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Sino-Forest Corporaﬁon

rT March 14, 2008

Ernst & Young LLP
Chariered Accountants

— In connection with your audit of the consolidated financial statements of Sino-Forest Corporation
(the “Company”) as of December 31, 2007 and for year then ended, we recognize that obtaining
representations from us concerning the information contained in this letter is a significant
) procedure in enabling you to form an opinion whether the consolidated financial statements
present fairly, in all material respects, the financial position, results of operations, and cash flows
oo of Sino-Forest Corporation in accordance with Canadian generally accepted accounting
—_ principles.

We understand that the purpose of your audit of our financial statements is to express an opinion
thereon and your audit was conducted in accordance with Canadian generally accepted auditing
standards, which involves an examination of the accounting system, internal control and related
data to the extent you considered necessary in the circumstances. It is not designed to identify,
nor can it necessarily be expected to disclose, fraud, shortages, errors and other irregularities,

should any exist.

| Certain representations in this letter are described as being limited to matters that are material,
— Items are considered material, regardless of size, if they involve an omission or misstatement of
financial statement information that, in the light of surrounding circumstances, makes it probable
that the judgment of a reasonable person relying on the information would be changed or
influenced by the omission or misstatement.

Accordingly, we make the following representations, as of March 14, 2008 which are true to the
best of our knowledge and belief:

A. Financial Statements and Financial Records

1. We acknowledge that, as members of management of the Company, we are responsible
for the fair preseniation of the consolidated financial statements. We believe the
consolidated financial statements referred to above present fairly, in all material
tespects, the financial position, results of operations and cash flows of the Company in

accordance with Canadian generally accepted accounting principles.

2. The significant accounting policies adopted in the preparation of the consolidated
financial statements are fully and fairly described in the financial statements.

3. As members of management of the Company, we believe that the Company has a
system of internal controls adequate to permit the preparation of agcurate financial
statements in accordance with Canadian generally accepted accountin, rinciples.

TS
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B. Fraud and Error

— 1. We acknowledge that we ars responsible for the design and implementation of internal
‘ controls to prevent and detect fraud and error.

- 2. We have assessed the risk that the consolidated fnancial statements may be materially
misstated as a result of fraud and have determined such risk to be low.

We have no knowledge of any fraud or suspected fraud affecting the entity involving
L management; employees who have significant roles in internal control; or others, where
. the fraud could have a non-trivial effect on the consolidated financial statements over
‘ the preceding three year period. We have no knowledge of any allegations of fraud or
— suspected frand affecting the Company’s consolidated financial Statements received in
H communications from employees, former employees, analysts, regulators, or others, In
H addition, all “whistle-blower” allegations coming to our attention have been disclosed to
you. No irregularities or shortages have occurred and nothing has come to light which
might reflect upon the honesty or integrity of any employee, agent or officer of the
. Company,

3. We believe that the effects of those unrecorded financial statement misstatements
aggregated by you during your audit, as summarized in the accompanying schedule, are
immaterial, both individually and in the aggregate, to the consolidated financial

— statements taken as a whole: In addition, to the extent that audit differences have been

- subsequently identified in the current period that affect prior year financial statements,

we have evaluated the effect of correcting prior year consolidated financial statements

and believe that the effects of the unrecorded audit differences are immaterial, both
individually and in the aggregate, to the prior year consolidated financial statements
taken as a whole.

C. Iilegal Acts

1. We are not aware of any illegal or possibly illegal acts, as defined in CICA Handbook
Section 5136.

D. Independence and'Cmnﬂicts of Interest

1. Based on inquiries we have made of our officers, directors, and substantial
shareholders, except as described below, we are not aware of any business relationship
between any such officer, director, or substantial stockholder (or any entity for or of
which such an officer or director acts in a similar capacity) and Ernst & Young LLP or
any other member firm of the global Emst & Young organization (any of which, an
“EY Entity”), other than one pursuant to which an EY Entity performs professional
services. For this purpose, a “substantial shareholder” is a person or entity (excluding
mutual funds) that owns five percent or more in the Company.

e
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Sino-Forest Corpowaﬁom

= 2. We are not aware of any reason that Emst & Young LLP would not be considered to be
: independent for purposes of the Company’s audit.

o E. Completeness of Information

1. We have made available to you all financial records and related data and all minutes of

the meetings of sharcholders, directors and committees of directors (or summaries of
i actions of recent meetings for which minutes have not yet been prepared) held through
*‘ the year to the most recent meeting on December 20, 2007,

— 2. We also have made available to you all significant contracts and agreements and have
‘ communicated to you all significant oral agreements. We have complied with all aspects

of contractual agreements that would have a material effect on the consolidated financial
— statements in the event of noncompliance,

3. There are no transactions of a material nature, individually or in the aggregate, that have
not been properly recorded in the accounting records underlying the consolidated
financial statements.

4. We have disclosed to you all known related parties and related party transactions,

including compensation payments, sales, purchases, loans, transfers of assets, liabilities
Pl and services, leasing arrangements, guarantees, non-monetary transactions and
D ate transactions for no consideration for the year ended, as well as related balances due to or
— from such parties at the year end. These transactions have been properly measured and
i disclosed in the consolidated financial statements. i

. 5. Asitrelates to share-based payments, we have made available to your representatives all
' plan documents and data related to granting, vesting, exercising, canceling, and
forfeiting share-based payments, including modifications to existing plans or previously
granted awards. :

F. Recognition, Measurement and Disclosure

1. We believe that the significant assumptions underlying the fair value measurements and
disclosures used in the preparation of the consolidated financial statements are reasonable
and appropriate in the circumstances.

2. We have no plans or intentions that may materially affect the camrying value or
classification of assets and liabilities refledted in the consolidated financial statements.

e 3
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1.

[ G. Risks and Measurement Uncertainties

The nature of all material measurement uncertainties has been appropriately disclosed in
the consolidated financial statements, including all estimates where it is reasonably
possible that the estimate will change in the near ferm and the effect of the change could
be material to the consolidated financial statements,

The Company believes that the judgements and estimates used in calculating the income
tax provision represent the appropriate likelihood of various outcomes oceurring.

H. Ownership of Assets

~

. 1. The Company has satisfactory title to all assets appeating in the consolidated balance

sheet, and there are no liens or encumbrances on the Company’s assets, nor has any asset
been pledged except as disclosed in the consolidated financial statements. All assets to
which the Company has satisfactory title appear in the balance sheets,

I. Receivables and Revenues

1.

Receivables represent valid claims against the debtors indicated and do not include
amounts for goods shipped or services provided subsequent to the balance sheet date,
goods shipped on consignment or approval, or other types of arrangements not
constituting sales. All revenue recognized as of the balance shest date has been realized
(or is realizable) and earned. Revenue has not been recognized before (1) persuasive
evidence of an arrangement exists, (2) goods have been delivered or services rendered,
(3) consideration to be received is fixed or determinable, and (4) collectibility is
reasonably assured.

Adequate provision has been made for losses, costs, and expenses that may be incurred

subsequent to the balance sheet date in respect of sales and services rendered prior to
that date and for uncollectible accounts, discounts, returns, and allowances, etc., that
may be incurred in the collection of receivables at that date.

We have disclosed to you all sales terms (both express and implied), including all rights
of return or price adjustments and warranty provisions. We have made available io you
all significant contracts, communications (either written or oral), and other relevant
information pertaining to arrangements with our customers, including distributors and
resellers.

We have adequately disclosed a description of our major revenue generating producis
and services, the types of arrangements (including multiple-element arrangéments) used
to deliver these products or services, and a description of the revenue recognition
policies applicable to these products or services.

We believe that the deposits for the purchase of logs in Inner Mongolia are fully
recoverable through future timber purchases.

— 4
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J. Inventories
1. Inventories were priced at the lower of cost and market as follows:
°  Raw materials and expense materials - at the lower of cost and replacement cost.

° Work-in-process and finished goods - at the lower of cost (including material and
labour costs and overhead costs based on actual rates) and market (i.c., estimated
realizable value less costs to complete and sell).

In arriving at such values, full allowance was made for defective, stow-moving, excess,
unusable or obsolete stock., Adequate provision has been made for losses under firm
purchase commitments for goods for inventory. There have been no reductions of the .
selling prices of finished goods subsequent to the year end and none are contemplated,

2. Physical counts and measurement of inventories were made by competent employees
under the supervision of the management as at the year end, and the quantities were
determined by actual count, weight or measurement.

3. Inventory does not include items not paid for and for which no liability has been
recorded in the accounts at the year end; goods on consignment from others; or goods
invoiced to customers. :

K. Financial Instrumenis

'The Company has properly classified financial assets with readily determinable fair values as
either held for trading, held-to-maturity, loans and receivables or available-for-sale. The
Company has the positive intent and ability to hold to maturity all financial assets that are
classified as held-to-maturity.

‘The Company has properly classified financial liabilities with readily determinable fair values as
cither held for trading or other financial liabilities.

Our valuation methodologies have been consistently applied from period to period and we
believe that the methods and significant assumptions used are reasonable, reflect those we
believe would be used by market participants, and result in a measure of fair value that is
appropriate for financial statement measurement and disclosure purposes. In addition, our
disclosures related to fair value measurement are complete and adequate.

L. Long-term Investments
1. These investments are valued at cost.

2. Appropriate loss provisions have been provided in the accounts for any other than
temporary declines in the value of investments.
3. All income for the year on the investments has been recorded in the accounts.
5
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I M. Investments in Subsidiaries and Affiliates

1. 'We have appropriately consolidated all entities for which we ditectly or indirectly have a
= conirolling financial interest. .

2. We have appropriately accounted for all freestanding (or embedded) rights and/or
— obligations to repurchase the shares of a subsidiary that are held by outsiders as =
financial liability in accordance with CICA Handbook Section 3061,

— N. Variable Interests and Variable Interest Entities

1. We have appropriately identified and disclosed all variable interests and variable
o interest entities (“VIEs”). The Company has reconsidered the initial determination of
whether an entity is a variable interest entity and/or whether it is the variable interest
entity’s primary beneficiary, as required by Accounting Guideline 15.

O, Deferred Charges

1. We believe that all material expenditures that have been deferred to future periods are
recoverable.

P. Property, Plant and Equipment

1. All charges to fixed asset accounts and additions under capital leases during the year
represent actual additions and no expenditures of a capital nature have been charged to
i expense during the year.

2. All property, plant and equipment sold or dismantled during the year have been
- properly accounted for in the accounts.

3. Appropriate rates have been used to depreciate and amortize these assets over our
estimation of their useful lives.

i Q. Long-Lived Assets .

o 1. Long-lived assets to be held and used, have been reviewed for impairment whenever
evenis or changes in circumstances have indicated that their carrying amounts may not be
recoverable. Where appropriaie under CICA Handbook Section 3063, such assets have
been written down fo fair value. Our estimates of future cash flows used to assess

~ recoverability of such assets are based on reasonable and supporiable assumptions
regarding the cash flows expected to result from the use of the assets and their eventual
disposition. Assets classified as held for sale under CICA Handbook Section 3475 are
measured at the lower of carrying amount or fair value less cost to sell.

6
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R. Events of Default under Debt Agreements

I. No events of default have occurred with respect to any of the Company’s debt
agreements. '

S. Liabilities and Contingencies

1. All liabilities and contingencies, including those associated with guarantees, whether
written or oral, have been disclosed to you and are appropriately reflected in the
consolidated financial statements.

2. We have informed you of all outstanding and possible claims, whether or not they have
been discussed with legal counsel.

3. We are unaware of any known or probable instances of non-compliance with the
requirements of regulatory or governmental authorities, including their financial reporting
requirements, and there have been no internal investigations or communications from
regulatory agencies or government representatives concerning investigations or
allegations of non-compliance..

4. We are unaware of any violations or possible violations of laws or regulations the effecis
of which should be considered for disclosure in the consolidated financial statements or
as the basis of recording a contingent loss.

T. Oral or Written Guarantees

1. There are no oral or written guarantees including guaraniees of the debt of others.

U. Share Capital

1. Share capital repurchase options or agreements, or share capital reserved for options,
warrants, conversion, or other requirements have been properly recorded or disclosed in
the consolidated financial statements.

V. Purchase Commitments

1. At the year end, the Company had no unusual commitments or contractual obligations
of any sort which were not in the ordinary course of business and which might have an
adverse effect upon the Company (e.g., contracts or purchase agresments above market
prics; repurchase or other agreements not in the ordinary course of business; material
commitments for the purchase of property, plant and equipment; significant foreign
exchange commitments; open balances on letters of credit; purchase commitments for

7
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- inventory quanities in excess of normal requirements or at prices in excess of. the
prevailing market prices; losses from fulfillment of, or inability to fulfill, sales
commitments, etc.),

2. The master purchase timber contracts signed were all for prices that approximated
market value at the outset of the contract. The Company has neither the ability nor
intention to settle any of these contracts on a net basis,

3. The imported wood log contracts are negotiated in Hong Kong.
W. Employee Future Benefits

B 1. The Company has no employee future benefits as defined in CICA Handbook Section
. 3461.

) X. Consolidated Accounts and Equity-Accounted Investments

1. All significant intercompany transactions have been disclosed to you and properly
eliminated in the consolidated financial statements (intercompany profits in inventories
and property, plant and equipment, intercompany balances, eic.).

2. The cost of acquisition of investments has been assigned in the financial statements to
I the purchased assets (including goodwill, after adjustment for minority interest) and
I liabilities in accordance with their values as at the dates of acquisition.

3. The intercompany loans and current accounts represent a permanent investment in the
associated subsidiary.

Y. Segment Information

‘ 1. The information about operating segments included in the notes to the consolidated
o financial statements has been prepared and presented in conformity with CICA
Handbook Section 1701. We have appropriately identified our operating segmenis
based on the information used by our chief operating decision maker to evaluate
operating performance of and make resource allocation decisions among business units.
For reportable operating segments that are the result of the aggregation of multiple
i operating segments, (1) the aggregation is consistent with the objective of CICA
I Handbook Section 1701, (2) the aggregated operating segments have similar economic

characteristics, and (3) the aggregated operating segments are similar in each of the
- following areas:

1. The nature of the products and services

m 2. The nature of the production processes

8
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3. The type or class of customer for their products and services

4. The methods used to distribute their products or provide their services

e 5. I applicable, the nature of the regulatory environment, for example, banking,
P insurance, or public utilities.

—_. Differences between the measurements used in reporting operating segment
information and those used in the consolidated financial statements are adequately
disclosed in the notes to the financial statements.

Z. Share-Based Payments

. 1. All grants of share-based payments have been properly approved by the Board of
Directors or its delegated representatives on or prior to the grant date, and are in
compliance with the terms of the plan from which they were granted.

i 2. The Company has properly determined the appropriate grant dates or measurement dates
‘ for all share-based payments in accordance with CICA 3870. We have recognized
compensation cost, as well as liabilities for income taxes, payroll taxes, minimum tax
withholding obligations, penalties and interest, as appropriate, under the applicable
accounting standards.

3. We are responsible for the estimation methods and assumptions used in accounting for
the Company’s share-based payments in accordance with CICA 3870. Fair value and
intrinsic value measurements are based on the grant date or measurement date share price
as specified in CICA 3870. The assumptions used in fair value measurements made in
accordance with CICA 3870, represent our best estimates as of the measurement date of

e expectations of future conditions. '

— AA. Discontinued Operations

1. The operations and cash flows of the wood chip line of business have been eliminated
from the ongoing operations of the Company as a result of the disposal transaction, and
the Company will not have any significant continuing involvement in the operations of
the component.

2. No significant events have occurred or circumstances have arisen that would require the
— reassessment of the classification of the wood chip line of business as discontinued
operations.

BB. Use of the Work of a Specialist

1. We agree with the findings of specialists in evaluating the valuation of standing timber
and valuation of meanufacturing capital assets and have adequately considered the
qualifications of the specialists in determining the amounts and disclosures included in
the consolidated financial statements and the underlying accounting records. We did not

9
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give or cause any instructions to be given to specialists with respect to the values or
amounts derived in an attempt to bias their work, and we are not otherwise aware of any
matters that have had an effect on the independence or objectivity of the specialists.

CC. Elective Change in Accounting Policy

1. We believe that the recognition and measurement principles of FIN 48 are preferable to-
the guidance available under Canadian GAAP and provide a more structured framework
to account for uncertainties in income tax.

DD. Income Tax Matters

1. We have disclosed to you all significant tax planning strategies that were put in place
during the current year or prior years that could materially affect the current year
provision for income taxes, or the recorded amount of tax assets or liabilities,

2. We recognize that we are responsible for the Company’s compliance with jurisdictional
tax laws and regulations that are applicable to it. We have identified and disclosed to your
representatives all significant methods of accounting wsed under the applicable
jurisdictional tax laws and regulations that materially affect the determination of financial
statement amounts.

3. We have provided you all tax opinions or memoranda of law that serve as support for
material tax accruals (including tax uncertainties and determinations of the application of
interest and penalties) as well as any tax opinions or memoranda of law that contradicted,
or provided lower levels of assurance than, the opinions or memoranda of law ultimately
used by the company to support its tax positions.

4. All standing timber sales contracts entered into by Suri-Wood Inc, (“SWTI”) and Sino-
Forest Resources Inc. (“SFRI”) have been negotiated and signed in the PRC by Allen
Chan, CEO. All contracts related to the acquisition of standing timbers/plantations by
SWI and SFRI are negotiated and signed ouiside of Hong Kong. As well, all imported
wood log sales contracts (both purchasing and selling) entered into by SFRI have been
negotiated by Alfred Hung, VP of Corporate Finance, by telephone while Alfred Hung is
in Hong Kong and signed in Hong Kong by Allen Chan. The instruction with respect to
the range of profit margin on the imported wood log sales is given by Allen Chan to
Alired Hung orally in Hong Kong.

5. Contracts and agreements entered into by SWI and SFRI with Authorized Intermediaries

(“AT”) with respect to the wood chip business including the sale of wood chips are
negotiated and signed ouiside Hong Kong.

6. Management by SWI and SFRi of cash and amounts receivable from Authorized

Intermediaries is carried on outside Hong Kong,

10

3815-28, 38/F, Sun Hung Kai Cenire, 30 Harbour Road, Wanchai, Hong Kong Tel: (652) 2887 0078 Fax: (852) 2677 0062
90 Burnhamthorpe Road West, Suite 1208 Mississauga, Ontario, LS8 3C3, Canada Tel: (905) 281 8889 Fax: (905) 281 3338

www.sinoforest.com E-mail: info@sinoforest.com

eh £ B M ron o ot m e



EY-HC-2007-000173/11

Sino-Forest Cowpowaﬁon

L 7. The Company does not intend to repairiate to Canada sarnings of iis foreign subsidiaries

f that exist at December 31, 2007 in the foreseeable future.

i 8. All or substantially all of the administrative costs incurred by the Company (the legal

5 entity) including investor relation costs relate to stewardship of the Company and its
subsidiaries.

EE. Subsequent Events

. 1. Subsequent to December 31, 2007, no evenis or transactions have occurred or are

5 : pending that would have a material effect on the consolidated financial statements at that
date or for the year then ended, or that are of such significance in relation to the

— Company’s affairs to require mention in a note to the consolidated financial statements in
order to make them not misleading regarding the consolidated financial position, results
of operations, or cash flows of the Company.

*4% This section intentionally left blank #+*
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Sino-Forest Cozf‘pov‘a‘HOV\

March 18, 2009

Ernst & Young LLP
Chartered Accountanis

In connection with your audit of the consolidated financial statements of Sino-Forest Corporation (the
‘Company”) as of December 31, 2008 and 2007, and for the years then ended, we recognize that
obtaining representations from us concering the information contained in this letier is a significant
procedure in enabling you to form an opinion whether the consolidated finaricial statements present
fairly, in all material respects, the financial position, results of operations, and cash flows of Sino-
Forest Corporation in accordance with Canadian generally accepted accounting principles.

We understand that the purpose of your audits of our financial statements is to express an opinion
thereon and your audits were conducted in accordance with Canadian generally accepted auditing
standards, which involve an examination of the accounting system, internal control and related data

. to the extent you considered necessary in the circumstances. It is not designed to identify, nor can it
necessarily be expected to disclose, fraud, shortages, errors and other irregularities, should any exist.

Certain representations in this letter are described as being limited to matters that are material., ltems
are considered material, regardless of size, if they involve an omission or misstatement of financial
statement information that, in the light of surrounding circumstances, makes it probable that the
judgment of a reasonable person relying on the information would be changed or influenced by the
omission or misstatement.

Accordingly, we make the following representations, as of March 13 2009, which are true to the best
of our knowledge and belief:

Financial statements and financial records

1. We acknowledge that, as members of management of the Company, we are responsible for the
fair presentation of the consolidated financial statements. We believe the consolidated financial
statements referred to above present fairly, in all material respecis, the financial position, results
of operations and cash flows of the Company in accordance with Canadian generally accepted
accounting principles.

2. The significant accounting policies adopted in the preparation of the consolidated financial
statements are fully and fairly described in the financial statements.

3. As members of management of the Company, we believe that the Company has a system of
internal controls adequate to permit the preparation of accurate financial statements in
accordance with Canadian generally accepted accounting principles.

38158-29, 38/F, Sun Hung Kai Centre, 30 Harbour Road, Wanchai, Hong Kong Tel: (852) 2877 PY78 Fax: (852) 2677 0062
90 Burnhamthorpe Road West, Suite 1208 Mississauga, Ontario, L5B 3C3, Canada
www.sinoforest.com
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Sino-Forest Co rporation

Fraud and error

1.

2.

We acknowledge that we are responsible for the design and implementation of internal controls
to prevent and detect fraud and error.

We have assessed the risk that the consolidated finencial statements may be materially
misstated as a result of fraud and have determined such risk to be low.

We have no knowledge of any fraud or suspected fraud affecting the entity involving
management; employess who have significant roles in internal control; or others, where the fraud
could have a non-trivial effect on the consolidated financial statements. We have no knowledge
of any allegations of fraud or suspected fraud affecting the Company’s consolidated financial
statements received in communications from employees, former employees, analysts, regulators,
or others. In addition, ail "whistle-blower” allegations coming to our attention have been disclosed
to you. No irregularities or shortages have occurred and nothing has come to light which might
reflect upon the honesty or integrity of any employes, agent or officer of the Company.

We believe that the effects of those unrecorded financial statement misstatements aggregated by
you during your audit, as summarized in the accompanying schedule, are immaterial, both
individually and in the aggregate, to the consolidated financial statements taken as a whole, in
addition, to the extent that audit differences have been subsequently identified in the current
period that affect prior year financial statements, we have evaluated the effect of correcting prior
year consolidated financial statements and believe that the effects of the unrecorded audit
differences are immaterial, both individually and in the aggregate, to the prior year consolidated
financial statements taken as a whols.

lilegal acts

1.

We are not aware of any illegal or possibly illegal acts, as defined in CICA Handbook Section
5136.

independence

1.

Based on inquiries we have made of our officers, directors, and substantial shareholders, we are
not aware of any business relationship between any such officer, director, or substantial
stockholder (or any entity for or of which such an officer or director acts in a similar capagcity) and
Emst & Young LLP or any other member firm of the global Ernst & Young organization (any of
which, an “EY Entity"), other than one pursuant to which an EY Entity performs professional
services. For this purpose, a “substantial sharcholder” is a person or entity (excluding mutual
funds) that owns five percent or more in the Company. .

We are not aware of any reason that Emst & Young LLP would not be considered fo be
independent for purposes of the Company's audit.

2
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Conflicts of interest

1.

There are no instances where any officer or employee of the Company has an interest in a
company with which the Company dees business that would be considered a “conflict of
interest.” Such an interest would be contrary to Company policy.

Completeness of information

1.

We have made available to you all financial records and related data and all minutes of the
meetings of shareholders, directors and commitiees of directors (or summaries of actions of
recent meetings for which minutes have not yet been prepared) held through the year to the most
recent meeting on January 19, 2009.

We aiso have made available to you all significant contracts and agreements and have
communicated to you all significant oral agreements. We have complied with all aspects of
contractual agreements that would have a material effect on the consolidated financial
statements in the event of noncompliance.

There are no transactions of ‘a material nature, individually or in the aggregate, that have not
been properly recorded in the accounting records undetlying the consolidated financial
statements.

We have disclosed to you all known related parties and related parly transactions, including
sales, purchases, loans, transfers of assets, liabilittes and services, leasing arrangements,
guarantees, non-monetary transactions and transactions for no consideration for the period
ended, as well as related balences due fo or from such parties at the year end. These
transactions have been properly measured and disclosed in the consolidated financial
statements.

As it relates to share-based payments, we have made available to your representatives all plan
documents and data related to granting, vesting, exercising, cancelling, and forfeiting share-
based payments, including modifications to existing plans or previously granted awards.

Recognition, measurement and disclosure

1.

We believe that the significant assumptions underlying the fair value measurements and
disclosures used in the preparation of the consclidated financial statements are reasonable and
appropriate in the circumstances.

We have no plans or intentions that may materially afiect the carrying value or classification of
assets and lisbilities reflected in the consolidated financial statements, i

3
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x Sino-Forest Corporation

Risks and measurernent uncertainties

1.

The nature of all material measurement uncertainties has been appropriately disclosed in the
consolidated financial statements, including all estimates where it is reasonably possible that the
esiimate will change in the near term and the effect of the change could be material to the
consolidated financial statements. )

The Company belisves that the judgements and estimates used in calculating the income tax
provision represent the appropriate likelihood of various outcomes oceurring.

DOwnership of assets

1.

The Company has satisfactory tifle to all assets appearing in the consolidated balance sheet, and
there are no liens or encumbrances on the Company’s asssts, nor has any asset been pledged
except as disclosed in the consolidated financial statements. All assets to which the Company
has satisfactory title appear in consclidated the balance sheet.

Receivables and revenues

1.

Receivables represent valid claims against the debtors indicated and do not include amounts for
goods shipped or services provided subsequent to the balance sheet date, goods shipped on
consignment or approval, or other types of arrangements not constituting sales. Al revenue
recognized as of the balance sheet date has been realized or is realizable and earned. Revenus
has not been recognized before (1) persuasive evidence of an arrangement exists, (2) goods
have been delivered or services rendered, (3) consideration to be received is fixed or
determinable, and (4) collectibility is reasonably assured.

Adequate provision has been made for losses, costs, and expsnses that may be incurred
subsequent to the balance sheet dates in respect of sales and services rendered prior to that
those dates and for uncollectible accounts, discounts, returns, and allowances, etc., that may be
incurred in the collection of receivables at that date.

We have disclosed to you all sales terms (both express and implied), including all rights of return

or price adjustments and warranty provisions. We have made available to you all significant .

contracts, communications (either written or oral), and other relevant information pertaining to
arrangements with our customers, including distributors and resellers.

We have adequaiely disclosed a description of our major revenue generating products and
services, the types of arrangements (including multiple-element arrangements) used to deliver
these products or services, and a description of the revenue recognition policies applicable to
these products or services.

We believe that the $0.5 million deposits for the purchase of logs paid to Inner Mongolian Forest
and Timber Resources Company Limited and $9.5 million deposit paid to Elderbridge Lid. are
fully recoverably through future timber purchases and cash refund.

4
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C Sino-Fo rest Co rporation

8. We are not aware of any indication of impairment on the subordinated loan due from Mandra

Forestry Holdings Limited.

7. During the year, setflements of trade receivables by the customers totalling US$569 million were
made by way of making direct payments on behalf of the Suri-Wood Inc. ("SWI"), Sino-Panel
(Yunnan) Limited (“SP Yunnan”) and Sino-Forest Resources Inc. (“SFR” to the plantation owners
in relation io the purchases of free plantations. We confirm that these fund redirection

transactions were genuine and complete,

8. During the year, trade receivables of US$60.3 million were seitled through cash deposits cradited
directly to bank accounts of the Sino-Forest Resources Ing, by the remiiting agents of the
customers, which are not related parties to the Company or to the management or officers of the

Company as listed below:

Name of Remitting Agents

Winner Max Int' Lid.

Suifenhe Longjiang Shangiian Co.,Ltd
Imported and Exported Timber Exchang
Sino Richly International Ld.

Lifan Trading Ltd.

Marubeni Corporation

Oji Forest & Products Co., Ltd.
Unnamed agents

USD "000
14,866
1,002
1,749
14,194
18,033
21

8

10,468

RO 4D L9 P 4O & €B o

60,341

inventories

~

1. Inventories were priced at the lower of cost and net realizable value, Net realizable value is
the esiimated selling price in the ordinary course of business less the estimated costs of
completion and the estimated costs necessary to make the sale.

* Raw materials and expense materials - at the lower of cost and replacement cost,

*  Work-in-process and finished goods - at the lower of cost (including material and
labour costs and overhead costs based on actual rates) and net realizable vajue,

In arriving at such values,. full allowance was made for defective, slow-moving, excess,
unusable or obsolete stock. Adequate provision has been made for losses under firm
purchase commitments for goads for inventory. There have been no reductions of the selling
prices of finished goods subsequent to the year end and none are contemplated,

2. Physical counts and measurement of inventories were made by competent employses under
the supervision of the management as at the year end, and the quantities were determined

by actual count, wsight or measurement,

3815-29, 38/F, Sun Hung Kal Cenitrg, 30 Harbour Road, Wanchal, Hong Kong
80 Burnhamthorpe Road West, Suite 1208 Mississauga, Ontarlo, L5B 3C3, Ganada
www.sinoforest.com
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Sino-Forest Corporation

— 3. Inventory does not include items not paid for and for which no liabiiity has been recorded in
the accounts ai the year end; goods on consignment from others; or goods invoiced to
customers,

=y ?

Financial instruments

1. The Company has properly classified financial assets with readily determinable fair values as
- either held for frading, held-to-maturity, loans and receivables or available-for-sale. The
i Company has the positive intent and ability to hold to maturity all financial assets that are
: classified as held-to-maturity.

e 2. The Company has properly classified financial liabilities with readily determinabls fair values as
sither held for trading or other financiat liabilities.

3. Our valuation methodologies have been consistently applied from period fo period and we
s believe that the methods and significant assumptions used are reasonable, reflect those we
believe would be used by market participants, and result in a measure of fair value that is
appropriate for financial statement measurement and disclosure purposes. In addition, our
disclosures related to fair value measurement are complete and adequate.

Arrangements with financial institutions

1. Arrangements with finandial institutions involving compensatir{g balances or other arrangements
involving restrictions on cash balances and line-of-credit or similar arrangements have been
properly recorded or disclosed in the consolidated financial statements.

== Long-term investments

! 1. These investmenis are valued at cost.

2. Appropriate loss provisions have been provided in the accounts for any other than temporary
declines in the value of investments.

3. Al income for the year on the investments has been recorded in the accounts.

4. The cost method is used to account for the Company's investment in the share capital of
: Greenheart Resources Holdings Limited as such investment does not have a quoted market
R price and the Company does not have the ability to exercise significant influence over the

investee's operating and financial policies.

Investments in subsidiaries and affiliates

1. We have appropriately consolidated all entities for which we directly or indirebtly have a
controliing financial interest.

6
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2. We have appropriately accounted for all freestanding (or embedded) rights and/or obligations to
repurchase the shares of a subsidiary that are held by outsiders as a financial liability in
accordance with CICA Handbook Section 3863,

Variable interests and variable interest entities

I 1. We have appropriately identified variable interest entities (VIEs) and disclosed all variable
interests in VIEs. The Company has considerad its related parties and de factor agents in making
the determination as to whether a VIE should be consolidated. The Company has reconsidered
the initial determination of whether an entity is a VIE and/or whether it is the VIE's primary
beneficiary, as required by Accounting Guidsline 15.

Deferred charges

1. We belisve that all material expenditures that have been deferred fo future periods are
recoverable,

Property, plant and equipment and assets under capital leases

&_ 1. All charges to fixed asset accounts and additions under capital leases during the year represent
- actual additions and no expenditures of a capital nature have been charged to expense during
the year.

2. All property, plant and equipment sold or dismantied and all capital lease terminations during the
. year have been properly accounted for in the accounts.

3. Appropriate rates have been used to depreciate and amoriize these assets over our estimation of
their useful lives.

Long-lived assets to be held and used, including amortizable intangible assets

1. Long-ived assets to be held and used, including intangible assets that are subject to
amortization, have been reviewed for impairment whenever events or changes in circumstances
have indicated that their carrying amounts may not be recoverable. Our estimates of future cash
flows used to assess recoverability of such assets are based on reasonable and supportable

. assumptions regarding the cash flows expected to result from the use of the assets and their

' eventual disposition. Where appropriate under CICA Handbook Section 3083, such assets have

been written down fo fair value.

P
7
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Sino-Fovest Corporation

J 2. Subsequent to the year end, the Company finalized an agresment fo sell the particleboard
L production lines located in Gaoyao, the People's Republic of China (the "PRC"), for

— approximately $29.7 million (included relevant sales tax). The agreement has been approved by

i the Board of Directors. As a result, the particleboard production lines were written down to the

i amount equal to the selling price less cost to sell, being approximately $26 million as of
December 31, 2008, :

3. Further, the Company is negotiating with the buyer of the particleboard production lines for
leasing the land and building in existing Gaoyao manufacturing facility. Therefore, we do not
believe there are any indicators of impairment on the remaining assets, other than the

— particleboard production machinery and equipment, in the Gaoyao manufacturing facility as of

December 31, 2008,

Events of default under debt agreements
1. No events of default have occurred with respect fo any of the Company’s debt agreements.

Liabilities and contingencles . .-

1. Al liabilities and contingencies, including those associated with guarantees, whether writien or
oral, have been disclosed to you and are appropriately reflected in the consolidated financial
statements.

2. We have informed you of all outsianding and possible clairﬁs, whether or not they have been
— discussed with legal counsel.

3. We are unaware of any known or probable instances of non-compliance with the requirements of

regulatory or governmental authorities, including their financial reporting requirements, and there
. have been no internal investigations or communications from regulatory agencies or government
representatives concerning investigations or allegations of non-compliance.

4. We are unaware of any violations or possible violations of laws or regulations the effects of which
= should be considered for disclosure in the consolidated financial statements or as the basis of
recording a contingent loss.

5. The Company addressed the corporate governance allegation raised by a shareholder in 2004
N and an investigation was carried out by a Special Commitiee appointed by the Board of Directors.
' The investigation was completed in September 2004 and the allegation was determined to be
without merit. The Company believed that no litigation will be commenced by the shareholder
that initiated the allegation. The Company has never received other correspondence from the
said shareholder other than the initial corporate governance allegation issued in 2004.

8
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o 8. We consider the notice of court hearing dated January 19, 2009 received by Sino-Panel

‘ (Guangzhou) Trading Company Limited ("SP Guangzhou") in relation to the acquisition of a
private entity in the PRC by Sino-Panel (Fujian) Company Limited has been improperly brought
against SP (Guangzhou). Given the amount of the legal claim is immaterial, we consider it is
appropriate to not disclose this litigation in the consolidated financial staterments,
= 7. The potential severance payment and penalty, if any, calculated pursuant to the applicable PRC
L Labour Law and payable to employees who may be laid off as a result of the sale of the
particleboard production lines in Gaoyao, is insignificant as of December 31, 2008.

o Oral or written guarantees
1. There are no oral or written guarantees including guarantees of the debt of others,
o Share capital '
1. Share capital repurchase options or agreements, or share capital reserved for options, warrants,

conversion, or other requirements have bsen properly recorded or disclosed in the consolidated
financial statements.

Ry Purchase commitments

1. Atthe year end, the Company had no unusual commitmenis or contraciual obligations of any sort
which were not in the ordinary course of business and which might have an adverse effect upon
the company (e.g., contracts or purchase agreements above market price; repurchase or other
agreements not in the ordinary course of business; material commitments for the purchase of
property, plant and equipment; significant foreign exchange commitments; open balances on
letters of credit; purchase commitments for inventory quantities in excess of normal requirements ,
or at prices in excess of the prevailing market prices; losses from fulfiliment of, or inability to fulfill, i
sales commitments, etc.), :

2. The master purchase timber contracts signed were all for prices that approximated market value
= at the outset of the contract. The Company has neither the ability nor intention to seitle any of
J these contracts on a net basis.

3. The decision on entering info the imported wood log transactions and the signing of sales and
purchase of wood log confracts for Sino-Forest Resources Inc. are all in Hong Kong.

Empﬂoyee future benefits

1. The Company does not have employse future benefits as defined in CICA Handbook Section

3461.
)
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Consolidated accounts

| 1. Al significant intercompany transactions have been disclosed to you and properly eliminatsd in
the consolidated financial statements (intercompany profits in inveniories and property, plant and
" equipment, intercompany balances, eic.).

2. The cost of acquisition of investments has been assigned in the financial statements to the

purchased assets (including goodwill, after adjustment for minority interest) and liabilities in
[ accordance with their values as at the dates of acquisition.

Segment information

. 1. The information about operating segments included in the notes to the consolidated financial
P statements has been prepared and presented in conformity with CICA Handbook Section 1701.
' We have appropriately identified our operating segments based on the information used by our

of the aggregation of multiple operating segments, (1) the aggregation is consistent with the
objective of CICA Handbook Section 1704, (2) the aggregated operating segments have similar
economic characteristics, and (3) the aggregated operating segments are similar in each of the
R following areas:

(a) The nature of the products and services
(b) The nature of the production processes
{c) The type or class of customer for their products and services
(d) The methods used to distribute their products or provide their services
o (e) The nature of the regulatory environment.
Differences between the measurements used in reporiing operating segment information and
those used in the consolidated financial statements are adequately disclosed in the notes to the
T financial statements.

Share-based payments

1. All granis of share-based payments have been properly approved by the Board of Directors or its
delegated representatives on or prior to the grant date, and are in compliance with the terms of
the plan from which they were granted,

2. The Comp'any has properly determined the appropriate grant dates or measurement dates for all
share-based payments in accordance with CICA Handbook Section 3870. We have recognized
compensation cost, as well as liabilities for income taxes, payroll taxes, minimum tax withholding

10
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Sino-Forest Co rporation

obligations, penalties and interest, as appropriate, under the applicable accounting standards.

3. We are responsible for the estimation methods and assumptions used in accounting for the
Company's share-based payments in accordance with CICA Handbook Section 3870. Fair value
and intrinsic value measurements are based on the grant date or measurement date share price
as specified in CICA Handbook Section 3870. The assumptions used in fair value measurements
made in accordance with CICA Handbook Section 3870, represent our best estimates as of the
measurement date of expectations of future conditions.

Derivative financial instruments
The Company has one currency SWAP contract which is held for trading purpose.

The Company’s records reflect all transactions involving derivative financial instruments, all
embedded derivatives have been identified and the assumptions and methodologies used in the
valuation models applied to derivative financial instruments are reasonable. Al transactions involving
derivative financial instruments have been conducted at arm's length and at fair values,

Use of the work of a specialist
When the company has used the work of a specialist, the following representation is included:

We agree with the findings of specialists in evaluating the valuation of standing timber and have
adequately considered the qualifications of the specialists in determining the amounts and
disclosures included in the consolidated financial statements and the underlying accounting records.
We did not give or cause any instructions to be given to specialists with respect to the values or
amounts derived in an attempt to bias their work, and we are not otherwise aware of any matters that
have had an effect on the independence or objectivity of the specialists.

Transaction gains and losses attributabie to intercompany transactions

Transaction gains and losses attributabie to intercompany foreign currency transactions that are of a
long-term-investment nature (that is, settlement is not planned or anticipated in the foreseeable
future) have been reported in other comprehensive income. Transaction gains and losses
atiributable to other intercompany foreign currency transactions have been included in net income
for the period in which the exchange rates change.

11
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Effects of new accounting principles

- We have not completed the process of evaluating the effects that will result from adopting CICA
i Handbook Section 1582 Business Combinations, Section 1601 Consalidated Financial Statements,
g Section 1602 Non-Controlling Interests and EIC 173 Credit Risk and the Fair Value of Financial

Assets and Financjal Liabilities, as discussed in Note 2. The Company is therefore unable to disclose
s the effects that adopting Section 1582, Section 1601, Section 1802 and EIC 173 will have on its
financial position and the resulis of its operations when such Section is adopted.

Income Tax Matters

1. We have disclosed to you all significant tax Planning strategies that were put in place during the
current year or prior years that could materially affect the current year provision for income taxes,
s or the recorded amount of tax assets or liabilities.

U 2. We recognize that we are respeonsible for the Company’s compliance with jurisdictional tax laws

h : and regulations that are applicable fo it. We have identified and disclosed to Your representatives
all significant methods of accounting used under the applicable jurisdictional tax laws and
regulations that materially affect the determination of financial statement amounts,

ey 3. We have provided you all tax opinions or memoranda of law that serve as Support for our

i 4. In the books of companies incorporated in the British Virgin Islands at the consolidation level,
Sino-Forest (China) Investrnent Inc. (“SFCI") has a payable of USD50.78million (ie.
RM8347,038,395) to 8FR which has been outstanding for over two years as of December 31,

In the local books of SFCI, there has been no accounting entries/record showing the payable of
USD50.78million to SER. There is no evidence in the audited financia} statements, in the related
party transaction forms of annual Corporate Income Tax return, in the annual foreign exchange

inspection report or in other documenis of SFCI which could have suggested the existence of
such USD50.78million payable to SFR by SFCI,

U

The books of BVI companies and consolidated accounts as of December 31, 2008 will be

amended to correct the accounting mistake and reflect that SFR has lent USD48.13million to
SWI and USD1.65million io SFCI.

e L 12
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: 5. All standing timber sales coniracts entered into by SW! and SP Yunnan have been negotiated
: and signed by Allen Chan, CEO, in the PRC, .
= 8. The decision on all imported wood log sales transactions conducted by SFR, and the signing of

all imported wood log sales and purchases have been done by Allen Chan, CEO, in Hong Kong.
The instruction with respect to the range of profit margin on the imported wood log sales is given

- by Allen Chan fo Alfred Hung verbally in Hong Kong.

7. Contracts and agreements entered into by SWI and SFR with Authorized Intermediaries ("AI")
with respect to the wood chips business including the sale of wood chips, while that business

[ carried on outside Hong Kong.

exist at December 31, 2008 in the foreseeable future.

8. The Company does not intend to repatriate to Canada e

i was carried on, were negotiated and signed outside Hong Kong.

8. Management by SWI and SFR of cash and amounts receivable from Authorized Intermediaries is

arnings of its foreign subsidiaries that .

;o 10. All or substantially all of the administrative costs incurred by the Company (the legal entity)
e including investor relation costs relste to stewardship of the Company and its subsidiaries,

Subsequent events

= 1. Subsequent to December 31, 2008, no events or transactions, except for the investment in the
: shares and convertible bonds of Omnicorp Limited and the disposal of particleboard production
lines located in Gaoyao, the PRC, have occiirred or are pending that would have a material
effect on the consolidated financial statements at that date or for the period then ended, or that

are of such significance in relation to the Company's affairs to require mention in a note to the

consolidated financial statements in order to make them not misleading regarding the
' consolidated financial position, results of operations, or cash flows of the Company.

Comparative figures

1. In connsction with your audit of the comparative consolidated financial statements for the year
e, ended December 31, 2008, we represent, to the best of our knowledge and belief, the following:

There have been no significant errors or misstatements, or changes in accounting policies that

would require a restatement of the amounts from the financial statements for the year ended

— reclassifications for comparative purposeas.

3815-29, 38/F, Sun Hung Kai Cenire, 30 Harbour Road, Wanchai, Hong Kong
= 90 Burnhamthorpe Road West, Suits 1208 Mississauga, Ontario, L5B 3C3, Canada
; wwaw.sinoforest.com

December 31, 2007, which are shown as comparative amounis in the financial statemnents for the
year ended December 31, 2008. Any differences in the comparative amounts from the amounts
in the financial statements for the year ended December 31, 2007 are solely the result of

13
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Allen T.Y. Chan " Date
Chairman and Chlef Executive Officer

/ ' 4 15 MAR 200

A
. DavigrJ. Forsley / Date
Senior Vice President and Chief Financial Officer
]~ ~
‘E:;_ B S ~ !
6 MAR 2018
Thomas Maradin Date
Vice President Risk Management
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March 31, 2009

Brust & Young LLP
Chavfered Accountants

In connection with the Sina-Forest Corporation's (the “Company”) consolidated balance shests
as at Decefnber 31, 2008 and 2007, and the consolldated statements of income and retained

.eamingy, comprelionsive Income and cash flows for the years then ended included in the

Company’s anava) tepott for the year ended Decomber 31, 2008 to be filed with the Canadian
securities regulatory authosities on Maroh 31, 2009, and in connsotion with your conssut o e
use-of your sudtt report on the abovementionsd conscfidated financial statements ia the annual
report, the represehtations made to you in our letter of Match 16, 2008 remain cutrent,

Certain representations in this letter are deseribed as bsing limited to matters that are material,
Ttems atg ‘considered. material, togardless of size, if they luvolve an omission or misstatement of
accounting information that, in tle light of surrounding citbmnstances, males it probable that the
judgment of a reasonable person relying on the Information would be chaaged or influenced by
the omission o indsstatement, ’

Tn addition to the foregoing, we also confimm, to the best of our knowledge and belief, the
following representations made to you in connection with the procedures petformed by you to
enable you to provids & wriiten congent,

‘General

We have rezponded fully to all ‘hlquiéies made to us by yot:; during the completion of your
proosdures,

We have no plans or intentions that may matetially affect the carrying value of classifieation of
assete and linbilifies, -

The revised worecorded swimmary of sudit difforence for the yent ended December 31, 2008 is
attached in Appendix T, e

Uneenrdited Finasclal Information

Mo oonsolidated financial statemients are avallable for any period subsecuent to December 31,
2008,

181529, 38/44, Sun § tug Kal Centre, 30 Sachetic Rund, Waacha, Heng Kung ‘U (832) 2077 0078 [oe {52} 2077 6062 ;

" 90 Thenbpithaspe Road Weay, Sulte $208 Aisslsigs, Entachs, LSB 3623, Cuande ‘Wl (905) 281 8889 Fas: {905} 281 3338
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Sto-Forast Covrporation

Mindes :

— The dates ‘of mestings of sharcholders, divcolots, commitiess of directors aid important
; minagameht cominittees fiom Janpary 19, 200 to'the date of this letter are as follows:

Compensation and Nominating Comumittes - Rsbruaty 5, 2009, March. 10, 200§

f We have mnde aveilable to you the minutes of these meetings sad such mimated are complets and

authentic records of swch meetings, The minntes of the above mestings have not yet bean
completed or circulated to the Board of Divectors ot the applicable conumitteas for ‘approval.

= However, in ow opinton, the contiveous discloswrs documents (e.g. press relesses, financial

i stetements, MD&A, amnwal information fonn, efc) filed by the Gompany on SEDAR singe
Josmary- 19, 2009 contain all of the necessary materlal informaiton discussed at such mestings
that is raquired fo be disclosed under Canadian sscurities legisiation,

v -l van

Condreces

) We ave made available to you all significant contracts and agresments, We have compliad with
T all asgiects of the confractual agreements that wauld have a material effect on the financial
1oy siateruents i the evant of' noncompliance,

Share-based Payments

! All grants of share-based payments have been properly approved by the Board of Directors or it

’ delegated sepresentatives on or prior to the gant date, and ate in compliance with the terms of
the plans fioin which they were granted,

The Compeny-has properly determined the appropriafe grant dates or mensurement dates for all

shave-based payments in accardmics with CICA 3870. Wa have woognized compensation cost,

a5 well as liabilitles for intoine taxes, payroll taxes, minimum tax withhalding obligations,

= penalties and inferest, ag apprapriate, uader the spplicable accovnting stmdards,

We ase tesponsible for the estimation methods and assnmptions used ‘in accounting for the
Contpany’s share-basad payments it accordance with CICA. 3370. Fair value and intringio value
= mensuteyenta ave based on the grant dafe or measurement date share prics as specified fn CICA
3870, The assumptions used in fair value measurements made in accezdance with CICA 3870, i

! represent our best estimates a3 of the messurement dats of axpectofions of future conditions,

JH5-29, 30/1% s Hange Kad fenfee, 20 3 fashaur o, Wanschnd § Tonyg Bong ol (852) 2877 078 oz (852) 3077 0062
9 Buranalesepre Renud W, Susiee 1208 Mipseragps, Ootacks, 158 303, (innta Tel: (905) 280 BERY M (303) 2680 3378
wwsimibsestann Eamail fnfo@suntrmtenns
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Sitno-TForest Coz*po raton

Subsequent Eveats

No svents, transactions or changes in eogounting policies and presontation have occutred gince
the dates of our provious letter or ars pending that would have & material effect on the andited
financial statementy inciuded in the Company's annual repért or that are of sych significance in
relation to the Company's affirs to requits inention in a fote fo the audited financial statements,
in exsh case in ordsr-to make them not misleading regarding the fwancial position, resylts of
operations, ot cash Bows of-the Company and in accordance with gengrally accepted acconmting
principles a3 of the date of this Istter, We have performed procodures & identify subgecuent
svetits up to and including Maxch 31, 2069, .

3

Approval of Documens

The Annual Report und Atnwal Informetion Forn have bean approved for relegse by the board of
divectats of the Copany,

s

Allen T.Y, Chan
Chairmean sl Chief Bxeentive Officer
Date 2} Memh 25

Thomas Maradin i

Vice Presidpnt Risk Management

Dl 4 é, b

SB15-20, 3871, Gian [y Kok Conptrar, 30 Horliense React, Wontehal, Morngs Kong I\k {859) 2877 6078 o {A53) 2077 0062
Ui Busharnthiiepe Resd Wesy, Suite 1208 Mislimnge, Cntacls, L5 305, Cona Tel: (905) 288 0589 Fu: (905) AK1 2330
wwwshufbret o ol Infsialinifomsi.cong
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- Ernst & Young LLP

‘Gertgin representations in his iettar are deseribedas

- Judgment of

EYGC-2011 0831-02-00007637/1 .‘FYGC—ZCH19'831-02-00007637

G

March 18, 2010

CN N T . . R . B B K .
Dino-1Forest Cop praration

Ghartered Accouritants

In:eannestion with yeur-audl:afthe eonselidzted financialist temernitsiof Sine-Forest Comporalioni(itie
“Company®) as of December-31, 2009 dnd 2008, and for e years then eidsd, We rétoghize that
obtaning represeritatiors from us.éoncerning the.jiiformation eontained in fhis letter is:a significani

procedure in enabling.you.fo form an opinion whelkierthis consolidated financial stafements prasent

faifly, i all material respeits, the finanhcial ‘position, TESUIES of-Speratiohs, -and eash flows of Sifia .

Forest Gerporation in accordance with Ganadian-generally sceepied accounting pringiples..

We understand that th parpose of your-audis of aor finaiiclal statemenis s 1o éxpross n, epinien
thereen arnid your -alidits Were canduisted:if. actofdlaiice-with Canadian generally accepted. auditing
Standards; which: invelve an-examibation. of the-agconnting system, nfernal cortraland related data
fo the extent you considered necessaryiniie drebmstaices. It isjot desigried 16:ddentify; hor can it

. fitessatily be expested todisdlose, fraud; shertages,errars andiother iregularities, should any exist,

. iglinited to:matters thal aretriateral. ffoms
ate. constdoted mateilal, rogardiess: of size; f they Hivole ah-omissioh-or Mmisstateient of fisnaial
statement information that, n the- light -of surrourding direumsfances; ‘nakes i probable that the
easonable persn felying pi e, formation wotld he efianged'or inloariesd by the
SmilSsion & isstateiment. ' ' S

Acsordingly; we make-the following representations, as of March 45, 5040, whicti-are frue:tothe besf
of dur knoWwledge.and balief: ’ . : ’

.Finangial statements and-finansfal records

1. We acknowledge that, as memibets of marnagement of the Company, wé ate responsibie for the

fair presentation-of thé tofisolidated finahtial stafemeiits. We helievs ihie consplidated finaicial
statements referred-to above-present faitly; in all materig! respecisythe, financial posifion, results

of -operatioris aid cash flows of-ffie Company ih aecordance with Ganadian generally Aaccepted |

accounting principles.

2. The significant ‘accounting -poligies adopted-in the preparation of the conselidated financial
statements are fully and fairly déscribed inthe fihancialsfatemetits.

3. As members of management of the Sompany, we helieve that the- Company has a system of
internal controls adequate fo pefimit the preparation of acturate ﬁpanc;jia'l statements in

accordance with Canadian generally aceepted écéo{lllﬁﬁng principles.

3818-28, 38/F, Sun Hung Kai Cenlre, 30 Hatbour Read,-Wanchal, an_c.; Kdng Tel: {852) 2877.0078 Fax: (852) 2877 0062

80 Bumhamihiorpe Road West, Suite 1208 Mississauga; Onigirio, L5B 3C3, Ganada Tel; (965) 2818889 Fay: (905) 281 3338
wavsinoloresl.oom E-mail: infogsinplorest.com
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Fraud and sjroy

1.

We acknowledge that we. are responsible:for ihe desigh andiplémentation oflinterngl caintrols
te:prevent and detectraud and error; - R

. We have #ssessed the sk that - the ‘conisdlidated: financh statements may- be materally

misstaled as-avesyult-of fraud apd

ave-determined such risicio be fows:

We have no kriowledgs of any fraud of sispoated: fraiid affecting the sRtity:- ihyalving

" imahagemeant; smplofiaes who h»a'\'(Ié signifiea._r}tffglésjin~ internal centrol; or-others, where thesfraud

.8

. Petied that-affect:prior year finandal statements,
| year sonsolidated “financial. statern

~ 1,

could Have a non-trivial effect on'thie consolidated financial siatements, We have no knowledge

, of: field or suspected Trand aifesting e Company’s cohsoliddted inantial

statements-ecelved'in. communications:from amployegs; formeremployees; analysts; regulators,

] cgalions comify to vur-aftention havs been disclosey

10.yoll, Ne regularities of-shéftages have oeetiited and Aothing ‘has 86rie to. light-Wwhich, might
Teflect upan the horiesty-or-integrity-of:any employes; agent orofficerofthe Company. -

-oF others, In Addifion, -all “whistis-blewer al

We beliave that the effects of those Lsfecorded Tinancial statementiissiateitionts aggregated by
Jou during your audlt; s summarized-ip the' accompanying: schedile, are: immaterial, both
individually. and i the 2ggregate, ‘to the. conisulidated finaricial statsmants iakeiy as a:whole:. In
addition, 1o:tfie extepit that audit Siffsfensss: Rava besi subseadelitly idantifed iV e curkeit

is;wohave evaluated the-effoctor serrecting ‘prior
S1ils. and ‘belisve: that the sffants -of the unrégorded audit

- differences are. immaterial, both individually andin ihe- aggregate, o-the prioryear copsolidated

fingngial statemenits takenasa ‘whals.

. Hiegal acts

We are not aware of any illegal .or possibly Hlegal acts, as:defined i CICA Handbonk Segtion .,

5438:

Indepeidence

1.

‘Based on inquirles we ha've:'m'ade'-..df'b.ti'rzofﬁcqn's_;.rdi'r-éc'tio%; dndsubstantial sharekolders, we-are

not aware of any business relationship betwsen: any sugh-officer, direclor, .or substarilial
stockholder (or any entity for or of which siich:an officer or direttor acls in & similar capdcity) and
Emst & Young LLP or any other member firm-of the dlobal-Ernst- & Young oigahization (any of
which, an "EY Entity”), other than ene pursuant fo which an EY Entity performs professjonal
services. For this purpose, a "substantial-shareholder” is a pérson or antity (excluding mutual
funds) that owns five percent or morg in the Company,

independent for purposes of the Company’s audit.

We are not aware of any reason that Efpst & 3Young LLp W.O'Uld nol be considered to be

3815-29, 38/F, Sun Hung Kai Cenlre, 30 Harbour Road; Wanghai, Hqglg,l(o_{)g -Tei: (852) 2877 0078 Fox: (852) 2877 0062
90 Burnharnthoipe Road Wesl, Suile 1208 Mississauga, Ontado, L5833, Ganada Tel=(906) 281 889 Fax:.(905) 281 3338
wwy.sinoforest.com E-mail; in__{g@s_mq{oregtzcw
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‘Conflicts of interest

1. There are no instances where- any -officer -or-empleyes ‘of the: Cormpany has an. interest in a
campany With which the ‘Gompany. doss' business: fiat would b ‘corisidersd. e ‘conflict of
interest” Such.an i'htf'afast-would,-be.egnt’raty f@'t@or‘qpé‘:ﬁ;{ poligy:. . .

Complefeness.of information

1. "We Have made available to you all finandial records and related dala and all-mingtes of the
.Meetiigs of shareliclders, directors and comiriftass-of: difetlors (BF SurdManEs oF aclishs -of
Tegent mestingsfer which minutes have not yet been prepared)held through thevear o the most
recenit megling en Jariuety25;:2010, T

2. We slso. have made -available T you all sianfficant gonfracts and agreements and. have
‘communicated to. you. all. signilicant: oral agresments. We have. somplied with all aspacts of

-contractual agreements thaf Wweuld have @ ngleifal efféot; on the doiisolidated. finansial

statements in-the event of noncempliance.

| 8. There aie wio trénsattions of i Wiateial watiics, Individually: o i the: sggregate, that Have. not
- -been properly ‘recgrded” in the acoounting wecords underying the consolidated: financlal

shatements,

4. We have disclesed 1o you all- known -telated ‘paities dhd felated ‘paity {r8hsadiions, fricuding
“sales; purchases, loans,. transfers of sssels; lisbilties and services, leasing arrangements,
‘Quaraniges, nori-ohetary tiansactions wnd: tiafisactions: for fia sohsiaration Tor fhe. period
. ended, as well as related. balances due fe or from -such’ parties at:the. ‘year end.. These
transactions, have been ‘properly mieasured. and disclesed i :fhe ‘eonsolidated fingneial
statemeénts. R

-5, As it relafes to share-based payments, we-have made available toyour tepresentatives. all plan

documents .and data felateid 10 grantitig, vesting, exeralsing, eancelling, and forfeiting ‘share-
based. payments, including medificatiens fo existing plans of previeusly dtanted:aliards: -

‘Recegnition, measurement gnd disclosuse

1. We believe that the significant assumgtions iderlyifig the Taft ~value meagurements and
disclosures used in the preparation of the consolidated financial statemerits. gre reasonable and
appropriate in the circumstances.

2. We have no plans or.intentions that miay materially- affect the sarryirig value or classification of
assels and liabilities reflected in the consolidated fingnefal statemens.

Risks and measurement uncertainties

1. The nature of all material measurement undertainties has been appropriately disclosed in the
consolidated financial statements, includingall estimates where it.is reasonably possible-that the
3

3815-29, 38/F, Sun Hung Kai Centre, 30 Harbour Road, Wanchal, Hong Iong Tol: (852) 2877 0078 Fax: (852) 2077 0062
90 Burnhamthorpe Road West, Suite 1208 Mississauga, Onliido, LEB 3C3, Ganada Tek (905) 281 8889 Fox: (D05} 281 3338
v, sinoforost.com E-mail-info@sinoforesl.com
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Sino-Forest Co rp2eration.

— “estimate will change' in the near term and the effeet of the. :ghange could. be .material to ihe
consciidated fiancial statements. ST T e

2. The Cempany believes. that-the Judgements and. estimates .used:in calculatmg e Tneeme fax
provision represerit the, appropnale hkehhood of vanous eutcomes occumng

Ownership of assets

4. The Gompany-has satisfactory{ifle:te-all assets appeatinginthe consolidated balanaa sheet, and
there are he Tieris or eneumbrances on the Company's. assels, Hor has any asset been: pledged
-excépt 8§ disclosed in-the Gonsolitated fiidndial statefrents. All asssts o whlszh the Gompany .

= hag: satisfactory {itle appear in‘sonselidated the: balange.shest.

i 2 fThe Cormpany. has propet fitfes: ahd nghts oAl fimber holdings as recorded on the consolxdated
I o - balance sheet as of Becembeér 31, 2009. Thete-weére ho:natfal dlsasters Wwith respect tor any. of
‘ the Comipany's plantatzons during the year ended’ Dacembar 34, 20;;]' timber holdings are

Jully covered by insurance policies. The Comp: Y doss not have significant. agsst retirement
‘obligatiorron its-plantations:i: Me;-]’eop]e s Repubhc of Chma (the "PRO”)

| Related party transactions:

koo 1. Transachios with, felated paities, as defined in CIGA Haidbook Section 3840, and relafed

[ gmounts reeelvable or payable, including sales, purchases, loaks, transférs, lasising

. ;arrangemen’fs and -gudrantees,., have besn preperjy recgr_ded and/er disclosed I the
- cehislidated findnelal statements.

2 _'Moreover no 1eiated pames have been mVOJved :m ihe seitlement precess between authonzed

accounts payable We conflrm that these fund redtrecﬁ@n transactlens were genume and
= complets. x : e : ;

Receivables and revenues

L ".1. Receivables represent valid claims.againstihé debtérs indicated:and de.rol include-amiounts for

‘ goods shipped or services provided subsequent fo the balance shesi:dates, goods: shipped on
consignment, or other types of -arranigeiments not: constltutmg salgs. All revieriue recognized as of
the balance sheet dates has been realized or is reglizable and earned; Revanue has not been
recognized befdre (1) persuasive evidence -of an arrangement exists, (2} goods have been

. delivered or services rendered, (3) consideralion to bg fegéived is fixad or deferminable, and (4) .
collectibility is reasonably assured.

- 2. Adequate provisien has been made for losses, cosis, and expenses that may be ineurred
' subsequent to the balance shest dates in respect of-sales and semvices fendered prior to those

dates and for uncolisctible accounts, discounis, refurns, and eallowances, etec., that may be.
. incurred in the collection of receivables at those dates,

)— - 3815-29, 38/, Sun Hung Kai Genlre, 30 Harbouwr Road, Wanehai. engKonhg Tek: (852).2877 0078 Fax: (852).2877 Q062
Lo 48 Burnhomthorpe fload West, Suile 1208 Mississauga, Onlario, L58'363, Canada Tel- (906)281 8689 Fax:(905) 281 3238
et . sinoforest.oom E-mail: Info@sinoforest.com
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o '3, We have disclosed-to you all salgs.terms: (b@ih express and implied), ingluding all:Fights-of returi
o1 price adjustinefits ard warfanty provisiens: We have made avaflable fo you all, sxgnlflcant
contracts,. commuynications (sither wrilten- or- ‘oral), and other relevant. informpation pertammg o
arrangemerits: with our. customers mc!udmg distributersand: Tesellers:

4.. We have adequately disclesed a. deseription of our Major revenua genefating products .and
serviges, the bes of Aarangerents (mc]udmg iltigle-elepent: arrangements) wiskd 1o deliver:
these. pradiicts or services, and a deseription iof the: revenue recngmnen pohcnes apphcable to

" these:producis-or serviees. 3

B, We are dxscussmg with dnngt Mofigoliah Forest -and Timber Resourges: Company. Limited
o - LIMFT), Elderbiidge Ltd. and its shareholders bri-anew: répayment sehisdule for'the $0.5 million
: - deposits for the-purghase of Jogs paid {0 TMFT and $9.5-million deposit:paid-to Elderbridge: L id,
"Wa expeot these deposrts will- be: . fully recoyerable;by'future firber : purcjjaSea gindlor sash

. refund,
6. We are not aware:-of any. indigation of impalunent on ihe subordinated lean and. mterest
Fecéivable- o Mandra Forestry Holdings Limited.
. - Zi Duingthe-year, selllsments ofitrade receivables by thevoustomers :-tetalhng US$904 milliony were
i T mdde byrwayef riaking.ditect paymerits on behalf of-the StriWodd ne: " k it
i » . Reseurces Ing: ("SFR")+e-the plantation: -owners. in relation te the pu ‘ases of fieg, plantatiens
e We eonfirm that thesé fund redurechon transadlions were genyine:and; comp?e’ce
} 8. During the year; trade: feceivablés of US$I20.4 inillion- were. settidg through cash depeslts'
o credited directly to bank accounts-of the 8FR by:ihe remit ’ng agents oﬁhe eustomers whtch are
= not ielated. parties to. the Gampaiiy: er to ‘the méanagee I
! below: ) ‘
- Nama 6f Remitting Agerits . USD-000:
- Winfter Max Int' Ltd. =2 B 34,516,856
f Imiported anid Exportsd Fimber Exchange. - # - 999,896
- ' Siho Richly Interpationa) Lid. $ 34,791,019
. L Lifan Trading Lid. $ 40 491,241
! Unnamed agents $ 12,696,444
¥ 120,495,256

Inventories

1. Inventories were priced at the lower-of cost and net réalizable vilus. Net realizabls. value is the
[ estimated selling price in the ordipary course of business less fhe: estimated costs of compleilon
and the estimated costs necessary to make ihé sale.

= Raw materials and expense matetials - at the lower of cost and replacerent cost.

= 3815-29, 38/F, Bun Hung Kat Conlre, 30 Harlour Road, Wanchai, Fong Kong Tel (Bo?] 287 0078 Fax: (852) 2877 0062
- 313} Bumhamlhmpp Road Wesl, Suite 1208 Mississaugd, Ontasio, L’:B 3C3, Canatla Tak (900) 2816888  Fax: (905) 281 3338
T wwnwv.sincioresl.com E-maik: info@sinofor esl.com
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» Wbr_kdn-_pro.(':e.s_sl and finished goods - at the Jower ofebst{includiigimatenal and ‘labour gosts.
and overhead costs based on-actual rates) and net reslizable valus,

Included in the balance- of wood logs, thare!is approximately-$11 million 39 tons) worth of Hainan
Yellow Rose woed: I6gs,-which has lillé movenisnt in the past2 years. Wa eonfirimad:that Hainan,
et

. Yellow Rose Is a pretious spedie’ and there ¥s'no vali ion sencern. We represented fhe Tair

value of the 8tons of Halnah- Yellow Rose weiod logs -excaeds: i o
balahce shést date: ‘

Inariiving af such valuss, fulfallowance was made-for defctive, slow-moving, eXeess, mnusable

-, Or obolete: stoek, Adaguate provision' has bBegh mdde: for finii salss: contatts in éxcess of

2.

3

L
" either held for frading, held-to-matufity, loans: 2

inventory held :and for fizm purchase: centracts. There: have: been'n Tedusiions of the. selling:
prices of finished gotds.subisequent to:the'year end and Hone:ars tontemplate: I

Physical counts and'measurement afinventor es:were-made by .e.gémbétém employsés.Uhdghthe

supervision of the.nanagement as at'the year and, and'the quantities: were determined by-aciuat
gount; weight or-measuremient, . "

Inventory:ddes netinglude Tterms nat pald for and fer which no liability fias been recorded inthe
aceounts at ttie year.and;goods on corsigninent fom-others; orgoodsimyeiced to-oustomers;.

- Finangial instruments-

The Company has preperly. classified financlal assels. with readily ‘determinabls fait valués as
id receivables o availableforsale. The

- Gompany has the positive fritént-aid ability to hold' 1 mhaturity all finafiolal assets. that are

posifivedntent and abifity:to hold o maturity:

classified as held-to-malirity: The Gempanyhas fhe
all financial assets that are elassified as: Hisldfo-rnaturi Y.

‘either held'for tradiing or. other financial fiabilities.

The. Company has properly classified financial fiabilities wj;t_tfl..réadiiy-:détéémihéb]&,%‘é’.i_r-v.'éggile.s: gs

Our valualion methedologies have -besh Gonsiténtly: applisd: fidii petiod to, perfod arid e
believe that the methods and significant assumptions used are reasonable, reffect those’ we
believe would be ‘Used by ‘markst partidipants,. and. vesult in a measure. of fair value that is
appropriate for financial statement measurement and’ disclosure. plirposes. “In addition, -our
disclosures related to fair valué measurement arg'coriplete and adequate.

Arrangements with financial institutions

1.

38
30

vww.sineforesl.com

Arrangements with financial institufions .invelving compensalting'balances or ofher arrangements
involving restrictions on cash balances and line-of-credit or simifar arrangements have been

properly recorded or disclosed in the-consolidatéd-finandial staterients.

15-28, 38/F, Sun Hung Kai Cenire, 30 Harbour Road, Wanchii, Hong Keng Tel: {852) 2877 0078 Fox: (852) 2877 0062
Bumhamthorpe Road West, Sulle 1208 Mississauga, Ontario, L58 363, Ganada Tek (905) 281 8888 Fax; (905) 281 3338
E-mail:-info@sinoforest.com
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Long-term investments

1,

2.

-4,

2

These. jnvestments are valued at gost:

Appropriate loss provisions have been provided i 1o dccbunts for any othef than temoerary

declines in the value of investments:

Allincme for the year-on tHeinvestmenfs has bean fecorded in tha dctounts,

The cost methed is used to aggount for-the Company!s- Invesiment in. the: share eapital of
{Greenibeart Resourpes Holdi fted : ‘Greenheart”) and Mandra Forestry Holdings Limited
s such invesiments -do Hot have. quoted fharket prices and. the: Company does: et have the.
ability-to exercise sigrificant-influenss over: the\mvestees nperatmg and fmancaal pa]lcles

: iﬁuestmenis in subsndlan_es and aff,l.hates

We havé: appropriately cansohdatad a!! enmres ”fo,r w}nch Weit dlrectly OF Inchrecﬂy have:a -
" sontrelling financial interest.

Mg have dppropriately. accounted for all freestandiig:(er: embedded) nghts andler obltgations for
repurchase ihe share.s of & subsndxary that are held: by .ouis;defs as & fihapcial Takllity. in

Veirfable imerzests and varisble ijl“!ﬁtéi'?é;‘f‘.aﬁ eﬁﬂﬁﬁs o

We héve appropriately. identifidd variable intérést eritities (ViEs) and -disclosed =l vatiakle

" interests-In VIEs. The Company has-considerediis'related parties and de fagter.agents in making

the determiination 5.0 Whether:a VIE should be sonsolidated. The- Company hias racongidered,

{he “inilial -determination -of whether an enfily is .a VIE: andlor:Whether it is. the. VIE:S. pnmary .

'beneﬂclary, as requited by Accouniting Guideling 15.

“The Company does hat.have. any representatxon in the boaid of directors: of Opmnicarp. Lumlted
{"Omnicorp”) nor the ability to parligipate. in pohcymakmg -precess in ‘©mnicorp, ‘As well, the
Cgmpany does not have special Tight' fo: appomt a hémber. of the beard and thiy ean only
neminate individusls to the .board Whith is subjést {o.élection by the sharcholdérs of Ofaicarp.
The Company is not ablgto exercise significantinfluence ‘over financing:and-operating policies of
Omnicorp. Further, the ‘Company. dess 1not- prov:de of §xchange any managerial ‘petsonnel-or
provide technical support to Omnicorp. Moreover, ihe. Comp'any does .not have. thé béngit. of
obtaining financial information other than that available through pubhc sourges.

Deferred charges

1.

3815-29, 38/F, Sun Hung Kai Centre, 30 JHarbour Road, Wanchil, Hong Keng .

We believe that all material expenditures :that have been deferred to fulure periods are
recoverable. -

Tel: (852) 28770078 Fax: (862) 2877 0067

90 Bumhamthorpe Road West, Suile 1208 Missigsatiga, Ontarlo, LB 3G3, Eanada Tel-(005) 261.8889  Fax: (305) 281 333 38

oy sinoforest.com

E-mail: info@sihoforést.com
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it " Property, plant and egquipment and assets undér capital leases.

. 1. All charges to fixed asset accounis.and additions {nder capital leasss. duriag the year represent
- g aciual additions and no expenditures of & capital-nature have heen charged fo ei(pensexdunihg
the year. S '
2, Al property, plant and equipmen’c:"s‘b}d;o‘i& disrnantied and alf capital lease terminations. during the .
2, . yearhave been properly.aceounted for in the aceounts. T

3. #Applopiiate rétes havis heen.used fo:depretiate and arioriizethese assets bysrour estimatior of
thelf usefiil lives. . :

A‘V‘v&..

Long-lived assets'to be held.and used, insluding smortizable ntangible assels
, 1. LongHived asssts o -be hsld and wsed, ineliding- intangible assets that are subjest, to
i .. amorlization, have beeh fetigwed ol impalimient whenéver-eVaits of chaiiges in SraUmstancas
J - -havetindicated that their carrying amounts maynof by recoveraple: Qi estimates of fulure cash
o Hlows used 16 adsess racoverability of sech assets. aie: biiskil 6h yoasonable -and supporable
= o essumplions regarding the cash flows: expeatedifo restil: from ihe. use of the assefs:and their

: bsritual disposition. Whiete appropriate under IGAHandbook Seetion 5068, such assels Fave
" ‘héen Viiten downto fair valia, ' .

- 2. Further; the Gompany: entered info Tease agreement. With the buyer of the -parficlehoard
. .. produgction lines: for leasing he rémaliing urdisposad lend .and buiiding inexisting Gaoyag

" manufasturing faellity. We ‘do not believe thers is. any’ indicater of impairment on thé land. and

N huildmigof the particlehoard fagility in Gaoyaw: and iha Hotring fidllity in Suzhoy, ihe PRE, We

v . confima that:the Stizhol edipméht-and indchin

€ : eichinery are ii good candition dnd-exphct o operats -
1 these. equipment and machineryfor at feast 9 moreyearsfrom.January 4; 2009 a

= 7 Events of default under debt dgresierits:

1. No events:of default héve-occurred with respsét 10 any of the Company’s debt.agresments.

= - Liabilities and confingencies . "

1. Al liabilities and contingsncies, including those. asseciaied with guarantees, whether wiitten-or-

oral, have been disclosed to you.and dre -appropriately reflected in the consolidated finangial
sigtements. '

2. 'We have iriformed you of all outstanding and possible claims, whether ot net they have been
o discussed with legal counsel.

3. -We are unaware of any known or probable instances of non-compliance with the requirements of
regulatory or governmental authorities, including their financial repoiting and régistiation
/2 requirements, and there have been no internal investigations or communieations from regulatory
agencies or government representatives coricerning -investigations .or allegations of non-
8

’; 30815-29, 38/, Sun Hung Kol Centre, 30 Harbour Road, Wanchai, Hong Kong Tel: (B52) 2877°0078 Fax: (852) 2877 0062
; 80 Burnhamiliorpa Road West, Suile 1208 Mississauga, Onlarie, L5B,3C3, Ganata Tel: (905) 281 6489 Fax: {905) 281 3338
e v sinoforest.com E-mail: info@sinoforéslcom
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- 1. Atthe yearend, the Gompany-had ne unysual sommitmen

compliance.

4. Wg are'unaware of any violations.or péssible-violations of laws:Of reguilations ihé effegts.of which

should'be considered for disslosure in the congolidated financial statements or:as: the

e NN ! basis. of
recording a contingént loss,

" 5. The Gompany has. agsessed the compliance iy the. debt covenanis. related to its long:term

debts. The Company deterfriined that it hiss eomplied With il debt vavenaiis aad thars Js. fia
defaillton any-of fhie long-term débts. S

Oral orwritten guatantees

"4 “There arene-oral or writien guarantess including:guarantees of the-debtiof.others.
‘Bhare capital |

. 1. Share.capital repurchase eptions of agréements; or sharé capital teserved for-options; Wairails,

canversion,.or other-requirerants have been:properly Yecorded o gisclosed i the. 6o

conversion,-or other-rex nsolidated
finaricial statements:

. ‘Purghase sommitments

, ts-or santraciual obligations of any:sort
whigh Were not in’the erdinaryscourse of business and:-which might-have an adverse effost upon
“thie. soifipany {e.gs, Sontracts or-piifchasé agieetiients abibve: markat jprice;. repurchase. siether
_2greements not i1y the ordinary course of business: materlal: commitments for the- purchase: of
‘propefty, plarit and equiprent; sighifieant forsign exeliange: sonimitments; opan balances -on
letters-of credit: purchase:commitimentsfor inventory quantifies in exeess-of fisrmal reguiraments

‘or.at prices In extass of the prevailing rarkel prices; Tosses frarfulfilment o, o inability-ofulfil,
Salss Gommitments, elc:): h o )

2. The master purchase timber contracts signed, were all for priges:that approximated. market value
at the outset of the contract. The Corhipany has nelthet- e ability nof infenfion, to, sétlle any of
fthese contrgels on a net basis. ' o

3. The decision on entering into thé: imperted wood log transactions and the. siguing: of sales and
purchase. of wood log coniracts for Sino-Forest Reésources Inc: are.all in Hong Korg.

Employee future benefits

1. The Company does not have employee future bensfits as defined in CIGA Handbook Seclion
3461. ‘ . -

3815-29, 38/F, Sun Huny Kai Centre, 30 Marbour Road, Wanchai, Hong Keng Tek: {852) 2877 0078 Fax: (?352) 2817 0062
80 Butnhamihorpe.Rond West, Suile 1208 Mississouga, Ontario, 158 303; Canada Tel: (905) 281 8889 Fax: (905) 261 3328
wyav.sinpioresl.oom E-mail: info@sinoforest.com
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—  Consolidated accounts

| 1. All :s"jghiﬁc_ant inteircorhpén,y transagctions have been difclossd 0 you and properly sliminated. in
o .tja,gs'consolp.cjgted financlal statements {intercompany profits in inventories ahd ‘propeiy, plant-arid
— squipmernt,. intéféompany balances, etc.). ST

2. The cost: of acquisition of investmients has been assighed i the fifiandial Statergnits o tha

i, purchased assels. {including goodwill. after adjustrient for minority inferest) ‘and Habilities in

i acsbidarice With e Valuss & at thedalés-obacquisilion, _
B Segment infarmation

;1. The informatien abiout operating segments: included in the notes: to the :consolidated finariial
. .+ -slatemerits:-has beén prepared and preséntad. in conforraitywith G1GA Handboik. Section 1704,
. _ We have apmqui_éte_}y~i"den,t_iiied' our operating segmenits:based o the: inforiztion Used by our
TR chief" dperating detision maker. to ‘evaluate: operaling: performarice. of and. make resource
‘ its. Fof reportable-opgrating:

o . g b able: gisegments:that are:fhe: result
- of the:angregaion of mulligle operating: segments, {1} the-aggregation & consistarit with -fijs
S Bhjsstive of €

IGA Handbiiok Section: 1701, {2) the-agtreyated operating ssegmients: have similar
eq:onemic»'cfhathﬁteriéfieg .
Tallowing ategs:

- a6d. (3) the dggregated gperating ségmonts are:similal

L ) The hatiiie ofthe pradiets and servises
" {B) The nature Gfihe produciion Progesses
o 1) The type o clags of customer for their products and samvicss

(d) The metheds used fo digtribute their products or provide:théii sefvices

T (8)The rature of tie regulatory-environment

‘ Differences between the measurements uséd in reparting -opétating segmmient infétniafion. snd
[ - those used in the tonsolidated finangial statements are‘adeguately disclosedin the notes-to the
! financial statemerits, e i

Discontinued operations

In 2009, all risks and rewards of the particleboard line operation ‘in Gaoyae, the PRC;, have been
transfeired. from the Company to the buyer. We have- nor significant gontinuihg: invelvement (as
- defined in Emerging lssues Committee 153 — Abplying: the Coriditions in CIGA 347527 in
| Determining Whether to Report Discontinued Qge.raﬁbn,s)._“ The operations and cash flows of
particlebeard line operation in Gaoyao, the. PRC, have beeri eliminated from the. ongoing operations
of the Company as a result of the disposa] {ransaction, '

The particleboard line is subject to custom-duty clearange in the PRC but we expact to regover any
10
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- costs relating to cust
of -approximalely -$

om d,ygy, g!garapge.;irgm_‘t‘he Duyer. We estimated we will incur value-added.-tax
28 million relating o the dispusal ‘of the parliclebeard: fines Based on the.

prq.g?'rftion Bf néw -and uséd fixed asséts on'thg Corripany’s bebicand recerd; We. confirmad that no.
additional expenses are-expected'to ihcur on the parficiehoardiine ongeing forward basls. -

We. belleve the poteritial severance paymefit and pendlty; i any, caloulated pursuaint to. the

applicable PRG Labiour Lave aid payable: to- srployeds who fay he Jaid off as & vesult of the, -
disconfinued operafion, is negligible as of Decembier 34, 2008, ~

Mo significant. eyenis have ocewrred or -eircumsianees: have afigsn thst “wollld. féquite the’

reéhsdssamiert

peration as discontinued operations, e, 7, LT .

6k the lassification of the discoritiiet of vivei ¢tilps busihass anid partidlehosid ling

Bhare-hased payments

¢ Allgrants of share-based payments have been:prop
- delegated tepresentatives:on orpriort:the granit date, @id are-ii.
the plan: frem.-which thay ‘wefe granted. Dsl:
Rayinsnts is.within-the Board's Jegal rights; and i aceordance wif

erly approved byihe Boardiof Difectors or its
it ae:in-complianc {hie tefms-of
gatioh 8f thé. aiithisity. to graint share-baset
h:tha terms: ofithe. applicable

‘shiarestiased payirient plan(s),

2. "Tha Company has properly.determined the-apprepriete:grant d
share-based paymants: in acdordance with GIGA. Hantbobk:

ales or measurement.détes fof il
clion. 3870. We have recognized

‘gompensation cost, as. well a8 liabilitiesfor incoms tasies, payiol taxes, Mt faxwithheldifg -
- :ohligations; penaliies and interest, sas:appropiate; under the applicable aseounfing-standards.

& We are résponsible for ihé estimation methsds ang assupnpii

‘Company's share-based paynrents in agcordanee. with CICA Handbook Sectibh 3870, Fair valus

igns. used: in accounting foi-the

~ &nd inrinsic value msastrements aré based on fhe:grant date: ormeasyremient date-share prige
s spécified in GIGA Handbook Sectio-3870. Tha-asauriplions usedin falrvalusameastrerionts
Mnads in actordance.with-GICA Handbook Section:3870, represent our best esfimafes as of-the

‘measturément date: of expeciations.of fiitire condjtions.,

4, There are 121,000 sfock Options granted to M. David Horsley with Stiginal expiry. dafe dr
September 9, 2009, and 105,000 stock options «grainted 1o: Mr; Edraund Mak with: original expiny

date on May 11, 2008, which are still outstanding at: Déseriber’ 31, 2008. The. expiry datés of
above -oplidns were extended because the original expiy ‘dates: of these opfions fell within a
‘blackout period. As a result, pursuant to the terms of the-Company’s stock opfion plan, the expiry
-dates of these options are extended to-the.8th business day after the end of the eurrent blatkout,
period which commenced on Pecember 21, 2009, ) -

Derivative financial instruments

The Company has one embedded derivative, being the. eo,r'w'erﬁpl,e ‘option of Omnieorp’s convertible

bonds.

11
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~The Company's records reflect all {ransactions ‘involying detivative: finangfel insiruments, all
Sinbedded derivatiyes hiave besn ideritiied and the. assumptions and nethiodologies tised. inthe

. valuatioh models applied to-derivativé financial instriiménts are.réasonable. All transactiohs rivelving

derlvative finangial instruments have heen condusted at-aim's lengfh and af fairvalues.
Use of the work of a specialist

W ‘sre with the findings- o spécialists in, evaluating the valiation of Stahding tilnbér and have
adequalely- considered the -qualfications of e spedialists in determiing 1hs -amounts and
distlosures ineluded in the ednsolidated financial statemsrits ahd:he indéflying ApeoUtNG Tecdrds.
t {0 the values or.
igtters that

amounfs:derivedin an atteript fo. bids their work, andwe are-not ofherwise aware of ar
ad-an sffest on the indépendenca:or étgiéc.”c’i.&ii.t},i ‘of the-specialists;, )

Transaction gains and losses attributalile to iiitercompany transactions:

1. Transaction gains. and-losses attributsble-fo intercompany fareiyn cirrency:frarisactions that-are
of & long:teri-itivestment hatuis (iHat is, settieisnl 3s not planied or anticipatad jn- tha

- foregesable future) have been reported i otf b i ' flc
1ossgs attiibutable to-ether Interecyripary-foreign curréngy-
dintiomp for'ths period iis wihichithe exehdhge iates. chinngs..

2. Allsubsidiaries ars‘frealed as self-sustelning-operations since. {4 ) he eashilows, {2):selling

' piitios i marksts of the subsidisifes pradiicts;. (3)labeur; materlals. and othercasts, ard (4)
thefinancing.ofthe day<to-day-operations of each enlity arexinsslated Trom the Company, As well,
dhe.subsidiaries eperate indepandently iir BRG-and do nothave other significantinter-company .
tranishationswith the Company, ' T TR

3. Infgr-company balance mainly ineluded three categeries, whish ate eurrent giseount, inters ,
campany-interest, -and iriter-company-loan. There areno Uritsual inter-corppany trafisactions and’
all inter-company loans have been properly gliminated, Alfinter-company loan and inter=company

intetest.are considered net irvestrments i the subsidiaries.
Effects of new accounting principles

We have not compleled the process of svaliiating the effects that Will result from adopting CICA

. Handbook Section 1582 Business Combinations, Section 1661 Glpjn.so'iidét,e.d Financial Statements,

and Section 1602 Non-Gontrofling Interests as discussed in -Note 2 1o the ¢onsolidated. firiancial
statements. The Company is therefore unabje: to disclose the effects that adopiing Section 1582,
Section 1601 and Section 1602 will have on its financial position: ard the. results-of its operations
when such Section is adopted. ' :

lricome Tax Matfers
1. We have disclosed to you all significant tax planning strategies and transactions that were-put in

12
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place. durmg the current year or prior years that could materlally affectthe etirent year provrsxon
for Incéimie taxes, or the:recordéd amounticftax assets or liabilitias.

TR

e T

2. We resognize that we arg Tesponsible: for the Gorpany's: somplianceith jurisdictional fax laws
‘anid regulatiohs that are -applicableto.it: We hava identifised and:dis qsed to yourrepreséntatives

all significant metheds. of agcounting ‘wsed under the: applicable: jurisdistional iax laws and
regulations that matenal!y affgcithe determmatlon of Tmancral s{atement Athounts.

3. We havé. provided yoli &ll opinions of mémoranda of lad ftak:or other) thatservé as. support:for
“Byr. assessiment of matenal fax p@smons (mcludxng tax uncdrtamtles and- determmattons of-fhe
-application ofiriterest and penalties)as well ‘ds-any: opinions-of Teridrarida oflaw (tax ar other)
that-eentradicted, or provided lower levels of assuranceithan, the. opnmons or memeranda of Taw

{elyi:}

ullimiately used by the -corhpanyta:support itsdax posi!

4. Al plantation.sales.ceniragls-entered into by SW|,Sino-Pangl {Yunnan)yLimited (“SP Yurinan®yer
othst subsidiaries lincdrgerated -in. the: Biitish 'Virgin 18fands {fhe: BV -Stlisidiariss?). haveé beén
negotiated ang-signed by Alisii: Chan, GEB; o othisr inembers of*management in. the PRE; All

- prders orreguests- assecnated with approvmg saleiof s PRG plantaﬁon Wete caifiad-out oufside
ofHeng Kang. T

5, The dedision on all imported wood lag salds tranisaciions.conducted by SER, and the: signmg of

all imported-wood log sales.and purchases have:been done by Allen-Chan, BEQ, i Hong Ifong:
~ "Fhe instruetion with-respect to he:range of prefit-margin on he: imparted waod Jeg sdles js. gnven
by- AllgnGhan'to-Alfred Hung ¥erbally.in Hohg Keng..

B, Management of wash ‘and ameunts receivablefrom; author;zed mtermediaries by BWl .and SFRis .
carfied on ouside HorigKong.. - .

) 7. Allinterest bearingloans made by Hong Kong resident eompanies are io subsidiaries thatdo not

" hdve.bank aceourils in Hong Kong.

) . 8. The Company does. not intend, to. repatriate to Canada or PREC. earnings:of its BVI. SUbSldlal‘les

that.exist at:Dedéimber 31, 2009 in the foreseeable. future

9. We have disclosed to you all tax positions and tax: unceﬁtam’ﬁésf that.eould potentially-impagt-the
‘cuirent year tax provision for income taxes, or the recorded ambunt of tax assets:and liabilities,

10.:We have filed all applicable income tax- and informational retutng réquired. by- relevant tax

‘authorities for all material operating subsidiaries in Canada Heng Kong arid the PRC
Dthers

1. We have assessed the recoverability of the convertible bohds issued by Omnicorp. We
considered the fair value on Greenheart’s limber. congession rights Greenheart,estimated by
13
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.Fidyr‘y For_e's'try Industry Pte Ltd. in 2007 is hot sighificantly: difféfent than the. faii-value 12009,
[Bastd on the fairvalue of Gresnheart’s fimiber concessionrights, we Fepresénted that fhsre is o

‘impairment en.the converlible bonds Issued by ‘@ranicarp. and'ihe depesit ‘of woed logs paid. to .

‘Greenheatt of approximately.-$3-million.

2, We reprégernited that 1he advances. fo the subsidiaries: of Homix Limited. of approximaiely 4 .
- million ag.af Decernber. 81, 20091 non-inferest.bearing, unsecured and repayable on demand,

W8 expiect torfully: keeover thé-advances in eash iy the futiive;

Value added fax

A As at December 371, 2009, Wwe havfe.__.-a”g’gpr@g_:mately-' $19 million.. Balance: of:-valuesadded tax
. Fecoveratile relafing to the: piirchass of Plantations. Wa eonfiom Hidt we will recsive yailig vaiue-.

added faxinveices for the whole-ameunt from the.vendors in:2070;

(2 We Bléo confirm that for the. sk, of pleintafioris by SWI and SP Yoinam, the: aiithdized

infermediaries. are, fiilly responsibls for fie valie-added tax on -all sale trangadions, The
Company-does not have:any-financial liability with. respackio the-valug:added tex under-the sale
of plaistetion transadtions, urdar the.tax, regUlations &-the santiactual relationskiip- bitivaer S
2nth-8P-Yinngnand the authotizedintarmetianis that iy néiad fo b acained asatihe balngs
sheeldate: : . T :

. ‘Subseduent syents

. ‘Exgept forthe subsaguent événts disclosed in note. 24 te.the Gorsslidated financial statéinents, no
“events ortransaetions have ocaurred sinee December 81, 2

nis or-tran : > D 999 or are- pending that would have. a
Iiiaterial effect on the consclidated financial-statemorits &80 Decaibsr:a1, 2009 apd for theyear
hen.ended ; of that are of-sich significance in-relation to the Company's affairs torequite meitia in

& note: to' the financial. statements in’ order fo, make tham ot misleading regarding: the Tnandial

 ‘pasion, rssults.of aperations, ofcash fiows ofthieCompany.

Comparative figures

In gonneetion with your audit of the comparative corisolidated finangial stafements for fhe year ended

‘December 31, 2009, we représent, to the bast of ouy Kniowledge and belief, the followirig:

There have been no significant errors or misstatements, or ehanges !“n,-qqcoun,{ing-po_ljgies that would
require a restatement of the amounts from the finantial statements for the, year ended December 31,
2008, which are shown as comparative amounts in the financial staterients for the year énded
December 31, 2009. Any differences in the comparative amounts from the amounis in the financial
statements for the year ended December 31, 2008 are solely the Testlt of reclassifications for
comparative purposes. :

3B15-29, 38/F,Sun Hung Kai Gentre, 30 Harbipyr Road, Wanchal, Mopg Kong ) Telk (852) 2877 0078 Fox: {852) 2B77 0062
90 Burnhamthorpe Read West, Suite 1208 Misslssauga, Onlario, L5B 3€3, Canada Tel.(905) 281 8889 Fax: (005) 2684 3338
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SUMMARY OF UNRECORED AUDIT DIFFERENCES APPENDIX

Client: |Sho-Forest Corgarapan .1 -

Currency:

Al identified audit differances above nominal smaunt

nalysis of audit dittere;

Account

A
BEIfe

{Audit diflerences ore recorded a3 journst
ion of the en

ey
Siieticedint it iR
Current period
BebdittCradity | BebitiCs ot

RECn Rl

EN

| Adayrdnestorhdn.cutigatideaas i Eom RIFE
ey

A
=

TGk
e

Non
Taxsble
%20 P

S I [

T

53]

¢ lsabnee sheettotals
Flnencia) staterment amounts L ¥.RBEABTOLL): D00 LA OB0 a2y DO ¢ 18 2e FEaa 0y
IEftect of uar oudit anFis 0.95%] .zl 0.93%]
meame effect of unrecorded audit dilferentes (before tax} -
‘L1emo: Hon-taxoble itesns (marked %' sbove}
l"== 52 Tox effect at curremt year marginal rate.
etfect of 2udit betore d effect
T @ effect of flod audit ditferences {afser tax) A4 ercors:
Judgrmentat ditferencess
le ve etfect of sudit ., otrer g ettect R X ST
Currentyear netincome
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'  SUMMARY OF RECORED AUDIT DIFFERENCES

— | "Airigentned audi ditferences sbove nominal amount - Tt et
[ . Accoun: 3
: P {Audit ditterences are recorded as journal Currentperiod| Hon Prior period ton
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Sino-Forest Co rporation

May 11, 2010

Emst & Young LLP
Chartered Accountants

In connection with the Sino-Forest Corporation’s (the “Company”) consolidated balance sheets as at
December 31, 2009 and 2008, and the consolidated statements of income and retained earnings,
comprehensive income and cash flows for the years then ended included in the Company’s annual
report for the year ended December 31, 2009 to be filed with the Canadian securities regulatory
anthorities on May 11, 2010, and in connection with your consent to the use of your audit report on
the abovementioned consolidated financial statements in the annual report, the representations made
to you in our letter of March 16, 2010 remain current,

Certain representations in this letter are described as being limited to matters that are material. Trems
are considered material, regardless of size, if they involve an omission or misstatement of accounting
information that, in the light of swrrounding circumstances, makes it probable that the Jjudgment of a
reasonable person relying on the information would be changed or influenced by the omission or
misstatement.

In addition fo the foregoing, we also confirm, to the best of our knowledge and belief, the following
representations made to you in connection with the procedures performed by you to enable you to
provide a written consent. :

General
We have responded fully to all inguiries made to us by you during the completion of your procedures.

We have no plans or intentions that may materially affect the carrying value or classification of assets
and liabilities.

Unaudited Financial Information

We recognize that, as members of management of the Company, we are responsible for the
preparation and fair presentation of its unandited consolidated financial statements for the period
ended March 31, 2010 made available to you.

MAY\1 120%
i
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Annual Report

We alsq recognize. that, as members of management of the Company, we are responsible for the
| I preparation and fair presentation of the annual report for the year ended December 31, 2009, Such
i document is prepared in accordance with relevant Canadian securities legislation. .

~—~ Minutes

The dates of meetings of shareholders, direcfors, committees of directors and important management
committees from January 25, 2010 to the date of this letter are as follows:

Corporate Governance Commitice
February 2, 2010 (signed)

D Audit Commitiee
o February 2, 2010 (signed)
March 15, 2010 (draft only)
March 25, 2010 (draft only)

Board of Directors
e February 1, 2010 (signed)
- March 15, 2010 (approved but unsigned)
March 25, 2010 (approved but unsigned)
April 22, 2010 (draft only)
= May 2, 2010 (draft only)

We have made available to you the minutes of these meetings and such minutes are complete and
authentic records of such meetings.

Coniracts
We have made available to you all significant contracts, including amendments, and agreements. We

have complied with all aspects of the contractual agreements that would have a material effect on the
financial statements in the event of noncompliance.

,‘ MAY, 1.1 2010
) 2
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Sino-Forest Co rporation

Share-based Payments

All grants of share-based payments have been properly approved by the Board of Directors or its
delegated representatives on or prior to the grant date, and are in compliance with the terms of the
plans from which they were granted. Delegation of the authority to grant share-based payments is
within the Board’s legal rights, and in accordance with the terms of the applicable share-based
payment plan(s).

liabilities for income taxes, payroll taxes, minimum tax withholding obligations, penalties and interest
as appropriate, under the applicable accounting standards,

>

We are responsible for the estimation methods and assumptions used in accounting for the Company’s
share-based payments in accordance with CICA 3870. Fair value and intrinsic valne measurements
are based on the grant date or measurement date share price as specified in CICA 3870. The
assumptions used in fair value measurements made in accordance with CICA 3870, represent our best
estimates as of the measurement date of expectations of future conditions,

Subsequent Events

No events, transactions or changes in accounting policies and presentation have occurred since the
date of our previous letier or are pending that would have a material effect on the audited financia}
statements included in the Company’s annual report or that are of such significance in relation to the
Company’s affairs to require mention in a note to the audited financial statements, in each case in

>

flows of the Company and in accordance with generally accepted accounting principles as of the date
of this letter, We have performed procedures to identify subsequent events up to and including May
11, 2010.

MAY\ 11201

3
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Sino-Forest Cowpowaﬁon

) Approval of Document
| Alls=T. Y, Chan.|
T D 112
: Chairman and Chief Executive Officer

Date :
Vice President Risk Management

M1 1200 |
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Sino—Fores% Corpowaﬁon

March 15, 2011

Ernst & Young LLP
Chartered Accountants

In connection with your audit of the consolidated financial statements of Sinc-Forest Corporation (the
‘Company") as of December 31, 2010 and 2009, and for the years then ended, we recognize that
obtaining representations from us concerning the information contained in this letter is a significant
procedure in enabling you to form an opinion whether the consolidated financial statements present
fairly, in ali material respects, the financial position, results of operations, and cash flows of Sino-
Forest Corporation in accordance with Canadian generally accepted accounting principles.

We understand that the purpose of your audit of our financial statements’ is to express an opinion
thereon and your audit was conducted in accordance with Canadian generally accepted auditing
standards, which involves an examination of the accounting system, internal control and related data
to the extent you considered necessary in the circumstances, It is not designed to identify, nor can it
necessarily be expected to disclose, fraud, shortages, errors and other irregularities, should any exist,

Certain representations in this letier are described as being limited to matters that are material, tems
are considered material, regardless of size, if they involve an omission or misstatement of financial
statemnent information that, in the light of surrounding circumstancés, makes it probable that the
judgment of a reasonable person relying on the information would be changed or influenced by the
omission or misstatement, :

Accordingly, we make the following representations, as of March 14, 2011, which are frue to the best
of our knowledge and belief:

Financial statements and financial records

1.

We have fulfilled our responsibilities, as set out in the terms of the audit engagement letter dated
December 7, 2010, for the preparation of the consolidated financial statements in accordance
with Canadian generally accepted accounting principles.

We acknowledge that, as members of management of the Company, we are responsible for the
fair presentation of the consolidated financial statements. We believe the consolidated financial
statements referred fo above present fairly, in all material respects, the financial position, results
of operations and cash flows of the Company in accordance with Canadian generally accepted
accounting principles.

The significant accounting policies adopted in the preparation of thé consolidated firiancial
statements are fully and fairly described in the financial statements,

As members of management of the Company, we believe that the Company has a system of
internal controls adequate to permit the preparation of accurate financial statements in
accordance with Canadian generally accepted accounting principles.
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Sino-Forest Cowpov‘a'ﬁon

5. We have communicated to you all significant deficiencies and material weaknesses in the design
. or operation of internal control over financial reporting. There have been no significant changes
= in internal control since December 31, 2010, _

Fraud and error

1. We acknowledge that we are responsible for the design, implementation and maintenance of
J internal controls to prevent and detect fraud and error,

— 2. We have assessed the risk that the consolidated financial statemenis may be materially
T misstated as a result of fraud and have determined such risk to be low,

We have no knowledge of any fraud or suspected fraud affecting the entity involving
management, employees who have significant roles in internal control, or others, where the fraud
could have a non-trivial effect on the consolidated financlal statements. We have no knowledge
of any allegations of fraud or suspected fraud affecting the Company's consolidated financial
statements received in communications from employees, former employees, analysts, regulators,
or others. In addition, all “whistle-blower” allegations coming to our attention have been disclosed
to you. No irregularities or shortages have occurred and nothing has come io light which might
reflect upon the honesty or integrity of any employee, agent or officer of the Company.

—
[ e

3. We believe that the effects of ihose unrecorded financial stateifient misstatemants aggregated by
you during your audit, as summarized in the accompanying schedule, are immaterial, both
individually and in the aggregats, to the consolidated financial statements taken as a whole.

Compliance with laws and regulations

1. We have disclosed to you all known actual or suspected non-compliance with laws and
regulations whose effects should be considered when preparing the consolidated financial
o statements. | '

Indepeandence

T . 1. Based on inquiries we have made of our officers, directors, and substantial shareholders, except
; as described below, we are not aware of any business relationship between any such officer,

. director, or substantial stockholder {or any entity for or of which such an officer or director acts in
— a similar capacity) and Emst & Young LLP or any other member firm of the global Ernst & Young
i organization (any of which, an “EY Firm"), other than one pursuant to which an EY Firm performs
professional services. For this purpose, a “substantial shareholder” is a person or entity
(excluding mutual funds) that owns five percent or more in the Company.

2. We are not aware of any reason that Ernst & Young LLP would not be considered ta be
independent for purposes of the Company's audit.
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Sino-Forest Corporaﬁon

Conflicts of interest

1. There are no instances where any officer or employee of the Company has an interest in a
company with which the Company does business that would be-considered a “conflict of
interest.” Such an interest would be contrary to Company policy.

Completeness of information :
1. We have provided you with;

(8) Access to all information of which we are aware that is relevant to the preparation of the
consolidated financlal statements such as records, documentation and other matters

{b} Additional information that you have requested from us for the purpose of the audit

(c) Unrestricted access to persons within the entity from whom you determined it necessary to
obtain audit evidence )

2. We have made available to you all minutes of the meetings of shareholders, directors and
committees of directors (or summaries of actions of recent meetings for which minutes have not
yet been prepared) held through the year to the most recent meeting on February 28, 2011.

3. We also have made available to you all significant coniracts, including amendments, and
agreements and have communicated to you all significant oral agreements, We have complied
with all aspects of contractual agreements that would have a material effect on the consolidated
financial statements in the event of noncompliance. ’

4." There are no transactions of a material nature, individually or in the aggregate, that have not
been praperly recorded in the aceounting records underlying the consolidated financial
statements.

5. We have disclosed to you all known related parties and related party fransactions, including

sales, purchases, loans, transfers of assets, liabilities and services, leasing arrangements,
guarantees, non-monetary transactions and transactions for no consideration for the period
ended, as well as related balances due to or from such pariies at the year end, These
transactions have been properly measured and disclosed in the consolidated financial
staternents. i

6. As it relates to share-based payments, we have made available to your representatives all plan
documents and data related to granting, vesting, exercising, cancelling, and forfeiting share-
based payments, including modifications to existing plans or previously granied awards.

3
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Sino-Forest Corpora.ﬁon

Recognition, measurement and disclosure

1. We believe that the significant assumptions underlying accounting estimates, including those
measured at fair value, disclosures used in the preparation of the consolidated financial
statements are reasonable and appropriate in the circumstances.

2. We have no plans or intentions that may materially affect the carrying value or classification of
assets and liabilitie's reflected in the consolidated financial statements.

Risks and measurement uncertainties

1. The nature of all material measurement uncertainties has been appropriately disclosed in the
consolidated financial statements, including all estimates where it is reasonably possible that the
estimate will change in the near term and the effect of the change could be material to the
consolidated financial statements,

2. The Company believes that the judgements and estimates used in calculatif\g the income tax
provision represent the appropriate likelihood of various outcomes oceourring.

Ownership of assets

1. The Company has satisfactory title to all assets appearing in the consolidated balance sheet, and
there are no liens or encumbrances on the Company's assets, nor has any asset been pledged
except as disclosed in the consolidated financial statements. All assets to which the Company
has satisfactory title appear in the consolidated balance sheet,

2. The Company has proper titles and rights on all timber holdings as recorded on the consolidated
balance sheet as of Decembér 31, 2010. . There were no natural disasters with respect to any of
the Company's plantations during the year ended December 31, 2010. All timber holdings are
fully covered by insurance policies. The Company does not have significant asset retirement
obligation on its plantations in the People’s Republic of China (the “PRC"), Republic of Suriname
and New Zealand.

Related party transactions

1. Transactions with related parties, as defined in CICA Handbook Section 3840, and related
amounts receivable or payable, including sales, purchases, loans, transfers, leasing
arrangements, and guarantees, have been properly recorded and/or disclosed in the
consolidated financial statemenis,

2. Moreover, no related parties have been involved in the settlement process between authorized
intermediaries and any subsidiaries of the Company on the balances of accounts receivable and
accounts payable. We confirm that these fund redirection transactions were genuine and
complete.

4
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Receivables and revenues

1.

Receivables represent valid claims against the debtors indicated and do not include amounts for
goods shipped or services provided subsequent to the balance sheet date(s), goods shipped on
consignment, or other types of arrangements not constituting sales. Al revenue recognized as of
the balance sheet dates has been realized (or Is realizable) and earned. Revenue has not been

We have disclosed to you all sales terms (both expressed and implied), including all rights of
retum or price adjustments and warranty provisions. We have made avaitable to you alf
significant contracts, communications (sither written or oral), and other relevant information
pertaining to arrangements with our customers, including distributors and resellers,

We have adequately disclosed a description of our major revenue generating products and
services, the types of arrangements (including multiple-slement arrangements) used to deliver
these products or services, and a description of the revenue recognition policies applicable to
these producis or services.

We have entered into an agreement with Erlianhot Quande Resources Co., Ltd. ("EQRC") 1o
assume the repayment obligation of the US$10 million deposit previously made to Inner
Mongolian Forest and Timber Resources Company Limited ("IMFT"). We expect that EQRC will
begin to make payments in May 2011 as stipulated in the new agreement with an effective date
on May 25, 2010, and that these deposits will be fully recoverable by future timber purchases
and/or cash refund. .

During the year, settlements of trade receivables by customers totalling US$1,179 million were
made by way of making direct payments on behalf of the Suri-Wood Inc, (“SWI"), Sino-Forest
Resources Inc. ("SFR"), Sino-Panel (Yunnan) Limited ("SPYN"), Sino-Wood Trading Limited
("SWT") to the plantation owners in relation to the purchases of tree plantations by other

subsidiaries of the Company. We confirm that these fund redirection transactions were genuiné
and complete. We confirm that we have the ability and rights to request direct cash payment from

our customers to the bank accounts operaied by the Company.

During the year, trade receivables of US$236 million were settled through cash deposits credited
directly to bank accounts of SFR by remitting agents of the customers, which are not related
parties to the Company or {o the management or officers of the Company as listed below:

5
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Sino-Forest Co rRroration
Name of Remitting Agents USD ‘000
B Sino Richly International Lid. $ 43,347
= Lifan Trading Ltd. $ 49,522
L Recent Fortune Group Lid. $ 42,627
Winner Max International Lid. $ 49,510
— Mighty Eagle Holding Group Lid. $ 40,830
E Trade Allied International.Ltd. $ 3,153
d . Others $ 7,122
$ 236,111
! 8. During the year, prepayment contracts were entered by Sino-Panel (Hunan) Forest Management
Co, Ltd. with certain local vendors with respect to plantation land lease and plantation purchases,
As at December 31, 2010, approximately US$40 million has been recorded as a prepayment and

a corresponding payable as this amount is due for payment according to the contracts. Wa
confirm that such contracts are irrevocable and we are liable to pay this US$40 million as at
December 31, 2010 according to the terms and conditions stipulated in the contracts,

I Inventories -
1
o 1. Inventories were priced at the lower of cost and net realizable value. Net realizable value is the
e estimated selling price in the ordinary course of business less the estimated costs of completion

and the estimated costs necessary to make the sale,
* Raw materials and expense materials — at the lower of cost and replacement cost.

e Work-in-progress and finished goods — at the lower of cost (including material and labour
costs and overhead costs based on actual rates) and net realizable value.

Included in the balance of wood lags, there is approximately $11 -8 million (9.5 tons) worth of
Hainan Yellow Rose wood logs, which has litlle movement in the past 3 years. We confirm that
Hainan Yellow Rose is a precious specie and there is no valuation concern. We represent the
fair value of this 9.5 tons of Hainan Yellow Rose wood logs exceeds its carrying value as at

e December 31, 2010,

In arriving at such values, full allowance was. made for defeciive, slow-moving, excess, unusable
or obsolete stock. Adequate provision has been made for firm sales contacts in excess of

T inventory held and for firm purchase contracts. There have been no reductions of the selling

i prices of finished goods subsequent to the year end and none are contemplated.

o

Physical counts and measurement of inveniories were made by competent employees under the
7 supervision of the management as at the year end, and the quantities were determined by actual
f couni, weight or measurement. .
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Sino-Forest Cowporaﬁom

3. Inventory does not include items not paid for and for which no"liétiilit‘y' has been recdrded in the
accounts at the year end; goods on consignment from athers; or goods invoiced to customers,

Financial instruments

1. The Company has properly classified financial assets with readily determinabte fair valyes as
either held for trading, held-to-maturity, loans and receivables or available-for-sale, The

Company has the positive intent and ability to hold to maturity all financial assefs that are
classified as held-to-maturity.

2. The Company has properly classified financial liabilities with readily determinable fair values as
either held for trading or other financiai liabilities.

3. Our valuation methodologies have been consistently applied from period to period and we
believe that the methods and significant assumptions used are.reasonable, reflect those we
believe would be used by market participants, and result in a measure of fair value that is
appropriate for financial statement measurement and disclosure purposes. In addition, our
disclosures related to fair value measurement are complete and adequate,

Arrangements with financial institutions

1. Arrangements with financial institutions involving compensating balances or other arrangements -
involving restrictions on cash balances and line-of-credit or similar arrangements have been
properly recorded or disclosed in the consolidated financial statements,

Investments in subsidiaries and afﬁjﬂiates

1. We have appropriately consolidated aft entities for which we directly or indirectly have a
controlling financiat interest.

2. We have appropriately accounted for all freestanding (or embedded) rights and/or obligations to
- repurchase the shares of a subsidiary that are held by outsiders as a financial liability in
accordance with CICA Handbook Section 3863,

Deferred Charges
We believe that all material expenditures that have been deferred to future beriods are recoverable.

Property, plant and equipment and assets under capital leases

1. All charges to fixed asset accounts and additions under capital leases during the year represent

actual additions and no expanditures of a capital nature have been charged to expense during
the year.

AR fﬁ/zm
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Sino-Forest Corporation

2. Ali property, plant and equipment sold or dismantied and all capital lease terminations during the
year have been properly accounted for in the accounts.

3. Appropriate rates have been used io depreciate and amortize these assets over our estimation of
their usefui lives, :

o Long-lived assets to be held and used, including amortizable intangible assets

1. Long-lived assets to be held and used, including intangible assets that are subject to
amortization, have been reviewed for impairment whenever events or changes in circumstances
have indicated that their carrying amounts may not be recoverable. Our estimates of future cash

i flows used to assess recoverability of such assets are based on reasonable and supportable

‘ assumptions regarding the cash flows expected to result from the use of the assets and their

eventual disposition, Where appropriate under CICA Handbook Section 3063, such assets have

i . been written down to fair value,

2. We do not believe there is any indicator of impairment on the fand and bilding of the flooring
facility in Suzhou and manufacturing facility in Belhai, the PRC.

Events of default under debt agreements

i 1. No events of default have occurred with respect to any of the Company’s debt agreaments.
‘ .
| Liabilities and contingencies
o 1. Allliabilities and contingencies, including those associated with guarantees, whether written or
i oral, have been disclosed o you and are appropriately reflected in the consolidated financial
‘ statements.
e 2. We have informed you of all outstanding and possible claims, whether or not they have been
’ discussed with legal counsel. o
3. We are unaware of any known or probable instances of hon-compliance with the requirements of
= regulatory or governmental authorities, including their financial reporting requirements, and there
i have been no internal investigations or communications from regulatory agencies or government
representatives concerning investigations or allegations of non-com pliance.
T 4. We are unaware of any viciations or possible violations of laws or regulations the effects of which

should be considered for disclosure in the consolidated financial statements or as the basis of
recording a contingent loss.

5. We have assesseﬂ the compliance on debt covenanis related to the Company's Iong—térm debts
and have determined that it has complied with all debt covenants and there is no default on any
of the long-term debts. .

| mﬁmlpff@;ﬂz
3815-29, 36/F, Sun Hung Kai Centre, 30 Hasbour Road, Wanchai, Hong Kong Tel: (852) 2877 0078 Fax; (852) 2877 0062
90 Burphamthorpe Road West, Suite 1208 Mississauga, Ontario, L5B 3C3, Canada Tel: (905) 281 8389  Fax: (905) 261 3
www.sinoforest,com E-mail: info@sinoforest.com / ! l

. .N\M



s

EY-HC-2010-000241/9

Sino-Forest Corporaﬁom

Homix Acquisition

1. In connection with the acquisition of Homix Limited, we have identified all the assets and
liabilities acquired (including-intangible assets).

2. We determined that there are no unidentifiable intangible assets such as frademarks, customer
list, and supplier list or unfavourable contracts in connection with this acquisition.

3. We determined that the fair values of the assets and liabilities acquired are an accurate and
appropriate refiection of the values at the acquisition date,

4. We determined the goodwill on the acquisition of Homix is negligible.
Mandra Acquisition

1. The amount of contingent consideration for the acquisition of Mandra Forestry Holdings Limited
("Mandra”) is US$5 million as we are unable to determine the final amount of contingent
consideration without reasonable doubt. No portion of the deferred financing costs relating to the -
issue of the US$187,187,000 10.25% senior notes due 2014 contemplates as the transaction

- cost for the acquisition of Mandra.

2. Pursuant to the sale and purchase agreement with the vendor of Mandra, the Company is not
liable and does not have to pay for the capital gain tax which the PRC tax bureau will levy on the
vendor. The MC Loan of US$1 million as stipulated in the MC Loan agreement dated February 5,
2010 and US$2.75 million of the amount of US$3.26 million stated in the Fee Arrangement
Agreement dated February 5, 2010 represented costs incurred by Mandra before the acquisition
on February 5, 2010 and had not been recorded in the books and records of Mandra prior to the
acqulisition.

3. The fair value of the timber holding of Mandra as of February 5, 2010 is based on a preliminary
valuation report conducted by Poyry (Shanghai) Consulting Company Limited ("Poyry™). The fair
value of Mandra's timber holding, according to Poyry’s report, is RMB 2,108 million, which has
been reflected in the preliminary purchase price allocation. We are in the process of obtaining an
updated valuation report which we will use in the final purchase price allocation.

4. We believe that Poyry's report did not account for the cash payment on certain areas of the
plantations covered by the Poyry report. We estimate that such cash payment is approximately
US$25 miltion. ‘

5. We determined that there are no unidentifiable intangible assets such as trademarks, cusiomer
list, and supplier fist or unfavourable contracts in connection with this acquisition.

6. We determined that the fair values of the assets acquired and liabilities assumed are an accurate
and appropriate reflection of the fair values at the acquisition date.
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Sino-Forest Corporation

7. We determined there is no goodwill from the acquisition of Mandra.

3

Greenheart Acquisition

1. The fair value of the timber concession rights of Greenheart Group Limited (“Greenheari®)
{formerly Omnicorp Limited) as of August 3, 2010 is based on the final valuation report
conducted by Poyry. The fair value of Greenheart’s timber concession rights, according to
Poyry's report, is US$143 million which has been reflected in the final purchase price allocation.

2. We determined that 10% income tax rate is the applicable tax rate for income generated from
forestry business activities conducted in the Republic of Suriname;

3. We determined that there are no unidentifiable intangible assets such as trademarks, customer
fist, and supplier list or unfavourable contracts in connection with Greenheart acquisition.

4. We determined that the fair values of the assets acquired and liabilities assumed are an acct_t'ré.t'e
and appropriate reflection of the fair values at the acquisition date.

5. We determined there is no goodwill from the acquisition of Greenheart.

Oral or written guarantecs

1. There are no oral or writien guarantees including guarantees of the debt of others.
Share capital

1. Share capital repurchase options or agreements, or share capital reserved for options, warrants,
conversion, or other requirements have been properly recorded or disclosed in the consolidated
financial statements.

Purchase commitments

1. Atthe year end, the Company had no unusual commitments or coniractual obligations of any sort
which were not in the ordinary course of business and which might have an adverse effect upon
the company (e.g., coniracts or purchase agreements above market price; repurchase or other
agreements not in the ordinary course of business; material commitments for the purchase of
property, plant and equipment; significant foreign exchange commiiments; open balances on
letters of credit; purchase commitments for inventory quantities in excess of normal requirements
or at prices in excess of the prevailing market prices; losses from fulfiliment of, or inability to fulfill,
sales commitments, etc.). )

2. The master purchase timber contracts signed were all for prices that approximated'market value
at the outset of the contract. The Company has neither the ability nor intention to settle any of
these contracts on a net basis.
10 ! 5?
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Sino-Forest Corporation ‘ .

3. The decision on entering into the imported wood log transactions and the signing of sales and
purchase of wood log contracts for SFR and SWT are all in Hong Kong.

4. The Company is in the process of revising the contract terms with Trevista International Limited
for the 10 year master contract with respect to the supply of Russian logs.

Employee future benefits

1. The Company does not have employee future benefits as defined in CICA Handbook Section
3461.

Consolidated accounts

1. All significant intercompany transactions have been disclosed to you and properly eliminated in
the consdlidated financiat statements (intercompany profits in mventones and property, plant and
equipment, intercompany balances, etc.).

2. The cost of acquisition of invesiments has been assigned in the financial statements to the
purchased assets (including goodwill, after adjustment for minority interest) and liabilities in
accordance with their values as at the dates of acquisition.

Segment information

1. The information about operating segments included in the notes to the consolidated financial
statements has been prepared and presented in conformity with CICA Handbook Section 1701,
We have appropriately identified our operating segments based on the information used by our,
chief operating decision maker to evaluate operating performance of and make resource
allocation decisions among business units. For reportable operating segments that are the result
of the aggregation of multiple operating segments, (1) the aggregation is consistent with the .
objective of CICA Handbook Section 1701, (2) the aggregated operating segments have similar
economic characteristics, and (3) the aggregated operating ségfrignts are sifmilar in each of the
following areas:

(a) The nature of the products and services

{b) The naiure of the production processes

{c} The type or class of customer for their products and services

(d) The methods used to distribute their producis or provide their services

(e) Ii applicable, the nature of the regulatory environment, for exampie, banking, insurance, or

public utilities.
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Differences between the measurements used in reporting operating segment information and,

those used in the consolidated financial statermnents are adequately disclosed in the notes to the
financial staternents.

Discontinued operations

1. We note no significant events have occurred or circumstances have arisen that would require the
reassessment of the classification of the discontinued of wood chips business and particleboard
line operation as discontinued operations. .

Share-based payments

1. Ali grants of share-based payments have been properly approved by. the Board of Directors orlts
delegated representatives on or prior to the grant date, and are in compliance with the terms of
the plan from which they were granted. Delegation of the authority to grant share-based
payments is within the Board's legal rights, and in accordance with the terms of the applicable
share-based payment plan.

2. The Company has properly determined the appropriate grant dates or measurement dates for all
share-based payments in accordance with CICA Handbook Section 3870. We have recoghized
compensation cost, as well as liabilities for income taxes, payroll taxes, minimum tax withholding
obligations, penatties and interest, as appropriate, under the applicable accounting standards.

3. We are responsible for the estimation methods and assumptions used in accounting for the
Company’s share-based payments in accordance with CICA Handbook Section 3870. Fair value
and intrinsic value measurements are based on the grant date or measurement date share price
as specified in CICA Handbook Section 3870. The assumptions used in fair value measurements
made in accordance with CICA Handbook Section 3870, represent our best estimates as of the
measurement date of expectations of future conditions,

Use of the work of a specialist

1. We agree with the findings of specialists in evaluating the valuation of plantation and timber
concession and cuiting rights, and have adequately considered: the qualifications of the
specialists in determining the amounts and disclosures included in the consolidated financial
statements and the underlying accounting records, We did not give or cause any instructions to
be given to specialists with respect to the values or amounts derived in an aftempt to bias their
work, and we are not otherwise aware of any mafters that have had an effoct on the
independence or objectivity of the specialists.

Transaction gains and losses attributable to intercompany transactions

1. Transaction gains and losses atiribuiable to intercompany foreign currency transactions that are
of a long-term investment nature (that is, settlement is not planned or anticipated in the
foreseeable fulure) have been reporied in other comprshensive income. Transaction gains and ﬁ?\ ) %00
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losses atiributable to other intercompany foreign currency transactions have been included in net
income for the period in which the exchange rates change.

2. _All subsidiaries are treated as self-sustaining operations since (1) the cash flows, (2) selling
prices and markets of the subsidiaries’ products, (3) labour, materials and other costs, and (4)
the financing of the day-to-day operations of each entity are insulated from the Company. As
well, the subsidiaries operate independently in the PRC and the Republic of Suriname, and do

‘n; not have other significant inter-company transactions with the Company.

3. Inter-company balance mainly included three categories, which are current account, inter-
company interest, and inter-company loan. There are no unusual inter-company transactions
and all inter-company loans have been properly elimination. All inter-company loan and inter-
company interest are considered net investments in the subsidiaries.

Undistributed earnings of a foreign subsidiary
1. We have the ability and intend to indefinitely reinvest the undistributed earnings of SWI, SFR and

SPYN and have appropriately documented such plan of reinvestment. In addition, there are no
neads for such earnings that would contradict our plan to indsfinitely reinvest,

NG Income Tax Matters

1. We have disclosed to you all significant tax planning strategies and fransactions that were put in
place during the current year or prior years that could materially affect the current year provision
for income taxes, or the recorded amount of tax assets or liabilities.

2. We recognize that we are responsible for the Company’s compliance with jurisdictional tax laws
and regulations that are applicable to it. We have identified and disclosed to your representatives
all significant methods of accounting used under the applicable jurisdictional tax Jaws and.

= regulations that materially affect the determination of financial statement amounts.

3. We have provided you ali opinions or memoranda of law (tax or other) that serve as support for

our assessment of material tax positions (including tax uncertainties and determinations of the

. application of interest and penlties) as well as any opinions or memoranda of law (tax or other)

; that contradicted, or provided lower levels of assurance than, the opinions or memoranda of law
ultimately used by the company to support its tax positions.

4. ANl plantation purchase and sales negotiations and execution of related contracts ({including
approvals associated with purchase orders) by Allen Chan, CEO, or other members of
management for SWI, SPYN, and other subsidiaries incorporated in the British Virgin lslands (the

— “BV1 Subsidiaries”) are at all times carried out in the PRC and not in Hong Kong. All pricing of

‘ timber, quantity approvals, orders or requesis associated with approving sale of the PRC

plantation were carried out outside of Hong Kong.

SRR AR 2N
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5. The decision on all imported wood log sales transactions ‘conducted by SFR, SWT and Sino-
Panel (Russia) Limited and the signing of all imported wood log sales and purchases have been .
i done by Allen Chan, CEO, in Hong Kong. The instruction with respect to the range of profit
margin on the imported wood log sales is given by Allen Chan to Alfred Hung verbally in Hong
Kong.

6. Management of cash and amounts receivable from authorized intermediaries or other related
parties by SWi and SFR is carried on outside Hong Kong.

Ik
~

Al interest bearing loans made by Hong Kong resident companies are to subsidiaries that do not
have bank accounts in Hong Kong, s cooTmm e e ’

8. There are no future tax liabilities (other than those reporied in the consolidated financial
statements) and no debts of PRC entities that are unregistered debts for PRC purposes (other
than those identified which aggregate to approximately RMB174.6 million). The future tax rates,
amount of tax losses carried forward by each of the subsidiaries of Mandra, and the timeline of
selling Mandra’s timber, represent our best estimate and assumptions used in the calculations of
the future tax liability on the difference between the accounting base and tax base of Mandra's
timber holding.

o
i

There have been no settlements of loans/advances between Sino-Forest Corporation and its
@ subsidiaries during the fiscal year 2010 that would trigger the change in Unrealized foreign
exchange gainfloss since December 31, 2009.

9. The Company does not intend o repatriate to Canada or PRC any of the earnings of its BV
Subsidiaries generated from transactions with authorized intermediaries and that exist at
December 31, 2010 in the foresesable future. .

Al

10. We have not identified any PRC tax decisions, cases, disclosures, memorandums, circulars,

administrative materials and interpretations of PRC laws or regulations in Chinese or English-that

would materially impact the PRC permanent establishment income tax exposure calculations of
the Company for BVt Subsidiaries. )

11. We have provided to you all information, agreements and communications related to the tax
= reporting and remittance obligations on the transactions between the authorized infermediaries
: and the BVI Subsidiaries. .

12. We have disclosed to you all tax positions and tax uncertainties that could potentially impact the
current year tax provision for income taxes, or the recorded amount of tax assets and liabilities.

13. We have filed all applicable income tax and informational returns required by relevant tax

authorities for all material operating subsidiaries in Canada, Hang-Kong and the PRC. 14
3815-29, 38/F, Sun Hung Kai Centre, 30 Harbour Road, Wanchal, Hong Kong Tel: (862) 2877 0078 Fax: (852) 2877 0062 MA 5 ZG“
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Value added tax

1. As at December 31, 2010, we have approximately US$38 million balance of value-added tax
recoverable relating to the purchase of plantations in the PRC. Out of the total balance, certain
plantations with an aggregate of US$6.5 miflion value-added tax recoverable had been, sold

— during December 31, 2010. We confirm that we will receive valid value-added tax invoices,

including the invoices relating to plantations that have been disposed of in 2010, from the

vendors in 2011.

— 2. We also confirm that for the sale of plantations by SWI and SPYN, the authorized intermediarics
are fully responsible for the value-added tax on all sale transactions.” The Company does not
have any financial liability with respect to the value-added tax under the sale of plantation
transactions, tax regulations or the contractual refationship between SWi and SPYN and the

— authorized intermediaries that may need to be accrued as at December 31, 2010, The authorized -

L intermediaries do not have recourse to the Company for any claim/penalty charged by the PRC

‘ tax authority on any value-added tax underpaid by the authorized intermediaries.

Subsequent events

1. Other than those disclosed in the consolidated financial statements, subsequent to December 31,
Yot 2010, no events or transactions have occurred or are pending that would have a material effect
"—‘ on the consolidated financial statements at that date or for the period then ended, or that are of
such significance in relation to the Company's affairs to require mention in a note to the
consolidated financial statements in order to make them not misleading regarding the
consolidated financial position, results of operations, or cash flows of the Company.

Comparative figures e

1. In connection with your audit of the comparative consolidated financial statements for the year
ended December 31, 2009, we represent, fo the best of our knowledge and belief, the following:

There have been no significant errors or misstatements, or changes in accounting policies that
— would require a restatement of the amounts from the financial statements for the year ended
' December 31, 2009 which are shown as comparative amounts in the financial statements for the
year ended December 31, 2010. Any differences in the comparative amounts from the amounts
in the financial statements for the year ended December 31, 2009 are solely the result of
~— reclassifications for comparative purposes.

MARLYS
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Sino-Forest Carporation

May 9, 2011

Ernst & Young LLP
Chartered Accountants

In connection with the Sino-Forest Corpovation’s (the “Company™) consolidated balance sheets as
at December 31, 2010 and 2009, and the consolidated statements of income and retained earnings,
comprehensive income and cash flows for the years then ended included in the Company’s annual
report for the year ended December 31, 2010 to be filed with the Canadian securities regulatory
authorities on May 9, 2011, and in connection with your consent to the uss of your audit report on the
abovementioned consolidated financial statements in e annual repott, the representations made to
you in our letter of March 15, 2011 remain current,

' Certain representations in this letter are described as being limited to matters that are material, Items

are considered material, regardless of size, if they involve an omission or misstatement of accounting
information that, in the light of surrounding circumstances, makes it probable that the judgment of a
reasonable person telying on the information would be changed or influenced by the omission or
misstatement.

In addition to the foregoing, we also confirm, 10 the best of cur knowledge and belief, the following
representations made to you in connection with the procedures performed by you to enable you to
provide & written consent.

General
We have responded fully to all inquiries made to us by you dusing the completion of your procedures.

‘We have no plans or intentions that may materially affect the carrying value or elassificition of assels

and liabilities.

Unaudited Financial Information
No consolidated financial statements are available for any pericd subsequent to December 31,2010,

Avaseziel Report

"We also recognize that, as members of menagement of the Company, we are responsible for the

preparation and fair presentation of the annual report for the year ended December 31, 2010, Such
document is prepared in accordance with relsvant Canadian securities legistation.

1
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T We are responsible for the estimation methods and assumptions used in accovnting for the
; Company’s share-based payments in accordance with CICA. 3870. Fair value and inivinsic value

, . measurements are based an the grant date o measurement date share price as specified in CICA 3870,
. The assumptions used in fair value measurements made in accordance with CICA 3870, represent our-
L best estimates as of the measurement date of expectations of fiture conditions,

Subseqneni Evenis

5 No events, transactions or changes in accounting policies and presentation have occurred since fhe
§ date of our previous letter or are pending that would have a rnaterial effect on the andited financial
statements included in the Company®s annual report or that are of such significance in relation to the
s Company’s affairs to require mention in a note to the audited financial statements, in each case in
‘ order to make them not misleading regarding the financial position, results of operations, or cash
g flows of the Company and in accordance with generally aceepted accounting principles as of the date
of this letter. We have performed procedures to identify subsequent evenis up to and including May
P 9,2011.

I ﬁ Approval of Dacument

“ The Anaual Report his been approved for release by the board of directoss of the Company.,

v..

’ !
gl byh\‘ _ ﬁ NP W N, .

AllenT. VY. Chan .
Date : May 9, 2011
— Chairman and Chief Executive Officer

]
*¥

- Dgvid J. Horsley

Thomas Maradin

Date : May 9, 2011
= Vice President, Finance
f 3
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We are responsible for the estimation methods and assumptions - used in accouﬁﬁng for the
Company’s share-based payments in accordance with CICA 3870, Pair value and intrinsic value

Subseguent Events

No events, transactions or changes in accounting policies and presentation have occurred since the
date of our previous letter or are pending that wonld have a material effect on the audited financial
statements included in the Company’s annual report or that are of such signifieance in relation to the
Company’s affairs to require mention in & note to the audited financial stetements, in each case in
order to make them not misleading regarding the financial position, results of operations, or cash
flows of the Company and in accordance with generally accepted accounting principles as of the date
gf ggflletter. We have performed procedures to identify subsequent events up to and including May
, 2011,

Approval af Documens

The Annual Report has been approved for release by the'board of directoss of the Company.

AllenT. Y, Chan .
Date : May 9, 2011
Chairman and Chief Executive Officer

//

Dgyvid X, Hors
Date : May 8, 2011
Senior Vice President and Chief Financial Officer .

Thomas Maradin
Date : May 2, 2011
Viee President, Finance
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