 30, 2012 application under the Companies’
Creditors Arrangement Act ("CCAA"), Sino-Forest filed an affidavit (the "Initial Affidavit")
that, among other things, described the two business models used by the Company to
carry on business in the People's Republic of China (the "PRC"). One business model
involves the use of subsidiaries incorporated in the British Virgin Islands ("BVI"), and the
- other involves subsidiaries incorporated in the PRC as a wholly foreign-owned
enterprise ("WFOE").

As disclosed in the Initial Affidavit, owing to historic restrictions on foreign companies
carrying on business in the PRC, a substantial portion of the Company's business in the
PRC has been conducted through "authorized intermediaries” that acted as sales
agents for Sino-Forest in the PRC. Under this model, standing timber forestry assets
are acquired by Sino-Forest through its subsidiaries incorporated in the BVi. Authorized
intermediaries receive payments due fo Sino-Forest from the sale of standing timber
forestry assets owned by certain of the Company's BVI subsidiaries and, at the
Company's direction, make payments to the Company's suppliers on account of other
standing timber forestry assets purchased by the Company's BVI subsidiaries. Under
these set-off arrangements, no cash flows directly through the Company's BVI
subsidiaries. .

As disclosed in the Initial Affidavit, after foreign ownership restrictions were relaxed, the
Company established WFOE subsidiaries that carry on the forestry business directly in
the PRC. Under the WFOE model, WFOEs directly pay suppliers for the purchase of
forestry assets and directly receive payment from customers when forestry assets are
sold.

The Initial Affidavit discussed difficulties faced by the Company in collecting accounts
receivable owing to subsidiaries of the Company. The affidavit reported that Sino-
Forest's counsel in the PRC had sent demand letters to 17 entities and that further
demand letters were in preparation.

As at March 30, 2012, according to the Company's records, a total of $79.6 million was
owing to WFOE subsidiaries of Sino-Forest, a total of $887.4 million was owing to BVI
subsidiaries of Sino-Forest from authorized intermediaries arising from the sale of
standing timber forestry assets and a total of $126.2 million was owing to other BVI

' The affidavit is publicly available on the web site of the Company's court-appointed Monitor, FT!

Consulting Canada Inc. ("FTI Consulting®), http://cfeanada.fliconsulting.com/sfe.
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subsidiaries of Sino-Forest from certain PRC and BVI domiciled corporate customers
from the sale of imported logs and wood products.

Subsequent to March 30, 2012 the Company has continued efforts through its PRC
counsel and otherwise to collect receivables owing to its WFOE subsidiaries and to
preserve receivables owing to the Company's BVI subsidiaries held by authorized
intermediaries and other PRC and BV!I domiciled corparate customers. In taking these
‘steps, the Company has learned that certain of the entities with receivables owing to the
Company’s subsidiaries have recently deregistered under PRC law. Deregistration has
the effect of terminating the existence of the entity.

Of the $887.4 million the Company's records show as owed to BVI subsidiaries from
authorized intermediaries, approximately $504.8 million is owed by three authorized
_intermediaries that the Company has learned have been deregistered.

Of the $126.2 million the Company's records show as owed to other BV! subsidiaries
from certain PRC and BVI domiciled corporate customers, approximately $63.8 million
is owed by six PRC corporate customers that Sino-Forest has learned have been
deregistered. One of these six companies also is one of the three authorized
intermediaries that deregistered.

The Company believes that the deregistrations were improper under PRC faw, and that
remedies are available to it as a result of the actions taken. The Company intends to
take all steps necessary to collect receivables owing to it, and to enforce its rights
against persons and entities responsible for the deregistrations. In addition, as part of
its efforts to collect receivables, the Company is closely monitoring the registrations and
status of its counterparties.

Inquiries

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

This news release contains forward-looking information within the meaning of applicable securities laws
("forward-looking statements"), inciuding forward-looking statements refating to: the Company's belief that
the deregistration of certain enfities with receivables owing to the Company's subsidiaries was improper
under PRC law and the Company's belief that remedies are available to it as a result of the actions taken;
the Company's intention to take all steps neacessary to collect receivables owing fo it and to enforce its
rights against persons and entities responsible for the deregistrations; and the Company's intention to
closely monitor the registrations and status of its authorized intermediaries and suppliers. The forward
locking statements expressed or implied by this news release are subject to important risks and
uncertainties. When used in this news release, the words "believes”, “intends" and similar expressions
are intended to identify forward-looking statements, although not all forward-looking stalements contain
such words, Forward-looking statements are based on estimates and assumptions made by the
Company in light of its experience and its perception of historical trends, current conditions and expected
fulure developmants, as well as other factors that the Company believes are appropriate in the
circumstances. The results or events predicted in these statements may differ materially from actual
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results or events and are not guarantees of future performance of Sino-Forest. Factors which could cause
results or events to differ from current expectations include, among other things: the interpretation and
enforcement of applicable PRC laws and regulations by applicable governmental and regulatory entities
in the PRC; actions taken against the Company by govemmental agencies and securities and other
regulators; aclions taken by the Company's noteholders, lenders, creditors, shareholders, and other
stakeholders to enforce their rights; the ouicome of examinations and proceedings currently underway by
law enforcement and securities regulatory authorities; the outcome of class action or other proceedings
which have been or may in future be Initiated against the Company; the accuracy and outcome of the
results of free asset testing undertaken by the Company; the Company’s rellance on key employees; the
Company's ability fo acquire rights 1o additional standing timber; the Company's ability to meet its
expected planiation yields; the cyclical nature of the forest products industry and price fluctuation in and
the demand and supply of logs; the Company's reliance on the relationship with local plantation land
owners and/or plantation land use rights holders, authorized intermediaries, key customers, suppliers and
third party service providers; the Company's abllity to operate its production facilities on a profitable basis;
changes in currency exchange rates and interest rates; the evaluation of the Company's provision for
income and related taxes; economic, political and social conditions and government policy in China, the
. Republic of Suriname and New Zealand; and other factors not currently viewed as material that could
cause actual results to differ materially from those described in the forwarding-looking statements. Sino-
Forest Cotporation disclaims any intention or obligation to update or revise any forward-ooking
statements, whether as a result of new information, future events or otherwise, except as required by law.
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Court File NoC\M=/9-F662-00oCL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
) FRIDAY, THE 30"
)
JUSTICE MORAWRTZ ) DAY OF MARCH, 2012

IN THE MATTER OF THE COMPANIES' CREDITORS
ARRANGEMENT ACT, R.8.C, 1985, ¢, C-36, AS AMENDED

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

INITTAL ORDER

THIS APPLICATION, made by Sino-Forest Corporation (the “Applicant”), pursuant o
the Companies' Creditors Arrangement Act, R.8.C, 1985, ¢. C-36, as amended (the “CCAA™)
was heard this day at 330 University Avenue, Toronto, Ontatlo.

ON READING the affidavit of W, Judson Martin sworn March 30, 2012 and the Exhibits
thereto (the “Mertin Affidavit™) and the Pre-Filing Report of the Proposed Monitor, FTI
Consulting Canada Ins. (“FTT*) (the “Menitor’s Pre-Fillng Report™), and on being advised that
there are no secured creditors who are likely to be affected by the charges created herein, and on
hearing the submissions of counsel for the Applicant, the Applicant's directors, FTY, the ad hoc
cornmittee of holders of notes issued by the Applicant {the “Ad Hoo Noteholders™), and no one
else appearing for any other party, and on reading the consent of FTI to act as the Monitor,

e




SERVICE

1, THIS COURT ORDERS that the time for service of the Notice of Application, the
Application Record and the Monitor's Pre-Filing Report is hereby abridged and validated so that
this Application is properly returnable today and hereby dispenses with further service thereof,

APPLICATION

2. THIS -COURT ORDERS AND DECLARES that the Applicant is a company to which
the CCAA applies.

PLANOF ARRANGEMENT

3 THIS COURT ORDERS that the Applicant shall have the authority to file and may,
subject o further erder of this Court, file with this Court & plan of eompromise or arrangement

(hereinafter referred to as the “Plan”),

4, THIS COURT ORDERS that the Applicant shall be entitled to seek any ancillary or other
relief from this Court in respect of any of its subsidiaties in connection ‘with the Plan or
otherwlse in respect of these prooeedings,

POSSESSION OF PROPERTY AND OPERATIONS

s, THIS COURT ORDERS that the Applicant shall remain in possession and oontrol of its
current and future assets, undertakings and properties of every nature and kind whatsoever, and
wherever situate including all prooeeds thereof (the “Property’). Subjeot to further Order of this
Court, the Applicant shall continue to carry on business in a meanner consistent with the
presetvation of its business (the “Business™) and Property. The Applicant shall be authorized
and empowered fo continue fo retain and employ the employees, consultants, agents, expeits,
gecountants, oounsel and such othet persons (collectively “‘Assistants’) ourrently retained or
employed by it, with liberty to retain such further Assistants as it deems reasonably necessary or
desirable in the ordinary course of business or for the carrying out of the terms of this Order.

6. THIS COURT ORDERS that the Applicant shall be entitled but not required to pay the
following expenses, whether incutred prior to or after this Order;
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(a)

(b)
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@

7,

all outstanding and future wages, salatles, employee and pension benefits, vaoation
pay and expensed payable on or after the date of this Order, in each case incurred in

the ordinary course of business and consistent with existing compensation policies
and arrangements;

the fees and disbursements of any Assistants retained or employed by the Applicant
In respect of these proceedings, at thelr standard rates and charges;

the fees and disbursements of the directors and counsel to the directors, at their
standerd rates and charges; and

such other amounts as are set out in the March 29 Forecast (as defined in the
Monitor's Pro-Filing Report and attached as Exhibit "DD" to the Martin Affidavit),

THIS COURT ORDERS that, except as otherwise provided to the contrary herein, the

Applicant shall be entitled but not requited fo pay eall reasonablo expenses incurred by the
Applicant in carrying on the Business in the ordinary course after this Order, and in carrying out
the provisions of this Order, which expenses shall include, without Hmitation:

()

(b)

3.

all expenses and capital expenditures reasonably necessary for the preservation of the
Property or the Business inoluding, without limitation, payments on account of

insurance (including direotors and officers insurance), meintensnce and security
services; and

payment for goods or servioes actually supplied to the Applicant following the date of
this Order.

THIS COURT ORDERS that the Applicant shall remit, in accordance with legal

requirements, or pay:

()

any statutory deemed frust amounts in favour of the Crown in right of Canada or of
any Province thereof or any other faxation authority which are required to be
deducted from employees’ wages, including, without limitation, amounts In respect of

(iy employment insurance, (i) Canada Pension Plan, (iii) Quebeo Pension Plan, and
(1v) income texes;

1547




1543

(b)  all goods and services or other applicable sales taxes (collectively, “Sales Taxes™)
required to be remitted by the Applicant in connection with the sale of goods and
services by the Applicant, but only where such Sales Taxes are acorued er collected
affer the date of this Order, ot where such Sales Taxes were accrued or collected prior

to the date of this Order but not required to be remitted until on or after the date of
this Order; and

(¢)  any amount payable to the Crown in right of Canada or of any Province thereof or
any politlcal subdlvision thereof or any other taxation authority in respect of
municipal realty, municipal business or other taxes, assessments or levies of any
nature or kind which ate entitled at law to be pald in priority to claims of secured
creditors and which are atiributable to or in respect of the carrying on of the Business
by the Applicant,

9, THIS COURT ORDERS that until a resl property lease is disclaimed or resiliated in
accordance with the CCAA, the Applicant shall pay all amounts constituting rent or payable as
rent under real property leases (including, for greater cerfainty, common area maintenance -
charges, utilities and realty taxes and any other amounts payable to the landlord under the lease)
or as otherwise may be negotiated between the Applicant and the landlord from time to time
(“Rent”), for the period commencing from and inoluding the date of this Order, twice-monthly in
equal payments on the first and fifteenth day of each month, in advance (but not in arrears). On

the date of the first of such payments, any Rent relating to the perlod commencing from and
including the date of this Order shall also be pald.

10, THIS COURT ORDERS that, exoept as specifically permitted herein, the Applicant is
hereby directed, until further Order of this Court: (a) to make no payments of prinoipal, interest
thereon or otherwise on account of amounts owing by the Applicant to any of its crediters as of
this date; (b) to grant no seourity interests, trust, lens, charges or encumbrances upoen ot in
respect of any of its Property; and (¢) to not grant credit or ineur liabilitles except in the otdinary
course of the Business,
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RESTRUCTURING

11,  THIS COURT ORDERS that the Applicant shall, subject fo such requirements as are

imposed by the CCAA and such covenants as may be contained in the Support Agreement (as
defined below), have the right to!

(8)  permanently or temporarily cease, downsize or shut down any of its business or
operations, and to dispose of redundant or non-material assets not exceeding
US$500,000 in any one transaction or US$1,000,000 in the aggregate;

(b)  terminate the employment of such of its employees or temporarily lay off such of its

employees as it deems appropriate; and

(¢)  pursueall avenues of refinancing of ifs Business or Property, In whole or patt, subject
to prior approval of this Court being obtained before any matorlal refinancing

all of the foregoing to permit the Applicant te proceed with an orderly restructuring of the
Business,

12, THIS COURT ORDERS that the Applicant shall provide each of the relevant landlords
with notloe of the AppHcant's intention to remove any fixtures from any leased premises at least
soven (7) days prior to the date of the intended removel, The relevant landlord shall be entitled
to have & 1*ep1'esenta1;ive present In the leased premises to observe such removal and, if the
landlord disputes the Applicant's entitlement to remove any such fixture under the provisions of
the lease, such flxtute shall remain on the premises and shall be dealt with as agreed betwoen any
applicable secured creditors, suoh landlord and the Applicant, or by further Order of this Court
ypon application by the Applicant on at least two (2) days notice to such landlord and any suoh
secured creditors. If the Applicant disclaims or resillates the lease governing such leased
premises in accordance with Section 32 of the CCAA, it shall not be required to pay Rent under
such lease pending resolution of any such dispute (other than Rent payable for the notloe period
provided for in Section 32(5) of'the CCAA), and the disclaimer or resiliation of the lease shall be
without prejudice to the Applicant's claim to the fixtures in dispute.

13, THIS COURT ORDERS thet if a notice of disclaimer or resiliation is delivered pursuant
to Section 32 of the CCAA, then (a) during the notice period prior to the effective time of the

i
i
i
!
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disclaimer or resiliation, the landlord may show the affected leased premises to prospective
tenants during normal business hours, on giving the Applicant and the Monitor 24 hours' prior
written notice, and (b) at the effective time of the disclaimer or resiliation, the relevant landlord
shell be entitled to take possession of any such leased premises without weiver of ot prejudice to
any claims or rights such landlord may have against the Applicant in respect of such lease or
feased premises and such landlord shall be entitled to notify the Applicant of the basis on which
1t is taking possesslon and to gain possession of and re-lease such leased premises to any third
party or parties on such terms as such Jandlord considers advisable, provided that nothing hereln
shall relieve such landlord of its obligation to mitigate any damages claimed in connection
therewith,

RESTRUCTURING SUPPORT AGREEMENT

14,  THIS COURT ORDERS thet the-Applicant and the Monitor are authorized and directed
to engage in the following procedures to notify noteholders of the restructurlng support
agresment dated as of March 30, 2012 (the "Support Agrecment") between, among others, the
AppHoant and certain noteholders (the "Initial Consenting Noteholders"), appended as Exhibit
HRI 1o the Martin Affidavit, to enable any additional noteholders to execute a Jolnder Agreement
in the form attached as Schedule "C" to the Support Agreement and {o becotme bound thereby as
Consenting Noteholdets (as defined in the Support Agreement):

(8)  the Monttor shall without delay post & copy of the Support Agreement on its website
at hitpt/ofcanade. ficonsulting.oom/sfe (the "Monitor's Website"); and

(b)  the notice to be published by the Monitor pursuant to paragraph 51 of this Order shall
include o statement in form and substance acceptable to the Applicant, the Monitor
and coungel to the Ad Hoc Noteholders, each acting reasonably, notifying noteholders
of the Support Agreement and of the deadline of $:00 p.m. (Totonto time) on May 15,
2012 (the "Consent Date") by which any noteholder (other than an Initial Consenting
Noteholder) who wishes to become entitled to the Barly Consent Consideration
pursugnt to the Support Agreement (if such Barly Consent Consideration becomes
payable putsuant to the terms thereof) must execute and return the Joinder Agreement
to the Applicant, and shall direct noteholders to the Monitor's Website where a ooﬁy
of the Support Agreement (including the Joinder Agreement) can be obtalned.
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15, THIS COURT ORDERS that any noteholder (other than an Initial Consenting
Noteholder) who wishes to become a Consentlng Notcholder and become entitled to tho Barly
Consent Conslderation (If such Early Consent Consideration becomes payable pursuant to the
terms thereof, and subject to such noteholder demonstrating its holdings fo the Monitor in
accordance with the Support Agreement) must execute a Joinder Agreement and return it to the
Applicant and the Noteholder Advisors (as defined belew) in accordance with the instructions set
out in the Support Agreement such that it is received by the Applicant and the Noteholder
Adylsors prior to the Consent Deadline and, upon so dolng, such noteholder shall become &
Congsenting Noteholder and shall be bound by the terms of the Support Agreement,

16, THIS COURT ORDERS thet as soon ag practicable after the Consent Deadline, the
Applicant shall provide to the Monltor coples of all executed Joinder Agreements received from

notsholders prior to the Consent Deadline,
NO PROCEEDINGS AGAINST THE APPLICANT OR THE PROPERTY

17. THIS COURT ORDERS that untjl and including Aptil 29, 2012, or such later date as this
Court may order (the “Stay Perlod”), no proceeding or enforcement prooess in any court or
tribunal (each, a “Proceeding”) shall be commenced or continued against or in respect of the
Applicant or the Monitor, or affecting the Business or the Property, exoept with the written
consent of the Applicant and the Monitor, or with leave of this Cowrt, and any and all
Proceedings currently under way against or In respect of the Applicant or affecting the Business
or the Property ate hereby stayed and suspended pending further Order of this Court,

18. THIS COURT ORDERS that until and including the Stay Perled, no Proceeding shall be
commenced or contlinued by any noteholder, indenture trustee or secutity trustes (each in respeot
of the notes issued by the Applicant, collectively, the "Noteholders") against or in respect of any
of the Applicant's subsidiaries lsted on Schedule A" (each & "Subsidiary Guarantor’ and
colleotlvely, the "Subsidiaty Guarantors"), except with the written consent of the Applicant and
the Monitar, or with leave of this Court, and any and all Proceedings currently under way by &
Noteholder against or in respect of any Subsidlaty Guarantors ate hereby stayed and suspended
pending further Order of this Court,
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NO EXERCISE OF RIGHTS OR REMEDIES

19,  THIS COURT ORDERS that during the Stay Period, all rights and remedies of any
individual, firm, corporation, governmental body or agency, ot any other entities (all of the
foregoing, collectively being “Persons” and each being & “Person”) against or in respect of the
Applicant or the Monitor, or affecting the Business or the Property, are hereby stayed and
suspended and shall not be commenced, proceeded with ot continued, except with the written
consent of the Applicant and the Monitor, or leave of this Court, provided that nothing in this
Order shall () empower the Applicant fo cetry on any business which the Applicant is not
lawfully entitled to carry on, (il) affect such investigations, actlons, suits or proceedings by a
tegulatory body ag are permitied by Section 111 of the CCAA, (ill) prevent the fillng of eny
registration to preserve or perfect a security interest, (iv) prevent the registiation of 8 clalm for
lien, or (v) prevent the exetcise of any termination rights of the Consenting Noteholders under

the Suppoit Agreement,

20, THIS COURT ORDERS that during the Stay Perlod, all rights and remedies of the
Neteholdets against or in respect of the Subsidiary Cuarantors are hereby stayed and suspended
and shall not be commenced, proceeded with or oontiﬁued, except with the written consent of the
Applicant and the Menitor, or leave of this Court, provided that nothing in this Order shalt (i)
empower any Subsidiary Guarantor te carry on any business which such Subsidiary Guarantor is

not lawfully entitled to carry on, (if) affect such investigations, actions, suits or proceedings by a

regulatory body s are permitted by Seotion 11.1 of the CCAA, (i) prevent the filing of any -

registration to preserve or perfect a security Interest, or (iv) prevent the regisiration of a-claim for
lien,

NO INTERFERENCE WITH RIGHTS

91, THIS COURT ORDERS that during the Stay Petiod, no Person shall discontinue, fail to
honou, alter, interfere with, repudiate, terminate or osass to perform any right, renewal right,
contract, agreement, licence or permit in favour of or held by the Applicant, except with the
written consent of the Applicant and the Monitor, or leave of this Court,




CONTINUATION OF SERVICES

22,  THIS COURT ORDERS that during the Stay Period, all Persons having oral or written
agreemenis with the Applicant ot statutaty or regulatory mandates for the supply of goods and/or
setvices, including without limitation all computer softwere, communication and other data
services, centralized banking services, payroll services, insurance, transportation services, utility
or-other services to the Business or the Applicant, are hereby restrained until further Order of this
Court from discontinuing, altering, intetfering with or terminating the supply of such goods or
setvices as may be required by the Applicant or exescising any other remedy provided under
such agreement ar errangements, and that the Applicant shall be entitled fo the continued use of
its current premises, telephone numbers, facsimile numbers, internet addresses and domain
names, provided in each oase that the normal prices or charges for all such goods or services
recelved after the date of this Order are paid by the Applicant in accordance with normal
payment practices of the Applicant or such other practices as may be agreed upon by the supplier
ot servico provider and each of the Applicant and the Monitor, or as may be ordered by this
Court.

NON-DEROGATION OF RIGHTS

23, THIS COURT ORDERS that, notwithstanding anything else in fhis Order, no Person
shall be prohibited from requiring immediate payment for goods, services, use of lease or
lHoensed property or other valuable consideration provided on or after the date of this Order, nor
shall any Petson be under any obligation on or after the date of this Order to advance or re-
advance any monies or otherwlse extend any oredit to tho Applicant. Nothing in his Order shall
derogate from the rights conferred and obligafions imposed by the CCAA,

PROCLEDINGS AGAINST DIRECTORS AND OFFICERS

24, THIS COURT ORDERS that during the Stay Perlod, and except as permitted by
subseotion 11.03(2) of the CCAA, no Proceeding may be commenced of continued against any
of the former, current or future directors or officers of the Applicant with respect to any claim
against the divectors or officers that arose before the date hereof and thet relates to any
obligations of the Applicant whereby the directors or officers are alleged under any law fo be
ligble in thelr capacity as directors or officers for the payment or performance of such
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obligations, until a compromise or atrangement in respect of the Applicant, if one is filed, is
sanctioned by this Court or is refused by the affected creditors of the Applicant or this Court.

DIRECTORS? AND OFFICERS’ INDEMNIFICATION AND CHARGE

25.  THIS COURT ORDERS that the Applicant shall (i) indemnify its directors and officers
against obligations and liabilities that they may incur as directors or officers of the Applicant
after the commencement of the within proceedings, and (ii) make payments of amounts for
which ifs directors and officers may be liable as obligations theyr may incur as directors or
officers of the Applicant after the commenocement of the within proceedings, except to the extent
that, with respect to any officer or director, the obligation or liability was incurred as a result of

the director’s or officer’s gross negligence or wilful misconduct,

26.  THIS COURT ORDERS that the directors and officers of the Applicant shall be entitled
to the benefit of and are hereby granted a chatge (the “Directors’ Charge™) on the Property (other
than the Applicant's assets which are subject to the Personal Property Security Act reglstrations
on Schedule "B hereto (the "Excluded Property")), which charge shall not exceed an aggregate
amount of $3,200,000, as secutity for the indemnity provided In paragraph 25 of this Order, The
Directors’ Charge shell have the priority set out in paragraphs 38 and 40 herein,

27.  'THIS COURT ORDERS that, notwithstanding any languege in any applicable insurance
policy to the contrary, (a) no insurer shall be entitled to be subrogated to or claim the benefit of
the Directors’ Charge, and (b) the Applicant's directors and officers shell only be entitled to the
benefit of the Directors’ Charge fo the extent that they do not have coverage under any directors’
and officers’ insurance policy, or to the extent that such coverage is insufficient to pay amounts
indemnified in accordance with paragraph 25 of this Order,

APPOINTMENT OF MONITOR

28. THIS COURT ORDERS that FTI 1s hereby appointed pursuant to the CCAA ag the
Monttor, an officer of this Court, to monitor the business and finencial affairs of the Applicant
with the powers and obligations sot out in the CCAA or set forth hetein and that the Applicant
and its shareholders, officers, directors, and Assistants shall advise the Monitor of all material
steps taken by the Applicant pursuent to this Order, and shall co-operate fully with the Monitor
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in the exercise of its powers and dischaige of its obligations and provide the Monitor with the

assistance that is necessary to enable the Monitor to adequately carry out the Monitor's functions.

29,  THIS COURT ORDERS that the Monitor, in additlon to its prescribed rlghts and
obligations under the CCAA, is hereby directed and empowered to:

(a)  monitor the Applicant's receipts and disbursements;

(b)  report to this Courf at such times and intervals as the Monitor may deem appropriste
with respect to matiers relating to the Property, the Business, and such other matters
as mey be relevant to the proceedings herein;

(c) advise the Applicant in its preparation of the Applicant's cash flow statements, as
trequired from time to time;

(d)  advise the Applicant inits development of the Plan and any amendments to the Plan;

{6)  assist the Applicant, to the extent required by the Applicant, with the holding and
administering of credifors’ or shareholders’ meetings for voting on the Plan, as
applicable;

(f)  have full and complete access to the Property, Ineluding the premises, booeks, records,
date, including data in electronic form, and other financial documents of the
Applioant {o the extent that is necessary fo adequately assess the Applicant's business
and financial affairs or to perform its duties arising under this Order;

(g)  be=tliberty toengage ihdependent legal counsel or such other persons as the Monitor
deems necessaty or advisable tespecting the exercise of its powers and petformance
of its obligations under thiz Order;

(h)  carry out and fulfill its obligations under the Support Agreement in accordance with
its terms; and

()  perform such other duties es are required by this Order or by this Court from time to
time,
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30, THIS COURT ORDERS that without imiting paragraph 29 above, in carrying out its
rights and obligations in connectlon with this Order, the Monitor shall be entitled to take such
reasanable steps and use such setvices ag it deems necessary in discheiging its powers end

obligations, including, without limitation, wtilizing the services of FTI Consulting (Hong Kong)
Limited ("FTI HK™),

31,  THIS COURT ORDERS that the Monitor shall not take possession of the Prepeity (or
any propetty or assets of the Applicant's subsidiarles) and shall take no part whatsoever in the
management or supervision of the management of the Business (or any business of the
Applcanf's subsidiaries) and shall not, by fulfilling its obligations hereunder, be deemed to have
taken or maintained possession or control of the Business or Property, or any part thereof (or of

any bysiness, property or assets, or any part thereof, of any subsidiary of the Applicani).

32,  THIS COURT ORDERS that nothing herein contained shall require the Monitor to
osoupy or fo take control, care, charge, possession or managemeht (separately andfor
colleotively, “Possession”) of any of the Property (or any preperty of any subsidiaty of the
Applicant) that might be environmentally contaminated, might be a pollutant or a contaminant,
or might oause or contribute to a spill, discharge, release or deposit of a substance contrary to
any federal, provincial or other law respecting the protection, conservation, enhancement,
remediation or rehabilitation of the environment or relating to the disposael of waste or other
cénta.mination {ncluding, without limitation, the Canadian Environmental Profection Act, the
Ontarlo Environmental Protection Act, the Ontario Water Resources Act, or the Ontatio
Occupational Health and Safety Act and regulations thereunder (the “Environmental
TLegislation™), provided however that nothing herein shall exempt the Moniter from any duty to
report or make disclosute imposed by applicable Environmental Legislation. The Monitor shall
not, &g a result of this Order or anything done in pursuance of the Monitor's duties and powers
under this Order, be deemed to be in Possession of any of the Property (or of any property of any
subsidiary of the Applicant) within the meaning of any Environmental Legislation, undess it i
actually in possession.

33, THIS COURT ORDERS that the Monitor shall provide any oreditor of the Applicant |
with information provided by the Applicant in response to reasonable requests for information
mede in writing by such ereditor addressed to the Moniter, The Monitor shall not have any
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responsibility or lability with respect to the information disseminated by it pursuant to this
paragraph. In the case of informetion that the Monitor has been advised by the Applicant is
confidential, the Monitor shell not provide such informatien to creditors unless otherwise
directed by this Court or on such terms as the Monitor and the Applicant may agree,

34, THIS COURT ORDERS that, in addition tfo the rights and protections afforded the
Monitor under the CCAA or as an officer of this Court, the Monitor shall incur no liability or
obligatlon as a result of its appoiniment or the carrylng out of the provisions of this Order, save
and exoept for any gross negligence or wilful misconduct on its part. Nothing in this Order shall
derogate from the protections afforded the Monitor by the CCAA or any applicable legislation,

35,  THIS COURT ORDERS that the Monitor, counsel to the Monitor, oounsel to the
Applicant, counsel to the directors, Houlihan Lokey Capital Ino. (the "Financial Advisor"), FTI
HK, counsel to the Ad Hoc Noteholders and the financlal advisor to the Ad Hoo Noteholders
(together with counsel to the Ad Hoo Noteholders, the "Noteholder Advisors”) shall be paid their
reasonable foes and disbursements, in each case at their standard rates and charges, by the
Applicant, whether incurred priot to or subsequent to the date of this Order, as part of the costs
of these proceedings, The Applicant is hereby authorized and directed to pay the accounts of the
Monitor, counsel for the Monifot, counsel for the Applicant, counsel to the directors, the
Pinancial Advisor, FTI HK, and the Noteholder Advisers on a weekly basls or otherwise in
secordance with the terms of their engagement letters,

36, THIS COURT ORDERS that the Monitor and ifs legal counsel shall pass their accounts
from time to time, and for this purpose the accounts of the Monitor and its legal counsel ate

hereby referred to a judge of the Commeroial List of the Ontarlo Superior Court of Justice,

17, THIS COURT ORDERS that the Monitor, counsel fo the Monitor, the Applicant's
counsel, counsel to the direstors, the Financlal Advisor, FTT HK, and the Noteholder Advisors
shall be entitled to the benefit of and are hereby granted a charge (the “Administration Charge™)
on the Property (other than the Exoluded Property), which charge shall not exceed an aggregate
amount-of $15,000,000 as securlty for thelr professional fees and disbursements incurred at their
respeotive standard rates and charges in respect of such services, both before and after the
making of this Order in respact of these proosedings, The Administration Charge shall have the
priority set out in paragraphs 38 and 40 hereof,

/
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VALIDITY AND PRIORITY OF CHARGES CREATED BY THIS ORDER

38, THIS COURT ORDERS that the priorities of the Directors’ Charge and the
Administration Charge, as between them, shall be as follows:

First - Administration Charge (to the maximum smount o $15,060,000); and
Second ~ Directors’ Charge (to the maximum amount of $3,200,000).

39, THIS COURT ORDERS that the filing, registration or perfection of the Direclers’
Chargs or the Administration Charge (collectively, the “Charges”) shall not bs requited, and that
the Cherges shall be valid and enforcoable for all purposes, including as against any right, iitle or
interest filed, registered, recorded or perfected subsequent to the Charges coming into existence,

notwithstanding any such failure to file, register, record or perfect,

40, THIS COURT ORDERS that each of the Charges shall constitute a charge on the
Property (other than the Excluded Property) and shall rank in priority to all other seourity
interests, trusts, liens, charges and encumbrances, claims of secured credifors, statutory or
otherwise (collectively, “Encumbrances”) in favour of any Person,

4], THIS COURT ORDERS thet except as otherwise expressly provided for herein, or as
may be approved by this Coust, the Applicant shall not grant any Bnoumbrances over any
Property that 1ank in priority to, or pari passu with, any of the Charges, unless the Applicant also
obtaing the prior written consent of the Monitor, the beneficlaries of the Directors’ Charge and
the beneficlaries of the Administration Charge,-or further Order of this Coutt,

42, THIS COURT ORDERS that the Charges shall not be rendered invalid or unenforoeable
and the rights and remedies of the chargees entitled to the benefit of the Charges (collectively,
the “Chargees™), shall not otherwise be limited or impaired in any way by (a) the pendency of
these proceedings and the declarations of insolvency mads herein; (b) any application(s) for
bankruptoy order(s) issued pursuant to the BIA, or any bankruptoy order made pursuant to such
applications; (c) the filing of any assignments for the general benefit of creditors made pursuant
to the BIA; (d) the provisions of any federal or provinclal statutes; or (e) any negative covenants,
prohibiflons or other similar provistons with respect to borrowings, incurring debt or the creaiion

of Enoumbrances, contained in any existing loan doouments, lease, sublease, offer to lease or
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other agreement (collectively, an “Agreement”) which binds the Applicant, and notwithstanding
any provision fo the contrary in any Agreement:

(8)  neither the creation of the Charges nor the execution, delivery, perfection, registration
or performance of any documents in respect thereof shell create or be deemed fo

constitute & breach by the Applicant of any Agresment to which it is a party;

(b)  none of the Chargees shall have any liability to any Person whatsoever as a result of
" any breach of any Agreement caused by or resulting from the creation of the Charges;

and

(c) the payments made by the AppHeant pursndnt to this Order and the granting of the
‘Charges, do not and will not constitute preferences, fraudulent conveyances, transfers
at undervalue, oppressive conduet, or other challengeable or voidable transactions
under any applicable law,

43, THIS COURT ORDERS that any Charge oreated by this Order over lesses of real
property in Canada shall only be a Charge in the Applicant's interest in such real property leases,

APPROVAL OF FINANCIAL ADVISOR AGREEMENT

44,  THIS COURT ORDERS that the letter agreement dated as of December 22, 2012 with
respect to the Flnancial Advisor in the form attached as Bxhibit “CC” to the Martin Affidavit (the
“Rinancial Advisor Agreement”) and the refention of the Financial Advisor under the terms

thereof, including the payments {o be made to the Financial Advisor thereunder, are hereby
approved,

45, THIS COURT ORDERS that the Applicant is authorized and directed to make the

payments contemplated in the Financial Advisor Agreement in accordance with the terms and
conditions thereof,
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POSTPONEMENT OIF ANNUAL GENERAL MEETING

46.  THIS COURT ORDERS that the Applicant be and is hereby relleved of any obligation to
call and hold an annual meeting of its shareholders until further Order of this Court,

FOREYGN PROCEEDINGS

47.  THIS COURT ORDERS that the Monitor is hereby authotized and empowered to act as
the foreign representative in respect of the within proceedings for the purpose of having these
proceedings recognized in a jurisdiction outside of Canada.

48, THIS COURT ORDERS that the Monifor is hereby authorized, as the foreign
representative of the Applicant and of the within proceedings, to apply for foreign recognition of
these prooeedings, as necessary, in any jurlsdiction outside of Canada, including as “Foreign
Main Proceedings’ in the United States pursuant to Chapter 15 of the U.S. Barnkruptcy Code,

49, THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,
regulatory or administrative body having jurlsdiction in Canada, the United States, Barbades, the
British Virgin Islands, Cayman Islands, Hong Kong, the People’s Republic of China or in any
other foreign jurlsdiction, to give effect to this Order and to assist the Applicant, the Moniter and
fheir respective agents In oarrying out the terms of this Order, All courts, tribunals, regulatory
and administrative bodies are hereby respectfully requested to make such orders and to provide
such assistance to the Appllcant and to the Monitor, as an officer of this Court, as may be
neoessary or desirable to glve effect to this Order, to grant representative status to the Menitor in
any foreign proceeding, or to assist the Applicant and the Monitor and their respective agents in
catrying out the terms of this Order,

50, THIS COURT ORDERS that each of the Applicant and the Monttor be at liberty and is
hereby authorlzed and empowered to apply to any cowt, tiibunal, regulatory or administrative
body, wherever located, for the recognition of this Order and for asslstance in cattying out the
terms of this Order and any other Order issued in these proceedings.
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SERVICE AND NOTICE

51,  THIS COURT ORDERS that the Monitor shall (i) without delay, publish in the Globe
and Mail and the Wall Street Journal a notice eontaining the information presoribed under the
CCAA, (ii) within seven days after the date of this Order, (A) make this Order publicly available
in the manner presoribed under the CCAA, (B) send, in the prescribed manner, a notice to every
known oreditor who has a claim against the Applicant of more than $1,000, and (C) prepare a list
showing the names and addresses of those creditors and the estimated amounts of those claims,
and make if publicly available in the presoribed manne, all in accordance with Section 23(1){(a)
of the CCAA and the regulations made thereunder,

52,  THIS COURT ORDERS that each of the Applicant and the Monitor be at liberfy to serve
this Order, any other materials and orders in these proceedings, any notlees or other
correspondence, by forwarding true copies thereof by prepaid ordinary mail, courier, personal
delivery, facsimile transmission or email to the Applicant's creditors or other interested parties at
their respective addresses as last shown on the records of the Applicant and that any such service
or notice by coutier, personal delivery ot electronic transmission shall be deemed to be received
on the next business day following the date of forwarding thereof, or if sent by ordinary mail, on
the third business day after mailing,

53,  THIS COURT ORDERS that the Applicant, the Monitor, and any party who has filed a
Notice of Appearance may serve atty court materials in these proceedings by e-mailing a PDF or
other electronic copy of such materials to counsels’ email addresses as recorded on the Service
List fiom time to time, and the Monitor may post & copy of any or all such materials on the
Monifor's Webslte.

GENIERAL

54, THIS COURT ORDERS that the Applicant or the Monitor mey from time to time apply
to this Court for advice and directions in the discharge of its powers and duties hereunder,

55,  THIS COURT ORDERS that nothing in this Order shall prevent the Monitor from acting
as an interim recelver, a receiver, a receiver and manager, or a tfrustes in bankruptey of the
Applicant, the Business or the Property,
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56, THIS COURT ORDERS that any interested party (including the Applicant and the
Monitor) may apply to this Cout to vary or amend this Order on not less than seven (7) days

notioe to any other party or patties likely to be affected by the order sought or upon such other
notice, If any, as this Comt may order,

57. THIS COURT ORDERS that this Order and all of its provisions are effective as of
12:01 a.m, Bastein Standard/Daylight Time on the date of this Order,

% ﬁ-/

ENTERED AT / INSCRIT A TORONTOQ
ON / BOOK NO:

LE / DANS LE REGISTRE NO.:

APR 7 - 2012

wD




19

Schedule "AY

Sino-Panel Holdings Limited (BVY)
Sino-Global Holdings Ine. (BVI)
Sino-Wood Partners, Limited (HK)
Grandeur Winway Limited (BVI)
Sinowin Investments Limited (BVY)
Sinowood Limited (Cayman Islands)
Sino-Forest Bio-Science Limited (BVI)
Sino-Forest Resources Ino. (BVI)

. Sino-Plantation Limited (HK)

10, Suri-Wood Inc, (BYD)

11, Sino-Forest Investments Limited (BVT)
12, Sino-Wood (Guangxi) Limited (HK)

13, Sino-Wood (Jiangxi) Limited (HK)

14. Sino-Wood (Guangdong) Limited (HK)
15, Sino-Wood (Fyjlan) Limited (HK)

16, Sino~Panel (Asia) Inc. (BVI)

17. Slno-Panel (Guangxi) Limited (BVI)

18, 8ino-Panel (Yunnan) Limited (BVI)

19, Sino-Panel (North East China) Limited (BVT)
20, Sino-Panel [Xiangxi] Limited (BVI)

21, Sino-Panel [Hunan] Limited (BVI)

22. SER (China) Tnc. (BVT)

23, Sino-Panel [Suzhou] Limited (BVI)

24, Sino-Panel (Gaoyae) Ltd, (BVI)

25, Sino-Panel (Guangzhou) Limited (BVI)
26, Sino~Panel (North Sea) Limited (BYT)
27. Sino-Panel {Guizhou) Limited (BVI)
28, Sino-Panel (Hyaihua) Limited (BVD)

29, Sino-Panel (Qinzhou) Limited (BYT)
30, Sino-Panel (Yongzhou) Limited (BVT)
31, Sino-Panel (Fujian) Limited (BVI)

32, Sino-Panel (Shaoyang) Limited (BVI)
33, Amplemax Wotldwide Limited (BVI)
34, Ace Supreme International Limited (BVI)
35, Express Point Holdings Limited (BVI)
36, Glory Billion International Limited (BVI)
37, Smart Sure Buterprises Limited (BVID)
38, Expert Bonus Investment Limited (BVT)
39, Dynamie Profit Holdings Limited (BVT)
40, Alllance Max Limited (BVI)

41, Brain Force Limited (BVT)

42, General Excel Limited (BVI) -

43, Poly Market Limited (BVI)

44, Prime Kinetle Limited (BVE)

45, Trillion Edge Limited (BVI)

46, Sino-Pane] {China) Nursery Limited (BVI)

bl Sl

R BRSNSV
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47, Sino-Wood Trading Limited (BVT)

48, Homix Limited (BYI)

49, Sino-Panel Trading Limited (BVI)

50, Sino-Panel (Russia) Limited (BVT)

51, Sino-Global Management Consulting Ine, (BVI)
52. Value quest International Limited (BVI)

53, Well Keen Worldwide Limited (BVT)

54, Harvest Wonder Worldwide Limited (BVI)

55, Cheer Gold Worldwide Limited (BVT)

56, Regal Win Capital Limited (BVI)

57, Rich Cheice Worldwide Limited (BVI)

58. Sino-Forest International (Barbados) Corporation
59, Mandra Forestry Holdings Limited (BVT)

60, Mandra Forestry Finance Limited (BVI)

61, Mandra Forestry Anhul Limited (BVI)

62, Mandra Forestry Hubel Limited (BVI)

63, Sino-Capital Global Inc. (BYI)

64, Elite Legacy Limited (BVI)
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PERSONAL PROPERTY SECURITY RBGISTRATICN SYSTEM
SEARCH RESULTS

Date Search Conducted: 3/29/2012
File Currency Date: 03/28/2012
Family(ies): 6

Page(a}: @

SEARCH : Busineas Debtor : SINO-FOREST CORPORATION

The attached report has been created based on the data received by Cyberbahn,

a Thomson Reuters business from the Province of Ontario, Ministry of Government
Services., No liability is assumed by Cyberbahn regarding its correctness,
timeliness, completeness or the interpretation and use of the report. Use of

the Cyberbahn service, including thie report 1s subject to the terms and conditions
of Cyberbahn's subscription agreement,
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PERSONAL PROPERTY SECURITY REGISTRATION SYSTEM
SEARCH RESULTS

Date Séarch Conducted: 3/29/2012
File Currency Date: 03/28/2012
Family(ies): 6

Page(s): 8

SEARCH : Business Debtor : SINO-FOREST CORPORATION

FAMILY 1 OF 3 ENQUIRY PAGE : 1 OF B
SEARCH : BD : SINO-FOREST CORPORATION

00 FILE NUMBER : 609324408 EXPIRY DATE : 27SEP 2015 STATUS

01 CAUTION FILING : PAGE : 001 OF 1 MV SCHEDULE ATTACHED :
REG NUM : 20040927 1631 1783 043¢ REG TYP: P PPSA REG PERIOD: 10

02 IND DOB : IND NAME:

03 BUS NAME: SINO-FOREST CORPCRATICON

OCN
04 ADDRESS ; 90 BURNHAMTHORPE ROAD WEST, SUITE 1208
. CITY : MISSISSAUGA PROV: ON POSTAL CODE: LSB3C3
05 IND DOB : IND NAME:
06 BUS NAME:
OCN
07 ADDRESS
CITY H ’ PROV; POSTAL CODE:
08 SECURED PARTY/LIEN CLAIMANT
LAW DEBENTURE TRUST COMPANY OF NEW YCRK
09 ADDRESS : 767 THIRD AVENUE, 31ST FLOOR
CITY : NEW YORK PROV: NY POSTAL CODE: 10017
CONS, MV DATE OF OR NO FIXED
GOODS INVIRY. EQUIP ACCTS OTHER INCL AMOUNT MATURITY MAT DATE
10 X X
YEAR MAKE MODET, V.I.N.
11l
12

GENERAL COLLATERAY, DESCRIPTION

13 PLEDGE OF SHARES OF CERTAIN SUBSIDIARIES OF THE DEBTOR PURSUANT TO
14 A PLEDGE AGREEMENT AND SHARE CHARGE.
15

16 AGENT: AIRD & BERLIS LLP f2
17 ADDRESS : 181 BAY STREET, SUITE 1800
CITY : TORONTOQ PROV: ON POSTAL CODE: MS5J2T9

Page 1




FAMILY : 1 OF 6 ENQUIRY PAGE : 2 OF 8
SEARCH : BD : SINO-FOREST CCRPORATICN

FILE NUMBER 609324408

PAGE TOT REGISTRATION NUM REG TYPE
01 CAUTION : 001 OF 1 MV SCHED: 20090720 1614 1793 6085
21 REFERENCE FILE NUMEBER : 6039324408
22 AMEND PAGE: NC PAGE: CHANGE: A AMNDMNT REN YEARS: CORR PER:
23 REFERENCE DEBTOR/ IND NAME:
24 TRANSFEROR: BUS NAME: SINO-FOREST CORPORATION

25 OTHER CHANGE:

26 REASON: TO AMEND SECURED PARTY ADDRESS AND TQ AMEND GENERAL COLLATERAL

27 /DESCR: DESCRIPTION TO DELETE THE WORDS "PURSUANT TO A PLEDGE AGREEMENT AND
28 : SHARE CHARGE®"

02/05 IND/TRANSFEREE;

03/06 BUS NAME/TRFEE:

OCN:
04/07 RDDRESS:
CITY: PROV: PCSTAL CODE:
29 ASSIGNOR:
08 SECURED PARTY/LIEN CLAIMANT/ASSIGNEE :
LAW DEBENTURE TRUST COMPANY OF NBEW YORK
09 ADDRESS : 400 MADISON AVENUE, 4TH FLOOR
CITY : NEW YORK PROV ; NY POSTAL CODE : 10017
CONS. MV DATE OF NO FIXED
GOODS INVTRY EQUIP ACCTS OTHER INCL AMOUNT MATURITY OR MAT DATE
10
11
12 ]
13 PLEDGE OF SHARES OF CERTAIN SUBSIDIARIES OF THE DEBTOR
14
15
16 NMAME : AIRD & BERLIS LLP
17 ADDRESS : 181 BAY STREET, SUITE 1800, BOX§ 754
CITY : TORONTO . PROV : ON POSTAL CODE : MBJ2TS
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FAMILY : 1 OF 3 ENQUIRY PAGE : 3 OF 8
SEARCH : BD : SINO-FOREST CORPORATION

FILE NUMBER 609324408

PAGE TOT REGISTRATION NUM REG TYPE
01 CAUTION 001 OF 1 MV SCHED: 20090720 1616 1793 6087
21 REFERENCE FILE NUMBER : 609324408
42 AMEND PAGE: NO PAGE: CHANGE: B RENEWAL REN YEARS: 1 CORR PER:
23 REFERENCE DEBTOR/ IND NAME:
24 TRANSFEROR:: BUOS NAME: SINO-FOREST CORPORATION
25 OTHER CHANGE:
26 REASON:
27 /DESCR:
28 :

02/05 IND/TRANSFEREE:
03/06 BUS NAME/TRFEE:

QCN:
04/07 RADDRESS:
CITY: PROV: POSTAL CODE:
29 ASSIGNOR:
08 SECURED PARTY/LIEN CLAIMANT/ASSIGNEE :
09 ADDRESS
CITY : PROV : POSTAL CODE
CONS., My DATE OF NO FIXED
GOODS INVTRY EQUIP ACCTS OTHER  INCL AMOUNT MATURITY OR MAT DATE
10
11
12
13
14
15
16 NAME : AIRD & BERLIS LLP
17 ADDRESS : 181 BAY STREET, SUITE 1800, BOX# 754
CITY : TORONTO PROV : ON POSTAL CODE : M5J2T9

Page 3
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FAMILY : 2 OF 6 ENQUIRY PAGE : 4 OF 8
SEARCH : BD : SINO-FOREST CORPORATION
00 FILE NUMBER : 650314305 EXPIRY DATE : O3DEC 2013 STATUS :
01 CAUTION FILING : PAGE : 001 OF 1 MV SCHEDULE ATTACHED
REG NUM : 20081203 1055 1793 9576 REG TYP: P PPSA REG PERIOD: &
02 IND DOB : IND NAME:
03 BUS NAME: SINO-FOREST CORPORATION
QCN .
04 ADDRESS : 1208-90 BURNHAMTHORPE RD W
CITY : MISSISSAUGA PROV: ON POSTAL CODE: LSB3C3
05 IND DOB : IND NAME:
06 BUS NAME:
OCN
07 ADDRESS
CITY : PROV: POSTAL CODE:
08 SECURED PARTY/LIEN CLAIMANT :
XEROX CANADA LTD
09 ADDRESS : 33 BLOOR ST. E. 3RD FLOOR
CITY : TORONTO PROV: ON POSTAL CODE: M4W3H1
CONS, MV DATE OF OR NO FIXED
GOODS INVTRY, EQUIP ACCTS OTHER INCL AMOUNT MATURITY MAT DATE
10 X X X
YEAR MAKE MODEL V.I.N,
11
12
GENERAL COLLATERAL DESCRIPTION
13
14
15
16 AGENT: XEROX CANADA LTD
17 ADDRESS : 33 BLOOR ST. E. 3RD FLOOR
CITY : TORONTO PROV: ON POSTAL CODE: M4W3HL

Page 4
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FAMILY : 3 OF 3 ENQUIRY PAGE : 5 OF 8
SEARCH : BD : SINO-FOREST CORPORATION

00 FILE NUMBER : 655022304 EXPIRY DATE : 20JUL 2015 STATUS

01 CAUTION FILING : PAGE : 001 OF 1 MV SCHEDULE ATTACHED
REG NUM : 20090720 1615 1793 6086 REG TYP: P PPSA REG PERIOD: 6

02 IND DCB : IND NAME:

03 BUS NAME: SINC-FOREST CCRPORATION

H

OCN

04 ADDRESS : 90 BURNHAMTHORPE ROAD WEST, SUITE 1208

CITY : MISSISSAUGA PROV: ON POSTAL CODE: L5B3C3
05 IND DOB IND NAME:
06 BUS NAME:

OCH :

07 ADDRESS

CITY H PROV: POSTAL CODE:
(08 SECURED PARTY/LIEN CLAIMANT ;

LAW DEBENTURE TRUST COMPANY OF NEW YORK

09 ADDRESS : 400 MADISON AVENUE, 4TH FLOOR

CITY : NEW YORK PROV: NY POSTAL CODE: 10017

CONS. My DATE OF OR NO FIXED

GCODS INVTRY. EQUIP ACCTS OTHER INCL AMOUNT MATURTTY MAT DATE
10 X X

YEAR MAKE MODEL V.I.N.
11
12
GENERAL COLLATERAL DESCRIPTION
13 PLEDGE OF SHARES OF CERTAIN SUBSIDIARIES OF THE DEBTOR
14
15
16 AGENT: AIRD & BERLIS LLP - SUSAN PAK
17 ADDRESS : 181 BAY STREET, SUITE 1800

CITY : TORONTO PROV: ON POSTAL CODE: M5J2TS

Page 5
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FAMILY 4 OF 6 ENQUIRY PAGE : 6 OF 8
SEARCH : BD : SINO-FOREST CORPORATION

00 FILE NUMBER : 659079036 EXPIRY DATE : 0O3FEB 2016 STATUS :

01 CAUTION FILING : PAGE : 001 OF 1 MV SCHEDULE ATTACHED :
REG NUM : 20100203 1535 1793 2023 REG TYP: P PPSA REG PERIOD: €

02 IND DCB : IND NAME:

03 BUS NAME: SINO-FOREST CORPORATION

OCN
04 ADDRESS : 90 BURNHAMTHORPE ROAD WEST, SUITE 1208
CITY :+ MISSISSAUGA PROV; ON POSTAL CODE: L5B3C3
05 IND DOB : IND NAME:
06 BUS NAME:
OCN
07 ADDRESS
CITY i PROV: POSTAL CODE:
0B SECURED PARTY/LIEN CLAIMANT
LAW DEBENTURE TRUST COMPANY OF NEW YORK
09 ADDRESS : 400 MADISON AVENUE, 4TH FLOOR
CITY ;1 NEW YORK PROV: NY POSTAL CODE: 10017
CONS, MV DATE OF OR NO FIXED
GOODS INVTRY. EQUIP ACCTS OTHER INCL AMOUNT MATURITY MAT DATE
10 X X
YEAR MAKE MODEL V.I.N.
11
12
GENERAL COLLATERAL DESCRIPTION
13 PLEDGE OF SHARES OF CERTAIN SUBSIDIARIES OF THE DEBTOR
14
15
16 AGENT: AIRD & BERLIS LLE (SPAK - 102288)
17 ADDRESS : 181 BAY STREET, SUITE 1B00
CITY : TORONTO PROV: ON POSTAL CODE: M5J2T9

Page 6
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FAMILY : 5 OF 6 ENQUIRY PAGE ; 7 OF 8
SEARCH : BD : SINO-FOREST CORPORATION

00 FILE NUMBER : 6651B6985 EXPIRY DATE : 150CT 2020 STATUS

01 CAUTION FILING : PAGE : 001 OF 1 MV SCHEDULE ATTACHED
REG NUM : 20101015 121% 1793 1245 REG TYP: P PPSA REG PERIOD: 10

02 IND DOB : IND NAME:

03 BUS NAME: SINO-FOREST CORPORATION

OCN :
04 ADDRESS : 90 BURNHAMTHORPE ROAD WEST, SUITE 1208
CITY : MISSISSAUGA PROV: ON POSTAL CODE: LSB3C3
05 IND DOB : IND NAME:
06 BUS NAME:
OCN :
07 ADDRESS : :
CITY : PROV: POSTAL CODE:
08 SECURED PARTY/LIEN CLAIMANT
LAW DEBENTURE TRUST COMPANY OF NEW YORK
09 ADDRESS : 400 MADISON AVENUE, 4TH FLOOR
CITY : NEW YORK PROV: NY POSTAL CODE: 10017
CONS , MV DATE OF OR NO FIXED
GOODS INVTRY. EQUIP ACCTS OTHER INCL AMOUNT MATURITY MAT DATE
10 X X '
YEAR MAKE MODEL V.I.N.
11
12
GENERAL COLLATERAL DESCRIPTION .
131 PLEDGE OF SHARES OF CERTAIN SUBSIDIARIES OF THE DEBTOR.
14
15
16 AGENT: AIRD & BERLIS LLP (RMK-106760)
17 ADDRESS : 181 BAY STREET, SUITE 1800
CITY : TORONTO PROV: ON POSTAL CODE: M5J2T9

Page 7
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FAMILY : &
SEARCH : BD

oF 6
SINO~FOREST CORPORATION

ENQUIRY PAGE

8 OF 8

MV SCHEDULE ATTACHED

P PPSA REG PHERIOD:

OCN

POSTAL CODE: L5B3C3

OCN

POSTAL CODE:

POSTAL CODE: M4W3H1

6

DATE OF OR NO FIXED

AMOUNT MATURITY

V.I.N.

00 FILE NUMBER : 665928963  EXPIRY DATE : 17NOV 2016 STATUS
01 CAUTION FILING : PAGE : 01 OF 001
REG NUM : 20101117 1007 1462 0113 REG TYP:
02 IND DOB IND NAME:
03 BUS NAME: SINO-FOREST CORPORATION
04 ADDRESS : 1208-%0 BURNHAMTHORPE RD W
CITY MISSISSAUGA PROV: ON
05 IND DOB : IND NAME:
06 BUS NAME:
07 ADDRESS
CITY PROV:
08 SECURED PARTY/LIEN CLAIMANT :
XERCX CANADA LTD
09 ADDRESS : 33 BLOOR ST. E, 3RD FLOOR
CITY : TORONTO PROV: ON
CONS, My
GOODS INVTRY. EQUIP ACCTS OTHER INCL
10 X X
YEAR MAKE MODEL
11
12
GENERAL COLLATERAL DESCRIPTION
13
14
15
16 AGENT:; PPSA CANADA INC. - (3592}
17 ADDRESS : 110 SHEPPARD AVE EAST, SUITE 303
CITY : TORONTO PROV: ON

Page 8

POSTAL CODE: M2ZN6Y8

MAT DATE
X
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ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
) FRIDAY, THE 30"
)
) DAY OF MARCH, 2012

JUSTICE MORAWETZ

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

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

SALE PROCESS ORDER

THIS APPLICATION, made by Sino-Forest Corporation (the “Applicant”), pursuant to
the Companies’ Creditors Arrangement Act, R.S.C. 1985, c. C-36, as amended (the “CCAA”)
was heard this day at 330 University Avenue, Toronto, Ontario,

ON READING the affidavit of W. Judson Martin sworn March 30, 2012 and the Exhibits
thereto and the Pre-Filing Report of the Proposed Monitor, FT1 Consulting Canada Inc. ("FTI"),
and on hearing the submissions of counsel for the Applicant, the Applicant's board of directors,

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

1. THIS COURT ORDERS that unless otherwise defined in this Order, all capitalized terms
used in this Order shall have the meanings ascribed to such terms in the Initial Order granted in

these proceedings on March 30, 2012,
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SERVICE

2. THIS COURT ORDERS that the time for service of the Notice of Application and the
Application Record is hereby abridged and validated so that this Application is properly

returnable today and hereby dispenses with further service thereof.

SALE PROCESS

3. THIS COURT ORDERS AND DIRECTS that sale process procedures substantially in
the form attached hereto as Schedule "A", together with all schedules, appendices and exhibits
thereto (collectively, the "Sale Process Procedures"), are hereby approved and the Applicant, the
Monitor and the Financial Advisor are authorized and directed to perform each of their

obligations thereunder and to do all things reasonably necessary to perform their obligations

thereunder.

4, THIS COURT ORDERS that each of the Monitor and the Financial Advisor, and their
respective affiliates, partners, directors, employees, agents and controlling persons shall have no
liability with respect to any and all losses, claims, damages or liabilities, of any nature or kind, to
any person in connection with or as a result of the Sale Process Procedures, except to the extent
such losses, claims, damages or liabilities result from the gross negligence or wilful misconduct
of the Monitor or the Financial Advisor, as applicable, in performing its obligations under the

Sale Process Procedures (as determined by this Court).

GENERAL

5. THIS COURT ORDERS that the Applicant and the Monitor may from time fo time apply
to this Court for advice and directions with respect to any matter relating to this Order and the

Sale Process Procedures and their powers and duties in relation thereto.
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6. THIS COURT ORDERS that each of the Applicant and the Monitor be at liberty and are
hereby authorized and empowered to apply to any court, tribunal, regulatory or administrative
body, wherever located, for the recognition of this Order and for assistance in carrying out the
terms of this Order.

> T / .
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Schedule “A”

1578

SINO-FOREST CORPORATION

Sale Process Procedures

On March 30, 2012, Sino-Forest Corporation (“SFC™) obtained an initial order
(the “Initial Order™) under the Companies’ Creditors Arrangement Act (“CCAA”) from the
Ontario Superior Court of Justice (Commercial List) (the “Court”).

On March 30, 2012, SFC also obtained a sale process order (the “Sale Process
Order™) under the CCAA from the Court approving the sale solicitation process (the “Sale
Process™) and the procedures to be followed with respect to the Sale Process set forth herein (the

“Sale Process Procedures™) to determine whether a Successful Bid (as defined herein) can be
obtained,

Set forth below are the Sale Process Procedures to be followed with respect to the
Sale Process to be undertaken to seek a Successful Bid, and if there is a Successful Bid, to
complete the transactions contemplated by the Successful Bid.

All dollar amounts expressed herein, uniess otherwise noted, are in United States
currency. Unless otherwise indicated herein any event that occurs on a day that is not a Business
Day shall be deemed to occur on the next Business Day, Capitalized terms used herein but not
otherwise defined herein have the meanings ascribed thereto in Schedule “A”.

Solicitation Process

(1)  The Sale Process Procedures set forth herein describe, among other things, (a) the Assets
available for sale, (b) the manner in which prospective bidders may gain access to or continue to
have access to due diligence materials concerning SFC, the Assets, and the SFC Business, (c) the
manner in which bidders and bids become Qualified Bidders and Qualified Bids, respectively,
(d) the receipt and negotiation of bids received, {(e) the ultimate selection of a Successful Bidder,
and (f) the approval thereof by the Court (collectively, the “Solicitation Process™).

(2)  SFC, in consultation with the Financial Advisor, and with oversight by the Monitor, shall
conduct the Sale Process Procedures and the Solicitation Process as outlined herein. Certain
stages of the Sale Process Procedures may be conducted by SFC simultaneously to the
preparation, solicitation or confirmation of a CCAA Plan by SFC. In addition, the closing of any
sale may involve additional intermediate steps or transactions to facilitate consummation of such
sale, including additional Court filings. If there is disagreement or clarification required as to the
interpretation or application of these Sale Process Procedures, the Court will have jurisdiction to
hear such matter and provide advice and directions, upon application of the Monitor, SFC or the
Initial Consenting Noteholders with a hearing on no less than three (3) Business Days notice.
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CCAA Plan

(3)  The sale of the Assets to the Successful Bidder, if any, will be completed pursuant to a
plan of compromise and arrangement pursuant to the CCAA, such plan to be in form and
substance acceptable to SFC and the Initial Consenting Noteholders (the “CCAA Plan™),

“As Is, Where Is”

(4)  The sale of the Assets will be on an “as is, where is” basis and without surviving
representations or warranties of any kind, nature, or description by the Financial Advisor, the
Monitor, SFC or any of their respective agents, estates, advisors, professionals or otherwise,
except to the extent set forth in a definitive purchase agreement with a Successful Bidder.

Free Of Any And All Claims And Interests

(5)  The sale of the Assets to the Successful Bidder, if any, will result in all of the rights, title
and interests of SFC in and to the Assets to be acquired being transferred free and clear of all
pledges, liens, security interests, encumbrances, claims, charges, options, and interests thereon
and there against (collectively, the “Claims and Interests™) pursuant to an approval and vesting
order made by the Court. Contemporaneously with such approval and vesting order being made,
all such Claims and Interests shall attach to the net proceeds of the sale of such property (without
prejudice to any claims or causes of action regarding the priority, validity or enforceability
thereof), except to the extent otherwise set forth in the relevant definitive purchase agreement
with a Successful Bidder.

Publication Notice
(6)  Within seven (7) days of the date the Sale Process Order is granted, (i) the Monitor
shall cause a notice of the Sale Process to be published in The Globe and Mail and The Wall
Street Journal, which notice shall be in substantially similar form as attached hereto as Schedule

“B”; and (ii}) SFC shall issue a press release regarding the Sale Process through Canada
Newswire, designating dissemination in Canada and major financial centers in the United States.

(7)  [Intentionally deleted)]

Solicitation of Interest

(8)  As soon as reasonably practicable after the granting of the Sale Process Order, SFC, in
consultation with the Financial Advisor and the Monitor, will prepare (if not already prepared)
an initial offering summary (the “Teaser Letter”) notifying prospective purchasers of the Assets
(both strategic and financial parties (including existing shareholders and noteholders of SFC and
parties proposed by the Noteholder Advisors)) of the existence of the Solicitation Process and
inviting prospective purchasers to express their interest in making an offer for the Assets.




-3 - 158p

Participation Requirements

(9)  Unless otherwise ordered by the Court, or otherwise determined by SFC (in consultation
with the Monitor), in order to participate in the Solicitation Process, each interested person (a
“Potential Bidder”) must deliver to the Financial Advisor with a copy to the Monitor and the
other parties listed on Schedule “C” at the addresses specified in Schedule “C” (by email), prior
to the distribution of any confidential information by the Financial Advisor to a Potential Bidder,
the following documents (the “Participation Materials™):

(a) an executed Confidentiality Agreement;

(b)  a specific indication of anticipated sources of capital for the Potential Bidder and,
if requested by SFC, in consultation with the Monitor and the Financial Advisor,
preliminary evidence of the availability of such capital, or such other form of
financial disclosure and credit support or enhancement that will allow SFC, in
consultation with the Monitor and the Financial Advisor, to make, in its
reasonable business judgment, a determination as to the Potential Bidder’s
financial and other capabilities to consummate an acquisition of the Assets; and

(c) a letter setting forth the identity of the Potential Bidder, the contact information
for such Potential Bidder and, if requested by SFC, in consultation with the
Monitor and the Financial Advisor, full disclosure of the direct and indirect
owners of the Potential Bidder and their principals,

(10) Ifitis determined by SFC, after consultation with the Monitor and the Financial Advisor,
that a Potential Bidder (i) has bona fide interest in an acquisition of the Assets; (ii) has the
financial capability to consummate such a transaction based on such Potential Bidder’s financial
information; and (iii) has provided all of the Participation Materials, such Potential Bidder will
be deemed a “Phase 1 Qualified Bidder”. The Financial Advisor will promptly notify the
Potential Bidder of such determination, and will inform the Noteholder Advisors of any such
determination with respect to a Potential Bidder.

(11)  The determination as to whether a Potential Bidder is a Phase 1 Qualified Bidder will be

made as promptly as practicable after a Potential Bidder delivers all. of the Participation
Materials.

(12)  If there is no Phase 1 Qualified Bidder by the end of Phase 1, SFC shall, in consultation
with the Monitor, the Financial Advisor and the Noteholder Advisors, (a) forthwith terminate the
Sale Process; and (b) as soon as reasonably practicable take such steps (including bringing

motions, holding meetings of creditors, etc.) as may be necessary to complete the Restructuring
Transaction.

(13) If the Sale Process has been terminated as provided in section 12, the Financial Advisor

shall notify each Potential Bidder that submitted Participation Materials that the Sale Process has
been terminated.
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Confidential Information Memorandum and Due Diligence for Phase 1 Qualified Bidders

(14) The Confidential Information Memorandum will be made available by the Financial
Advisor to Phase 1 Qualified Bidders as soon as practicable after the determination that such
party is a Phase 1 Qualified Bidder.

(15) During Phase 1, SFC shall afford each Phase 1 Qualified Bidder (including, for greater
cerfainty, its potential lenders or financiers and its financial and legal advisors, provided
however, that such persons have also signed a Confidentiality Agreement (or are representatives
for whom the relevant Phase 1 Qualified Bidder is responsible under its Confidentiality
Agreement)) access to such due diligence materials and information relating to the Assets and
the SFC Business as SFC, in its reasonable business judgment, in consultation with the Monitor
and the Financial Advisor, deems appropriate, and which may include discussions with the
Financial Advisor and SFC’s legal advisors, Unless otherwise determined by SFC, in
consultation with the Monitor and the Financial Advisor, Phase 1 Qualified Bidders will not be
provided access to the Data Room.

(16) The Monitor, the Financial Advisor and SFC make no representation or warranty as to
the information in the materials provided, except, in the case of SFC, to the extent contemplated
under any definitive purchase agreement with a Successful Bidder, A copy of the Confidential

Information Memorandum shall be provided to the Noteholder Advisors pursuant to their
confidentiality agreements with SFC.,

Phase 1

Seeking Letters of Intent by the Phase 1 Qualified Bidders

(17)  For the period following the date of the Sale Process Order until the Phase 1 Bid
Deadline (as defined below) (“Phase 1), SFC and the Financial Advisor, under the supervision
of the Monitor, will solicit non-binding letters of intent from Phase 1 Qualified Bidder to acquire
the Assets from SFC pursuant to a CCAA Plan (each, a “Letter of Intent™).

(18) A Phase 1 Qualified Bidder that desires to continue to participate in the Solicitation
Process shall deliver written copies of a Letter of Intent to SFC through the Financial Advisor
with a copy to the Monitor and the other parties listed on Schedule “C” at the addresses specified
in Schedule “C” (by email) so as to be received by all such parties not later than 5:00 prn
(Toronto time) on June 28, 2012 (the “Phase 1 Bid Deadline”),

Qualified Letters of Intent

(19) A Letter of Intent will be considered a Qualified Letter of Intent only if it is submitted on
or before the Phase 1 Bid Deadline by a Phase 1 Qualified Bidder and contains the following
information (a “Qualified Letter of Intent”):

(a) a statement that the Phase 1 Qualified Bidder is offering to acquire the Assets
from SFC pursuant to a CCAA Plan for consideration not less than the Qualified
Consideration (a “Sale Proposal®);




-5-

1582

(b) a specific indication of (i) the purchase price range expressed in United States
dollars (including details of liabilities to be assumed by the Phase 1 Qualified
Bidder and the projected net proceeds to be received by SFC on closing); (ii) the
structure and financing of the transaction (including, but not limited to, the
sources of financing for the purchase price, preliminary evidence of the
availability of such financing and the steps necessary and associated timing to
obtain the financing and consummate the proposed transaction and any related
contingencies, as applicable); (iii} an outline of the Phase 1 Qualified Bidder’s
plans for the SFC Business for the first 12 months after completion of the
transaction; (iv) the Phase 1 Qualified Bidder’s expectations regarding the
continued employment of the employees of the direct and indirect subsidiaries of
SFC; (v) the general terms of any new agreements or arrangements to be entered
into with any current or former employees of SFC and its direct and indirect
subsidiaries; (vi) any anticipated corporate, sharcholder, internal, regulatory or
other approvals required to close the transaction and the anticipated time frame
and any anticipated impediments for obtaining such approvals; (vii) a description
of any additional due diligence required or desired to be conducted during Phase
2; (viii) any conditions to closing that the Phase 1 Qualified Bidder may wish to
impose; and (ix) any other terms or conditions of the Sale Proposal which the
Phase 1 Qualified Bidder believes are material to the transaction; and

(c) such other information reasonably requested by SFC, in consultation with the
Monitor and the Financial Advisor. '

(20) SFC, in consulfation with the Monitor and the Financial Advisor, will assess each such
Letter of Intent received by the Phase 1 Bid Deadline, if any, and determine whether it is a
Qualified Letter of Intent. Such determination will be made as promptly as practicable but no
later than seven (7) Business Days after the receipt of any such Letter of Intent. For the purpose
of such consultations and assessments, SFC, the Financial Advisor and/or the Monitor may seek
clarification from any Phase 1 Qualified Bidder with respect to the terms of such Letter of Intent.

(21) Notwithstanding section 19, in respect of any non-compliant Letter of Intent, SFC may,
in consultation with the Monitor and the Financial Advisor, waive compliance with any one or
more of the requirements specified herein and deem such non-compliant Letter of Intent to be a
Qualified Letter of Intent; provided that, SFC shall not, without the consent of the Monitor and
the Initial Consenting Noteholders, waive the requirement that the consideration offered by the
Phase 1 Qualified Bidder must be not less than the Qualified Consideration, A Phase 1 Qualified
Bidder shall only be deemed a “Qualified Bidder” if it submits a Qualified Letter of Intent.

(22) I SFC (a) has received one or more Qualified Letters of Intent prior to the Phase 1 Bid
Deadline; and (b} in consultation with the Monitor and the Financial Advisor, determines that
there is a reasonable prospect of obtaining a Qualified Bid, the Sale Process will continue until
the Phase 2 Bid Deadline in accordance with these Sale Process Procedures (“Phase 2”).

{23) Subject to the terms of the Sale Process Order, SFC shall, in consultation with the
Monitor, the Financial Advisor and the Noteholder Advisors, terminate the Sale Process at the
end of Phase 1 if:
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(a) no Qualified Letter of Intent was received by SFC by the Phase 1 Bid Deadline;

(b) SFC, in consultation with the Monitor and the Financial Advisor, determines that
there is no reasonable prospect that any Qualified Letter of Intent received will
result in a Qualified Bid that is likely to be consummated; or

(c) SFC, in consultation with the Monitor and the Financial Advisor, determines that
continuing with the Sale Process is not in the best interests of SFC.

(24)  If the Sale Process is terminated by SFC in accordance with section 23, or pursuant to an
order of the Court, SFC shall, as soon as reasonably practicable, take such steps (including
bringing motions, holding meetings of creditors, etc.} as may be necessary to complete the

Restructuring Transaction,
(25)  If the Sale Process has been terminated as provided in section 23, the Financial Advisor

shall notify each Phase 1 Qualified Bidder that submitted a Letter of Intent that the Sale Process
has been terminated.

Phase 2

Seeking Qualified Bids by Qualified Bidders

(26) A Qualified Bidder wishing to continue to participate in the Solicitation Process must
deliver written copies of a Qualified Bid to SFC through the Financial Advisor with a copy to the
Monitor and the other parties listed on Schedule “C” at the addresses specified in Schedule “C”
(by email) so as to be received by all such parties not later than 5:00 pm (Totronto time) on
September 26, 2012 (the “Phase 2 Bid Deadline™).

(27)  During Phase 2, SFC shall afford each Qualified Bidder (including, for greater certainty,
its potential lenders or financiers and its financial and legal advisors, provided, however, that
such persons have also signed a Confidentiality Agreement (or are representatives for whom the
relevant Qualified Bidder is responsible under its Confidentiality Agreement}) access to such due
diligence materials and information relating to the Assets and the SFC Business as SFC, in its
reasonable business judgment, in consultation with the Monitor and the Financial Advisor,

deems appropriate, including, as appropriate, meetings with senior management of SFC, access
to the Data Room and site tours.

(28) The Monitor, the Financial Advisor and SFC make ho representation or warranty as to
the information in the materials provided, except, in the case of SFC, to the extent contemplated
under any definitive purchase agreement with a Successful Bidder.

Qualified Bids

(29) SFC shall make available to each Qualified Bidder a form of purchase agreement
developed by SFC in consultation with the Monitor and the Financial Advisor (the “Form of
Purchase Agreement”™) no later than 20 days after the Phase 1 Bid Deadline.
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(30) A bid submitted by a Qualified Bidder will be considered a Qualified Bid only if it
complies with all of the following (a “Qualified Bid”):

(a) it includes a letter stating that the Qualified Bidder’s bid is irrevocable until the
earlier of (x) the approval by the Court of the Successful Bid by the Successful
Bidder and (y) the Outside Date, provided that if such Qualified Bidder is selected
as the Successful Bidder, its offer shall remain irrevocable until the earlier of

(i) the closing of the sale of the Assets to the Successful Bidder and (ii) the
Outside Date;

(b)  itincludes a duly authorized and executed purchase agreement substantially in the
form of the Form of Purchase Agreement, including the purchase price, expressed
in United States dollars, the net proceeds to be paid to SFC on closing, together
with all exhibits and schedules thereto, and such ancillary agreements as may be
required by the Qualified Bidder with all exhibits and schedules thereto as well as
copies of such materials marked to show those amendments and modifications to
the Form of Purchase Agreement and such ancillary agreements,

(c) it provides for the acquisition of the Assets from SFC pursuant to a CCAA Plan
for consideration not less than the Qualified Consideration;

(d) it includes written evidence of & firm, irrevocable commitment for all required
funding and/or financing to consummate the proposed transaction, including the
sources and uses of capital, or other evidence satisfactory to SFC, in consultation
with the Monitor and the Financial Advisor that will allow SEC, in consultation
with the Monitor and the Financial Advisor, to make a reasonable determination
as to the Qualified Bidder’s financial and other capabilities to consummate the
transaction contemplated by the bid;

(e) it is not conditioned on (i) the outcome of unperformed due diligence by or on
behalf of the Qualified Bidder and/or (ii) obtaining any financing or capital;

49 it outlines any anticipated regulatory and other approvals required to close the
transaction and the anticipated time frame and any anticipated impediments for
obtaining such approvals;

(g) it provides a timeline to closing that is no later than the Qutside Date, with critical
milestones;

(h) it fully discloses the identity of each entity that is bidding or that will be
sponsoring, participating or beneficially interested in the bid, and the complete
terms of any such sponsorship, participation or beneficial interest,

i) it includes an acknowledgement and representation that the Qualified Bidder
(i) has relied solely upon its own independent review, investigation and/or
inspection of the documents and/or the assets to be acquired and liabilities to be
assumed in making its bid; (ii) did not rely upon any written or oral statements,
representations, promises, warranties or guaranties whatsoever, whether express
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or implied (by operation of law or otherwise), regarding the Assets to be acquired
or liabilities to be assumed or the completeness of any information provided in
connection therewith, except as expressly stated in the purchase agreement; (iif) is
a sophisticated party capable of making its own assessments in respect of making

its bid; and (iv) has had the benefit of independent legal advice in connection with
its bid,;

G) it includes evidence, in form and substance reasonably satisfactory to SFC, in
consultation with the Monitor and the Financial Advisor, of authorization and
approval from the Qualified Bidder’s board of directors (or comparable governing
body) with respect to the submission, execution, delivery and closing of the
transaction contemplated by the bid;

(k) it is accompanied by a deposit in the form of a wire transfer (to a bank account
specified by the Monitor), or such other form acceptable to SFC and the Monitor,
payable to the order of the Monitor, in trust, of US$10 million (or any other
currency acceptable to the Monitor) to be held and dealt with in accordance with
these Sale Process Procedures (the “Deposit™);

)] if the Qualified Bidder is an entity newly formed for the purpose of the
transaction or otherwise has limited net assets and/or operating history, the bid
shall contain an equity or debt commitment letter from the parent entity or

sponsor, which is satisfactory to SFC, in consultation with the Monitor and the
Financial Advisor;

(m) it contains any other information reasonably requested by SFC, in consultation
with the Monitor and the Financial Advisor; and

(n) it is received by the Phase 2 Bid Deadline and otherwise in accordance with
section 26; provided, however, that SFC reserves the right following the Phase 2
Bid Deadline to conduct negotiations with each Qualified Bidder with respect to
the terms and provisions of a bid and any qualifications or modifications that
SFC, in consultation with the Monitor and the Financial Advisor, may seek in
order for such bid to be classified as a Qualified Bid,

(31) Notwithstanding section 30, in respect of any non-compliant bid, SFC may, with the
consent of the Monitor, waive compliance with any one or more of the requirements specified
herein; provided, however, if such consent is not obtained, SFC may seek authority from the
Court to waive compliance with any one or more of the requirements specified herein, provided
that, in no circumstances shall the requirements in Sections (30)(a) (only with respect to the
requirement that if such Qualified Bidder is selected as the Successful Bidder, its offer shall
remain irrevocable until the earlier of (i) the closing of the sale of the Assets to the Successful
Bidder and (ii) the Outside Date), (30)(c), (30)(d), (30)g), (30)(k) and (30)(n) be waived,
without the consent of the Monitor and the Initial Consenting Noteholders.

(32) SFC will, in consultation with the Monitor, the Financial Advisor and the Noteholder
Adpvisors, review each bid received by the Phase 2 Bid Deadline, if any, as set forth herein, and
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determine whether it is a Qualified Bid, Such determination will be made as promptly as
practicable but no later than seven (7) Business Days afier the receipt of any such bid,

No Qualified Bids

(33) If at any point during the Sale Process, SFC determines, in consuitation with the Menitor,
the Financial Advisor and the Noteholder Advisors, that a Qualified Bid will not be obtained by
the Phase 2 Bid Deadline, SFC shall (a) forthwith terminate the Sale Process; and (b) as soon as
reasonably practicable take such steps (including bringing motions, holding meetings of
creditors, etc.) as may be necessary to complete the Restructuring Transaction.

(34)  If the Sale Process has been terminated as provided in section 33, the Financial Advisor
shall notify each Qualified Bidder that the Sale Process has been terminated,

Evaluation and Selection of Successful Bid

(35) Evaluation criteria with respect to a Qualified Bid may include, but are not limited to
items such as: (a) the purchase price (including assumed liabilities and other obligations to be
performed or assumed by the bidder) and the net cash proceeds provided by such bid; (b) the
claims likely to be created by such bid in relation to other bids; (¢} the counterparties to, and the
parties beneficially interested in, the transaction; (d) the proposed revisions to the Form of
Purchase Agreement and the terms of the transaction documents (any such revisions to be
acceptable to SFC in consultation with the Monitor and the Financial Advisor); (e) other factors
affecting the speed, certainty and value of the transaction (including any regulatory or other
approvals required to close the transaction); (f) the bidder’s plans for the SFC Business for the
first 12 months after completion of the transaction; (g) the bidder’s expectations regarding the
continued employment of the employees of the direct and indirect subsidiaries of SFC; (h) the
terms of any new agreements or arrangements to be entered into with any current or former
employees of the SFC and its direct and indirect subsidiaries; and (i) the likelihood and timing of
consummating the transaction.

(36) If one or more Qualified Bids is received, SFC will, afier consultation with the Monitor
and the Financial Advisor, identify the highest or otherwise most favourable Qualified Bid (the
“Selected Superior Offer”) by October 5, 2012, SFC shall then finalize a definitive agreement
in respect of the Selected Superior Offer by October 17, 2012, conditional upon approval of the
Court, a vote of affected creditors (if not already obtained) and on the Selected Superior Offer
closing on or before the Outside Date.

(37) Once a definitive agreement has been finalized and settled in respect of the Selected
Superior Offer and approved by order of the Court in accordance with the provisions hereof, the
Selected Superior Offer shall be the “Successful Bid” hereunder and the Qualified Bidder who
made the Selected Superior Offer shall be the “Successful Bidder” hereunder.

(38) All Qualified Bids (other than the Successful Bid) shall be deemed rejected by SFC on
and as of the date of approval of the Successful Bid by order of the Court.

(39) Notwithstanding anything contained herein, SFC, in consultation with the Monitor, the
Financial Advisor and the Noteholder Advisors, may terminate the Sale Process at any time and
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may reject one or more Qualified Bids, if SFC, in consultation with the Monitor and the
Financial Advisor, determines that the Sale Process or any such Qualified Bid is not in the best
interests of SFC.

(40)  If the Sale Process is terminated by SFC in accordance with section 39, SFC shall as soon
as reasonably practicable take such steps (including bringing motions, holding meetings of
creditors, etc.) as may be necessary to complete the Restructuring Transaction.

(41) If the Sale Process has been terminated as provided in section 39, the Financial Advisor
shall notify each Qualified Bidder that the Sale Process has been terminated.

Approval Motion

(42) The hearing to, among other things, (a) approve the Successful Bid; (b) authorize SFC’s
entering into of agreements with respect to the Successful Bid; and (¢} authorize SFC's
completing the transaction contemplated thereby including, without limitation, seeking an order
directing that a meeting of creditors of SFC be held to consider the CCAA Plan to implement the
Successful Bid (the “Approval Motion™) will be held on a date to be scheduled by the Court
upon application by SFC. Subject to SFC’s covenants under the Support Agreement, the
Approval Motion may be adjourned or rescheduled by SFC with the consent of the Monitor,
without further notice by an announcement of the adjourned date at the Approval Motion. If the
Successful Bid is not, or, in the reasonable determination of SFC, in consultation with the
Monitor and the Financial Advisor, is not likely to be, consummated on or before Outside Date,
then SFC shall, and any other party in interest may, seek direction from the Court in regard to the
Sale Process, after notice and a hearing, subject to the respective rights of SFC and all parties in
interest, including the Initial Consenting Noteholders, to be heard regarding such relief.

(43) If following approval of the Successful Bid by the Court, the Successful Bidder fails to
consummate the transaction for any reason, SFC shall as soon as reasonably practicable afier
such failure take such steps (including bringing motions, holding meetings of creditors, etc.) as
may be necessary to complete the Restructuring Transaction,

Deposits

(44)  All Deposits shall be retained by the Monitor and invested in an interest bearing (if
available) trust account. If there is a Successful Bid, the Deposit (plus any accrued interest) paid
by the Successful Bidder whose bid is approved at the Approval Motion shall be non-refundable
and applied to the purchase price to be paid by the Successful Bidder upon closing of the
approved transaction, The Deposits (plus any accrued interest) of Qualified Bidders not selected
as the Successful Bidder shall be returned fo such bidders within five (5) Business Days of the
date upon which the Successful Bid is approved by the Court. If there is no Successful Bid, all
Deposits (plus any accrued interest) shall be returned to the bidders within five (5) Business
Days of the date upon which the Sale Process is terminated in accordance with these Sale
Process Procedures.

(45) If a Successful Bidder breaches its obligations to close the transaction subsequent to the
apptroval by the Court of the Successful Bid, it shall forfeit the Deposit, provided however, that
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the forfeit of such Deposit shall be in addition to, and not in lieu of, any other rights in law or
equity that SFC has against such breaching entity.

Approvals

(46) For greater cerfainty, the approvals required pursuant to the terms hereof are in addition
to, and not in substitution for, any other approvals required by the CCAA or any other statute or
as otherwise required at law in order to implement the Successful Bid.

Amendments/Tixtensions of Time

(47) There shall be no amendments to this Sale Process, including, for greater certainty the
process and procedures set out herein, without the prior written consent of the Monitor and the
Initial Consenting Noteholders unless otherwise ordered by the Court uwpon application and
appropriate notice, including to the Initial Consenting Noteholders, the Noteholder Advisors and
each of the parties listed in Schedule “C”. Dates or deadlines set forth herein may be amended
or extended by SFC with the prior written consent of the Monitor and the Initial Consenting
Noteholders, unless otherwise ordered by the Court upon application and appropriate notice,
including to the Initial Consenting Noteholders, the Noteholder Advisors and each of the parties
listed in Schedule “C”. Notwithstanding the foregoing, SFC may, in consultation with the
Monitor and the Financial Advisor, decrease the length of time of Phase 1, and increase or

decrease the length of time of Phase 2; provided that in no case shall the number of days in
Phases 1 and 2 exceed 180 days in the aggregate,

Consultation

(48) SFC will keep the Noteholder Advisors generally informed regarding the status of the
Sale Process and, if determined advisable by SFC in its discretion, may, in consultation with the
Monitor and the Financial Advisor, provide the Noteholder Advisors with an opportunity for the
Noteholder Advisors to participate in material discussions with interested parties in relation to
the Sale Process.

Initial Consenting Noteholder Consent

(49) For the purposes of these Sale Process Procedures, any matter requiring agreement,
waiver, consent or approval of the consent of the Initial Consenting Noteholders shall require the
agreement, waiver, consent or approval, as the case may be, of Initial Consenting Noteholders
representing at least 66 2/3% of the aggregate principal amount of Notes held by the Initial
Consenting Noteholders, SFC shall be entitled to rely on written confirmation from the
Noteholder Advisors that the Initial Consenting Noteholders representing at least the foregoing
percentage of the aggregate principal amount of Notes held by the Initial Consenting
Noteholders have agreed, waived, consented to or approved a particular matter,

Further Orders

(50) At any time during the Sales Process, SFC or the Monitor may, following consultation
with the Financial Advisor and the Noteholder Advisors, and upon notice to the Initial
Consenting Noteholders, the Noteholder Advisors and each of the parties listed in Schedule “C”,
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apply to the Court for advice and directions with respect to the discharge of their respective
powers and duties hereunder following a hearing. For greater certainty, nothing herein provides
any Qualified Bidder with any rights other than as expressly set forth herein.
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SCHEDULE “A”

DEFINED TERMS
In these Sale Process Procedures:
“Approval Motion™ has the meaning ascribed thereto in section 42;

“Assets” means all of SFC’s right, title and interest in and to its properties, assets and rights of
every kind and description (including, without limitation, all restricted and unrestricted cash,
contracts, real property, receivables or other debt owed to SFC, intellectual property, the SFC
name and all related marks, all of its shares in its subsidiaries (including, without limitation, all
of the shares of the Direct Subsidiaries) and all intercompany debt owed to SFC by any of its
subsidiaries), other than the Excluded Assets;

“Business Day” means a day (other than a Saturday or Sunday) on which banks are generally
open for business in Toronto, Ontario and Hong Kong, Special Administrative Region of the
People's Republic of China;

“CCAA” has the meaning ascribed thereto in the recitals to these Sale Process Procedures;
“CCAA Plan” has the meaning ascribed thereto in section 3;

“Claims and Interest” has the meaning ascribed thereto in section 5;

“Confidential Information Memorandum™ means the memorandum relating to the SFC

Business and the opportunity to acquire the Assets to be distributed to Phase 1 Qualified Bidders
as part of the Sale Process;

“Confidentiality Agreement” means an executed confidentiality agreement in favor of SFC, in
form and substance satisfactory to the Monitor, the Financial Advisor and SFC, which shall inure
to the benefit of SFC and any purchaser of the Assets (including a purchaser pursuant to the
Restructuring Transaction);

“Consenting Noteholders” has the meaning ascribed thereto in the Support Agreement;
“Court” has the meaning ascribed thereto in the recitals to these Sale Process Procedures;

“Data Room” means the virtual data room maintained by SFC through the facilities of Merrill
Corporation.

“Deposit” has the meaning ascribed thereto in section 30(k);
“Direct Subsidiaries” means Sino-Panel Holdings Limited, Sino-Global Holdings Inc., Sino-

Pane! Corporation, Sino-Wood Partners, Sino-Capital Global Inc., Sino-Forest International
(Barbados) Corporation and Sino-Forest Resources Inc. (BVI);
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“Excluded Assets” means cash equal to $20 million, the claims of SFC to be transferred to the
Litigation Trust and any other assets and rights of SFC that are not transferred to the Successful
Bidder pursuant to the Successful Bid as determined by SFC and the Successful Bidder and
identified in the CCAA Plan;

“Financial Advisor” means Houlihan Lokey;

“Form of Purchase Agreement” has the meaning ascribed thereto in section 29;

“Initial Consenting Noteholders” has the meaning ascribed thereto in the Support Agreement;
“Initial Order” has the meaning ascribed thereto in the recitals to these Sale Process Procedures;

“Letter of Intent” has the meaning ascribed thereto in section 17;

“Litigation Trust” means the litigation frust to be established pursuant to the CCAA Plan
pursuant to which all claims of SFC and its subsidiaries against any Person shall be transferred
on the implementation date of the CCAA Plan,

“Meeting Order” means the order of the Court establishing the procedures for voting on the
CCAA Plan, which shall be in form and substance satisfactory to SFC and the Noteholder
Advisors, each acting reasonably, as such order may be amended at any time prior to the time the
sale transaction that forms part of a Successful Bid is implemented with the consent of SFC and
the Noteholder Advisors.

“Monitor” means FTI Consulting Canada Inc., in its capacity as monitor pursuant to the Initial
Order and not in its personal or corporate capacity,

“NI 51-102” has the meaning ascribed thereto in section Error! Reference source not found.;

“Noteholder Advisors” means Goodmans LLP, Hogan Lovells LLP, Moelis & Company LLC

and Moelis & Company Asia Limited, in their capacity as advisors to the Initial Consenting
Noteholders;

“Notes” means the 5% Convertible Senior Notes due 2013 issued by SFC, the 10.25%
Guaranteed Senior Notes due 2014 issued by SFC, the 4.25% Convertible Senior Notes due 2016
issued by SFC and the 6.25% Guaranteed Senior Notes due 2017 issued by SFC;

“Qutside Date” means November 30, 2012, as the same may be amended with the consent of the
Initial Consenting Noteholders,

“Participation Materials” has the meaning ascribed thereto in section 9;

“Person” means any individual, sole proprietorship, limited or unlimited liability corporation,
partnership, unincorporated association, unincorporated syndicate, unincorporated organization,
body corporate, joint venture, trust, pension fund, union, governmental entity, and a natural

person including in such person’s capacity as trustee, heir, beneficiary, executor, admmlstrator or
other legal representative;
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“Phase 1” has the meaning ascribed thereto in section 17;

“Phase 1 Bid Deadline” has the meaning ascribed thereto in section 18;
“Phase 1 Qualified Bidder” has the meaning ascribed thereto in section 10;
“Phase 2” has the meaning ascribed thereto in section 22;

“Phase 2 Bid Deadline” has the meaning ascribed thereto in section 26;
“Potential Bidder” has the meaning ascribed thereto in section 9;
“Qualified Bid” has the meaning ascribed thereto in section 30;

“Qualified Bidder” has the meaning ascribed thereto in section 21;

“Qualified Consideration” means cash consideration payable to SFC (or such other form of
consideration as may be acceptable to SFC and the Initial Consenting Noteholders) in an amount
equal to 85% of the aggregate principal amount of the Notes, plus all accrued and unpaid interest
on Notes, at the regular rates provided therefor pursuant to the Note indentures, up to and
including March 30, 2012;

“Qualified Letter of Intent” has the meaning ascribed-thereto in section 19;

“Restructuring Transaction” means the restructuring transaction contemplated by the Support

Agreement in the event a Successful Bid is not obtained and/or SFC does not consummate the
sale transaction;

“Sale Process” has the meaning ascribed thereto in the recitals to these Sale Process Procedures;

“Sale Process Order” has the meaning ascribed thereto in the recitals to these Sale Process
Procedures;

“Sale Process Procedures” has the meaning ascribed thereto the recitals to these Sale Process
Procedures;

“Sale Proposal” has the meaning ascribed thereto in section 19(a);

“Selected Superior Offer” has the meaning ascribed thereto in section 36;

“SFC” has the meaning ascribed thereto in the recitals to these Sale Process Procedures;
“SFC Business” means the business carried on by SFC and its direct and indirect subsidiaries;
“Solicitation Process” has the meaning ascribed thereto in section 1;

“Successful Bid” has the meaning ascribed thereto in section 37;

“Successful Bidder” has the meaning ascribed thereto in section 37;
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“Support Agreement” means the support agreement dated March 30, 2012, between SFC and

the Initial Consenting Noteholders and the other Consenting Noteholders, as amended from time
to time;

“Teaser Letter” has the meaning ascribed thereto in section 8; and

“Yoting Deadline” means the deadline for voting on the CCAA Plan, as established by the
Meeting Order.
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SCHEDULE “B”
FORM OF NOTICE OF SALE PROCESS

TAKE NOTICE THAT pursuant to an order (the “Order”) of the Ontario Superior Court of
Justice (the “Court”) issued on March 30, 2012 under the Companies’ Creditors Arrangement

Act, Sino-Forest Corporation obtained Court approval to conduct a sale solicitation process (the
“Sale Process”).

Pursuant to the Sale Process, Sino-Forest Corporation’s financial advisor, Houlihan Lokey, is
soliciting proposals from prospective strategic and financial parties to acquire substantially all of
the property, assets and business of Sino-Forest Corporation and its subsidiaries, other than
certain excluded assets. Sino-Forest Corporation is a leading commercial forest plantation
operator in China. Its principal businesses include the ownmership and management of tree

plantations, the sale of standing timber and wood logs, and the complementary manufacturing of
downstream engineered-wood products.

Interested parties can obtain additional information by contacting Houlihan Lokey at:

Houlihan Lokey
Attention: David Putnam
Telephone: +852.3551.2300
Email: dputnam@hl.com
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NOTICE PARTIES
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Sino-Forest Corporation
Room 3815-29 38/F, Sun Hung Kai Centre
30 Harbour Road, Wanchai, Hong Kong

Attention: Mr. Judson Martin, Chief Executive Officer
Email: latson-martin@sinoforest.com

Houlihan Lokey
2101 Two Exchange Square, 8 Connaught Place
Central, Hong Kong

Attention: David Putnam
Email: dputnam@hl.com

Bennett Jones LLP
One First Canadian Place, Suite 3400, P.O, Box 130
Toronto, Ontario M5X 1A4

Attention: Kevin J. Zych and Raj S, Sahni

Email; zychk@bennettjones.com and sahnir(@bennettjones.com

FTI Consulting Canada Inc.

TD Waterhouse Tower

79 Wellington Street West, Suite 2010, P.O, Box 104
Toronto, Ontaric M5K 1G8

Attention: Greg Watson
Email: greg. watson@fticonsuliing,.com
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Court File No. CV-12-9667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE MR. ) TUESDAY, THE 8"
)
JUSTICE MORAWETZ ) DAY OF MAY, 2012

THE MATTER OF A PLAN OF COMPROMISE AND
GEMENT OF SINO-FOREST CORPORATION

ORDER

(Third Party Stay)

THIS MOTION, made by Sino-Forest Corporation (the "Applicant") for an order
addressing the scope of the stay of proceedings herein was heard this day at 330 University

Avenue, Toronto, Ontario,

ON READING the Applicant's Notice of Motion and the materials summarized tn
Schedule “A™ to the factum dated May 7, 2012, filed on behalf of the Monitor, as amended,
including the affidavit of W. Judson Martin sworn April 23, 2012 (the “Judson Affidavit™), and
on hearing the submissions of counsel for FTT Consulting Canada Inc. in its capacity as monitor
(the “Monitor™), in the presence of counsel for the Applicant, the Applicant's directors and
officers named as defendants (the “Directors”) in the Ontario Class Action (as defined in the
Judson Affidavit), Emst & Young LLP, the plaintiffs in the Ontario Class Action, the
underwriters named as defendants in the Ontario Class Action (the “Underwriters™) and BDO
Limited and those other parties present, na one appearing for the ather parties served with the

Applicant's Motion Record, although duly served as appears from the affidavit of service, filed:
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SERVICE AND INTERPRETATION

1. THIS COURT ORDERS that the time for service of the Notice of Motion and the
Motion Record is hereby abridged and validated such that this Motion is properly returnable

today and hereby dispenses with further service thereof.

THIRD PARTY STAY AND TOLLING AGREEMENT

2. THIS COURT ORDERS that no Proceeding (as defined in the initial order granied by
this Court on March 30, 2012 (as the same may be amended from time to time, the “Initial
Order”)) against or in respect of the Applicant, the Business or the Property (each as defined in
the Initial Order), including without limitation the Ontario Class Action and any litigation in
which the Applicant and the Direclors, or any of them, are defendants, shall be commenced or
continued as against any other party to such Proceeding or between or amongst such other parties
(cross-claims and third party claims if any), until and including the expiration of the Stay Period
(as defined in the Initia] Order and as the same may be extended from time to time), provided
that, notwithstanding the foregoing and anything to the contrary in the Initial Order, there shall
be no stay of any Proceeding against Poyry (Beijing) Consulting Co. Limited and/or any affiliate,

any other P8yry enlity, representative or agent.

3. THIS COURT ORDERS that the Applicant is authorized to enter into agreements
among the plaintiffs and defendants in the Ontario Class Action and in the action styled as
Guining Liu v. Sino-Forest Corporation et al,, bearing (Quebec) Court File No. 200-06-000132-
111 (the “Quebec Class Action™), providing for, among other things, the tolling of certain

limitation periods, as it sees fit, subject to the Monitor’s approval.

MISCELLANEOUS

4. THIS COURT ORDERS that this order is subject to any further order of the court on a
motion of any party, and is without prejudice to the right of the parties in the Ontario Class

Action to move or vary this order on or after September 1, 2012.

5. THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,

regulatory or administrative body having jurisdiction 1n Canada, the United States, Barbados, the
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British Virgin Islands, Cayman Jslands, Hong Kong, the People’s Republic of China or in any
other foreign jurisdiction, to give effect to this Order and to assist the Applicant, the Monitor and
their respective agents in carrying out the terms of this Order. All courts, tribunals, regulatory
and administrative bodies are hereby respectfully requested 10 make such orders and to provide
such assistance to the Applicant and to the Monitor, as an officer of the Court, as may be
necessary or desirable to give effect to this Order, to grant representative status to the Monitor in

any foreign proceeding, or to assist the Applicant and the Monitor and their respective agents in

carrying out the terms of this Order. M
. N
VAt //

AL 3

ENTERED AT / INSCRIT A TORONTO
GN/ BOOK NO:
LE / DANS LE REGISTRE NO.:

%’ MAY 11 2012
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Court File No. CV-12-9667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
) MONDAY, THE 14th
)
JUSTICE MORAWETZ ) DAY OF MAY, 2012

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 AND
ARRANGEMENT OF SINO-FOREST CORPORATION

CLAIMS PROCEDURE ORDER

THIS MOTION, made by Sino-Forest Corporation (the "Applicant") for an order
establishing a claims procedure for the identification and determination of certain claims was

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

ON READING the Applicant's Notice of Motion, the affidavit of W. Judson Martin
swommn on May 2, 2012, the Second Report of FTI Consulting Canada Inc. (the "Monitor") dated
April 30, 2012 (the "Monitor's Second Report") and the Supplemental Report to the Monitor’s
Second Report dated May 12, 2012 (the “Supplemental Report”), and on hearing the submissions
of counsel for the Applicant, the Applicant's directors, the Monitor, the ad hoc committee of
Noteholders (the "Ad Hoc Noteholders"), and those other parties present, no one appearing for
the other parties served with the Applicant's Motion Record, although duly served as appears
from the affidavit of service, filed: '

SERVICE

1. THIS COURT ORDERS that the time for service of the Notice of Motion, the Motion
Record, the Monitor's Second Report and the Supplemental Report is heréby abridged and
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validated such that this Motion is properly returnable today and hereby dispenses with further

service thereof.

DEFINITIONS AND INTERPRETATION

2. The following terms shall have the following meanings ascribed thereto:

(a)

(b)

©

(d)

(e)

®

(&

2013 and 2016 Trustee" means The Bank of New York Mellon, in its capacity as
trustee for the 2013 Notes and the 2016 Notes;

"2014 and 2017 Trustee" means Law Debenture Trust Company of New York, in
its capacity as trustee for the 2014 Notes and the 2017 Notes;

2013 Note Indenture” means the indenture dated as of July 23, 2008, by and
between the Applicant, the entities listed as subsidiary guarantors thereto, and The
Bank of New York Mellon, as trustee, as amended, modified or supplemented;

"2014 Note Indenture" means the indenture dated as of July 27, 2009 entered into
by and between the Applicant, the entities listed as subsidiary guarantors thereto,
and Law Debenture Trust Company of New York, as trustee, as amended,

modified or supplemented,

"2016 Note Indenture" means the indenture dated as of December 17, 2009, by
and between the Applicant, the entities listed as subsidiary guarantors thereto, and
The Bank of New York Mellon, as trustee, as amended, modified or
supplemented; '

"2017 Note Indenture” means the indenture dated as of October 21, 2010, by and
between the Applicant, the entities listed as subsidiary guarantors thereto, and
Law Debenture Trust Company of New York, as trustee, as amended, modified or
supplemented;

"2013 Notes" means the U_S$345,000,000 of 5.00% Convertible Senior Notes Due
2013 issued pursuant to the 2013 Note Indenture;

1602
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(h) "2014 Notes" means the US$399,517,000 of 10.25% Guaranteed Senior Notes
Due 2014 issued pursuant to the 2014 Note Indenture;

1) "2016 Notes" means the US$460,000,000 of 4.25% Convertible Senior Notes Due
2016 issued pursuant to the 2016 Note Indenture;

§)] "2017 Notes" means the US$600,000,000 of 6.25% Guaranteed Scnior Notes Due
2017 issued pursuant to the 2017 Note Indenture;

& "Administration Charge" has the meaning given to that term in paragraph 37 of
the Initial Ozder;

O "BIA" means the Bankruptcy and Insolvency Act, R.S.C. 1985, c. B-3, as

amended;

(m) "Business Day" means a day, other than a Saturday or a Sunday, on which banks

are generally open for business in Toronto, Ontario;

(n) "CCAA" means the Companies' Creditors Arrangement Act, R.S.C. 1985, c. C-

36, as amended;

(0)  "CCAA Proceedings" means the proceedings commmenced by the Applicant in the
Court under Court File No. CV-12-9667-00CL;

(p) "CCAA Service List" means the service list in the CCAA Proceedings posted on

the Monitor's Website, as amended from time to time;
(@) “"Claim" means:

@) any right or claim of any Person that may be asserted or made in whole or
in part against the Applicant, whether or not asserted or made, in
connection with any indebtedness, liability or obligation of any kind
whatsoever, and any interest accrued thereon or costs payable in respect
thereof, including by reason of the commission of a tort (intentional or

unintentional), by reason of any breach of contract or other agreement
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(oral or written), by reason of any breach of duty (including any legal,
statutory, equitable or fiduciary duty) or by reason of any right of
ownership of or title to property or assets or right to a trust or deemed trust
(statutory, express, implied, resulting, constructive or otherwise), and
whether or not any indebtedness, liability or obligation is reduced to
judgment, liquidated, unliquidated, fixed, contingent, matured, unmatured,
disputed, undisputed, legal, equitable, secured, unsecured, present or
future, known or unknown, by guarantee, surety or otherwise, and whether
or not any right or claim is executory or anticipatory in nature, including
any right or ability of any Person (including Directors and Officers) to
advance a claim for contribution or indemnity or otherwise with respect to
any matter, action, cause or chose in action, whether existing at present or
commenced in the future, which indebtedness, liability or obligation, and
any interest accrued thereon or costs payable in respect thereof (A) is
based in whole or in part on facts prior to the Filing Date, (B) relates to a
time period prior to the Filing Date, or (C) is a right or claim of any kind
that would be a claim provable in bankruptcy within the meaning of the
BIA had the Applicant become bankrupt on the Filing Date, or an Equity
Claim (each a "Prefiling Claim", and collectively, the "Prefiling Claims");

(ii) a Restructuring Claim; and
(iii)  a Secured Claim;

provided, however, that "Claim" shall not include an Excluded Claim, a D&O
Claim or a D&O Indemnity Claim;

"Claimant" means any Person having a Claim, a D&O Claim or a D&O
Indemnity Claim and includes the transferee or assignee of a Claim, a D&O
Claim or a D&Q Indemnity Claim transferred and recognized as a Claimant in
accordance with paragraphs 46 and 47 hereof or a trustee, executor, liquidator,

receiver, receiver and manager, or other Person acting on behalf of or through

such Person;
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(s) "Claimants' Guide to Completing the D&O Proof of Claim" means the guide to
completing the D&O Proof of Claim form, in substantially the form attached as
Schedule "E-2" hereto;

t "Claimants' Guide to Completing the Proof of Claim" means the guide to
completing the Proof of Claim form, in substantially the form attached as
Schedule "E" hereto;

() "Claims Bar Date" means June 20, 2012;
(v) "Class" means the National Class and the Quebec Class;
(w)  "Court" means the Ontario Superior Court of Justice (Commercial List);

(x}  "Creditors' Meeting" means any meeting of creditors called for the purpose of
considering and voting in respect of the Plan, if one is filed, to be scheduled
pursuant to further order of the Court;

4] "D&O Claim" means, other than an Excluded Claim, (i) any right or claim of any
Person that may be asserted or made in whole or in part against one or more
Directors or Officers that relates to a Claim for which such Directors or Officers
are by law liable to pay in their capacity as Directors or Officers, or (ii} any right
or claim of any Person that may be asserted or made in whole or in part against
one or more Directors or Officers, in that capacity, whether or not asserted or
made, in connection with any indebtedness, liability or obligation of any kind
whatsoever, and any interest accrued thereon or costs payable in respect thereof,
including by reason of the commission of a tort (intentional or umintentional), by
reason of any breach of contract or other agreement (oral or written), by reason of
any breach of duty (including any legal, statutory, equitable or fiduciary duty) or
by reason of any right of ownership of or title to property or assets or right to a
trust or deemed trust (statutory, express, implied, resulting, constructive or
otherwise), and whether or not any indebtedness, liability or obligation, and any
interest accrued thereon or costs payable in respect thereof, is reduced to

judgment, liquidated, unliquidated, fixed, contingent, matured, unmatured,
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disputed, undisputed, legal, equitable, secured, unsecured, present or future,
known or unknown, by guarantee, surety or otherwise, and whether or not any
right or claim is executory or anticipatory in nature, including any right or ability
of any Person to advance a claim for contribution or indemnity from any such
Directors or Officers or otherwise with respect to any matter, action, cause or
chose in action, whether existing at present or commenced in the future, which
indebtedness, liability or obligation, and any interest accrued thereon or costs
payable in respect thereof (A) is based in whole or in part on facts prior to the

Filing Date, or (B) relates to a time period prior to the Filing Date;

(z) "D&O Indemnity Claim" means any existing or future nght of any Director or
Officer against the Applicant which arose or arises as a result of any Person filing
a D&O Proof of Claim in respect of such Director or Officer for which such

Director or Officer is entitled to be indemnified by the Applicant;

(aa) - "D&Q Indemnity Claims Bar Date" has the meaning set forth in paragraph 19 of
this Order;

(bb) "D&O Indemnity Proof of Claim" means the indemmity proof of claim in
substantially the form attached as Schedule "F" hereto to be completed and filed
by a Director or Officer setting forth its purported D&O Indemnity Claim;

(cc) "D&O Proof of Claim" means the proof of claim in substantially the form
attached as Schedule "D-2" hereto to be completed and filed by a Person setting
forth its purported D&O Claim and which shall include all supporting
documentation in respect of such purported D&O Claim;

(dd) "Directors" means anyone who is or was, or may be deemed to be or have been,
whether by statute, operation of law or otherwise, a director or de facto director of

the Applicant;

(ee) "Directors' Charge" has the meaning given to that term in paragraph 26 of the
Initial Order;
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"Dispute Notice" means a written notice to the Monitor, in substantially the form
attached as Schedule "B" hereto, delivered to the Monitor by a Person who has
received a Notice of Revision or Disallowance, of its intention to dispute such

Notice of Revision or Disallowance;

"Employee Amounts" means all outstanding wages, salaries and employee
benefits (including, employee medical, dental, disability, life insurance and
similar benefit plans or arrangements, incentive plans, share compensation plans
and employee assistance programs and employee or employer contributions in
respect of pension and other benefits), vacation pay, commissions, bonuses and
other incentive payments, termination and severance payments, and employee
expenses and reimbursements, in each case wcurred in the ordinary course of

business and consistent with existing compensation policies and arrangements;
"Equity Claim" has the meaning set forth in Section 2(1) of the CCAA;
"Excluded Claim" means:

@) any Claims entitled to the benefit of the Administration Charge or the
Directors' Charge, or any further charge as may be ordered by the Court;

(ii)  any Claims of the Subsidiaries against the Applicant;

(i)  any Claims of employees of the Applicant as at the Filing Date in respect
of Employee Amounts;

(iv)  any Post-Filing Claims;
(v)  any Claims of the Ontario Securities Commission; and
(vi)  any D&O Claims in respect of (i} though (v) above;

"Filing Date" means March 30, 2012;

1607
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(kk) "Government Authority" means 2 federal, provincial, territorial, municipal or
other government or government department, agency or authority (including a

court of law) having jurisdiction over the Applicant;

)] “Initial Order" means the Initial order of the Honourable Mr. Justice Morawetz
made March 30, 2012 in the CCAA Proceedings, as amended, restated or varied

from time to time;
(mm) "Known Claimants" means:

@) any Persons which, based upon the books and records of the Applicant,
was owed monies by the Applicant as of the Filing Date and which monies

remain unpaid in whole or in part;

(ii)  any Person who has commenced a legal proceeding in respect of a Claim
or D&O Claim or given the Applicant written notice of an intention to
commence a legal proceeding or a demand for payment in respect of a
Claim or D&OQ Claim, provided that where a lawyer of record has been
listed in connection with any such proceedings, the "Known Claimant" for
the purposes of any notice required herein or to be given hereunder shall

be, in addition to that Person, its lawyer of record; and

(iii) any Person who is a party to a lease, contract, or other agreement or
obligation of the Applicant which was restructured, tenminated, repudiated
or disclaimed by the Applicant between the Filing Date and the date of
this Order;

(nn) "Monitor's Website" has the meaning set forth in paragraph 12(a) of this Order;

(00) "National Class" has the meaning given to it in the Fresh As Amended Statement

of Claim in the Ontario Class Action,

(pp) '"Note Indenture Trustees" means, collectively, the 2013 and 2016 Trustee and the
2014 and 2017 Trustes;
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(qq) 'Notes" means, collectively, the 2013 Notes, the 2014 Notes, the 2016 Notes, and
the 2017 Notes;

(r)  "Noteholder" means a registered or beneficial holder on or after the Filing Date of
a Note in that capacity, and, for greater certainty, does not include former

registered or beneficial holders of Notes;

(ss) '"Notice of Revision or Disallowance" means a notice, in substantially the form
attached as Schedule "A" hereto, advising a Person that the Monitor has revised or
disallowed all or part of such Person's purported Claim, D&O Claim or D&O
Indemnity Claim set out in such Person's Proof of Claim, D&O Proof of Claim or
Dé&O Indemnity Proof of Claim;

()  "Notice to Claimants" means the notice to Claimants for publication in

substantially the form attached as Schedule "C" hereto;

(uu) "Officers" means anyone who is or was, or may be deemed to be or have been,
whether by statute, operation of law or otherwise, an officer or de Jfacto officer of

the Applicant;

(vv) "Ontario Class Action: means the action commenced against the Applicant and
others in the Ontarie Superior Court of Justice, bearing (Toronto) Court File No.
CV-11-431153-00CP;

(ww) "Ontario Plaintiffs" means the Trustees of the Labourers' Pension Fund of Central

and Eastern Canada and the other named Plaintiffs in the Ontario Class Action;

(xx) "Person" is to be broadly interpreted and includes any individual, firm,
corporation, limited or unlimited lability company, general or limited partnership,
association, trust, unincorporated organization, joint venture, Government
Authority or any agency, regulatory body, officer or instrumentality thereof or
any other entity, wherever situate or domiciled, and whether or not having legal

status, and whether acting on their own or in a representative capacity;
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(yy) "Plan" means any proposed plan of compromise or arrangement filed in respect of
the Applicant pursuant to the CCAA as the same may be amended, supplemented

or restated from time to time in accordance with its terms;

(zz) "Post-Filing Claims" means any claims against the Applicant that arose from the
provision of authorized goods and services provided or otherwise incurred on or
after the Filing Date in the ordinary course of business, but specifically excluding
any Restructuring Claim;

(aaa) "Proof of Claim" means the proof of claim in substantially the form attached as
Schedule "D" hereto to be completed and filed by a Person setting forth its
purported Claim and which shall include all supporting documentation in respect
of such purported Claim,;

(bbb) "Proof of Claim Document Package" means a document package that includes a
copy of the Notice to Claimants, the Proof of Claim form, the D&O Proof of
Claim form, the Claimants' Guide to Completing the Proof of Claim form, the
Claimants' Guide to Completing the D&O Proof of Claim form, and such other
materials as the Monitor, in consultation with the Applicant, may consider

appropriate or desirable;

(ccc) "Proven Claim" means the amount and Status of a Claim, D&O Claim or D&O

Indemnity Claim of a Claimant as determined in accordance with this Order;

(ddd) "Quebec Class" has the meaning given to it in the statement of claim in the
Quebec Class Action;

(cee) "Quebec Class Action" means the action commenced against the Applicant and

others in the Quebec Superior Court, bearing Court File No. 200-06-000132-111 ;

() "Quebec Plainfiffs" means Guining Liu and the other named plaintiffs in the
Quebec Class Action;

(ggg) "Restructuring Claim" means any right or claim of any Person that may be

asserted or made in whole or in part against the Applicant, whether or not asserted
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or made, in connection with any indebtedness, liability or obligation of any kind
arising out of the restructuring, termination, repudiation or disclaimer of any
lease, contract, or other agreement or obligation on or after the Filing Date and
whether such restructuring, termination, repudiation or disclaimer took place or

takes place before or after the date of this Order;

(hhh) "Restructuring Claims Bar Date" means, in respect of a Restructuring Claim, the
later of (i) the Claims Bar Date, and (ii) 30 days after a Person is deemed to

receive a Proof of Claim Document Package pursuant to paragraph 12(¢) hereof.

(iti)  "Secured Claim" means that portion of a Claim that is (i) secured by security
validly charging or encumbering property or assets of the Applicant (including
statutory and possessor liens that create security interests) up to the value of such
collateral, and (ii) duly and properly perfected in accordance with the relevant
legislation in the appropriate jurisdiction as of the Filing Date;

(i)  "Status" means, with respect to a Claim, D&O Claim or D&O Indemnity Claim,
or a purported Claim, D&Q Claim or D&O Indemnity Claim, whether such claim

is secured or unsecured; and

(kkk) “Subsidiaries" means all direct and indirect subsidiaries of the Applicant other
than Greenheart Group Limited (Bermuda) and its direct and indirect subsidiaries,

and "Subsidiary" means any one of the Subsidiaries.

3. THIS COURT ORDERS that all references as to time herein shall mean local time in
Toronto, Ontario, Canada, and any reference to an event occurring on a Business Day shall mean

prior to 5:00 p.m. on such Business Day unless otherwise indicated herein.

4, THIS COURT ORDERS that all references to the word "including" shall mean
"including without limitation".

5. THIS COURT ORDERS that all references to the singular herein include the plural, the

plural include the singular, and any gender includes the other gender.
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GENERAL PROVISIONS

6. THIS COURT ORDERS that the Monitor, in consultation with the Applicant, is hereby
authorized to use reasonable discretion as to the adequacy of compliance with respect to the
manner in which forms delivered hereunder are completed and executed, and may, where it is
satisfied that a Claim, a D&O Claim or a D&O Indemnity Claim has been adequately proven,
waive strict compliance with the requirements of this Order as to completion and execution of
such forms and to request any further documentation from a Person that the Monitor, in
consultation with the Applicant, may require in order to enable it to determine the validity of a
Claim, a D&O Claim or a D&O Indemnity Claim.

7. THIS COURT ORDERS that if any purported Claim, D&O Claim or D&O Indemnity
Claim arose in a currency other than Canadian dollars, then the Person making the purported
Claim, D&O Claim or D&O Indemnity Claim shall complete its Proof of Claim, D&O Proof of
Claim or D&O Indemnity Proof of Claim, as applicable, indicating the amount of the purported
Claim, D&O Claim or D&O Indemnity Claim in such currency, rather than in Canadian dollars
or any other currency. The Monitor shall subsequently calculate the amount of such purported
Claim, D&O Claim or D&O Indemnity Claim in Canadian Dollars, using the Reuters closing
rate on the Filing Date (as found at http://www.reuters.com/finance/currencies), without

prejudice to a different exchange rate being proposed in any Plan.

8. THIS COURT ORDERS that a Person making a purported Claim, D&O Claim or D&O
Indemnity Claim shall complete its Proof of Claim, D&O Proof of Claim or Indemnity Proof of
Claim, as applicable, indicating the amount of the pwrported Claim, D&O Claim or D&O
Indemnity Claim without including any interest and penalties that would otherwise accrue after
the Filing Date.

9. THIS COURT ORDERS that the form and substance of each of the Notice of Revision or
Disallowance, Dispute Notice, Notice to Claimants, the Proof of Claim, the D&O Proof of
Claim, the Claimants' Guide to Completing the Proof of Claim, the Claimants' Guide to
Completing the D&O Proof of Claim, and D&O Indemnity Proof of Claim substantially in the
forms attached as Schedules "A", "B", "C", "D", "D-2", "E", "E-2" and "F" respectively to this
Order are hereby approved. Notwithstanding the foregoing, the Monitor, in consultation with the
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Applicant, may from time to time make minor non-substantive changes to such forms as the

Monitor, in consultation with the Applicant, considers necessary or advisable.
MONITOR'S ROLE

10.  THIS COURT ORDERS that the Monitor, in addition to its prescribed rights, duties,
responsibilities and obligations under the CCAA and under the Initial Order, is hereby directed

and empowered to take such other actions and fulfill such other roles as are authorized by this

Order or incidental thereto.

11.  THIS COURT ORDERS that (i) in carrying out the terms of this Order, the Monitor shall
have all of the protections given to it by the CCAA, the Initial Order, and thus Order, or as an
officer of the Court, including the stay of proceédings in its favour, (ii) the Monitor shall incur
no liability or obligation as a result of the carrying out of the provisions of this Order, (iil) the
Monitor shall be entitled to rely on the books and records of the Applicant and any information
provided by the Applicant, all without independent investigation, and (iv) the Monitor shall not
be liable for any claims or damages resulting from any errors or omissions in such books, records

or information.
NOTICE TO CLAIMANTS, DIRECTORS AND OFFICERS
12. THIS COURT ORDERS that:

(a) the Monitor shall no later than five (5) Business Days following the making of
this Order, post a copy of the Proof of Claim Document Package on its website at

http://cfcanada. ficonsulting.com/sfc ("Monitor's Website™);

(b)  the Monitor shall no later than five (5) Business Days following the making of
this Order, send on behalf of the Applicant to the Note Indenture Trustees (or to
counsel for the Note Indenture Trustees as appears on the CCAA Service List if
applicable) a copy of the Proof of Claim Document Package;

{c)  the Monitor shall no later than five (5) Business Days following the making of
this Order, send on behalf of the Applicant to each of the Known Claimants a
copy of the Proof of Claim Document Package, provided however that the
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Monitor is not required to send Proof of Claim Document Packages to
Noteholders;

(d) the Monitor shall no later than five (5) Business Days following the making of
this Order, cause the Notice to Claimants to be published in (i) The Globe and
Mail newspaper (National Edition) on one such day, and (ii) the Wall Street
Journal (Global Edition) on one such day;

(e) with respect to Restructuring Claims arising from the restructuring, termination,
repudiation or disclaimer of any lease, contract, or other agreement or obligation,
the Monitor shall send to the counterparty(ies) to such lease, contract, or other
agreement or obligation a Proof of Claim Document Package no later than five (5)
Business Days following the time the Monitor becomes aware of the
restructuring, termination, repudiation or disclaimer of any such lease, contract, or

other agreement or obligation;

® the Monitor shall, provided such request is received by the Monitor prior to the
Claims Bar Date, deliver as soon as reasonably possible following receipt of a
request therefor a copy of the Proof of Claim Document Package to any Person

requesting such material; and

(g)  the Monitor shall send to any Director of Officer named in a D&O Proof of Claim
received by the Claims Bar Date a copy of such D&O Proof of Claim as soon as
practicable along with an D&O Indemmity Proof of Claim form, with a copy to

counsel for such Directors or Officers.

13. THIS COURT ORDERS that the Applicant shall (i) inform the Monitor of all Known
Claimants by providing the Monitor with a list of all Known Claimants and their last known
addresses according to the books and records of the Applicant and (ii) provide the Monitor with a
list of all Directors and Officers and their last known addresses according to the books and
records of the Applicant.

14.  THIS COURT ORDERS that, except as otherwise set out in this Order or other orders of

the Court, neither the Monitor nor the Applicant is under any obligation to send notice to any
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Person holding a Claim, a D&O Claim or a D&O Indemmnity Claim, and without limitation,
neither the Monitor nor the Applicant shall have any obligation to send notice to any Person
having a security interest in a Claim, D&QO Claim or D&O Indemnity Claim (including the
holder of a security interest created by way of a pledge or a security interest created by way of an
assignment of a Claim, D&O Claim or D&O Indemnity Claim), and all Persons (including
Known Claimants) shall be bound by any notices published pursuant to paragraphs 12(a) and
12(d) of this Order regardless of whether or not they received actual notice, and any steps taken
in respect of any Claim, D&O Claim or D&QO Indemnity Claim in accordance with this Order.

15. THIS COURT ORDERS that the delivery of a Proof of Claim, D&QO Proof of Claim, or
D&O Indemnity Proof of Claim by the Monitor to a Person shall not constitute an admission by
the Applicant or the Monitor of any liability of the Applicant or any Director of Officer to any

Person.
CLAIMS BARDATES

Claims and D&Q Claims

16. THIS COURT ORDERS that (i) Proofs of Claim (but not in respect of any Restructuring
Claims) and D&O Proofs of Claim shall be filed with the Monitor on or before the Claims Bar
Date, and (ii) Proofs of Claim in respect of Restructuring Claims shall be filed with the Monitor
on or before the Restructuring Claims Bar Date. For the avoidance of doubt, a Proof of Claim or
D&O Proof of Claim, as applicable, must be filed in respect of every Claim or D&O Claim,
regardless of whether or not a legal proceeding in respect of a Claim or D&O Claim was

commenced prior to the Filing Date.

17.  THIS COURT ORDERS that any Person that does not file a Proof of Claim as provided
for herein such that the Proof of Claim is received by the Monitor on or before the Claims Bar
Date or the Restructuring Claims Bar Date, as applicable, (a) shall be and is hereby forever
barred from making or enforcing such Claim against the Applicant and all such Claims shall be
forever extinguished; (b) shall be and is hereby forever barred from making or enforcing such
Claim as against any other Person who could claim confribution or indemnity from the

Applicant; (c) shall not be entitled to vote such Claim at the Creditors' Meeting in respect of the
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Plan or to receive any distribution thereunder in respect of such Claim; and (d) shall not be

entitled to any further notice in, and shall not be entitled to participate as a Claimant or creditor
in, the CCAA Proceedings in respect of such Claim.

18.  THIS COURT ORDERS that any Person that does not file a D&Q Proof of Claim as
provided for herein such that the D&Q Proof of Claim is received by the Monitor on or before
the Claims Bar Date (a) shall be and is hereby forever barred from making or enforcing such
D&O Claim against any Directors or Officers, and all such D&Q Claims shall be forever
extingnished; (b) shall be and is hereby forever barred from making or enforcing such D&O
Claim as against any other Person who could claim contribution or indemnity from any Directors
or Officers; (c) shall not be entitled to vote such D&QO Claim at the Creditors' Meeting or to
receive any distribution in respect of such D&O Claim; and (d) shall not be entitled to anj
further notice in, and shall not be entitled to participate as a Claimant or creditor in, the CCAA

Proceedings in respect of such D&O Claim.

D&O mdemnity Claims

19.  THIS COURT ORDERS that any Director of Officer wishing to assert a D&O Indemnity
Claim shall deliver a D&QO Indemnity Proof of Claim to the Monitor so that it is received by no
later than fifteen (15) Business Days after the date of receipt of the D&O Proof of Claim by such
Director or Officer pursuant to paragraph 12(g) hereof (with respect to each D&O Indemnity
Claim, the "D&O Indemnity Claims Bar Date").

20.  THIS COURT ORDERS that any Director of Officer that does not file a D&O Indemnity
Proof of Claim as provided for herein such that the D&O Indemnity Proof of Claim is received
by the Monitor on or before the D&O Indemnity Claims Bar Date (a) shall be and is hereby
forever barred from making or enforcing such D&OQ Indemnity Claim against the Applicant, and
such D&O Indemnity Claim shall be forever extinguished; (b) shall be and is hereby forever
barred from making or enforcing such D&O Indemnity Claim as against any other Person who
could claim contribution or indemnity from the Applicant; and (c) shall not be entitled to vote
such D&O Indemnity Claim at the Creditors' Meeting or to receive any distribution in respect of
such D&O Indemnity Claim.
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Excluded Claims

21.  THIS COURT ORDERS that Persons with Excluded Claims shali not be required to file
a Proof of Claim in this process in respect of such Excluded Claims, unless required to do so by
further order of the Court.

PROO¥S OF CLAIM

22.  THIS COURT ORDERS that (i) each Person shall include any and all Claims it asserts
against the Applicant in a single Proof of Claim, provided however that where a Person has taken
assignment or transfer of a purported Claim after the Filing Date, that Person shall file a separate
Proof of Claim for each such assigned or transferred purported Claim, and (ii) each Person that
has or intends to assert a right or claim against one or more Subsidiaries which is based in whole
or in part on facts, underlying transactions, causes of action or events relating to a purported

Claim made against the Applicant shall so indicate on such Claimant's Proof of Claim.

23.  THIS COURT ORDERS that each Person shall include any and all D&O Claims it
asserts against one or more Directors or Officers in a single D&O Proof of Claim, provided
however that where a Person has taken assignment or transfer of a purported D&O Claim after
the Filing Date, that Person shall file a separate D&O Proof of Claim for each such assigned or
transferred purported D&O Claim.

24.  'THIS COURT ORDERS that the 2013 and 2016 Trustee is authorized and directed to file
one Proof of Claim on or before the Claims Bar Date in respect of each of the 2013 Notes and
the 2016 Notes, indicating the amount owing on an aggregate basis as at the Filing Date under
each of the 2013 Note Indenture and the 2016 Note Indenture.

25.  THIS COURT ORDERS that the 2014 and 2017 Trustee is authorized and directed to file
one Proof of Claim on or before the Claims Bar Date in respect of each of the 2014 Notes and
the 2017 Notes, indicating the amount owing on an aggregate basis as at the Filing Date under
each of the 2014 Note Indenture and the 2017 Note Indenture.

26.  Notwithstanding any other provisions of this Order, Noteholders are not required to file
individual Proofs of Claim in respect of Claims relating solely to the debt evidenced by their
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Notes. The Monitor may disregard any Proofs of Claim filed by any individual Noteholder
claiming the debt evidenced by the Notes, and such Proofs of Claim shall be ineffective for all
purposes. The process for determining each individual Noteholder's Claim for voting and
distribution purposes with tespect to the Plan and the process for voting on the Plan by
Noteholders will be established by further order of the Court.

27.  THIS COURT ORDERS that the Ontario Plaintiffs are, collectively, authorized to file, on
or before the Claims Bar Date, one Proof of Claim and, if applicable, one D&O Proof of Claim,
in respect of the substance of the matters set out in the Ontario Class Action, notwithstanding
that leave to make a secondary market liability claim has not be granted and that the National
Class has not yet been certified, and that members of the National Class may rely on the one
Proof of Claim and/or one D&O Proof of Claim filed by the counsel for the Ontario Plaintiffs
and are not required to file individual Proofs of Claim or D&O Proofs of Claim in respect of the

Claims forming the subject matter of the Ontario Class Action.

28.  THIS COURT ORDERS that the Quebec Plaintiffs are, collectively, authorized to file, on
or before the Claims Bar Date, one Proof of Claim and, if applicable, one D&O Proof of Claim,
in respect of the substance of the matters set out in the Quebec Class Action, notwithstanding
that leave to make a secondary market liability claim has not be granted and that the Quebec
Class has not yet been certified, and that members of the Quebec Class may rely on the one
Proof of Claim and/or one D&O Proof of Claim filed by the counsel for the Quebec Plaintiffs
and are not required to file individual Proofs of Claim or D&O Proofs of Claim in respect of the
Claims forming the subject matter of the Quebec Class Action.

REVIEW OF PROOFS OF CLATM

29.  THIS COURT ORDERS that any Claimant filing a Proof of Claim, D&Q Proof of Claim
or D&O Indemnity Proof of Claim shall clearly mark as "Confidential" any documents or
portions thereof that that Person believes should be treated as confidential.

30. THIS COURT ORDERS that with respect to documents or portions thereof that are
marked “Confidential”, the following shall apply:



@
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any information that is otherwise publicly available shall not be treated as

“Confidential” regardless of whether it is marked as such;

subject to the following, such information will be accessible to and may be
reviewed only by the Monitor, the Applicant, any Director or Officer named in
the applicable D&O Proof of Claim or D&O Indemnity Proof of Claim and each
of their respective counsel, or as otherwise ordered by the Court (“Designated

Persons™) or consented to by the Claimant, acting reasonably; and

any Designated Person may provide Confidential Information to other interested
stakebolders (who shall have provided non-disclosure undertakings or
agreements) on not less than 3 Business Days’ notice to the Claimant. If such
Claimant objects to such disclosure, the Claimant and the relevant Designated
Person shall attempt to settle any objection, failing which, either party may seek
direction from the Court.

31. THIS COURT ORDERS that the Monitor (in consultation with the Applicant and the

Directors and Officers named in the D&O Proof of Claim, as applicable), subject to the terms of
this Order, shall review all Proofs of Claim and D&O Proofs of Claim filed, and at any time:

(a
(b)

©

may request additional information from a purported Claimant;

may request that a purported Claimant file a revised Proof of Claim or D&O
Proof of Claim, as applicable;

may, with the consent of the Applicant and any Person whose liability may be
affected or further order of the Court, attempt to resolve and settle any issue
arising in a Proof of Claim or D&O Proof of Claim or in respect of a purported
Claim or D&O Claim, provided that if a Director or Officer disputes all or any
portion of a purported D&O Claim, then the disputed portion of such purported
D&O Claim may not be resolved or settled without such Director or Officer's
consent or further order of the Court;
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(d)  may, with the consent of the Applicant and any Person whose liability may be
affected or further order of the Court, accept (in whole or in part) the amount
and/or Status of any Claim or D&OQ Claim, provided that if a Director or Officer
disputes all or any portion of a purported D&O Claim against such Director or
Officer, then the disputed portion of such purported D&O Claim may not be
accepted without such Director or Officer's consent or further order of the Court,

and

(e) may by notice in writing revise or disallow (in whole or in part) the amount

and/or Status of any purported Claim or D&O Claim.

32.  THIS COURT ORDERS that where a Claim or D&QO Claim has been accepted by the
Monitor in accordance with this Order, such Claim or D&O Claim shall constitute such
Claimant's Proven Claim. The acceptance of any Claim or D&Q Claim or other determination of
same in accordance with this Order, in full or in part, shall not constitute an admission of any
fact, thing, liability, or quantum or status of any claim by any Person, save and except in the
context of the CCAA Proceedings, and, for greater certainty, shall not constitute an admission of
any fact, thing, liability, or quantum or status of any claim by any Person as against any
Subsidiary.

33. THIS COURT ORDERS that where a purported Claim or D&O Claim is revised or
disallowed (in whole or in part, and whether as to amount and/or Status), the Monitor shall
deliver to the purported Claimant a Notice of Revision or Disallowance, attaching the form of

Dispute Notice.

34,  THIS COURT ORDERS that where a purported Claim or D&Q Claim has been revised
or disallowed (in whole or in part, and whether as to amount and/or as to Status), the revised or
disallowed purported Claim or D&O Claim (or revised or disallowed portion thereof) shall not
be a Proven Claim until determined otherwise in accordance with the procedures set out in

paragraphs 42 to 45 hereof or as otherwise ordered by the Court.



221-
REVIEW OF D&O INDEMNITY PROOES OF CLAIM

35.  THIS COURT ORDERS that the Monitor, subject to the terms of this Order, shall review
all D&O Indemnity Proofs of Claim filed, and at any time:

(a) may request additional information from a Director of Officer;

b may request that a Director or Officer file a revised D&O Indemnity Proof of

Claim;

() may attempt to resolve and settle any issue arising in a D&O Indemnity Proof of

Claim or in respect of a purported D&O Indemnity Claim;

(d) may accept (in whole or in part) the amount and/or Status of any D&O Indemnity

Claim; and

(e) may by notice in writing revise or disallow (in whole or in part) the amount

and/or Status of any purported D&O Indemnity Claim.

36. THIS COURT ORDERS that where a D&O Indemnity Claim has been accepted by the
Monitor in accordance with this Order, such D&O Indemmity Claim shall constitute such
Director or Officer's Proven Claim. The acceptance of any D&O Indemnity Claim or other
determination of same in accordance with this Order, in full or in part, shall not constitute an
admission of any fact, thing, liability, or quantum or Status of any claim by any Person, save and
except in the context of the CCAA Proceedings, and, for greater certainty, shall not constitute an
admission ot: any fact, thing, liability, or quantum or Status of any claim by any Person as against
any Subsidiary.

37. THIS COURT ORDERS that where a purported D&C Indemnity Claim is revised or
disallowed (in whole or in part, and whether as to amount and/or Status), the Monitor shall
deliver to the Director or Officer a Notice of Revision or Disallowance, attaching the form of

Dispute Notice.

38.  THIS COURT ORDERS that where a purported D&O Indemnity Claim has been revised

or disallowed (in whole or in part, and whether as to amount and/or as to Status), the revised or
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disallowed purported D&O Indemnity Claim (or revised or disallowed portion thereof} shall not
be a Proven Claim until determined otherwise in accordance with the procedures set out in

paragraphs 42 to 45 hereof or as otherwise ordered by the Court.

39,  THIS COURT ORDERS that, notwithstanding anything to the contrary in this Order, in
respect of any Claim, D&O Claim or D&O Indemnity Claim that exceeds $1 million, the
Monitor and the Applicant shall not accept, admit, settle, resolve, value (for any purpose), revise
or reject such Claim, D&O Claim or D&O Indemnity Claim w

AL
&@%wec@n witlout
DISPUTE NOTICE

40. THIS COURT ORDERS that a purported Claimant who intends to dispute a Notice of
Revision or Disallowance shall file a Dispute Notice with the Monitor as soon as reasonably
possible but in any event such that such Dispute Notice shall be received by the Monitor on the
day that is fourteen (14) days after such purported Claimant is deemed to have received the
Notice of Revision or Disallowance in accordance with paragraph 50 of this Order. The filing of
a Dispute Notice with the Monitor within the fourteen (14) day period specified in this paragraph
shall constitute an application to have the amount or Status of such claim determined as set out in
paragraphs 42 to 45 of this Order.

41. THIS COURT ORDERS that where a purported Claimant that receives a Notice of
Revision or Disallowance fails to file a Dispute Notice with the Monitor within the time period
provided therefor in this Order, the amount and Status of such purported Claimant's purported
Claim, D&O Claim or D&O Indemnity Claim, as applicable, shall be deemed to be as set out in
the Notice of Revision or Disallowance and such amount and Status, if any, shall constitute such
purported Claimant's Proven Claim, and the balance of such purported Claimant's purported
Claim, D&O Claim, or D&O Indemnity Claim, if any, shall be forever barred and extinguished.

RESOLUTION OF CLAIMS, D&O CLAIMS AND D&O INDEMNITY CLAIMS

42. THIS COURT ORDERS that as soon as practicable after the delivery of the Dispute
Notice to the Monitor, the Monitor, in accordance with paragraph 31(c), shall attempt to resolve

and settle the purported Claim or D&OQ Claim with the purported Claimant.
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43,  THIS COURT ORDERS that as soon as practicable after the delivery of the Dispute
Notice in respect of a D&0O Indemnity Claim to the Monitor, the Monitor, in accordance with

paragraph 35(c), shall attempt to resolve and settle the purported D&QO Indemnity Claim with the

Director or Officer.

44.  THIS COURT ORDERS that in the event that a dispute raised in a Dispute Notice is not
settled within a time period or in a manner satisfactory to the Monitor, the Applicant and the
applicable Claimant, the Monitor shall seek direction from the Court, on the correct process for
resolution of the dispute. Without limitation, the foregoing includes any dispute arising as to

whether a Claim is or is not an "equity claim" as defined in the CCAA.

45. THIS COURT ORDERS that any Claims and related D&O Claims and/or D&O

Indemnity Claims shall be determined at the same time and in the same proceeding.
NOTICE OF TRANSFEREES

46.  THIS COURT ORDERS that neither the Monitor nor the Applicant shall be obligated to
send notice to or otherwise deal with a transferee or assignee of a Claim, D&O Claim or D&O
Indemnity Claim as the Claimant in respect thereof unless and until (i) actual written notice of
transfer or assignment, together with satisfactory evidence of such transfer or assignment, shall
have been received by the Monitor and the Applicant, and (i} the Monitor shall have
acknowledged in writing such transfer or assignment, and thereafter such transferee or assignee
shall for all purposes hereof constitute the "Claimant" in respect of such Claim, D&O Claim or
D&O Indemnity Claim. Any such transferee or assignee of a Claim, D&0 Claim or D&O
Tndemnity Claim, and such Claim, D&O Claim or D&O Indemnity Claim shall be bound by all
notices given or steps taken in respect of such Claim, D&O Claim or D&O Indemnity Claim in
accordance with this Order prior to the written acknowledgement by the Monitor of such transfer

or assignment.

47.  THIS COURT ORDERS that if the holder of a Claim, D&O Claim or D&O Indemnity
Claim has transferred or assigned the whole of such Claim, D&O Claim or D&O Indemmity
Claim to more than one Person or part of such Claim, D&O Claim or D&O Indemnity Claim to

another Person or Persons, such transfer or assignment shall not create a separate Claim, D&O
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Claim or D&O Indemnity Claim and such Claim, D&O Claim or D&O Indemnity Claim shall
continue to constitute and be dealt with as a single Claim, D&O Claim or D&O Indemnity Claim
notwithstanding such transfer or assignment, and the Monitor and the Applicant shall in each
such case not be bound to acknowledge or recognize any such transfer or assignment and shall be
entitled to send notice to and to otherwise deal with such Claim, D&O Claim or D&O Indemnity
Claim only as a whole and then only to and with the Person last holding such Claim, D&O Claim
or D&O Indemnity Claim in whole as the Claimant in respect of such Claim, D&O Claim or
D&O Indemnity Claim. Provided that a transfer or assignment of the Claim, D&O Claim or
D&O Indemnity Claim has taken place in accordance with paragraph 46 of this Order and the
Monitor has acknowledged in writing such transfer or assignment, the Person last holding such
Claim, D&O Claim or D&O Indemnity Claim in whole as the Claimant in respect of such Claim,
D&O Claim or D&O Indemnity Claim may by notice in writing to the Monitor direct that
subsequent dealings in respect of such Claim, D&O Claim or D&O Indemnity Claim, but only as
a whole, shall be with a specified Person and, in such event, such Claimant, transferee or
assignee of the Claim, D&O Claim or D&O Indemnity Claim shall be bound by any notices
given or steps taken in respect of such Claim, D&O Claim or D&O Indemnity Claim by or with

respect to such Person in accordance with this Order.

48. THIS COURT ORDERS that the transferee or assignee of any Claim, D&O Claim or
D&O Indemnity Claim (i) shall take the Claim, D&O Claim or D&O Indemnity Claim subject to
the rights and obligations of the transferor/assignor of the Claim, D&O Claim or D&O
Indemnity Claim, and subject to the rights of the Applicant or Director or Officer against any
such transferor or assignor, including any rights of set-off which the Applicant, Director or
Officers had against such transferor or assignor, and (ii) cannot use any transferred or assigned
Claim, D&O Claim or D&O Indemnity Claim to reduce any amount owing by the transferee or
assignee to the Applicant, Director or Officer, whether by way of set off, application, merger,

consolidation or otherwise.
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DIRECTIONS

49,  THIS COURT ORDERS that the Monitor, the Applicant and any Person (but only to the
extent such Person may be affected with respect to the issue on which directions are sought)
may, at any time, and with such notice as the Court may require, seek directions from the Court
with respect to this Order and the claims process set out herein, including the forms attached as

Schedules hereto.
SERVICE AND NOTICE

50. THIS COURT ORDERS that the Monitor and the Applicant may, unless otherwise
specified by this Order, serve and deliver the Proof of Claim Document Package, and any letters,
notices or other documents to Claimants, purported Claimants, Directors or Officers, or other
interested Persons, by forwarding true copies thereof by prepaid ordinary mail, courier, personal
delivery or electronic or digital transmission to such Persons (with copies to their counsel as
appears on the CCAA Service List if applicable) at the address as last shown on the records of
the Applicant or set out in such Person's Proof of Claim, D&O Proof of Claim or D&O
Indemnity Proof of Claim. Any such service or notice by courier, personal delivery or electronic
or digital transmission shall be deemed to have been received: (i) if sent by ordinary mail, on the
third Business Day after mailing within Ontario, the fifth Business Day after mailing within
Canada (other than within Ontario), and the tenth Business Day after mailing internationally; (ii)
if sent by courier or personal delivery, on the next Business Day following dispatch; and (iii) if
delivered by electronic or digital transmission by 6:00 p.m. on a Business Day, on such Business
Day, and if delivered after 6:00 p.m. or other than on a Business Day, on the following Business
Day. Notwithstanding anything to the contrary in this paragraph 50, Notices of Revision or
Disallowance shall be sent only by (i) facsimile to a number that has been provided in writing by

the purported Claimant, Director or Officer, or (ii) courier.

51, THIS COURT ORDERS that any notice or other communication (including Proofs of
Claim, D&O Proofs of Claims, D&O Indemnity Proofs of Claim and Notices of Dispute) to be
given under this Order by any Person to the Monitor shall be in writing in substantially the form,
if any, provided for in this Order and will be sufficiently given only if delivered by prepaid

registered mail, courier, personal delivery or electronic or digital transmission addressed to:
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FTI Consulting Canada Inc.

Court-appointed Monitor of Sino-Forest Corporation
TD Waterhouse Tower

79 Wellington Street West

Suite 2010, P.O. Box 104

Toronto, Ontaric MSK 1G8

Aftention: Jodi Porepa
Telephone: (416) 649-8094
E-mail: sfe@fticonsulting.com

Any such notice or other communication by a Person shall be deemed received only upon actual
receipt thereof during normal business hours on a Business Day, or if delivered outside of a

normal business hours, the next Business Day.

52. THIS COURT ORDERS that if during any period during which notices or other
communications are being given pursuant to this Order a postal strike or postal work stoppage of
general application should occur, such notices or other communications sent by ordinary mail
and then not received shall not, absent further Order of the Court, be effective and notices and
other communications given hereunder during the course of any such postal strike or work
stoppage of general application shall only be effective if given by courier, personal delivery or

electronic or digital transmission in accordance with this Order.

53. THIS COURT ORDERS that in the event that this Order is later amended by further
order of the Court, the Monitor shall post such further order on the Monitor's Website and such

posting shall constitute adequate notice of such amended claims procedure.
MISCELLANEOUS

54, THIS COURT ORDERS that notwithstanding any other provision of this Order, the
solicitation of Proofs of Claim, D&O Proofs of Claim and D&O Indemnity Proofs of Claim and
the filing by a Person of any Proof of Claim, D&O Proof of Claim or D&O Indemnity Proof of
Claim shall not, for that reason only, grant any Person any standing in the CCAA Proceedings or
rights under the Plan.

55.  THIS COURT ORDERS that the rights of the Ontario Plaintiffs and the Quebec Plaintiffs
granted pursuant to paragraphs 27 and 28 of this Order are limited to filing a single Proof of
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Claim and, if applicable, a single D&O Proof in respect off each of the National Class and the

Quebec Class in these proceedings, and not for any ofher purpose. Without limiting the
gencrality of the foregoing, the filing of any Proof of ¢laim or D&O Proof of Claim by the
Ontario Plaintiffs or the Quebec Plaintiffs pursuant to thig Order:

(a} is not an admission or recognition of their right to represent the Class for any

other purpose, including with respect td'Settlernent or voting in these proceedings,

the Ontario Class Action or the Quebec Class Action; and

{b) is without prejudice to the right of the Ontario Plaintiffs and the Quebec Plaintiffs
or their counsel to seek an order granting them rights of representation in these

proceedings, the Ontario Class Action or the Quebec Class Action.

56. THIS COURT ORDERS that nothing in this Order shall constitute or be deemed to
constitute an allocation or assignment of Claims, D&O Claims, D&O Indemnity Claims, or
Excluded Claims into particular affected or unaffected classes for the purpose of a Plan and, for
greater certainty, the treatment of Claims, D&O Claims, D&O Indemnity Claims, Excluded
Claims or any other claims are to be subject to a Plan and the class or classes of creditors for
voting and distribution purposes shall be subject to the terms of any proposed Plan or further
Order of the Court.

57. THIS COURT ORDERS that nothing in this Order shall prejudice the rights and
remedies of any Directors or Officers or other persons under any existing Director and Officers
or other insurance policy or prevent or bar any Person from seeking recourse against or payment
from the Applicant's insurance and any Director's and/or Officer's liability insurance policy or
policies that exist to protect or indemnify the Directors and/or Officers or other persons, whether
such recourse or payment is sought directly by the Person asserting a Claim or a D&O Claim
from the insurer or derivatively through the Director or Officer or Applicant; provided, however,
that nothing in this Order shall create any rights in favour of such Person under any policies of
insurance nor shall anything in this Order limit, remove, modify or alter any defence to such

claim available to the insurer pursuant to the provisions of any insurance policy or at law.

,. Gl
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58. THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,
regnlatory or administrative body having jurisdiction in Canada, the United States, Barbados, the
British Virgin Islands, Cayman Islands, Hong Kong, the People’s Republic of China or in any
other foreign jurisdiction, to give effect to this Order and to assist the Applicant, the Monitor and
their respective agents in carrying out the terms of this Order. All courts, tribunals, regulatory
and administrative bodies are hereby respectfully requested to make such orders and to provide
such assistance to the Applicant and to the Monitor, as an officer of the Court, as may be
necessary or desirable to give effect to this Order, to grant representative status to the Monitor in
any foreign proceeding, or to assist the Applicant and the Monitor and their respective agents in

carrying out the terms of this Order.
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SCHEDULE "A"

NOTICE OF REVISION OR DISALLOWANCE

For Persons that have asserted Claims against Sino-Forest Corporation,
D&O Claims against the Directors or Officers of Sino-Forest Corporation or D&O

Indemnity Claims against Sino-Forest Corporation

Claim Reference Number:

TO:

(Name of purported claimant)

Defined terms not defined in this Notice of Revision or Disallowance have the meaning ascribed

in the Order of the Ontario Superior Court of Justice dated May 8, 2012 (the "Claims Procedure

Order"). All dollar values contained herein are in Canadian dollars unless otherwise noted.

Pursuant to 31 of the Claims Procedure Order, the Monitor hereby gives you notice that it has

reviewed your Proof of Claim, D&Q Proof of Claim or D&O Indemnity Proof of Claim and has

revised or disallowed all or part of your purported Claim, D&O Claim or D&O Indemnity Claim,

as the case may be. Subject to further dispute by you in accordance with the Claims Procedure

Order, your Proven Claim will be as follows:

Amount as submitted Amount allowed by
Monitor
(original currency (in Canadian (in Canadian

amount) dollars) dollars)
A. Prefiling Claim $ $ $
B. Restructuring Claim $ $ $
C. Secured Claim $ $ $
D. D&O Claim $ $ $
E. D&O Indemnity Claim | $ $ $
F. Total Claim $ $ $
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Reasons for Revision or Disallowance:

SERVICE OF DISPUTE NOTICES

If you intend to dispute this Notice of Revision or Disallowance, you must, no later than
5:00 p.m. (prevailing time in Toronto) on the day that is fourteen (14) days after this Notice
of Revision or Disallowance is deemed to have been received by you (in accordance with
paragraph 50 of the Claims Procedure Order), deliver a Dispute Notice to the Monitor by
registered mail, courier, personal delivery or electronic or digital transmission to the
address below. In accordance with the Claims Procedure Order, notices shall be deemed to be
received upon actal receipt thereof by the Monitor during normal business hours on a Business
Day, or if delivered outside of normal business hours, on the next Business Day. The form of
Dispute Notice is enclosed and can also be accessed on the Monitor’s website at

http://cfcanada.fticonsulting.com/sfc.

FTI Consulting Canada Inc.

Court-appointed Monitor of Sino-Forest Corporation
TD Waterhouse Tower

79 Wellington Street West

Suite 2010, P.O. Box 104

Toronto, Ontario M5K 1G8

Attention: Jodi Porepa
Telephone: (416) 645-8094
E-mail: sfc@fticonsulting.com
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IF YOU FAIL TO FILE A DISPUTE NOTICE WITHIN THE PRESCRIBED TIME
PERIOD, THIS NOTICE OF REVISION OR DISALLOWANCE WILL BE BINDING
UPON YOU.

DATED at Toronto, this  day of ,2012.

FTI Consulting Canada Inc., solely in its capacity as Court-appointed Monitor of Sino-Forest
Corporation and not in its personal or corporate capacity

Per: Greg Watson / Jodi Porepa
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DISPUTE NOTICE

With respect to Sino-Forest Corporation

Claim Reference Number:

Particulars of Claimant:

Full Legal Name of claimant (include trade name, if different):

(the “Claimant”)

Full Mailing Address of the Claimant:

Other Contract Information of the Claimant:

Telephone Number:

Email Address:

Facsimile Number:

Attention (Contact Person):
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Particulars of original Claimant from whom you acquired the Claim, D&O
Claim or D&O Indemnity Claim:

Have you acquired this purported Claim, D&O Claim or D&O Indemnity Claim by
assignment?
Yes: [ No: [}
If yes and if not already provided, attach documents evidencing assignment.

Full Legal Name of original Claimant(s):

Dispute of Revision or Disallowance of Claim, D&O Claim or D&O Indemnity
Claim, as the case may be:

For the purposes of the Claims Procedure Order only (and without prejudice to the
terms of any plan of arrangement or compromise), claims in a foreign currency will
be converted to Canadian dollars at the exchange rates set out in the Claims
Procedure Order.

The Claimant hereby disagrees with the value of its Claim, D&O Claim or D&O
Indemnity Claim, as the case may be, as set out in the Notice of Revision or
Disallowance and asserts a Claim, D&O Claim or D&O Indemnity Claim, as the case

may be, as follows:

Amount allowed by Amount claimed by
Monitor: Claimant:
{Notice of Revision or (in Canadian Dollars)

Disallowance)

(in Canadian dollars)

A, Prefiling Claim

B. Restructuring Claim

C. Secured Claim

D. D&O Claim

E. D&O Indemnity Claim

F. Total Claim

elomlealon|lon| e
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REASON(S) FOR THE DISPUTE:

SERVICE OF DISPUTE NOTICES

If you intend to dispute a Notice of Revision or Disallowance, you must, by no later than
the date that is fourteen (14) days after the Notice of Revision or Disallowance is deemed to
have been received by you (in accordance with paragraph 50 of the Claims Procedure
Order), deliver to the Monitor this Dispute Notice by registered mail, courier, personal
delivery or electronic or digital transmission to the address below. In accordance with the
Claims Procedure Order, notices shall be deemed to be received upon actual receipt thereof by
the Monitor during normal business hours on a Business Day, or if delivered outside of normal

business hours, on the next Business Day.

FTI Consulting Canada Inc.

Court-appointed Monitor of Sino-Forest Corporation
TD Waterhouse Tower

79 Wellington Street West

Suite 2010, P.O. Box 104

Toronto, Ontario M5K 1G8

Attention: Jodi Porepa
Telephone: (416) 649-8094
E-mail: sfe@fticonsulting.com
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DATED this day of , 2012.

Name of Claimant:

Per:

Witness Name:

Title:
(please print)



SCHEDULE "C"
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NOTICE TO CLAIMANTS
AGAINST SINO-FOREST CORPORATION
(hereinafter referred to as the "Applicant")

RE: NOTICE OF CLAIMS PROCEDURE FOR THE APPLICANT PURSUANT TO
THE COMPANIES' CREDITORS ARRANGEMENT ACT (the "CCAA")

PLEASE TAKE NOTICE that this notice is being published pursuant to an Order of the Superior
Court of Justice of Ontario made on May 8, 2012 (the "Claims Procedure Order"). Pursuant to
the Claims Procedure Order, Proof of Claim Document Packages will be sent to claimants by
mail, on or before May 185, 2012, if those claimants are known to the Applicant. Claimants may
also obtain the Claims Procedure Order and a Proof of Claim Document Package from the
website of the Monitor at http://cfcanada.ficonsuiting.com/sfc, or by contacting the Monitor by
telephone (416-649-8094).

Proofs of Claim (including D&O Proofs of Claim) must be submitted to the Monitor for any
claim against the Applicant, whether unliquidated, contingent or otherwise, or a claim against
any current or former officer or director of the Applicant, in each case where the claim (i) arose
prior to March 30, 2012, or (ii} arose on or after March 30, 2012 as a result of the restructuring,
termination, repudiation or disclaimer of any lease, contract, or other agreement or obligation.
Please consult the Proof of Claim Document Package for more details.

Completed Proofs of Claim must be received by the Monitor by 5:00 p.m. (prevailing
Eastern Time) on the applicable claims bar date, as set out in the Claims Procedure Order.
It is your respousibility to ensure that the Monitor receives your Proof of Claim or D&O
Proof of Claim by the applicable claims bar date.

Certain Claimants are exempted from the requirement to file a Proof of Claim. Among
those claimants who do not need to file a Proof of Claim are individual noteholders in
respect of Claims relating solely to the debt evidenced by their notes and persons whose
Claims form the subject matter of the Ontario Class Action or the Quebec Class Action.
Please consult the Claims Procedure Order for additional details.

CLAIMS AND D&O CLAIMS WHICH ARE NOT RECEIVED BY THE APPLICABLE
CLAIMS BAR DATE WILL BE BARRED AND EXTINGUISHED FOREVER.

DATED at Toronto this » day of o, 2012.
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PROOF OF CLAIM AGAINST
SINO-FOREST CORPORATION

1. Original Claimant Identification (the "Claimant”)

Legal Name of Claimant

Address

City. Prov [ State_ __

Postal/Zip code

2. Assignee, if claim has been assigned

Full Lega) Name of Assignee

Address

City, Prov / State__
Postal/Zip code

3a. Amount of Claim

Name of Contact

1637

Tite

Phone #

Fax #

e-mail

Name of Contact,

Phone #,

Fax #

e-mail

The Applicant or Director or Officer was and still is indebted to the Claimant as follows:

Currency Original Currency
Amount

3b. Claim against Subsidiaries

Unsecured
Prefiling Claim

oOoooad

Restructuring Claim

DooOoo

Secured Claim

gooOoQCc0O

If you have or intend to make a claim against one or more Subsidiaries which is based in whole or in part on
facts, underlying transactions, causes of action or events relating to a claim made against the Applicant above,
check the box below, list the Subsidiaries against whom you assert your claim, and provide particulars of your

claim against such Subsidiaries.

[J 1/we have a claim against one or more Subsidiary

Name(s) of Subsidiaries
Currency

Qriginal

Currency Amount

Amount of Claim
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4. Documentation

Provide all particulars of the Claim and supporting documentation, including amount, and description of transaction(s} or
agreement(s), or legal breach(es) giving rise to the Claim.

5. Certification

1 hereby certify that:

1. 1am the Claimant, or authorized representative of the Claimant
2. lhave knowledge of all the circumstances connected with this Claim.
3. Complete documentation in support of this claim is attached.

Name

Title
Dated at

Signature
this day of 2012

Witness

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 transmission at the following address:

FTI Consulting Canada Inc.

Court-appointed Monitor of Sino-Forest Corporation
TD Waterhouse Tower

79 Wellington Street West

Sujte 2010, P.0. Box 104

Toronto, Ontario M5K 1G8

Attention: Jodi Porepa

Telephone: (416) 643-8094
E-mail: sfc@fticonsulting.com

An electronic version of this form is available at http://cfcanada.fticonsulting.com/sfc.
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PROOF OF CLAIM AGAINST
DIRECTORS OR OFFICERS OF SINO-FOREST CORPORATION

This form is to be used only by Claimants asserting a claim against any director and/or officers of Sino-
Forest Corporation, and NOT for claims against Sino-Forest Corporation itself. For claims against Sino-
Forest Corporation, please use the form titled "Proof of Claim Against Sino-Forest Corporation”, which i3
available on the Monitor's website at http://cfcanada.fticonsulting.com/sfc.

1. Original Claimant Identification (the "Claimant")

Legal Name of Claimant Name of Contact
Address Title

Phone #

Fax #
éity Prov /State_ e-mail
Postal/Zip code

2. Assignee, if D&O Claim has been assigned

Full Legal Name of Assignee Name of Contact,
Address Phone #

Fax #
City, Prov /State e-mail
Postal/Zip code

3. Amount of D&O Claim

The Director or Officer was and still is indebted to the Claimant as follows:

] 1/we have a claim against a Director(s) and/or Officer(s)
Name(s) of Director(s} and/or Original
Officer(s) Currency Currency Amount Amount of Claim

4. Documentation

Provide all particulars of the D&Q Claim and supporting documentation, including amount, and description of transaction(s)
or agreement(s), or legat breach{es) giving rise to the D&Q Claim.

5. Certification

I hereby certify that:

1. 1am the Claimant, or authorized representative of the Claimant.
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2. Ihaveknowledge of all the circumstances connected with this D&O0 Claim.
3. Complete documentation in support of this D&0 Claim is attached.

Name

Title
Dated at

Signature
this day of 2012

Witness

6. Filing of D&0O Claim

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

FTI Consulting Canada Inc.

Court-appointed Monitor of Sino-Forest Corporation
TD Waterhouse Tower

79 Wellington Street West

Suite 2010, P.0. Box 104

Toronto, Ontario MSK 1G8

Attention: Jodi Porepa

Telephone: (416) 649-8094
E-mail: sfc@fticonsulting.com

An electronic version of this form is available at http://cfcanadafticonsulting.com/sfc
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SCHEDULE "E"

GUIDE TO COMPLETING THE PROOF OF CLAIM FOR CLAIMS AGAINST SINO-
FOREST-CORPORATION

This Guide has been prepared to assist Claimants in filling out the Proof of Claim with respect to
Sino-Forest Corporation (the "Applicant"). If you have any additional questions regarding
completion of the Proof of Claim, please consult the Monitor's website at
http://cfcanada. fticonsulting.com/sfc or contact the Monitor, whose contact information is shown
below.

Additional copies of the Proof of Claim may be found at the Monitor's website address noted
above.

Please note that this is a guide only, and that in the event of any inconsistency between the terms
of this guide and the terms of the Claims Procedure Order made on May 8, 2012 (the "Claims
Procedure Order"), the terms of the Claims Procedure Order will govern.

SECTION 1 - ORIGINAL CLAIMANT

4, A separate Proof of Claim must be filed by each legal entity or person asserting a claim
against the Applicant.

5. The Claimant shall include any and all Claims it asserts against the Applicant in a single
Proof of Claim. .

6. The full legal name of the Claimant must be provided.

7. If the Claimant operates under a different name, or names, please indicate this in a
separate schedule in the supporting documentation.

8. If the Claim has been assigned or transferred to another party, Section 2 must also be
completed.

9. Unless the Claim is assigned or transferred, all future correspondence, notices, etc.
regarding the Claim will be directed to the address and contact indicated in this section.

10.  Certain Claimants are exempted from the requirement to file a Proof of Clajim. Among
those claimants who do not need to file a Proof of Claim are individual noteholders in respect of
Claims relating solely to the debt evidenced by their notes. Please consult the Claims Procedure
Order for details with respect to these and other exemptions.

SECTION 2 - ASSIGNEE

11.  If the Claimant has assigned or otherwise transferred its Claim, then Section 2 must be
completed.

12.  The full legal name of the Assignee must be provided.

1762801v5
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13.  If the Assignee operates under a different name, or names, please indicate this in a
separate schedule in the supporting documentation.

14.  If the Monitor in consultation with the Applicant is satisfied that an assignment or
transfer has occurred, all future correspondence, notices, etc. regarding the Claim will be
directed to the Assignee at the address and contact indicated in this section.

SECTION 3A - AMOUNT OF CLAIM OF CLAIMANT AGAINST DEBTOR
15.  Indicate the amount the Applicant was and still is indebted to the Claimant.
Currency, Original Currency Amount

16.  The amount of the Claim must be provided in the currency in which it arose.
17.  Indicate the appropriate currency in the Currency column.

18.  If the Claim is denominated in multiple currencies, use a separate line to indicate the
Claim amount in each such cwrency. If there are insufficient lines to record these amounts,
attach a separate schedule indicating the required information.

19.  Claims denominated in a currency other than Canadian dollars will be converted into
Canadian dollars in accordance with the Claims Procedure Order.

Unsecured Prefiling Claim

20.  Check this box ONLY if the Claim recorded on that line is an unsecured prefiling claim.
Restructuring Claim

21.  Check this box ONLY if the amount of the Claim against the Applicant arose out of the
restructuring, termination, repudiation or disclaimer of a lease, contract, or other agreement or
obligation on or after March 30, 2012.

Secured Claim

Check this box ONLY if the Claim recorded on that line is a secured claim.

SECTION 3B - CLAIM AGAINST SUBSIDIARIES

22.  Check this box ONLY if you have or intend to make a claim against one or more
Subsidiaries which is based in whole or in part on facts, underlying transactions, causes of action
or events relating to a claim made against the Applicant above, and list the Subsidiaries against
whom you assert your claim.
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SECTION 4 - DOCUMENTATION

23.  Attach to the claim form all particulars of the Claim and supporting documentation,
including amount, description of transaction(s) or agreement(s) or breach(es) giving rise to the
Claim.

SECTION 5 - CERTIFICATION

24.  The person signing the Proof of Claim should:
(a) be the Claimant, or authorized representative of the Claimant.
(b)  have knowledge of all the circumstances connected with this Claim.
(c)  have a witness to its certification.

25. By signing and submitting the Proof of Claim, the Claimant is asserting the claim against
the Applicant.

SECTION 6 - FILING OF CLAIM

26. This Proof of Claim must be received by the Monitor by no later than 5:00 p.m.
(prevailing Eastem Time) on June 20, 2012. Proofs of Claim should be sent by prepaid ordinary
mail, courier, personal delivery or electronic or digital transmission to the following address:

FTI Consulting Canada Inc.

Court-appointed Monitor of Sino-Forest Corporation
TD Waterhouse Tower

79 Wellington Street West

Suite 2010, P.O. Box 104

Toronto, Ontario MSK 1G8

Attention: Jodi Porepa
Telephone: (416) 649-8094
B-mail: sfc@fticonsulting.com

Failure to file your Proof of Claim so that it is received by the Monitor by 5:00 p.m., on the
applicable claims bar date will result in your claim being barred and you will be prevented
from making or enforcing a Claim against the Applicant. In addition, you shall not be
entitled to further notice in and shall not be entitled to participate as a creditor in these
proceedings.
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SCHEDULE "E-2"

GUIDE TO COMPLETING THE PROOF OF CLAIM FOR CLAIMS AGAINST
DIRECTORS OR OFFICERS OF SINO-FOREST-CORPORATION

This Guide has been prepared to assist Claimants in filling out the D&O Proof of Claim against
any Directors or Officers of Sino-Forest Corporation (the "Applicant”). If you have any
additional questions regarding completion of the Proof of Claim, please consult the Monitor's
website at http:/cfcanada fiiconsulting.com/sfc or contact the Monitor, whose contact
information is shown below.

The D&O Proof of Claim is to be used only by Claimants asserting a claim against a director
and/or officer of Sino-Forest Corporation, and NOT for claims against Sino-Forest Corporation
itself. For claims against Sino-Forest Corporation, please use the form titled "Proof of Claim
Against Sino-Forest Corporation", which is available on the Monitor's website at
http://cfcanada.fticonsulting.com/sfc.

Additional copies of the D&O Proof of Claim may be found at the Monitor's website address
noted above.

Please note that this is a guide only, and that in the event of any inconsistency between the terms
of this guide and the terms of the Claims Procedure Order made on May 8, 2012 (the "Claims
Procedure Order™), the terms of the Claims Procedure Order will govern.

SECTION 1 - ORIGINAL CLAIMANT

27. A separate D&O Proof of Claim must be filed by each legal entity or person asserting a
claim against any Directors or Officers of the Applicant.

28.  The Claimant shall include any and all D&O Claims it asserts in a single D&O Proof of
Claim.

29.  The full legal name of the Claimant must be provided.

30. If the Claimant operates under a different name, or names, please indicate this in a
separate schedule in the supporting documentation.

31.  If the D&O Claim has been assigned or transferred to another party, Section 2 must also
be completed.

32.  Unless the D&O Claim is assigned or transferred, all future correspondence, notices, etc.
regarding the D&O Claim will be directed to the address and contact indicated in this section.

SECTION 2 - ASSIGNEE

33.  Ifthe Claimant has assigned or otherwise transferred its D&O Claim, then Section 2 must
be completed.
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34.  The full legal name of the Assignee must be provided.

35.  If the Assignee operates under a different name, or names, please indicate this in a
separate schedule in the supporting documentation.

36.  If the Monitor in consultation with the Applicant is satisfied that an assignment or
transfer has occurred, all future correspondence, notices, etc. regarding the D&O Claim will be
directed to the Assignee at the address and contact indicated in this section.

SECTION 3 - AMOUNT OF CLAIM OF CLAIMANT AGAINST DIRECTOR OR
OFFICER

37. Indicate the amount the Director or Officer is claimed to be indebted to the Claimant and
provide all other request details.

Currency, Original Currency Amount

38.  The amount of the D&O Claim must be provided in the currency in which it arose.

39.  Indicate the appropriate currency in the Currency column.

40.  If the D&O Claim is denominated in multiple currencies, use a separate line to indicate
the Claim amount in each such currency. If there are insufficient lines to record these amounts,

attach a separate schedule indicating the required information.

41. D&O Claims denominated in a currency other than Canadian dollars will be converted
into Canadian dollars in accordance with the Claims Procedure Order.

SECTION 4 - DOCUMENTATION
42.  Attach to the claim form all particulars of the D&O Claim and supporting documentation,
including amount, description of transaction(s) or agreement(s) or breach(es) giving rise to the
D&O Claim.
SECTION 5 - CERTIFICATION
43.  The person signing the D&O Proof of Claim should:

(a) be the Claimant, or authorized representative of the Claimant.

(b)  have knowledge of all the circumstances connected with this D&O Claim.

(c) have a witness to its certification.

44. By signing and submitting the D&O Proof of Claim, the Claimant is asserting the claim
against the Directors and Officers identified therein.
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SECTION 6 - FILING OF CLAIM

45.  The D&O Proof of Claim must be received by the Monitor by no later than 5:00 p.m.
(prevailing Eastemn Time) on June 20, 2012. D&O Proofs of Claim should be sent by prepaid
ordinary mail, courier, personal delivery or electronic or digital transmission to the following
address:

FTI Consulting Canada Inc.

Court-appointed Monitor of Sino-Forest Corporation
TD Waterhouse Tower

79 Wellington Street West

Suite 2010, P.O. Box 104

Toronto, Ontario M5K 1G3

Attention: Jodi Porepa

Telephone: (416) 649-8094

E-mail: sfe@fticonsulting.com

Failure to file your D&O Proof of Claim so that it is received by the Monitor by 5:00 p.m.,
on the applicable claims bar date will result in your claim being barred and you will be
prevented from making or enforcing a D&O Claim against the any directors or officers of
the Applicant. In addition, you shall not be entitled to further notice in and shall not be
entitled to participate as a D&O claimant in these proceedings.
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SCHEDULE "F"

D&O INDEMNITY PROOF OF CLAIM
SINO-FOREST CORPORATION

1. Director and /or Officer Particulars (the "Indemnitee”)

Legal Name of Indemnitee

Address Phone #

Fax #

City Prov / State e-mail

Postal/Zip code

2. Indemnification Claim

Position(s} Held

Dates Position(s) Held: From to

Reference Number of Proof of Claim with respect to which this D&0 Indemnity Claim is made

Partculars of and basis for D&0 Indemnity
Claim

(Provide all particulars of the D&O Indemnity Claim, including all supporting documentation)

3 Filing of Claim

This D&O Indemnity Proof of Claim and supporting documentation are to be returned to the Monitor within
ten Business Days of the date of deemed receipt by the Director or Officer of the Proof of Claim by registered
mail, courier, personal delivery or electronic or digital transmission at the following address:

FTI Consulting Canada Inc.

Court-appointed Monitor of Sino-Forest Corporation
TD Waterhouse Tower

79 Wellington Street West

Suite 2010, P.0.Box 104

Toronto, Ontario M5K 1G8

Attention: Jodi Porepa
Telephone: (416) 645-8094
E-mail: sfc@fticonsulting.com
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Failure to file your D&O0 Indemnity Proof of Claim in accordance with the Claims Procedure Order will
result in your D&O Indemnity Claim being barred and forever extinguished and you will be prohibited
from making or enforcing such D&0 Indemnity Claim against the Applicant.

Dated at , this day of , 2012,

Per:
Name

Signature: (Former Director and/or Officer)
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