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This is Exhibit “H” referred to in the

Affidavit of Diana Correia,
sworn before me this 20

day of August, 2012

V0 b

Person Authorizved to take Affidavits
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” AUHE Recent Performance

Sino-Forest is proud to have reported many notable achievements last year:

Consolidated Statement of Income
Revenue?

Gross profité

Gross profit margin®

EBITDA*

Net income

Diluted éarnings per share

Cash flow from operating activities
Cash and cash equivalents

Capital Expenditure

Total Assets

Share Price at year end (Cdn$)

. Hectares of trees acquired
— average purchase price
Hectares of trees sold

— average selling price

Hectares of trees under management at year end

* Compound average annual growth rate from 2003 to 2007
# For comparison purposes, the results for 2007 and 2006 include wood chips and commission operations which has been dassified as discontinued cperations in the

Consolidated Financial St S

independent forest asset valuation
Sino-Forest has commissioned Poyry Forest Industry Ltd. (“Péyry”) yearly to conduct a market valuation of our forestry
assets that indudes purchased-tree and planted-tree plantations; Poyry’s full report is available on our website.

" Hectares of trees under management at year end
Hectares excluding trees under 4 years old

Value of existing forest assets (§ billions)*

Value of perpetual rotation ($ billions)™™

Total volpme (million m3)

Average yield (m3 per hectare)

* Based on a single rotatian — a one-off harvesting of standing timber (note: valuation excludes trees under 4 years old)
** Based on perpetual re-planting and cultivation of plantation land after harvesting through many rotations over a 60-year period

SINO-FOREST CORPORATION
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Sino-Forest has orchestrated double-digit growth by every measure:

Our five-year growth
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Investment Appeal

Sino-Forest appeals to investors because it has the following unique combination of attributes:

1. We hold a unique, strong position as a feading supplier of commercial wood fibre to enormous, growing markets
across China; our plantations are located strategically near major manufacturing and consumer markets.

2. Sino-Forest’s stream of growing income s broadly diversified by type of forest product and by geographic region.

3. Our experienced management team has a 14-year track record of exceptional prosperity and growth, as.
well as foresight and insight; we have recognized technical expertise in the highly productive cuttivation of
plantation trees.

4. Our plans for growth are strategically aligned with the PRC's 5-year Plan (2006-2010) for enhanced forestry
and economic development.

5. We have a strong balance sheet and access 10 capital around the world to fund further growth.

Sources of Income

Over the past 14 years, our experienced and capable management team and valuable business relationships
have enabled us to succeed in a variety of forest product operations, and given us unigue foresight and insight in
China’s forestry industry.

« Plantation Fibre —we acquire, cultivate and sell standing timber or harvested logs from our plantations, then

fease land for sustainable re-planting.
e Wood Logs —we source fogs from PRC suppliers, assist in regeneration of secondary natural forests and

teceive income ‘from harvested logs.
« Imported Wood Products — we import large-diameter, high-value logs and other forest products, and sell

them to domestic customers.
« Manufacturing & Other Operations —we produce particleboard, engineered wood flooring, oriented strand

board, and provide other forest products and services.

ood Fibre Operations

~ Plantation Fibre plantation Fibre
—Imported Wood Products 73%
—Waood Logs

Manufacturing & Other Operations

Total Revenue

imported Wood Products
21%

Wood Logs 5%

o 8

SR ]

Wood Fibre Operations raanufactunng

2 Otirer Qperations |

SINO-FOREST CORPORATION
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Plantation models — process differences and similarities

Purchased

Planted

Integrated

Qur plantation operations

0 lease for 30

inable’h
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QOur geographic scope of operations

Sino-Forest has rapidly expanded its operations into geographically widespread markets in ten provinces of China.

Legend

Executive Office

China Office
Manufacturing Opasation

sandza Forestry Plantations Managed by Sino-Forest

O
m
%

Long-term Wood Fibre and Forestry Regeneration

Forest Area (ha)
% <5,000

4% 5.000- 20,000
% 20,000 - 60,000
&% 60,000 - 100,000

% 100,000 - 160,000

SINO-FOREST CORPORATICN
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QOur geographical niche

As at December 31, 2007, Sino-Forest owned and managed 312,000 hectares of trees, 80% of which was located
in the south-western part of China where we intend to develop a regional wood resources market. Approximately
60% of our trees there are mature and can be harvested immediately to fund the development of our integrated
operations and secure land for re-planting.

Geographic composition of Maturity of trees
trees under management under management
3.3%

Yunnan

32.3%
30.7% Pre-mature
Hunan
. 48.8%
Guangxi
67.7%
2.1% / Mature
1%
Jiangxi
10.8%
Guangdong {Heyuan)
4,1%
Guangdang (Gaoyao)
Our profile of tree maturities
Sino-Forest's plantation trees consist of an assortment of species that mature at various ages.
Area 187,000 ha . 10,800 ha
thectares: 44,560 ha 23.8 mition m* 1.8 mittion m¥
5{}300 ....... :
45600
40600
35000
30000 £1
25600 =
20000 i :
15600 3
10004 ; :
5000 i l a E
o . ﬂ_ﬂ.i_- B o G BRB .o
S 0% 2z 3 4 5 B T & S 01132 13 14 15 18 17 IR 1§ 26 21 22 23 24 25 26 27 28 28
B Purchased 83% MM Planted 17% Suurce. Poyry Forest lndustey
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f Foresight and Insight

Sino-Forest’s first foresight was in 1992 during the Earth Summit in Rio de Janeiro when we envisaged the
economic potential of supplying quality wood fibre to China‘s huge, growing markets by cultivating fast-growing
trees and increasing the yield of forest plantations.

In 1995, we had the foresight to develop cooperative joint ventures with local forestry bureaus to plant trees on
barren, abandoned land; this would underpin our business relations and cooperation with domestic partners in
strategically important regions. Over the years, we accumulated technical expertise and insight by investing in
forestry research and development, by experimenting and testing, and developing superior silviculture techniques
and sustainable plantation management practices.

In 2004, we foresaw the opportunity to rapidly build up the scale of our plantations — an undertaking to acquire
200,000 hectares of mature pine in Heyuan, Guangdong Province. The undertaking provided Sino-Forest with
immediate cash flow from harvesting and land for replanting, and placed Sino-Forest in a different league of
forestry operators in China.

in 2006, as market conditions were changing, we had the foresight to move inland to regions where infrastructure
was less developed but where there were abundant resources and opportunities for Sino-Forest to secure wood
fibre and develop its sustainable re-plantation plan.

We also had the insight to align our plans for growth and diversification with the Central Gover
n (2006-2010) to lessen China’s growing wood deficit with increased forest resources;-an
rural areas through accelerated regional economic development. =

e our development of cost-effective and sustainable, integrated operations that willilip

RATION

SING-FOREST COR
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Message to Shareholders

& & 15 help preserve China's natural
forests, we believe it is cruciai to make

50 that they provide much more of the
quality wood fibre the country needs
for economic and rural development. 77 |l

Allen Chan, Chairman and CEQ :é‘ o

Over the past twelve months, Sino-Forest reported double-digit increases in all its key performance indicators
in 2007, and significantly expanded its access to wood fibre in three strategically located provinces. During the
next twelve months, we will continue to use our foresight and insight to significantly expand our plantation
operations and strengthen our market position in China as a leading supplier of quality wood products, while
continuing to ramp up infrastructure for our integrated operations.

Cur market opportunities

Since China is so large and diverse, its provinces and regions have different climates, landscapes, operating

practices and growth opportunities. In 2006, the PRC had over 1.3 billion consumers, and only 18% of its

fand area was forested. So the country consists of many enormous markets, yet, according to China’s Global

Environment Institute, the country has 21% of the world's population but only 3% of the world’s forests.

Accordingly, there is an acute shortage of wood fibre which it is expected to increase with rising domestic

urbanization, growth in disposable income and an increased demand in the construction, furniture and interior
- decoration, and pulp and paper sectors. Demand is also being fuelled by declining avaifability of imported wood

products due to the rise in export logs tax levied by the Russian government and to logging bans imposed by

governments of neighboring countries.

This rising demand is expected to continue to drive up plantation wood fibre prices, which have been increasing
steadily, depending on the species and locations of the trees. One of the solutions to China’s wood deficit is to
increase the yield output of the country’s forests by developing more high-yield plantations with

fast-growing trees, and maximizing usage of the wood fibre by adopting new technology and reducing waste
and inefficiencies. ‘

Since we founded Sino-Forest in 1994, we have developed valuable business contacts, plantations and
manufacturing operations in as many as nine of China’s 34 provinces, municipalities and regions. This has given
our people insight |nto Chinese market dynamics and the ability to foresee and pursue an abundance of forestry
sector opportunities.

Our growth strategy

Moving forward, our growth strategy will be founded on primarily four cornerstones: burgeoning plantations,
advanced research and development, value-added manufactured products, and our expertlse That is to say:
we will continue to build on our core strengths and competitive advantages.

ANNUAL REPORT 2007
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Our burgeoning plantations

Sino-Forest has gained a strong foothold in nine provinces across the
country and we have chosen the south-western part of China as our
geographic base, where we will develop our integrated operations model.

Over the past years, we signed master agreements in Hunan, Yunnan and
Guangxi, which give Sino-Forest access to 750,000 hectares of trees. Our
strategy was to move inland where forests are denser, and the acquisition
of trees and leasing of underlying land is more cost effective. These
agreements provide enormous potential to create value in the long term
and essentially lock in our cost per cubic metre, mostly at beneficial pricing
levels. Although the fibre in Guangxi will cost more compared to the other
two provinces, its climate and geographical location are very conducive to
eucalyptus plantation, and it is strategically located close to a key domestic
market and ASEAN countries via Beihai port. The agreements also give us
first rights to lease land for decades for re-planting, which will allow us to
improve substantially the fibre yield per hectare.

Hectares
Duration of
agreements (years)
Estimated

fibre yield (m/ha)
Estimated volume of
wood fibre (m3)
Duration of land rental

for re-planting after securing
land lease (years)

With the 312,000 hectares we currently manage, and after acquiring the
additional 750,000 hectares, in time Sino-Forest will have approximately
one million hectares in its portfolio of plantations. Our goal is to supply
15 to 20 million m3 of fibre wood annually to PRC markets by 2010.

One of our strategic goals in the south-west region of China is to establish '

income contributions in three phases:

1. Acquire a substantial amount of plantation trees annually; harvest and

sefl logs to the market or use them for our manufacturing operations:
this will provide immediate cash flow for re-planting and expand our
operations into new regions.

2. tease land and re-plant in the following year to create a critical mass
of sustainable plantation trees, with a goal of producing 20 million
m3 of fibre output annually: this will improve our plantation fibre yield
output, narrow China’s wood fibre deficit, and provide rurat farmers
with ongoing income from land rental.

3. Build integrated manufacturing operations to supply value-added, .
wood-based products to the market and further diversify
Sino-Forest's revenue streams: this will enable us to secure long-term
fibre agreements; create regional fibre markets that attract
other downstream operations to the region; and improve employment
in rural areas.

1380

Sophisticated R&D application to create seedlings
that flourish and produce quality fibre.

Our eucalyptus plantations can achieve a fibre yield
of 120-150 m3 with trees ranging 18 to 20 amin
diameter after a 5 to 6 year growing cycle.

ANNUAL REPORT 2607







Our advanced research and development

Sino-Forest is unique in its commitment to and investment in the research
and development of forest bio-technologies and plantation ecosystem
management techniques. For well over a decade, our R&D team has
been working in laboratories, greenhouses, nurseries and fields, and in
cooperation with many academic and scientific institutions, to steadily
improve plantation yield, reduce cultivation costs, increase the quality
and value of harvested wood outputs, and maintain or enhance forest
ecosystems and land productivity. This work has included - study,
development and testing of gene banks and breeding of superior clones
that make our seedlings more resistant to bacterial wilt, pests, disease
and cold temperatures; fertilizer treatment experiments; short-rotation
silviculture models, and forest protection trials. '

We have a particular forte in mass propagation of superior genetic
materials and fast-growing eucalyptus woods. One of many important
results has been the versatility of the fibre from this small-diameter tree,
not only for pulp and paper, but also for particleboard and high-density
fibre (“HDF") flooring and other wood products. Since R&D has greatly
increased the yield, quality and usage of eucalyptus, we intend to do the
same for other species such as Chinese fir and pine.

During the course of this leading scientific work, we have developed
valuable intellectual capital that is beneficial to our forest management
and product manufacturing, as well as to the whole forestry sector. Our
scientific and conscientious approach to quality plantation management
has also led to Forest Stewardship Council and I1SO certifications at some
of our plantations and manufacturing facilities. We were also selected as
a founding member of the China Green Carbon Foundation to work with
China’s State Forestry Administration on developing carbon credit trading
- and forest biofuels to mitigate greenhouse gas emissions.

1382

We use superior genetic materials to maximize
seedling propagation.

R&D pilot testing at this designated area in Gaoyao,
Guangdong Province illustrates how we increase
yield through scientific sitviculture.

ANNUAL REPORT 2007







Cur value-added manufactured products

Another key cornerstone of our strategic plan is the continued growth and
diversity of our manufacturing facilities. We produce particleboard and
melamine chipboard in the province of Guangdong, engineered wood
flooring in Jiangsu, finger-joint board and block board in Hunan and oriented
strand board in Heilongjiang.

Some critics say that it has been a long road to profitability for Sino-Forest
manufacturing, but we have committed our efforts and capital to
profitably producing downstream products because we believe it fits
strategically in our integrated operations. Here too, we have applied
foresight and insight: anticipating insatiable demand for quality
construction materials and value-added interior decoration products. Our
multi-product facilities enable us to maximize the usage of harvested logs
and residual wood fibre. Consistent supply of value-added products tends
to attract more downstream manufacturers to forest plantation areas, thus
creating regional wood supply markets.

We are at the forefront of a new trend toward using
small-di fogs to make engil d-wood
products.

Value-added products such as blockboard and finger-
joint board aflow us to maximize the usage and
market value of our wood fibre.

ANNUAL REPORT 2007
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Our expertise

Sino-Forest is wealthy in human resources. We have many experienced
and talented managers dedicated to product and service excellence

and capable of achieving challenging goals. And they are guided by a
driven executive team focused on executing a sensible strategic plan and
delivering exceptional results.

To support our extensive and rapid expansion, our plantation planning and
management team located across nine provinces in China tripled to 230
people in 2007, and our manufacturing workforce doubled to 1,640. All
in all, we have a strong management team and experienced workforce of
over 2,000 people to make our commercial plantations flourish. To ensure
successful growth, we have trained and promoted staff from within our
organization, and hired knowledgeable people with relevant working
experience and industry expertise - some joined us from forestry bureaus
in various regions and provinces and/or state-owned tree farms. Many of
our managers are university graduates from forestry and/or technology
faculties; many of them have previously worked for domestic wood
product manufacturing companies or pulp and paper companies.

The broad knowledge and resilience of our workforce have allowed us to
sustain strong earnings growth while expanding our operations quickly
and to adapt to changing market circumstances and shift our resources
toward more promising sources of income.

1. Based in Shanghai, General Manager ("GM"} and in-charge of Sino-Maple flooring
operations; graduated from Beijing Forestry University [Mr. Zhou]

2. Based in Guangzhou, Chief engineer, veteran in plantation operation and overseeing
plantation quality and operational control; graduated from South China Agricultural
University [Mr. Kang]

3. Based in Guangxi, Engineer responsible for our planted plantations, ex-professor, graduated
from Forestry College of Guangxi University [Mr. Zhang] ’

4. Based in Heyuan, Guangdong, Deputy GM responsible for Heyuan plantations, previously
with forestry bureau; studied at Yangdongxian Dangxiao [Mr. Liang]

S. Based in Hunan, Plantation controller, graduated from Hunan Agricultural University,
previously Assistant Manager of state-owned farm trees in Hunan [Mr. Xie}l

6. Based in Guangzhou, In-house legal counsel, graduated from Zhongshan University with
LLB and LM (Master in Law) [Ms. Tang]

7. Based in Guangxi, GM and Chief Engineer, graduated from Forestry College of Guangxi
University [Mr. Huang] .

8. Based in Suzhou, Deputy GM, graduated from Beijing Forestry University, previously factory
manager for a domestic plywood manufacturing company in Guangdong [Mr. Yu]

9. Based in Guangzhou, Responsible for Administration division, major in business and
commerce {Mr. Liu] .

10. Based in Xiangxi, Hunan Province, Responsible for manufacturing operation, previously
purchase manager of domestic wood construction company; graduated from Guangdong
Xiliang University [Mr. Huang]

11. Based in Shaoyang, Hunan Province, Responsible for manufacturing operation, previously
manager of pulp and paper company in Jiangxi; graduated from Jiangxi University {Mr. Liu]

1386

Occupational health and safety are ensured in our
plantations and operations.

Our managers are consistent and meticulous with
their monitoring and supervisory responsibilities.

ANNUAL REPORT 2007




Our executive team is continuously focused on
creating value for our vastly diverse stakeholders.

We practice sustainable development at our
plantations in order to preserve and propagate
nature’s resources for cusrent and future generations.

SING-FOREST CORPORATION

Our commitment to shareholders and other
stakeholders

Sino-Forest has a strong track record of achieving most of its stated goals.
We have delivered exceptional earnings and competitive returns on a
consistent basis since inception. We received favourable recognition,
which has been reflected in our stock price. In addition, our investor
base broadened globally and our investment analyst coverage increased
with initiating coverage from Merrill Lynch (China), Deutsche Bank*
(US), Morgan Stantey (Singapore), TD Newcrest (Canada), Credit Suisse
(Canada) and Scotia Capital (Canada) over the past year. Our market
capitalization surpassed the $3 billion milestone, and Sino-Forest has
the largest weighting (48%) in the S&P TSX Paper & Forest Index.
What's more, Sino-Forest now ranks among the world’s largest forestry
companies.

Qur outlook

A variety of other factors may affect Sino-Forest’s financial performance:
China’s economic growth following the Olympic Games; continuing
appreciation of the yuan vis-a-vis the US dollar, increasing export tax
levies by the Russian government; and supportive Chinese policies and tax
reductions on forestry products.

As an industry leader, however, we are continuously striving to be at the
forefront of the forestry sector and to outperform ourselves. In 2008, we
will maintain our growth strategy by executing with diligence our new,
long-term fibre acquisition agreements and establishing our integrated
operations, particularly in Hunan, Yunnan and Guangxi. This will require
investments in setting up facilities and putting excellent managers in
place, but we are convinced that our integrated operations will be highly
rewarding for Sino-Forest and for China‘s rural areas as we devetop
regional forestry markets.

We are grateful for the relations and alliances we have built with our
investors, customers, employees and other business partners. With their -
support, Sino-Forest will continue to lead China’s ferestry sector through -
integrated development, optimization, and added value at multiple levels
of our wood fibre supply chain.

Allen Chan )
Chairman and Chief Executive Officer

March 31, 2008
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Environmental Stewardship

Sino-Forest’s business is inherently sustainable because wood fibre is a natural, non-toxic and renewable material.
Trees absorb and store carbon dioxide, produce oxygen and provide habitats for many plants and wildlife. We see
plantations as a form of sustainable development - producing wood for today’s generation and for generations in
the future. So we are committed to managing our plantations in an environmentally responsible manner.

We list below how Sino-Forest’s operations are helping China deal with the world’s imminent global warming
problem vis-a-vis some of the key forestry sector mitigation measures proposed by the Intergovernmental Panel on
Climate Change (“IPCC*) in its 2007 Synthesis Report. The IPCC is a scientific, international organization set up by
the World Meteorological Organization and the United Nations Environment Programme.

Reduced Deforestation

Reforestation and Afforestation

Forest Management

Harvested Wood Product
Management

Use of Forest Products for
Bio-energy to Replace Fossil Fuel
Use

Tree Species Improvement to
Increase Biomass Productivity and
Carbon Sequestration

ANNUAL REPORT 2007




We believe that fostering the education of our next
. g ion is p for the b for our
community.

We are helping "Project Hope™ to build schools in
Hunan and Heilongjiang Provinces.

SING-FOREST CORPORATION

Corporate Citizenship

in the many rural communities where Sino-Forest acquires, cultivates,
harvests and re-plants trees and manufactures downstream wood
pvroducts, we create and sustain tens of thousands of long-term,
permanent and seasonal jobs. But our corporate responsibility also goes
beyond these employment benefits.

Applied Research Centre for the Pearl River Deita
Environment

Air and water pollution are becoming increasingly detrimental to the
environment and people’s health in China, including the Pearl River
Delta, where Sino-Forest has over 40,000 hectares of plantations under
management in Guangdong Province. To help deal with this ecological
and social problem, Sino-Forest contributed approximately $760,000 in
2008 to the establishment of the “Applied Research Centre for the Pearl
River Delta Environment” at the Hong Kong Baptist University. A primary
goal of the research centre is to develop a competent team to study the
pollution problems and provide solutions for industries in the Pearl Delta
River region.

Project Hope

Since education improves people’s livelihood, Sino-Forest is an enthusiastic
supporter of providing the next generation in rural areas with important
learning opportunities. Last year, we teamed up with China‘s Youth
League Central Committee and Youth Development Foundation in
support of “Project Hope”. The project encourages young dropouts

and students at risk of dropping out in China‘s poverty-stricken areas

to continue schooling by subsidizing long-term grants, construction or
refurbishment of schools, teaching materials and scholarships for upper
education. Committed to such community causes, Sino-Forest donated
approximately $150,000 to help fund the construction of three primary
schools in the Huaihua County of western Hunan Province, and in Muling
City in northern Heilongjiang Province.

Jiangxi Committee of (PPCC

Being a good corporate citizen also involves giving precious time.
Sino-Forest’s Chairman and CEO Allen Chan has recently joined the
Jiangxi Committee of the Tenth Session of the Chinese People's Political
Consultative Conference ("CPPCC*). Jiangxi Province is located in
southern China, where the company has significant operations. The
CPPCC consists of government and non-government members who
discuss Chinese policies and principles, and its role and powers are
somewhat analogous to an advisory legislative upper house.

Renmin University of China
In addition, Mr Chan has been appointed as Executive Council Member of

. Renmin University of China ("RUC", also known as the People’s University

of China) for a three-year term. The RUC is considered the Chinese Party
State university. It ranked among top universities in terms of the number
of scholars who have gained official recognition from the national and
Beijing municipal governments.
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Governance

Message from the Lead Director

It has been a year since | was appointed Lead Director on the Board, and | am
pleased to report that Sino-Forest is more profitable, its balance sheet stronger
and its shareholder returns higher, than at any time in the corporation’s
history. This is a testament to.the leadership and strategic vision of Allen Chan,
who is supported by an experienced, talented and committed group of senior
managers.

As the market value of Sino-Forest increases, corporate governance and Board
and committee practices are improving. While we have made significant
progress recently, the Board's mandate, on behalf of shareholders, is to
continually strive for and achieve higher levels of stewardship and oversight.

In April 2007, Temasek Holdings became Sino-Forest’s largest investor after

the private placement of common shares. In accordance with the terms of

the private placement, Temasek is eligible to appoint a Director, who will be
independent. The Board is pleased that an institution of this caliber will be
involved in the Company’s strategic as well as corporate governance processes.

In August 2007, Peter Wang was appointed to the Board, which is now
comprised of five independent directors and two management Directors.
Mr. Wang is an experienced and respected businessman in the PRC and we
welcome his valuable insight and knowledge.

The Board continues to refine and extend the breadth and depth of our
corporate governance policies and procedures. We have recently completed a
thorough review of all committee charters, mandates, policies and procedures
including a comprehensive review of CEQ, senior management and Board
compensation policies. "

During 2007, the Board met eight times, and the three standing committees of
the Board (Audit, Corporate Governance, and Compensation and Nominating)
met as required, with and without the presence of management, in order to
carry out their specific mandates. Two of our long-standing Directors, K. K.
Poon and Simon Murray, are not able to attend Board meetings as often as
would be preferred, but they continue to be well versed on all material issues
facing Sino-Forest and to play important roles. Mr. Poon is a co-founder of
Sino-Forest and is well respected within the PRC, sa it is important to the
corporation’s day-to-day business and to shareholders that he retains his
Director position. Since 1999, Mr. Murray has provided valued advice and
counsel to Allen Chan and Sino-Forest's executive team. He is a well-respected
international business leader and his presence on the Board continues to be in
" the best interests of the corporation and its shareholders.

f wish to thank all members of management and the Board of Directors for
their contributions during 2007, and look forward to assisting them with
creating additional shareholder value this year and beyond.

Judson Martin
Lead Director

March 31, 2008
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&6 \While we have
made significant
progress recently,
the Board's
mandate, on
behalf of our
shareholders, is to
continually strive
for and achieve
higher levels of
stewardship and
oversight.7J
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Management's Discussion and Analysis (MD&A) relates to the financial condition and results of Sino-Forest Corporation’s
operations for the year ended December 31, 2007. Throughout this MD&A, unless otherwise specified, “Sino-Forest”,
“Company”, “we”, “us” and “our” refer to Sino-Forest Corporation and its subsidiaries. Except where otherwise
indicated, all financial information reflected herein is determined on the basis of Canadian generally accepted accounting
principles (GAAP). This MD&A should be read in conjunction with Sino-Forest's audited consolidated financial statements
and notes thereto. The United States dollar is our reporting and functiona! currency and all figures contained herein are
in United States dollars unless otherwise indicated.

Additional information relating to our company, including our annual information form and other statutory reports are
available on SEDAR at www.sedar.com.

FORWARD-LOOKING STATEMENTS
This MD&A contains forward-looking statements which reflect management’s expectations regarding Sino-Forest's
future growth, results of operations, performance, business prospects and opportunities. Words such as “expects”,
“anticipates”, “intends”, “plans”, “believes”, “estimates”, or similar expressions, are forward-looking statements within
. the meaning of securities laws. Forward-looking statements include, without limitation, the information concerning
possible or assumed future results of operations of Sino-Forest. These statements are not historical facts but instead
represent only Sino-Forest’s expectations, estimates and projections regarding future events. These statements are not
guarantees of future performance and involve assumptions and risks and uncertainties that are difficult to predict.
Therefore, actual results may differ materially from what is expressed, implied or forecasted in such forward-looking
statements. in addition to the factors Sino-Forest currently believes to be material such as, but not limited to, our ability
to acquire rights to additional standing timber, our ability to meet our expected plantation yields, the cyclical nature of
the forest products industry and price fluctuation in and the demand and supply of logs, our reliance on joint venture
partners, authorized intermediaries, key customers, suppliers and third party service providers, our ability to operate
our production facilities on a profitable basis, changes in currency exchange rates and interest rates, evaluation of
our provision for income and related taxes and PRC economic, political and sodial conditions and government policy,
other factors not currently viewed as material could cause actual results to differ materially from those described in the
forward-looking statements. Although Sino-Forest has attempted to identify important risks and factors that could cause
actual actions, events or results to differ materially from those described in forward-looking statements, there may be
other factors and risks that cause actions, events or results not to be anticipated, estimated or intended. Accordingly,
readers should not place any undue reliance on forward-locking statements. The Company does not undertake any
obligation to update or release any revisions to these forward-looking statements to reflect events or circumstances after
the date of this report.

OVERVIEW OF BUSINESS

About Sino-Forest

We are a leading, foreign-owned, commercial forestry plantation operator in the People’s Republic of China (“PRC").
As at December 31, 2007, we had approximately 312,000 hectares of forestry plantations located in southern,
south-western and eastern China.

We began operations in 1994 as the first, foreign and privately managed company involved in forest products in China.

Our principal businesses include the ownership and management of forestry plantation trees, the sale of standing timber
and wood logs, and complementary manufacturing of downstream engineered-wood products.

Strategic Business Units
Sino-Forest's operations are comprised of two core business segments - Wood Fibre Continuing Operations are the
major revenue contributor, while our Manufacturing & Other Continuing Operations enable us to add value to our

fibre by producing downstream products.

Revenue from Wood Fibre Continuing Operations is derived from the following sources:

Plantation Fibre v
e we acquire, cultivate and sell standing timber or harvested logs from our purchased and planted tree plantations and
integrated plantations in six provinces and regions across China.

SING-FO
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Other Fibre
s wood logs — we source logs from PRC suppliers and sell them in the domestic market;

. importéd wood products — we source logs, veneer, sawn timber and other wood-based products globally and sell
them in the domestic PRC market.

Our Manufacturing & Other Continuing Operations include:

e particleboard is manufactured in Gaoyao, Guangdong Province;

e engineered wood flooring is produced in Suzhou, Jiangsu Province and sold through over 200 stores nationwide in
the PRC;

e oriented strand board is manufactured in Muling City, Heilongjiang Province;

& finger joint board, block board and particleboard are produced in Dongkou, Huaihua, Xiangxi and Yuanling in Hunan
Province; and

e greenery & nursery operation are based in Suzhou, Jiangsu Province.

Our Vision and Strategy
Our vision is to become the leading, commercial forestry plantation operator and preferred supplier of wood fibre
to downstream consumers in the wood panel, furniture, construction, interior decoration and pulp and paper

industries in the PRC.

To achieve our vision, we strive to be at the forefront of our industry by creating regional “wood baskets” that ensure a
sustainable and quality supply of wood fibre to downstream manufacturing operations. We also plan to introduce new
technologies to improve productivity, quality and economic viability of China’s engineered-wood products.

We focus on the following strategies that have made Sino-Forest successful:

& acquire additional forestry plantations and access to long-term supply of wood fibre in the PRC where regional
markets with growing demand will be located;

s improve the yields of our forestry plantations by continued investment in research and development;
& practice environmentally responsible forestry management;

e strengthen our management processes and information systems to support the growth of our multi-faceted
businesses;

» strengthen our engineered-wood manufacturing business to complement our plantation operations with an aim to
increase the value of our wood fibre; and

e widen and diversify our investor base and enhance our corporate image and profile.

. Other Key Factors Affecting Our Business

Our results of operations are, and will continue to be, affected by the cyclical nature of the forest products industry. Prices
and demand for logs and wood chips have been, and in the future are expected to be, subject to cydlical fluctuations.
The pricing in the forestry market is affected by the prices of the ultimate wood products produced from logs in the PRC,
induding furniture, construction materials, interior decoration materials and pulp and paper products. The prices of wood
products are also affected by the availability of wood substitutes. The market for wood products is sensitive to changes

in industry capadity and output levels, general timber industry conditions and cyclical changes in the world and PRC
economies, any of which can have a significant impact on selling prices of wood products. The demand for wood products
is also substantially affected by the level of new construction activity, which is subject to fiuctuations that may or may not
correspond to overall economic trends. Decreases in the level of construction activity generally reduce demand for wood
products. The demand for wood products is also affected by the level of interior design activity and the demand for wood
chips in the pulp and paper markets. These activities are, in turn, subject to fluctuations due to, among other factors:
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MANAGEMENT’S DISCUSSION AND ANALYSIS {cont'ds

& changes in domestic and international economic conditions;

& interest rates;
e government regulations and policies;
¢ population growth and changing demographics; and

e seasonal weather cycles (e.g. dry or hot summers, wet or cold winters) and other factors affecting tree growth.

Cydlical changes in the forest products industry, incdluding changes in demand and pricing for our products and the other
factors described above, could have a material adverse effect on our business, financial condition and results of operations.

Qur decisions and abilities to develop and operate future forestry plantations are subject to various factors and
uncertainties. Should we be unable to exercise our rights to obtain additional forestry plantations, our business, financial
condition and results of operations could be materially and adversely affected.

The success of our business depends upon the productivity of our forestry plantations and our ability to realize our
expected yields. Forestry plantation yields depend on a number of factors, many of which are beyond our control. These
include damage by disease and pests and other natural disasters, and weather, climate and soif conditions. Our ability to
maintain and improve our yields will depend on these factors and the results of our research and development efforts.

We rely on our relationships with joint venture partners, authorized intermediaries, key customers, suppliers and third party
service providers for our forestry plantations and trading activities. We rely on our joint venture partners to, among other
things, fulfill their obligations under the agreements. We rely on a number of large suppliers for a significant percentage of
our timber supply. We rely to a significant extent on third party service providers for day-to-day operations of our plantations.

We are heavily dependent on the expertise of our senior management in the forest industry, research and development
in forest plantation management practice, wood-based products manufacturing production processes and relationships
cultivated by them with our major customers and others.

We are subject to regulation under a variety of PRC national and local laws and regulations. Violations of PRC laws or
regulations, including PRC environmental policies and programs that apply to our forestry plantations, could result in civil
and criminal penalties, including the revocation of licenses required for our business.

The forestry industry is susceptible to weather conditions, timber growth cycles and natural disasters outside of our control.
The occurrence of these or other natural disasters may disrupt or reduce the supply of trees available for harvesting in the
areas of the PRC where our forestry plantations are located.

Our manufacturing plants are in an early stage of development and have a short operating history. Our manufacturing plants
may not be profitable or successful and are subject to the risks inherent in establishing a new business, including competitive
pressures, which could have a material adverse effect on our business, financial condition and results of operations.

We report our financial statements in United States dollars, while substantially all of our revenue is denominated in
Renminbi. Any significant fluctuation in the exchange rates between the Renminbi and other currencies, such as the United
States dollar, Canadian doltar and Hong Kong dollar, or in the United States dollar against the Renminbi, the Canadian
dollar or the Hong Kong dollar, may have an adverse impact on our results of operations and may adversely affect the value,
translated or converted into United States dollars, Canadian dolfars or otherwise, of our revenue and net income.

Significant Accounting Policies and Interpretation

Cost of Sales
Our costs of sales consist of: (1) depletion of timber holdings as they are sold; (2) the costs of logs acquired in the
domestic PRC market; (3) the costs of imported fogs and wood-based products acquired in our sales and trading activities

of these products; and (4) the costs incurred at our manufacturing plants.

CORPORATION




Depletion of Timber Holdings

Timber holdings include acquisition costs for standing timber (young and mature trees), planting and maintenance

costs, which are capitalized at cost in our financial statements until the trees are sold. Planting and maintenance costs
include the following: planning, aperations design, site preparation, terracing, fertilization, planting, thinning, tending,
protection, forestry bureau service charge, overhead and lease costs. Timber holdings from standing timber sales are
depleted when the significant risks and rewards of ownership have been transferred to the buyer, which occurs when the
contract for sale is entered into.

EBITDA

Defined as income from operations for the period after adding back depreciation and amortization, as well as depletion
of timber holdings from cost of sales, for the period. EBITDA is presented as additional information because we believe
that it is a useful measure for certain investors to determine our operating cash flow and historical ability to meet débt
service and capital expenditure requirements. EBITDA is not a measure of financial performance under Canadian GAAP
and should not be considered as an alternative to cash flows from operating activities, a measure of liquidity or an
alternative to net income as indicators of our operating performance or any other measures of performance derived in
accordance with Canadian GAAP.

SIGNIFICANT BUSINESS ACTIVITIES
Significant activities that have occurred during the year ended December 31, 2007 and to the date of this report

were as follows:

Updated Valuation of Forest Plantation Assets in China

In March 2008, the Company announced that it had received the updated, independent valuation of its commercial
plantation assets as well as a prospective valuation of its proposed plantation development plans in China. Using a
discounted cash flow methodology, Poyry Forest Industry Ltd (" Poyry”) estimates that the existing forest plantation
{single rotation only) as at December 31, 2007 had a value of approximately $1.2 billion and on a perpetual rotation
basis, a value of approximately $3.2 billion.

Acquisition of 150,000 hectares of Standing Timber in Guangxi Province

In December 2007, the Company entered into a master agreement with Zhanjiang Bo Hu Wood Company Limited,
which will act as the authorized agent for the original plantation rights holders to acquire 150,000 hectares of plantation
trees in Guangxi Province with a price not to exceed RMB380 per cubic meter (“m?®") or approximately US$51.40 per m?
over a 5-year period. The agreement also provides the Company with pre-emptive rights to lease the land at a price not
to exceed RMB525 per hectare per annum for 30 years.

Appointment of Director

in August 2007, the Company announced the appointment of Mr. Peter Wang to its Board of Directors. Mr. Wang’s
distinguished background and nationwide contacts accumulated over several decades working for numerous state-

owned enterprises in the PRC are expected to benefit the Company, especially in regard to his valuable network and
knowledge of protocol for working with mainland Chinese officials. ’

$189 million Public Offering
In June 2007, the Company completed a public offering of 15,900,000 common shares at Cdn.$12.65 per share for
gross proceeds of Cdn.$201.1 million (equivalent to $188.5 million at June 12, 2007).

$200 million Strategic Placement
In April 2007, the Company closed a private placement in which 25,355,191 common shares were issued at Cdn.$9.15
per share for gross proceeds of Cdn.$232.0 million (equivalent to $200.0 million at April 10, 2007).

Acquisition of 200,600 hectares of Standing Timber in Yunnan Province

In March 2007, the Company entered into a master agreement with Gengma Dai and Wa Tribes Autoriomous Region
Forestry Company Ltd to acquire approximately 200,000 hectares of standing timber in Yunnan Province for a total of
approximately $0.7 billion to $1.4 billion over a ten-year period. The agreement also provides the Company with a first
right of refusal to lease the land for 50 years after harvesting.
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MANAGEMENT’S DISCUSSION AND ANALYSIS tcont'd)

SELECTED ANNUAL FINANCIAL INFORMATION
The following selected financial information has been derived from our consolidated financial statements for the three
years ended December 31, 2007, 2006 and 2005:

[Restated]

Years ended December 31 2006 2005
(in thousands, except earnings per share and common shares outstanding) $ $
OPERATING RESULTS
Revenue® 555,480 341,260
Cost of sales™ (380,508) (237,222)
Gross profit@ 174,972 104,038
Net income from continuing operations 92,212 48,743
Net income 113,480 81,687
EBITDA® 316,850 223,631
Net earnings from continuing operations per share®

Basic 0.67 0.35

Diluted 0.66 035
Net earnings per share®

Basic 0.82 0.59

Diluted 081 . 0.59

If the new policy for accounting for uncertainty in income taxes was adopted on January 1, 2005, this would have
resulted in a decrease in net income of $5,535,000 in the year 2005. ’

FINANCIAL POSITION

Current assets 333,609 277,340
Non-current assets 873,646 617,931
Total assets 1,207,255 895,271
Current liabilities (including current portion of long-term debt) 179,048 127,262
Long-term debt (net of current portion) 450,000 300,000

Total shareholders’ equity (net assets) 578,207 468,009

Nil Nil
137,999,548 137,789,548

Cash dividends declared per share
Common shares outstanding

Over the past three fiscal years, we have focused on growing our standing timber plantation operations. Revenue
has grown over these periods primarily due to increased sales of standing timber. Our revenue from standing timber
increased from $352.6 million (sold 111,367 hectares, 63.5% of revenue) in 2006 to $521.5 million (sold 146,037
hectares, 73.1% of revenue) in 2007.

During these periods, our gross profit increased accordingly. Gross profit margin, being gross profit expressed as a
percentage of revenue, increased to 34.0% in 2007 from 31.5% in 2006 due 1o a higher proportion of sales of standing
timber which earned a higher gross profit margin than our other business.segments.

Non-current assets, primarily standing timber, increased over the past three years as we continued to focus on
expanding our plantation hectares under management. As at December 31 of each year, we had the following
_plantation area under management:

2005 324,000 hectares
2006 352,000 hectares
2007 312,000 hectares

According to the recent forest asset valuation conducted by Poyry, the estimated volume of our merchantable standing

timber increased 14.2% to approximately 31.3 million cubic meter by year end 2007, excluding trees less than 4 years of age.

In 2006, we obtained a S-year and one day $150 million syndicated loan for acquisition of additional standing timber
and logs. In 2007, we completed financing of $388.5 milfion through private placement and public offering.
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RESULTS OF OPERATIONS - 2007 VS 2006

Revenue
The following table sets forth the breakdown of our total revenue for the years ended December 31, 2007 and 2006:

2006

$°000 : %

Wood Fibre Continuing Operations
Plantation Fibre 352,574 . B35
Other — Imported wood products 178,379 32.1
Other — Wood logs 495 0.1
Manufacturing and Other Continuing Operations 24,032 4.3
Total Revenue ) 555,480 100.0

Our revenue increased 28.5% to $713.9 million in 2007. The increase in revenue was due primarily to the increase
in sales of standing timber and manufacturing and other continuing operations, offset by a decrease in the sales of
imported wood products.

Wood Fibre Continuing Operations Revenue

Standing Timber
The following table sets forth revenue from standing timber sales for the years ended December 31, 2007 and 2006:

2006
Sales per Total
Hectares hectare revenue
$ $'000
Purchased plantations 73,665 3,959 291,650
Heyuan Pine Undertaking 32,426 1,692 54,864
Planted plantations 5,276 1,149 6,060
Total 111,367 3,166 352,574

Revenue from sales of standing timber increased 47.9% to $521.5 million in 2007. In 2007, we sold 146,037 hectares
of standing timber, or 31% more than the previous year. The increase was mainly due to the sales of an additional
65,127 hectares of purchased and planted tree plantations, offset by a decrease of 30,457 hectares of standing timber
sales from the Heyuan Pine Undertaking. The average selling price per hectare increased 12.8% to $3,571 in 2007; this
increase was primarily attributable to the higher proportion of sales of purchased plantations to total sales, which had a
higher yield and therefore higher selling price per hectare.

Included in standing timber sales were the sales of logs harvested from our plantations in Hunan in the amount of
$6.2 million.

Standing timber sales comprised 73.1% of total revenue in 2007, compared to 63.5% in 2006.
Wood Logs

Revenue from sales of wood logs increased 553.1% to $3.2 million in 2007, which was mainly due to sales of logs
from Inner Mongolia. ‘

Wood logs sales comprised 0.4% of total revenue in 2007, compared to 0.1% of total revenue in 2006.
Imported Wood Products

Revenue from sales of imported wood products decreased 15.5%, from $178.4 million in 2006 to $150.7 million in
2007. This decrease was primarily due to lower sales volume arising from higher Russian log export duties.

Manufacturing and Other Continuing Operations Revenue

Revenue from our manufacturing and other continuing operations increased 59.8% from $24.0 million in 2006 to $38.4
million in 2007 mainly due to higher revenue from the flooring operation.

ANNUAL REPORT 2507

1396
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Cost of Sales
Cost of sales increased 23.7%, from $380.5 million in 2006 to $470.8 million in 2007, due primarily to higher sales
volumes of standing timber, wood logs and manufacturing products.

Wood Fibre Continuing Operations Cost of Sales

Standing timber cost of sales increased 54.5%, from $184.4 million in 2006 to $284.8 million in 2007. The increase
reflected primarily the 17.8% increase in cost of sales per hectare of standing timber from $1,656 per hectare in 2006
to $1,950 per hectare in 2007, because we sold substantially more hectares of purchased tree plantations in 2007 which
had a higher average cost per hectare, compared to 2006.

Wood logs cost of sales increased 508.9%, from $0.5 million in 2006 to $2.9 million in 2007, as a result of sales of
logs from Inner Mongolia. ‘

imported wood products cost of sales decreased 15.5%, from $173.3 million in 2006 to $146.4 million in 2007, primarily
reflecting the decrease in the sales volumes of our imported log trading business.

Manufacturing and Other Continuing Operations Cost of Sales
The cost of sales of manufacturing and other continuing operations increased 64.1% from $22.3 million in 2006 to
$36.7 million in 2007, primarily due to an increase in the sales from the flooring operation.

‘Gross Profit

Gross profit increased 38.9%, from $175.0 million in 2006 to $243.0 million in 2007. Gross profit margin (gross profit as
a percentage of total revenue) increased from 31.5% in 2006 to 34.0% in 2007 mainly due to the higher proportion of
sales of standing timber which earn a higher gross profit margin than our other business segments.

Wood Fibre Continuing Operations Gross Profit
Gross profit margin from sales of standing timber decreased from 47.7% in 2006 to 45.4% in 2007 due to lower yield of

plantations sold in 2007 compared to 2006.
Gross profit margin from sales of imported wood products remained flat at 2.9% for both years.

Gross profit margin from sales of wood logs increased from 2.2% in 2006 to 8.8% in 2007 as a result of sales of logs
from Inner Mongolia which commanded higher margin.

Manufacturing and Other Continuing Operations Gross Profit
Gross margin from our manufacturing and other continuing operations decreased from 7.1% in 2006 to 4.6% in 2007,
primarily due to increased cost of production of manufacturing plants.

Selling, General and Administration Expenses
Our selling, general and administration expenses increased 12.2%, from $35.9 million in 2006 to $40.2 million in 2007,

due primarily to additional staff complement and set up of new companies.

Depreciation and Amortization
Depreciation and amortization increased 34.9%, from $4.0 million in 2006 to $5.4 million in 2007, reflecting the

increase in depreciation charges for our manufacturing plants.

income from Operations
Income from operations increased 46.1%, from $135.1 million in 2006 to $197.5 million in 2007, due 1o the factors
explained above. Our income from operations as a percentage of revenue increased from 24.3% in 2006 to 27.7% in 2007.

Interest Expense
Interest expense increased 17.7%, from $37.3 million in 2006 to $44.0 million in 2007, due primarily to partial draw-
down of the syndicated loans in the second quarter of 2006 and to the reclassification of amortization of deferred

financing cost to interest expense in 2007.

Interest Income

Our interest income increased 134.1%, from $6.5 million in 2006 to $15.2 million in 2007, due to higher cash and
cash equivalents and short-term deposits from the financings completed last year and interest income earned on the
loan to Mandra Holdings.
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Exchange Gains
Exchange gains increased 237.6% from $3.7 miflion in 2006 to $12.4 million in 2007 due to appreciation of the Canadian

dollar against the U.S. dollar in 2007.

Write-down of Capital Assets :
The write-down of capital assets in 2007 amounted to $20.8 million representing write-down of certain manufacturing
facilities to fair market value due to continued losses over the years.

Other Income
Other income increased 144.4% from $1.3 million in 2006 to $3.2 million in 2007 mainly as a result of the'gain on

disposal of investment in Greenheart Resources Holding Limited (“Greenheart”).

Provision for Income Taxes
in 2007, the provision for income taxes was $18.0 million compared to $13.2 million in 2006; the increase was due to

the higher income earned.

Net Income from Continuing Operations
As a result of the foregoing, net income from continuing operations for 2007 increased 54.5%, from $92.2 million in
2006 to $142.4 miltion in 2007. Overall net profit margin from continuing operations increased from 16.6% in 2006

to 20.0% in 2007.

RESULTS OF OPERATIONS — Q4 2007 VS Q4 2006 _
The following table sets forth the selected financial information for the three months ended December 31, 2007 and 2006:

Three months ended December 31, 2006
(in thousands, except earnings per share) $
Revenue " 233,261
Cost of sales® _(151,167)
Gross profit@ 82,094
Net income from continuing operations 40,102
Net income 42,528
EBITDA® 148,258
Net earnings from continuing operations per share

Basic ' 0.29

Diluted 0.29
Net earnings per share®

Basic 0.31

Diluted 0.30

The quarterly financial information has not been restated to reflect the adoptlon of a new accounting pohcy for uncertain
income tax positions as the effect of the change on net income is insignificant.

The following table sets forth the breakdown of our revenue in the fourth quarters of 2607 and 2006:

2006
Three months ended December 31, $'000
Wood Fibre Continuing Operations
Plantation Fibre 167,869
Other — Imported wood products 55,528
Other — Wood logs 64
Manufacturing and Other Continuing Operatnons 9,800
233,261

Total Revenue
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Revenue in the fourth quarter ended December 31, 2007 increased by 33.3% to $310.9 million compared to
$233.3 million in the fourth quarter of 2006. The increase was primarily due to higher sales of standing timber and
manufacturing and other continuing operations partially offset by a decline in imported wood products revenue.

In the fourth quarters of 2007 and 2006, standing timber sales were as follows:

2006
Sales per Total
Hectares hectare revenue
Three months ended December 31, $ $°000
Purchased plantations 40,987 3,923 160,811
Heyuan Pine Undertaking 2,768 1,756 4,861
Planted plantations 1,821 1,206 2,197
Total 45,576 3,683 167,869

in the fourth quarter of 2007, sales of standing timber increased to 81,495 hectares, primarily due to increased sales of
standing timber from our purchased plantations. The decrease in the average selling price of standing timber was due to
lower vield of purchased plantations sold compared to 2006.

In the fourth quarter of 2007, revenue from our imported wood products business amounted to $34.3 million, compared
to $55.5 million in the fourth quarter of 2006. The decrease was primarily attributable to lower volume arising from
higher Russian log export duties.

In the fourth quarter of 2007, increase in revenue from manufacturing and other continuing operations was mainly due
to the increase in the sale of flooring products.

Costs and expenses were $230.9 million in the fourth quarter of 2007, an increase of 34.6% compared to $171.6
million in the fourth quarter of 2006, largely attributable to an increase in sales. Selling, general and administration
expenses decreased 14.6% to $16.5 million in the fourth quarter in 2007, primarily due to a $5.4 million termination
payment made to an officer in the fourth quarter of 2006.

Net income from continuing operations increased 2.9% from $40.1 million to $41.3 million. Diluted earnings per share
from continuing operations per share decreased 22.0% from $0.29 to $0.22.

ISSUED AND OUTSTANDING SHARE CAPITAL

The authorized capital of the Company consists of an unlimited number of common shares, of which 182,592,961
common shares were issued and outstanding as of the date of this MD&A. On a diluted basis, the Company has
186,541,414 common shares outstanding as of the date of this MD&A, assuming the exercise of 3,948,453 outsianding

stock options.

LIQUIDITY AND CAPITAL RESOURCES

Our primary sources of funding have been short-term and long-term borrowings, equity offerings and cash provided

by operating activities. Our primary uses of funding have been to obtain new forestry plantations either in the form

of standing timber or logs, to develop our existing forestry plantations, for imported logs trading, for working capital
requirements, to service our short-term and long-term borrowings and to invest in and develop our manufacturing facilities.
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Cash Flows
The following table sets forth a condensed summary of our statement of cash flows:

Years ended December 31, 2006
(in millions) 3
Cash flows from operating activities of continuing operations
Net cash provided by operations © 280.7
‘Net change in working capital ® (16.5)
Total 2642
Cash flows from operating activities of discontinued operations 26.2
Cash flows used in investing activities (423.0)
Cash flows from financing activities 176.2
Effect of exchange rate changes on cash and cash equivalents 09
44.5

Net increase in cash and cash equivalents

Cash Flows from Operating Activities of Continuing Operations
Cash flows from operating activities increased 82.6% to $482.5 million in 2007. The increase was the result of an
increase in cash provided by operations as a result of the stronger sales of standing timber.

Cash Flows Used in Investing Activities

In 2006 and 2007, cash flows used in investing activities were primarily used for capital expenditures to obtain additional
forestry plantations and for investments in manufacturing facilities. Our cash outlays for our forestry plantations
amounted to $415.1 million in 2006 and $640.3 million in 2007. Our cash outlays for our manufacturing fadilities and
other capital assets amounted to $10.0 million in 2006 and $12.6 million in 2007. increase in non-pledged short-term
deposits in 2007 amounted to $8.7 million compared to a decrease in non-pledged short-term deposits of $11.9 million
in 2006. In addition, Sino-Forest invested $6.0 million to acquire approximately 13% equity interest in Greenheart and
$1.8 million to acquire certain convertible bonds issued by Omnicorp Limited in 2007. Sino-Forest also paid $23.6 million

as prepaid plantation fand leases in 2007.

Cash Flows From Financing Activities
In 2007, cash flows from financing activities consisted of net proceeds from the issuance of shares of $389.9 million and

decrease in pledged short-term deposits of $6.2 million offset by the payment on derivative financial instrument of $2.2
miltion and a decrease in bank indebtedness of $17.0 million. in 2006, cash flows from financing activities consisted

of an increase in bank indebtedness of $29.2 million and long-term debt of $150.0 million and decrease in pledged
short-term deposits of $0.4 million and net proceeds from the issuance of shares of $0.5 million offset by an increase in
deferred financing costs of $3.0 million and payment on derivative financial instrument of $0.9 million.

Financing Arrangements and Contractual Obligations

As of December 31, 2007, we had secured and unsecured short-term liabilities of $55.4 million, comprising $27.5
million of short-term bank loans and $27.9 million of trust receipt loans. We had long-term debt of $442.0 million. Our
borrowings were denominated in U.S. dollars and Renminbi.

Short-Term Borrowings
As of December 31, 2007, we had $133.9 million short-term credit facilities with banks in Hong Kong and the PRC to

fund short-term working capital requirements of which $55.4 million was being utilized. interest is payable on these
short-term borrowings at a weighted average rate of 6.2% per annum, and the borrowings are either repayable on
demand or due in less than one year. As of December 31, 2007, the short-term credit facilities were secured by certain
of our land-use rights, buildings and timber holdings having an aggregate net book value of approximately $11.4 million
and certain bank deposits of $0.3 million. ‘
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MANAGEMENT’S DISCUSSION AND ANALYSIS {cont'd)

Other Contractual Obfigations

As of December 31, 2007, we had other contractual obligations relating to: (1) approximately $18.6 million in respect
of capital contributions to our Wholly Foreign Owned Enterprises (“WFOEs"); (2) $16.5 million of capital commitments
with respect to buildings, timber holdings, and plant and machinery; (3) $21.5 million of purchase commitments mainly
regarding logs, (4) commitments under operating leases of approximately $68.1 million; and (5) $442.0 million non-
convertible guaranteed senior notes and syndicated loans.

Scheduled Maturity of Contractual Obligations
The following table presents the scheduled maturities of our contractual obligations as of December 31, 2007:

Long-term debt®
Capital contributions
Capital commitments®
Purchase commitments
Operating leases®
Total contractual cash
obligations

Under the master agreements entered in September and December 2006 to acquire 400,000 hectares of plantation
trees for fourteen years in Hunan, the Company has acquired 59,313 hectares of plantation trees for $250.0 million as
at December 31, 2007.

Under the master agreement entered in March 2007 to acquire 200,000 hectares of standing timber for ten years in
Yunnan, the Company has acquired 10,438 hectares of standing timber for $88.1 million as at December 31, 2007.

Under the master agreement entered in July 2006 to secure at least 1.5 million cubic meters of wood fibre for twelve
years in Inner Mongolia, the Company has acquired 17,000 cubic meters of wood fibre as at December 31, 2007.

Under the master agreement entered in December 10, 2007 to acquire 150,000 hectares of plantation trees for S-year in
Guangxi, the Company has not acquired any wood fibre as at December 31, 2007.

Guarantees

We also periodically issue guarantees to third parties in relation to the debt of our subsidiaries. As of December 31,
2007, we had provided guarantees of approximately $112.1 million to banks in connection with credit facilities granted
to our subsidiaries. These guarantees expire at the maturity of the underlying debt, which are for varying terms of less
than one year, unless the underlying debt is renewed.

Historical and Planned Capital Expenditures
The following table sets forth the breakdown of our capital expenditures for the fourth quarter and year ended
December 31, 2007:

(in millions)

Tree acquisition — Purchased plantations
Re-planting and maintenance of plantations
Panel manufacturing and other operations
Total

Capital expenditures incurred in relation to forestry plantations were for obtaining additional purchased-tree plantations
and planted-tree plantations, and a variety of plantation management Costs, induding land lease costs, the costs

of planting, developing seedlings, fertilization, insecticide, labor and plantation maintenance service fees. Capital
expenditures in refation to the manufacturing plants were for investing in manufacturing plants, including the costs of
constructing the facilities and purchasing and installing production line equipment.
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Forestry plantations capital expenditures for 2008 are expected ta exceed $700 million. Capital expenditures in 2008
relating to the manufacturing operations are expected to be approximately $30 million.

It is expected that 2008 capital expenditures will be funded primarily by cash flows from operations.

Independent Valuation of our Forest Assets by Poyry

Poyry has determined the valuation of our forest assets as at December 31, 2007 to be $1,245.3 miltion. This is the result
of a valuation of the existing planted and purchased areas using a 11.5% discount rate applied to real, pre-tax cash
flows. As at year end 2007, the book value of our timber holdings was $1,174.2 million.

Poyry has also prepared an existing forest valuation that includes the revenues and costs of re-establishing and maintaining
the plantation forests for a 50-year period (perpetual rotation valuation). Sino-Forest has an option to lease the land

at purchased tree plantations for future rotations, the terms of which have yet to be agreed. Poyry has determined the
valuation of our forest assets based on a perpetual rotation (including the planned expansion in Hunan, Yunnan and
Guangxi Province) using a pre-tax discount rate of 11.5% to be $3,205.2 million as at December 31, 2007.

The complete valuation report by Poyry will be avaitable on our website at www.sinoforest.com under ‘Filings’ or filed
with SEDAR at www.sedar.com on or about March 31, 2008.

Aging of Accounts Receivable

We recognize revenue from sales of standing timber when the buyer has signed the sales contract. The buyer is generally
responsible for logging and hauling the timber from the plantations. After the buyer has entered into the sales contract,
we generally give the buyers of our standing timber up to 18 months to fog and haul the timber from the plantations,
and generally grant buyers a credit period of up to nine months from the date of the sales: contract. We generally require
a partial payment of approximately 20% of the purchase price within 60 days of the sales contract, payment of 40%

of the purchase price within 150 days of the sales contract and the remaining 40% within nine months of the sales
contract. In addition, we have credit evaluation on custorers as necessary and have monitoring processes intended to
mitigate credit risk and maintain appropriate provisions for potential credit losses. We believe these measures mitigate
our credit risks in our sales of standing timber. We generally grant our customers in our trading activities credit terms

of 60 days for domestic sales of wood chips through authorized intermediaries, and 30 to 120 days with respect to
domestic sales of imported logs and wood-based products. As a result, we may have large outstanding balances of
accounts receivable with respect to sales of wood chips, wood-based products and standing timber. The following table
sets forth an aging analysis of our accounts receivable for 2007 and 2006: '

Aging Analysis
Total
Accounts 0-30 31-60 61-90 91-180  181-360  Over One
Receivable Days Days Days Days Days Year

$°000 $°000 $°000 $'000 $°000 $'000 $°000

At December 31, 2007
At December 31, 2006

124784 84216 33651 5,118 1610 189

Inflation
Inflation in the PRC has not had a significant impact on Sino-Forest’s results of operations in recent years. According to
the National Bureau of Statistics in the PRC, the change in the Consumer Price index in the PRC was 1.8%, 1.5% and

4.8% in 2005, 2006 and 2007, respectively.

“Taxation
PRC WFOEs are governed by the Income Tax Laws of the PRC concerning Foreign Investment Enterprises and Foreign

Enterprises and various local and state supplementary regulations (the “Income Tax Laws"). Pursuant to the new
Corporate Income Tax Laws effective January 1, 2008 (“New CIT Law™), WFOEs, Sino-foreign equity and co-operative
joint venture enterprises (“CJV*) are subject to corporate income tax at an effective rate of 25% {2007 —24% to 33%]
on income as reported in their statutory financial statements. Pursuant to the old Income Tax Laws, qualifying PRC
WFOEs and CIVs engaged in agriculture and manufacturing are eligible for an exemption from state income taxes for
two years starting from the first profitable year of operations ‘after offsetting losses carried forward from prior years,
followed by a 50% exemption for the next three years. If the tax holiday has not yet commenced, it will be deemed to
begin on January 1, 2008. Pursuant to the New CIT Law, the PRC WFOEs and CJVs engaged in plantation are eligible for
an exemption from income taxes.
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MANAGEMENT’S DISCUSSION AND ANALYSIS {cont'd)

Sino-Forest's tax charges for the years ended December 31, 2007 and 2006 were $18.0 miflion and $13.2 million,
respectively, which represented effective tax rates of 11.2% and 12.5%. fespectively. Such effective tax rates are
significantly lower than applicable corporate income tax rates because the majority of income remitted to Sino-Forest
from authorized intermediaries was already taxed. We believe we have made adequate tax provisions to meet Sino-
Forest’s tax liabilities as they become due.

OFF-BALANCE SHEET ARRANGEMENTS

Sino-Forest does not have any outstanding derivative financial instruments or off-balance sheet guarantees. In addition,
we are not otherwise engaged in hedging activities and had no forward exchange contracts outstanding as of December
31, 2007. In the ordinary course of business, we enter into operating lease commitments, capital commitments and
other contractual obligations. These transactions are recognized in our financial statements in accordance with Canadian
GAAP and are more fully discussed above.

TRANSACTIONS WITH RELATED PARTIES

Pursuant to the respective service agreements, Sino-Forest pays the salaries of certain executive officers in the form of
consultancy fees to companies controlled by the executive officers. The consultancy fees incurred in 2007 amounted to
$4,587,000 [December 31, 2006 - $4,136,000].

In addition, as at December 31, 2007, we had an aggregate amount of $3,950,000 {December 31, 2006 - $3,150,000]
owed to these related companies.

QUARTERLY FINANCIAL INFORMATION

Our business is seasonal. Generally, the third and fourth quarters together account for approximately 60% of annual
revenue, while the first and second quarters together account for approximately 40% of annual revenue. This reflects the
preference of timber companies to take advantage of the peak growing seasons in the spring and summer before harvesting
the trees, and the difficulty in the logging and hauling of timber during the rainy season in the first half of the year.

The following table is a summary of our selected quarterly financial information for each of the eight quarters ended
December 31, 2007: :

Earnings Per Share®

Revenue  NetIncome Basic Diluted

(in thousands, except per share amounts) $ $ $ $
2007 ’

December 31

September 30

june 30

March 31
2006

December 31 233,261 42,528 0.31 0.30

September 30 150,818 45,104 0.33 0.32

June 30 84,173 14,360 0.10 0.10

March 31 87,228 9,464 0.07 0.07

The quarterly financial information has not been restated for the adoption of a new accounting policy for uncertain
income tax positions as the effect of the change on net income for the year is insignificant.

SING-FOREST CORPORATION
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CRITICAL ACCOUNTING ESTIMATES

The preparation of financial statements in conformity with Canadian generally accepted accounting policies requires
rmanagement to make estimates and assumptions that affect amounts reported in the consolidated financial statements
and accompanying notes. Sino-Forest's significant accounting policies are described in Note 1 to the consolidated
financial statements. Each policy involves a number of estimates and assumptions made by management. The Company
bases its estimates on historical experience and various other assumptions that are believed to be reasonable in the
circumstances, the results of which form the basis for making judgments about the carrying value of assets and liabilities.
On an on-going basis, the Company evaluates its estimates. Different accounting policies, or changes in estimates

or assumptions, could potentially have a material impact, positive or negative, on Sino-Forest's financial position and
results of operations. It is reasonably possible that circumstances may arise which cause actual results to differ from
management estimates. The Company believes its most critical policies and estimates are those related to revenue
recognition of standing timber, asset impairment of timber holdings, and capital assets and income tax provision.

Asset Impairment

Timber Holdings

Timber holdings represented 63.9% of the Company’s consolidated total assets as at December 31, 2007. Timber
‘holdings are carried on the Company’s consolidated balance sheet at cost which includes cost of young trees, standing
timber, and planting and maintenance costs. The Company reviews the recoverability of the carrying value of its timber
holdings on an annual basis or whenever events or changes in circumstances indicate that the carry amount may not be
recoverable. If the sum of the future undiscounted cash flows expected to result from the asset is less than the asset’s
carrying value, asset impairment must be recognized. Impairment losses on timber holdings are measured as the amount
by which the carrying value of the asset exceeds its fair value..

The Company believes that accounting estimates refated to timber holding impairment assessments are critical
accounting estimates because: (i) they are subject to significant measurement uncertainty and are susceptible to change
as management is required to make forward looking assumptions regarding timber market demand and pricing, cost of
production such as harvesting costs, transportation costs, taxes and overhead costs, plantation risk such as fire, pest and
disease, frost and typhoons, plantation growth and yield, future yield development and the Company’s weighted average
cost of capital; and (ii) any resulting impairment loss could have a material impact on the Company’s consofidated income
statement and the reported timber holdings amount in the Company’s consolidated balance sheet.

To assist with its impairment assessments, the Company engages an autside consultant to help derive cash flow estimates
and to estimate the fair value of its existing timber holdings using a discounted cash flow valuation model. if management’s
best estimate of key assumptions were to change significantly and the associated estimated future cash flows were to
materially decrease, Sino-Forest could potentially experience future impairment charges and such charges could be material.

Capital Assets

The Company evaluates the recoverability of the carrying value of its capital assets whenever indicators of impairment
exist. Indicators of impairment include prolonged operating losses or a decision to dispose of, or otherwise change the
use of, an existing capital asset. If the sum of the future undiscounted cash flows expected to result from the asset is less
than the asset's carrying value, asset impairment must be recognized. Impairment losses on capital assets are measured
as the amount by which the carrying value of the asset exceeds its fair value. ’

The Company believes that estimates related to capital assets impairment assessments are critical accounting estimates
because: (i) they are subject to significant measurement uncertainty and are susceptible to change as management is
required to make forward looking assumptions regarding the impact of improvement plans on current operations, other new
business opportunities, particleboard market demand and priding, forecasted production volumes and cost of production
assumptions on current and future business; and (i) any resulting impairment loss could have a material impact on the
Company's consolidated financial statements and the reported capital asset amount in the consalidated balance sheet.
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MANAGEMENT'S DISCUSSION AND ANALYSIS {cont'd)

Revenue Recognition

Standing Timber ]

Sino-Forest sells standing timber at various stages of maturity to domestic wood dealers from its tree plantations. Standing
timber revenue represents a significant portion of the Company’s consalidated revenue. The timing of recognition of
revenue from standing timber sales is dependent on the terms and conditions of the Company’s contractual arrangements
with its customers. To date, substantially all of the Company’s standing timber revenue has been recognized when

the Company and the buyer enter into a binding sales agreement. Typically, prior to entering into the agreement, the
Company and the buyer will have negotiated the approximate timber volume and the expected harvest yield associated
with a specified plantation area. The sales agreement typically provides the buyer with a fixed period of time over which
the buyer is entitled to harvest the timber on the specified plantation area and amounts due from the buyer are fixed

at the time of entering into the agreement and are not subject to adjustment based on the actual amount of timber
harvested by the buyer. Harvesting and all related costs have to date been the responsibility of the buyer and the Company
has not been respansible for any further significant acts of performance under the sales agreement. The buyer has borne
all risks and rewards related to the timber on the specified plantation area over the harvest period.

A future change to the typical contractual arrangements for timber sales could materially impact the timing and manner
in which revenue is recognized. '

Provision for Tax Related Liabilities

Two of the Company's principal operating subsidiaries incorporated in the British Virgin Istands (the “BV! Subsidiaries”)
are engaged in the sale of wood chips and standing timber and earn commission income (“Authorized Sales Activities”)
in the PRC through authorized intermediaries (“Al”) that are domestic enterprises. In accordance with Income Tax Laws,
foreign companies deriving income from sources in the PRC are subject to foreign enterprise income tax. Under the terms
of the master agreements, relevant sales and purchase contracts and commission agreements made with the Al, the

Al are responsible for paying PRC taxes on behalf of the BVI subsidiaries that arise from the Authorized Sales Activities.
Accordingly, the BVI Subsidiaries do not pay any PRC taxes with respect to the profits earned in the PRC.

If PRC tax authorities were to determine that the Al did not pay applicable PRC taxes on the Authorized Sales Activities
on behalf of the BVI Subsidiaries, they may attempt to recover the applicable PRC taxes or any shortfall from the BVI
Subsidiaries. Since the BVI Subsidiaries are unable to ascertain whether the Al have properly handied such tax settlements
andfor able to recover relevant PRC taxes required to be paid by the BV Subsidiaries from the Al a provision for income
tax at an amount representing management’s best estimate of the amount the PRC tax authorities might seek to recover,
is recognized in the financial statements each year.

included in accounts payable and accrued liabitities including discontinued operations as at December 31, 2007 is the
balance of the pravision for these tax related liabilities amounting to $80,165,000 [2006 - $66,558,000] provided on the
profits of the Authorized Sales Activities earned by the BVI Subsidiaries in the current and in the three previous years.

Contingencies for Tax Related Liabilities

The provision for income taxes and tax related liabilities and whether tax filings are required is subject to a number

of different factors, estimates and judgment made by management. A change in the facts and these estimates and
judgment could have a material effect on the Company’s tax expense. The Company has operations in various countries
(mainly in the PRC, Canada and Hong Kong) that have different tax laws and rates. Income tax and other taxes are
subject to audit by all relevant tax authorities. The effective tax rate may change from year to year based on the mix of
income among the different tax jurisdictions in which the Company operates, changes in tax laws in these jurisdictions,
and changes in tax treaties between various tax jurisdictions in which the Company operates. it is possible that profits
already taxed by one tax jurisdiction could be taxed by another tax jurisdiction or multiple jurisdictions. Should the

PRC tax authorities recover income tax, business tax and value-added tax directly from the BVI Subsidiaries, they might
do so together with related tax surcharges and tax penalties on applicable income or profits of the Authorized Sales
Activities from the BVI Subsidiaries for a period from three to five years in practice. Under prevailing PRC tax rules, the
tax surcharge is calculated at 0.05% per day on the tax amount overdue while the tax penalties can range from 50% to
500% of taxes underpaid. Under the Hong Kong tax regulations, assessments are open for up to six years in practice and
tax penalties can be up to treble amount of the tax underpaid.

SING-FOREST CORPORATION
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Significant estimates and judgment are applied by management to determine the appropriate amount of tax related
liabilities and contingencies for tax related liabifities to be recognized and disclosed in the financial statements
respectively. Changes in the amount of the estimates could materially increase or decrease the provision for tax related
liabilities and the extent of disclosures of contingendies for tax related fiabilities in a period including prior periods.

Management evaluates the provision for tax related liabilities on a quarterly basis or as necessary and believes that an
adequate but not excessive provision for tax related liabilities has been recognized in the financial statements.

Change in Accounting Policies

Financial Instruments and Comprehensive Income

On January 1, 2007, the Company adopted the Canadian Institute of Chartered Accountants (“CICA") Handbook
Sections, Section 3855 Financial Instruments — Recognition and Measurement, Section 3861 Financial Instruments

- Disclosure and Presentation, Section 3865 Hedges, Section 1530 Comprehensive income and Section 3251 Equity.
These accounting standards introduce new requirements for recognition and measurement of financial instruments, the
application of hedge accounting, the reporting and display of comprehensive income as well as the recognition of certain
transition adjustments. The adoption of these Sections is done retroactively without restatement of the consolidated
financial statements of the prior period except for the presentation of unrealized foreign currency translation adjustments
arising from self-sustaining foreign operations which are presented as part of other comprehensive income retroactively.

Deferred financing costs relating to the non-convertible senior notes and the syndicated loan facility amounting to
$8,713,000 as at January 1, 2007 that were previously reported in other assets, are now recorded against the carrying
value of the related debt and amortized into interest expense using the effective interest method. Prior to the adoption
of the new standards, the amortization of deferred financing costs was reported as a separate line in the consolidated
statement of income. Deferred financing costs will no longer be amortized using the straight-line method, and will be
taken into the income statement and recorded as interest expense using the effective interest method over the term of
the related debt. Effective January 1, 2007, a cumulative adjustment was made to account for the difference between
the accumulated amortization of deferred financing costs using the effective interest method and the straight-line
method. This resulted in a decrease in long-term debt and an increase in equity of $1,097,000 net of tax of nil.

Upon adoption of CICA Section 3865, the Company determined that its foreign currency swap [note 9] did not qualify
for hedge accounting treatment. As a result, the fair value of the swap as at January 1, 2007 was included as a liability
on the balance sheet through an adjustment to equity, decreasing it by $9,786,000.

The effect of these changes in accounting policies on net income for the three month and twelve month periods ending
December 31, 2007 is not significant.

Income Taxes

On January 1, 2007, the Company voluntarily adopted a new palicy for accounting for uncertainty in income taxes.
As a result of this change in accounting policy, the Company recorded a non-cash charge of $28,094,000 in equity as
of January 1, 2006 with an offset to current liabilities. Under its previous policy, the Company would reserve for tax
contingencies if it was probable that an uncertain position would not be upheld, the amount of the reserve being the
single best estimate that could be reasonably estimated.

Under its new accounting policy, the Company evaluates a tax position using a two-step process.

Step 1 — Recognition requires the Company to determine whether a tax position, based solely on technical merits, has a
fikelihood of more than S0 percent (“more-likely-than-not") that the tax position taken or to be taken will be sustained
ypon examination assuming the appropriate tax authority has full knowledge of all relevant facts.

Step 2 — Measurement, which is only addressed if the recognition threshold has been met, requires the Company to
measure the tax benefit as the largest amount of benefit, determined on a cumulative probability basis, that is greater
than 50% likely of being realized upon ultimate settlement.

The Company believes that this new policy will provide refiable and more relevant information because all uncertain tax
positions of the Company will be affirmatively evaluated for recognition and derecognition using a consistent threshold
of more-likely-than-not, based on the technical merits of a tax position.

The Company recognizes interest and penalties refated to unrecognized tax benefits as an income tax expense.

The reader is referred to Note 2 in the accompanying consolidated financial statements for the year ended December 31,
2007 for further details regarding the adoption of these standards.
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MANAGEMENT’S DISCUSSION AND ANALYSIS {cont'd)

Accounting Changes

in July 2006, the CICA reissued CICA Handbook Section 1506, “Accounting changes"”. CICA 1506 requires that voluntary
changes in accounting policy are only made if they result in the financial statements providing reliable and more relevant
information. In addition, the standard establishes the accounting treatment and disclosure of changes in accounting
policies, changes in accounting estimates and correction of errors. The revised standard applies to interim and annual
financial statements relating to fiscal years beginning on or after January 1, 2007.

Future Accounting Standards

During the fourth quarter of 2006, the CICA issued three new accounting standards: CICA Handbook Section 1535
“Capital Disclosure”, CICA Handbook Section 3863 “Financial instruments — Presentation” and CICA Handbook Section
3862 “Financial Instruments — Disclosure” . These standards are effective for interim and annual financial statements for
the Company’s reporting period beginning on fanuary 1, 2008.

The Capital Disclosures section describes the standards for disclosing information about a company’s objectives, policies
and processes for managing capital, quantitative data about what a company regards as capital and whether a company
“has complied with any capital requirements and, if not, the consequences of such non-comgpliance. Financial Instruments
— Presentation carries forward the guidance under Section 3861 with little change and Financial instruments — Disclosures
requires disclosure on the face of the balance sheet of each of the finandial instrument categories as well as additional
disclosure regarding credit, market and liquidity risk faced by the Company. '

In March 2007, the CICA approved Handbook Section 3031 Inventories, which replaces the existing Section 3030 Inventories.
This standard is effective for the Company’s reporting period beginning on January 1, 2008, with earlier application
encouraged. The standard provides more guidance on the measurement and disclosure requirements for inventories.

The Company is currently assessing the impact of these new accounting standards on its financial statements.

RISK AND UNCERTAINTIES .
For a complete list and description of additional risk factors which may affect our Company or its business, please refer
to our annual information form which is available on SEDAR at www.sedar.com.

Market Risks
Wie are exposed to various types of market risks, including changes in foreign exchange rates, interest rates and price of
wood chips, wood-based products and standing timber, in the normal course of business.

We use financial instruments, including variable rate debts, to finance our operations and to manage risks associated
with our interest rate risks. With respect to the non-convertible guaranteed senior notes, we have entered into a currency
swap agreement to fix interest payments at $27.4 million per annum over the next five years. We do not otherwise
engage in other hedging transactions with respect to our foreign exchange risks or interest rate risks.

Exchange Rate Risk

We conduct our business primarily in Renminbi, and partly in U.S. dollars and Hong Kong dollars. In 2007 and 2006,
81.6% and 68.9% of our sales were received in Renminbi respectively and 18.4% and 31.1% of our sales were received
in U.S. dollars and Hong Kong dollars respectively. We translate our results of foreign operations in U.S. dollars. We
expect in the future that substantially all of our sales will be received in Renminbi. The majority of our operating expenses
are denominated in Renminbi and Hong Kong dollars.

A portion of our revenue in Renminbi is converted into other currencies to meet foreign currency financial obligations
denominated in currencies other than Renminbi. We have a substantial amount of indebtedness denominated in U.S.
dollars. We cannot predict the effect that currency exchange rate fluctuations may have on our U.S. dollar operating
results or cash flows. :

Many foreign currency exchange transactions involving Renminbi, induding foreign exchange transactions under our
capital account, are subject to foreign exchange controls and require the approval of the PRC State Administration of
Foreign Exchange. Developments relating to the PRC’s economy and actions taken by the PRC government could cause
future foreign exchange rates to vary significantly from current or historical rates. The Renminbi to U.S. dollar exchange
rate has been relatively stable since 1994 until a revaluation against the U.S. dollar since July 2005. We cannot predict
nor give any assurance of its future stability. Future fluctuations in exchange rates may adversely affect the value,
translated or converted into U.S. dollars of our net assets, net profits and any declared dividends. We cannot give any
assurance that ariy future movements in the exchange rates of Renminbi against the U.S. dollar and other foreign
currendies will not adversely affect our results of operations, financial condition and cash flows.
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As of December 31, 2007, we had Renminbi denominated bank accounts of RMB454.6 million (equivalent to $62.0
million) [2006 ~ RMB250.3 miffion, equivalent to $32.0 million], U.S. dollar denominated bank accounts of $275.2 million
[2006 - $127.6 million], Canadian dolfar denominated bank accounts of Cdn$10.1 million (equivalent to $10.2 million)
{2006 - Cdn.$10.6 million, equivalent to $9.1 million], Hong Kong dollar denominated bank accounts of HK$13.6 million
(equivalent to $1.7 million) [2006 — HK$0.6 million, equivalent to $0.1 million] and Euro denominated bank accounts

of €1.2 million (equivalent to $1.7 miflion) {2006 — €2.0 million, equivalent to $2.7 million]. We also had U.S. doflar and
Renminbi denominated accounts receivable of $16.3 million {2006 ~ $40.2 million] and RMB652.2 million (equivalent to
$89.0 million) [2006 — RMB661.5 million, equivalent to $84.6 million] respectively.

We incurred foreign currency denominated debts for capital expenditures primarily relating to the development and
acquisition of our forestry plantations and investment in our manufacturing plants. If the U.S. dollar devalues against any

of these currencies, it would correspondingly increase our acquisition costs.

interest Rate Risk

We are exposed to interest rate risk resulting from fluctuations in interest rates oni our debts, primarily on our bank
indebtedness. Our debts consist of fixed and variable rate debt obligations with original maturities ranging from less than
one to seven years. We undertake debt obligations to support general corporate purposes induding capital expenditures
and working capital needs. Upward fluctuations in interest rates increase the cost of new debt and the interest cost of
outstanding variable rate borrowings and financial instruments. Fluctuations in interest rates can also lead to significant
fluctuations in the fair value of our debt obligations carried at fixed rate. We do not currently use any derivative
instruments to modify the nature of our debts so as to manage our interest rate risk.

Commodity Price Risk ‘
We are exposed to fluctuations in the prices of standing timber, wood chips and wood-based products. We import
wood-based products from suppliers outside of China. Such purchases are made at market prices. In addition, all our
sales of standing timber, wood chips and wood-based products are made at market prices. Therefore, fluctuations in
the prices of standing timber, wood chips and wood-based products have a significant effect on our business, results
of operations and financial condition. ’

We do not enter into any futures contracts to hedge our sales of standing timber, wood chips and wood-based products.

DISCLOSURE CONTROLS AND PROCEDURES AND INTERNAL CONTROLS OVER
FINANCIAL REPORTING

The Company's Chief Executive Officer ("CEO") and Senior Vice President and Chief Financial Officer (“CFO”) are
responsible for establishing and maintaining the Company's disclosure controls and procedures and internal control over
financial reporting. An evaluation of the effectiveness of the Company’s disdosure controls and procedures, as defined
under Multilateral Instrument 52-109, was conducted as of December 31, 2007 to provide reasonable assurance that
material information relating to the Company and its subsidiaries would have been summarized and reported on a timely
basis and communicated to the Disclosure Committee and senior management. Additionally, the CEO and CFO, together
with management, have designed internal controls over financial reporting in accordance with GAAP.

Based on that evaluation, the CEO and CFO have concluded that the design and operation of Sino-Forest’s disclosure
controls and procedures are effective except as outlined below. It should be noted that while the CEO and CFO have
evaluated disclosure controls and procedures for the year ended December 31, 2007 and condcluded that they are

being maintained as designed, they expect that the disclosure controls and procedures or internal control over financial
reporting may not prevent all errors and fraud. A control system, no matter how well designed or operated, can provide
only reasonable, not absolute assurance that the objectives of the control system are met.

The Company identified certain material weaknesses and the need for improvement of controls and procedures

in areas such as: {i) segregation of duties, (i) the Company does not have the optimum complement of financial
personnel with the technical accounting knowledge in the foreign subsidiaries to address all complex and non-routine
transactions that may arise, (iif) completeness, accuracy and timeliness of the period close process including reviewing
and monitoring the recording of recurring and non-recurring of journat entries and translation of foreign currency
transactions and subsidiary company results, and (iv) information systems are subject to general control deficiencies
including lack of effective controls over spreadsheets.
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MANAGEMENT’S DISCUSSION AND ANALYSIS {cont'd;

Over the past year, the Company has made improvements to its finandial processes and information systems. Management
expects to continue these efforts to further strengthen our internal controls in 2008 and beyond. During Q4 2007,
improvements were made to our internal control systems as follows:

& implemented compensating review and monitoring controls by corporate accounting staff on a quarterly basis;
e added a qualified senior financial resource with oversight responsibility for the financial statement close process; and

¢ implemented changes in roles and responsibilities within the senior finance group.

As a result, management believes two of the four material weaknesses previously disclosed have been effectively
remediated. Two remaining control weaknesses, being segregation of duties and information systems are subject to
general control deficiencies including fack of effective controls over spreadsheets, continue to exist. During 2007,
management has taken steps to address these deficiencies and will continue to monitor and mitigate these weaknesses

which are expected to be completed in 2008.

(1) The results have been revised to reflect the classification of wood chips and commission operations as discontinued operations.

(2) Gross profit for any period is defined as total revenue less cost of sales. Gross profit is presented as additional information because
we befieve that it is a useful measure for certain investors to determine our operating performance. Gross profit is not a recognized
term under Canadian GAAP and should not be considered as an alternative to net income as an indicator of our operating
performance or any other measure of performance derived in accordance with Canadian GAAP. Because it is not a Canadian GAAP
measure, gross profit may not be comparable to similar measures presented by other companies.

(3) EBITDA for any period is defined as income from operations for the pericd after adding back depreciation and amortization, impairment
of capital assets as well as depletion of timber holdings from cost of sales, for the period. EBITDA is presented as additional information
because we believe that it is a useful measure for certain investors to determine our operating cash flow and historical ability to meet
debt service and capital expenditure requirements. EBITDA is not a measure of financial performance under Canadian GAAP and should
not be considered as an afternative to cash flows from operating activities, a measure of liquidity or an alternative to net income as
indicators of our operating performance or any other measures of performance derived in accordance with Canadian GAAP.

EBITDA is calculated as follows:

2006 2005
$'000 $°000

Income from continuing operations 135,145 80,328
Plus: depreciation 3,975 3,099
depletion of timber holdings 177,730 140,204

316,850 223,631 148,258

(4) Net Income per share is calculated using the weighted average number of common shares outstanding during each period.

(5) Represents net income as adjusted for depletion of timber holdings, interest earned from Mandra, depreciation and amortization,
amortization of deferred financing costs, stock-based compensation, write-down and loss on disposal of capital assets, gain on
disposal of other assets, changes in fair value of financial instrument and other assets, exchange gains and others.

Represents decreases (increases) in accounts receivable, inventories, prepaid expenses and other assets and increases (decreases) in
accounts payable and accrued liabilities and income taxes payable.

(6,

=

(7) Represents the U.S. doflar denominated debts (after deduction of unamortized deferred financing costs) due in 2010 and 2011.

~

(8) Represents commitments to invest in buildings, plant and machinery for investments in the manufacturing plants and timber holdings.

=

(9) These represent mainly feases of plantation land.
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MANAGEMENT'S REPORT

The consolidated finandial statements contained in this Annual Report have been prepared by management in accord-
ance with Canadian generally accepted accounting principles. The financial information contained elsewhere in the
Annual Report is consistent with the consolidated financial statements.

Management maintains systems of internal accounting and administrative controls to provide reasonable assurance as to
the reliability of the financial records and the safeguarding of the Company’s assets.

The Audit Committee, which is mainly comprised of outside directors, meets periodically with management to discuss
the adequacy of the system of internal controls and the integrity of the Company’s financial reporting.

The consolidated financial staterents have been reviewed by the Audit Committee prior to submission to the Board of
Directors. The consolidated financial statements have also been audited by Ernst & Young LLP, who have full access to the
Audit Committee, with and without the presence of management.

. - P

Allen T Y. Chan David J. Horsley
Chairman and Chief Executive Officer Senior Vice-President and Chief Financial Officer

March 12, 2008
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AUDITORS” REPORT

To the Shareholders of
Sino-Forest Corporation

We have audited the consalidated balance sheet of Sino-Forest Corporation as at December 31, 2007 and the
consolidated statements of income and retained earnings, comprehensive income and cash flows for the year ended
December 31, 2007. These financial statements are the responsibility of the Company's management. Our responsibility
is to express an opinion on these financial statements based on our audit.

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

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of
the Company as at December 31, 2007 and the results of its operations and its cash flows for the year then ended in
accordance with Canadian generally accepted accounting principles.

The financial statements as at December 31, 2006 and for the year then ended were audited by other auditors who
expressed an opinion without reservation on those statements in their report dated March 19, 2007.

W ¢ Yorang AUF
Vancouver, Canada, //

March 12, 2008. Chartered Accountants
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CONSOLIDATED BALANCE SHEETS

{Restated see
notes 2 & 18]

As at December 31, 2006
{Expressed in thousands of United States dollars) $
ASSETS
Current
Cash and cash equivalents 152,887
Short-term deposits {note 3(a)] 18,550
Accounts receivable [note 4] 124,784
Inventories {note 5] 15,178
Prepaid expenses and other 19,524
Assets of discontinued operations [note 18] 2,686
Total current assets 333,609
Timber holdings 752,783
Capital assets, net [note 6] 87,939
Other assets [note 7] 32,924
1,207,255
LIABILITIES AND SHAREHOLDERS' EQUITY
Current
Bank indebtedness [note 3(b)] 70,958
Accounts payable and accrued liabilities [note 13(b)] 68,669
Income taxes payable 1,121
Liabilities of discontinued operations {note 18] 38,300
Total current liabilities 179,048
Long-term debt [note 9] 450,000
Derivative finandial instrument [notes 2 and 9] -
Total liabilities 629,048
Commitments and Contingencies [notes 19 and 20]
Shareholders’ equity
Share capital [note 10] 143,511
Contributed surplus [note 11] 4,726
Accumulated other comprehensive income [note 12} 32,590
Retained earnings 397,380
Total shareholders’ equity 578,207
1,207,255

See accompanying notes

On behalf of the Board:
Allen TY. Chan James M.E. Hyde
Director Director
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CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS

[Restated see
notes 28&18]

Years ended December 31, 2006
(Expressed in thousands of United States dollars, except for earnings per share information) $
Revenue 555,480
Costs and expenses

Cost of sales 380,508

Selling, general and administration
Depreciation and amortization

Income from operations before the undernoted

Interest expense (37,340)

Interest income 6,486
Exchange gains 3,676
Write-down of capital assets [note 6] 877)
Loss on changes in fair value of financial instrument (1,179)
1,312

Other income

Amortization of deferred financing costs [note 2]
Income before income taxes

Provision for income taxes [note 13]

Net income from continuing operations

Net income from discontinued operations [note 18]
Net income for the year

Earnings per share [note 14}
‘Basic
Diluted

~ Earnings per share from continuing operations
Basic
Diluted

Earnings per share from discontinued operations
Basic
Diluted

Retained earnings
Retained earnings, beginning of year, as previously presented

Cumulative impact of accounting changes relating to income taxes [note 2] (28,094)
Cumulative impact of accounting changes relating to financial instruments [note 2] -
Retained earnings, beginning of year, as restated 283,900
Net income for the year 113,480
Retained earnings, end of year 397,380

See accompanying notes

SING-FORES
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Expressed in thousands of United States dollars)

Net income for the year
Other comprehensive income, net of tax:
Unrealized loss on financial assets designated as available-for-sale
Unrealized gains on foreign currency translation of self-sustaining operations

Other comprehensive income

Comprehensive income

See accompanying notes

notes 2 & 18]
2006

$

113,480

21,194
21,194
134,674

ANNUAL REPORT 2007
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31,
(Expressed in thousands of United States dollars}

+ [Restated see
notes 2 & 18]
2006
$

2007

CASH FLOWS FROM OPERATING ACTIVITIES
Net income for the year
Net income from discontinued operations
Add (deduct) iterns not affecting cash
Depletion of timber holdings included in cost of sales
Depreciation and amortization
Stock-based compensation
Amortization of deferred financing costs
Loss on disposal of capital assets
Write-down of capital assets [note 6]
Gain on disposal of other assets
Loss on changes in fair value of financial instrument
Loss on changes in fair value of other assets
Interest income from Mandra
Other
Exchange gains

113,480
(21,268)

177,730
3,975
3,105
1,819

212
877

Net change in non-cash working capital balances [note 15]

280,659
(16.456)

Cash flows from operating activities of continuing operations

Cash flows from operating activities of discontinued operations

CASH FLOWS USED IN INVESTING ACTIVITIES
Additions to timber holdings

Increase in other assets

Additions to capital assets

(Increase) decrease in non-pledged short-term deposits
Business acquisition [note 8]

Proceeds from disposal of capital assets

Proceeds from disposal of other assets

(415,087)

(10,000)

(10,028)
11,912

Cash flows used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Increase in long-term debt

(Decrease) increase in bank indebtedness
tssuance of shares, net of issue costs [note 10}
Decrease in pledged short-term deposits
Payment on derivative financial instrument
Increase in deferred financing costs

150,000
29,175
513
385
(872)

Cash flows from financing activities

Effect of exchange rate changes on cash and cash equivalents

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Supplemental cash flow information
Cash payment for interest charged to income
Interest received

See accompanying notes
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[Tabular figures expressed in thousands of United States dollars, unless otherwise indicated.]

1. SIGNIFICANT ACCOUNTING POLICIES ‘
The consolidated financial statements of Sino-Forest Corporation (the “Company”) have been prepared in United States doliars
and in accordance with Canadian generally accepted accounting principles. The significant accounting policies are as follows:

Basis of consolidation
These consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries.

All significant intercompany accounts and transactions have been eliminated on consolidation.

Use of estimates

The preparation of consolidated financial statements in accordance with Canadian generally accepted accounting
prindiples requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and the disclosure of contingent assets and liabilities at the date of the consolidated financial statements and
the reported amounts of expenses for the periods reported. Areas where the nature of estimates makes it reasonably
possible that the actual results could materially differ from amounts estimated include inventory obsolescence, product
warranty, estimated useful lives of assets, asset impairment of timber holdings and capital assets, wood product contracts
and provision for income taxes. '

Revenue recognition
Revenue from standing timber is recognized when the contract is entered into which establishes a fixed and
determinable price with the customer, collection is reasonably assured and the significant risks and rewards of ownership

have been transferred to the customer.

Revenue from the sale of wood chips is recognized when the products are processed by the authorized intermediaries on
our behalf and shipped to the customer in accordance with the agreed upon customer terms.

Commission income relating to wood chips sales represents transactions when the Company acts as an agent to the
transaction and is recorded on a net basis. Commission income is recognized when the services are rendered.

Revenue from wood product contracts are recorded based on the percentage-of-completion method, determined
based on total costs incurred to expected total cost of the project and work performed. Revenues and costs begin to be
recognized when progress reaches a stage of completion sufficient to reasonably determine the probable results. Any
josses on such projects are charged to operations when determined.

Revenue from the sale of logs and other products is recognized when the logs and other products are shipped to the customer.

Foreign currency transiation

The Company’s reporting and functional currency is U.S. dollars. The assets and liabilities of subsidiaries denominated in
their functional currencies other than U.S. dollars are translated into U.S. dollars at the year end exchange rate. Revenue
and expense items are translated at average exchange rates for the year. The resulting net translation adjustrent is
included in the accumulated other comprehensive income account in shareholders’ equity.

Other foreign currency transactions are translated using the temporal method. Exchange gains or losses are included in
the consolidated statement of income. ’

Financial instruments

Finandial instruments are measured at fair value on initial recognition. After initial recognition, financial instruments are
measured at their fair values, except for financial assets dlassified as held-to-maturity on loans and receivables and other
financial liabilities, which are measured at cost or amortized cost using the effective interest rate method.

ANNUAL REPORT 2007
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont'd)

[Tabular figures expressed in thousands of United States dollars, unless otherwise indicated.}

The Company has made the following dlassifications:

& Cash and cash equivalents and short-term deposits are classified as “assets held for trading” and are measured at fair
value. Gains and losses resulting from the periodic revaluation are recorded in net income.

® Accounts receivable and subordinated loans are dassified as “loans and receivables” and are recorded at amortized
cost, which upon their initial measurement is equal to their fair value. Subsequent measurements are recorded at
amortized cost using the effective interest rate method.

¢ Bank indebtedness, accounts payable and accrued fiabilities and long-term debt are classified as “other financial
liabilities” and are initially measured at their fair value. Subsequent measurements are recorded at amortized cost
using the effective interest method. '

e Investments are classified as available for sale and are recorded at fair value based on quoted market prices. Gains
or losses resulting from periodic revaluation are recorded in other comprehensive income. No revaluation is recorded
where an investment does not have a quoted market price.

Derivative financial instruments

Derivative financial instruments are measured at their fair value upon initial recognition and on each subsequent
reporting date. The fair value of quoted derivatives is equal to their positive or negative market value. If a market value

is not available, the fair value is calculated using standard financial valuation models, such as discounted cash flow or
option pricing models. Derivatives are carried as assets when the fair value is positive and as liabilities when the fair value
is negative. Changes in fair value are recorded in income at each reporting period. The Company does not enter into
derivative financial agreements for trading or speculative purposes.

Convertible Bonds

Convertible bonds contain embedded derivative instruments that are bifurcated and accounted for as assets. The total
disbursement allocated to the convertible hybrid instrument is first allocated to the fair value of all the derivative instruments
to be bifurcated determined using the Black Scholes model. The remaining disbursements, if any, are then allocated to the
host instruments, usually resulting in those instruments being recorded at a discount from their face amount.

To the extent that the fair values of any bifurcated derivative instrument assets exceeds the total disbursement paid, an
immediate charge to income is recognized in order to initially record the derivative instrument asset at their fair value.
The bifurcated embedded derivatives are then revalued at each reporting date, with changes in the fair value reported as
charges or credits to income.

The discount from the face value of the convertible bands, together with the stated interest on the instrument, is
amortized over the life of the instrument through periodic charges to income, using the effective interest rate method.

Inventories

Raw materials, timber logs and nursery are valued at the lower of cost, determined on an average cost basis, and
replacement cost. Work in progress and finished goods are valued at the lower of manufacturing cost and net realizable
value. Manufacturing cost includes the cost of raw materials, direct labour and applicable production overheads.

Timber holdings

Timber holdings comprise planted and purchased plantations which include acquisition costs of young trees and standing
timber, planting and maintenance which are capitalized over a period of 5 fo 12 years based on the growth cycle of the
type of tree. Timber holdings are depleted when the trees are harvested on the basis of the area of timber cut. Timber
holdings from standing timber sales are depleted based on the area of timber sold when the significant risks and rewards
of ownership have been transferred to the buyer.

Investments

Investments where the Company does not have significant influence or control are accounted for on the cost basis.
Investments are wiitten down only when there is evidence that a decline in value that is other than temporary has occurred.

SING-FOREST CORPORATION
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Income taxes
The Company uses the liability method of accounting for income taxes. Under this method, future tax assets and fiabilities

are determined based on differences between the financial reporting and tax bases of assets and liabilities and are measured
using the substantively enacted tax rates and laws that will be in effect when the differences are expected to reverse.

Capital assets
Capital assets are recorded at cost including interest capitalized on assets under construction. Repairs and maintenance

expenditures are charged to income; major betterments and replacements are capitalized. Depreciation and amortization
are provided on a straight-line basis over the following estimated useful lives of capital assets:

Over the term of the land-use rights
20 years

15 years

S to 10 years

S to 10 years

Land-use rights

Buildings

Machinery and equipment
Office furniture and equipment
Vehicles

impairment of long-lived assets
Timber holdings, capital assets and other assets are reviewed for impairment whenever events or changes in

circumstances indicate that the carrying amount may not be recoverable. Impairment losses on long-lived assets are
measured as the amount by which the carrying amount of an asset group exceeds its fair value, once it is determined
that the undiscounted future cash flows of the asset group do not exceed its carrying amount.

Stock-based compensation plan
The Company has a stock option plan as described in note 10. Stock options are accounted for using the fair value

method. Under this method, compensation expense is measured at fair value at the grant date using the Black-Scholes
option pricing model and recognized as a charge to selling, general and adminisiration expense on a straight line basis
over the vesting period with a corresponding credit to contributed surplus. The contributed surplus balance is reduced
as options are exercised through a credit to share capital. The consideration paid by option holders is credited to share

capital when options are exercised.

Earnings per share ("EPS")
Basic EPS is calculated by dividing the net income available to common shareholders by the weighted average number of

common shares outstanding during the year. Diluted EPS is calculated using the treasury stock method, which assumes
that all outstanding stock options grants are exercised, if dilutive, and the assumed proceeds are used to purchase the
Company’s common shares at the average market price during the year.

Deferred financing costs
" Financing costs incurred in connection with long-term debt have been deferred and are recorded as a reduction to the

principal amount of the associated long-term debt. The costs are amortized over the term of the related long-term debt
using the effective interest rate method.

Offsetting of financial assets and financial liabilities
Financial assets and financial liabilities are presented net when there is a legally enforceable right to set off the
recognized amounts and intend to settle on a net basis or to realize the asset and settle the liability simultaneously.

Cash and cash equivalents
Cash and cash equivalents consist of cash on hand and balances with banks and short-term deposits with original

maturities of less than three months at the date of acquisition.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont'd)

[Tabular figures expressed in thousands of United States dollars, unless otherwise indicated.}

2. CHANGES IN ACCOUNTING POLICIES

Financial Instruments and Comprehensive Income

On January 1, 2007, the Company adopted the Canadian Institute of Chartered Accountants ("CICA") Handbook
Sections, Section 3855 Financial Instruments — Recognition and Measurement, Section 3861 Financial Instruments

— Disclosure and Presentation, Section 3865 Hedges, Section 1530 Comprehensive Income, and Section 3251 Equity.
These accounting standards introduce new requirements for recognition and measurement of financial instruments, the
application of hedge accounting, the reporting and display of comprehensive income as well as the recagnition of certain
transition adjustments. The adoption of these Sections is done retroactively without restatement of the consolidated
financial statements of the prior period except for the presentation of unrealized foreign currency translation adjustments
atising from self-sustaining foreign operations which are presented as part of other comprehensive income retroactively.

Deferred financing costs refating to the non-convertible senior notes and the syndicated loan facility amounting to
$8,713,000 as at January 1, 2007 that were previously reported in other assets, are now recorded against the carrying
value of the related debt and amortized into interest expense using the effective interest rate method. Prior to the adoption
of the new standards, the amortization of deferred financing costs was reported as a separate line in the consolidated
statement of income. Deferred financing costs will no longer be amortized using the straight-line method, and will be
taken into the income statement and recorded as-interest expense using the effective interest rate method over the term
of the related debt. Effective January 1, 2007 a cumulative adjustment was made to account for the difference between
the accumulated amortization of deferred financing costs using the effective interest rate method and the straight-line
method. This resulted in a decrease in long-term debt and an increase in equity of $1,097,000 net of tax of nil.

Upon adoption of CICA Section 3865, the Company determined that its foreign currency swap [note 9] did not qualify
for hedge accounting treatment. As a result, the fair value of the swap as at January 1, 2007 was included as a liability
on the balance sheet through an adjustment to equity, decreasing it by $9,786,000.

Income Taxes .

On January 1, 2007, the Company voluntarily adopted a new policy for accounting for uncertainty in income taxes.
As a result of this change in accounting policy, the Company recorded a non-cash charge of $28,094,000 in equity as
of January 1, 2006 with an offset to current liabifities. Under its previous policy, the Company would reserve for tax
contingencies if it was probable that an uncertain position would not be upheld, the amount of the reserve being the
single best estimate that could be reasonably estimated.

Under its new accounting policy, the Company evaluates a tax position using a two-step process.

Step 1 — Recognition requires the Company to determine whether a tax position, based solely on technical merits, has a
fikelihood of more than 50 percent (“more-likely-than-not”) that the tax position taken or to be taken will be sustained
upon examination assuming the appropriate tax authority has full knowledge of all refevant facts.

Step 2 ~ Measurement, which is only addressed if the recognition threshold has been met, requires the Company to
measure the tax benefit as the largest amount of benefit, determined on a cumulative probability basis, that is greater
than 50% likely of being realized upon ultimate settlement.

The Company believes that this new policy will provide reliable and more relevant information because all uncertain tax
positions of the Company will be affirmatively evaluated for recognition and derecognition using a consistent threshold
of more-likely-than-not, based on the technical merits of a tax position.

The Company recognizes interest and penalties related to unrecognized tax benefits as an income tax expense.

Accounting Changes

On January 1, 2007, the Company adopted the revised Section 1506 Accounting Changes, relating to changes in
accounting policies, changes in accounting estimates, and errors. Adoption of these recommendations had no effect on
the consolidated financial statements for the year ended December 31, 2007, except for the disclosure of accounting
changes that have been issued by the CICA but have not yet been adopted by the Company because they are not
effective until a future date (refer to Future Accounting Standards below).
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Future Accounting Standards

During the fourth quarter of 2006, the CICA issued three new accounting standards: CICA Handbook Section 1535
“Capital Disdlosures”, CICA Handbook Section 3863 “Financial Instruments — Presentation” and CICA Handbook Section
3862 "Finandial Instruments — Disclosures”. These standards are effective for interim and annual financial statements for

- the Company’s reporting periods beginning on January 1, 2008.

Capital Disclosures section describes the standards for disclosing information about a company’s objectives, policies and
processes for managing capital, quantitative data about what a company regards as capital and whether a company has
complied with any capital requirements and, if not, the consequences of such non-compliance. Financial instruments

— Presentation carries forward the guidance under Section 3861 with little change and Financial Instruments — Disclosures
requires disclosure on the face of the balance sheet of each of the financial instrument categories as well as additional
disclosure regarding credit, market and liquidity risk faced by the Company.

in March 2007, the CICA approved Handbook Section 3031 Inventories, which replaces the existing Section 3030
Inventories. This standard is effective for interim and annual financial statements for the Company's reporting period
beginning on January 1, 2008, with earlier application encouraged. The standard provides more guidance on the
measurement and disclosure requirements for inventories. )

The Company is currently assessing the impact of these new accounting standards on its financial statements.

3. SHORT-TERM DEPOSITS AND BANK INDEBTEDNESS

[a] Short-term deposits
As at December 31, 2007, short-term deposits were made for varying periods less than twelve months {2006 ~ less
than twelve months} depending on the immediate cash requirements of the Company, and earn interest at rates of
1.4% 10 5.6% per annum {2006 — 1.4% to 5.1%].

[b] Bank indebtedness
Subsidiaries of the Company have established several credit facilities to a maximum of approximately $133,908,000
[2006 — $90,569,000]. These credit facilities bear interest at a weighted average rate of 6.2% per annum as at
December 31, 2007 {2006 — 6.4%] and are repayable on demand or due in less than one year.

As at December 31, the following credit facilities were utilized:

2006

$

Trust receipt loans 49,482
Bank loans 21,476
70,958

Certain of the Company’s banking fadilities are collateralized by:

[al charges over certain of the Company’s land-use rights, buildings and timber holdings which have an aggregate
net book value at December 31, 2007 of $11,445,000 [2006 - $6,940,000]; and

[b} certain short-term deposits at December 31, 2007 of $260,000 {2006 — $6,071,000}.

4. ACCOUNTS RECEIVABLE

The Company reviews its outstanding accounts receivable and records an allowance for doubtful accounts when
accounts are determined to be uncollectible. Accounts receivable are substantially from companies located in the People’s
Repubic of China ("PRC*) and denominated in Renminbi and U.S. dollars. Accounts receivgble as at December 31,
-2007 included $40,132,000 due from three customers {2006 - $56,765,000 due from three customers] representing
389% {2006 - 45%] of outstanding accounts receivable. The-Renminbi is not freely remittable out of the PRC and

its conversion into other currencies is restricted under the current PRC foreign exchange regulations. As a result, the
maijority of the accounts receivable arising from sales of standing timber are realized through instructing the debtors to
settle the amounts payable on standing timber and other fiabilities denominated in Renminbi.

ANNUAL REPORT 2507

1420




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS {(cont'd)

[Tabular figures expressed in thousands of United States dollars, unless otherwise indicated.]

5. INVENTORIES

Inventories consist of the following:

2006
$
Raw materials 1,169
Work in progress 6,685
Finished goods 2,240
Timber logs 2,360
Nosey oo el 2,724
15,178
6. CAPITAL ASSETS

Capital assets consist of the following:
2006
Accumulated
depreciation
and
Cost  amortization
$ $
Machinery and equipment 81,161 10,458
Buildings 11,235 1,574
Land-use rights 5,148 679
Office furniture and equipment 1,577 899
Vehicles 3,425 997
102,546 14,607

Less: accumulated depreciation and amortization (14,607)
Net book value . 87,939

Buildings, machinery and equipment of $25,841,000 [2006 — $31,427,000] are not being depreciated as the production
facilities are under construction and have not yet been put into commercial operation. No interest was capitalized to
capital assets in the current and prior period.

During the fourth quarter of 2007, the Company completed an impairment analysis for certain manufacturing facilities.
This analysis indicated that estimated undiscounted future cash flows to be generated by the capital assets over their
economic lives were less than their carrying values. The carrying values of the capital assets were therefore reduced

to fair market value resulting in a capital assets write-down of $20,846,000. The fair values of the assets subject to
impairment were determined using discounted cash flow methodology and liquidation value.

7. OTHER ASSETS

Other assets consist of the following:

2006

$

Investment in Mandra Holdings [a] 2
Subordinated loan and interest receivable [a] 16,067
Prepaid plantation costs [b] -
investment in Omnicorp and Greenheart [c] -
Convertible bond {c] -
Derivative financial instrument [c] -
Deferred financing costs, net [note 2] 8,713
Deposit for purchase of logs [d] 8,000
Other 14z
32,924
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{a] The Company entered into a series of agreements with Mandra Resources Limited and certain of its subsidiaries
(collectively, “Mandra“) that are start-up companies formed to acquire, grow, harvest and replant standing timber
on commercial forestry plantations {the “Plantations”) located in Anhui province in the PRC (the “Mandra Project”).
Subject to certain conditions, the Company will have an option to acquire all other outstanding shares of Mandra
Holdings at their then fair market value.

The subordinated loan carries an interest rate of 8% per annum and wilf be repaid 30 days after the full repayment
of its $195 million of debt securities due in May 2013. The subordinated loan is secured by a 75% equity interest
in Mandra Holdings. Included in the balance of the subordinated toan and interest receivable is accrued interest

of $3,167,000 [2006 — $1,067,000}. The Company’s maximum exposure of loss from Mandra is limited to the
Company's investment in and subordinated loan and related interest receivable.

In September 2007, the Company entered into two agreements to lease 10,438 hectares of plantation land in
Yunnan for 30 years for approximately $21.9 million of which $9.3 million was paid. The remaining amount
represents deposits paid for acquisition of plantations.

[b

—

in July 2007, the Company signed a master sale and purchase agreement with Greenheart Resources Holdings
Limited (“Greenheart”), a natural forest concession owner and operator in Suriname, South America to secure
34,285 cubic meters of logs from Suriname for $175 per cubic meter up to January 31, 2009. In addition, the
Company invested $6.0 million to acquire approximately 13% of the equity interests in Greenheart. In August 2007,
Omnicorp Limited (“Omnicorp“), a listed company in Hong Kong, entered into an agreement with the existing
shareholders of Greenheart to acquire approximately 60.3% of the equity interests in Greenheart with an option
to acquire the remaining equity interests within 18 months after the completion of the sale. The transaction was
completed on November 8, 2007 for consideration to the Company consisting of 7,860,000 Omnicorp common.
shares, convertible bonds at a principal amount of $3,975,000 (equivalent to HK$31,047,000) issued by Omnicorp
which matures on November 9, 2009 and cash of $302,000 (equivalent to HK$2,358,000) resulting in a gain of
$3,369,000 being recorded in other income. In October 2007, the Company acquired convertible bonds issued by
Omnicorp for $1,756,000 (equivalent to HK$13,650,000) from other bondholders. The bonds are convertible at
HK$2.00 of face value per Omnicorp common shares.

ot

Ic

The convertible bonds were assessed under CICA Handbook 3855 as containing an embedded derivative financial
instrument. The Company is required to bifurcate the embedded conversion option and account for it as a derivative
asset. This derivative asset was initially recorded at its fair value using the Black Scholes model at inception of
$4,965,000 and adjusted to its fair value of $3,149,000 at December 31, 2007 resulting in a charge of $1,816,000
recorded in other income.

The disbursements paid on receipt of the convertible bonds were first allocated to the fair value of the bifurcated
embedded derivative financial instrument, with the remaining disbursement allocated to the convertible bonds,
resulting in the discounted convertible bonds being recorded at $766,000 (equivalent to HK$5,912,000). This
discount, together with the stated interest on the convertible bonds, is being accreted using the effective interest
rate method over its remaining term. The Company recorded accretion of $153,000 recorded in other income.

The following assumptions were used to estimate the fair value of the share purchase options at December 31:

Risk-free interest rate 3.26%
Expected option life (in years) 1.85
Dividend yield 0.0%
Volatility 111.76%

[d] The amount represents a refundable deposit of $10.0 million out of which $4.3 million has been redassified to current
assets, paid to a third party in connection with wood fibre to be purchased by the Company under the twelve-year
wood fibre supply Master Agreement with Inner Mongolia Forest and Timber Resources Company Limited and
Erlianhot Lianhe Forestry Bureau to secure an annual supply of at least 1.5 million cubic metres of wood fibre to the
Company. The deposit will be refunded within five years after the first anniversary of signing the contract in july 2006.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont'd)

{Tabular figures expressed in thousands of United States dollars, unless otherwise indicated.]

8. BUSINESS ACQUISITION _,
On October 31, 2007, the Company completed the acquisition of 100% of the equity interests of a limited company
incorporated in the PRC for cash, which is principally engaged in the manufacturing of semi-finished flooring products.

The acquisition has been accounted for by the purchase method. The fair values of net assets acquired were as follows:

Cash and bank balances

Accounts receivable

inventories

Prepaid expenses and other

Capital assets

Accounts payable and accrued liabilities

Goodwill
Purchase price

9. LONG-TERM DEBT

tong term debt consist of the following:

2006

$

Senior Notes [a] 300,000

Syndicated Loans [b] 150,000
Unamortized deferred financing costs -

450,000

[a] On August 17, 2004, the Company issued $300,000,000 non-convertible guaranteed senior notes. The notes bear
interest at a rate of 9.125% per annum and payable semi-annually. The notes mature on August 17, 2011. The notes are:

@ general obligations of the Company;

e guaranteed by the Subsidiary Guarantors (as defined in the indenture of the notes) on a senicr basis subject to
certain limitations;

« senior in right of payment to any existing and future obligations of the Company which are expressly subordinated in
right of payment to the noteholders;

e at least pari passu in right of payment with all other unsecured, unsubordinated indebtedness of the Company
subject to any priority rights of such unsubordinated indebtedness pursuant to applicable law; and

o pledge of the shares of the Subsidiary Guarantors.

On August 16, 2004, the Company entered into a currency swap contract. Under the terms of the contract, the
Company hedged RMB113,290,070 on each of August 17 and February 17 in exchange for $13,687,500. The U.S.
dollars will be used to fully pay the Company’s interest payments on the $300,000,000 senior notes due on those
dates. The term of the contract is five years. Management estimates that a loss of $11,211,000, being the fair value
of the contract, would be realized if the contract was terminated on December 31, 2007. The fair value decrease of
$1,425,000 has been recorded in foss on changes in fair value of financial instrument.

The fair value of the non-convertible guaranteed senior notes as at December 31, 2007 were approximately
$316,000,000 {2006 — $324,000,000].

Total interest expense on the notes for the year was $28,616,000 [2006 - $27,375,000}.
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{b] On February 24, 2006, the Company entered into a $150 million 5-year and one day syndicated term loan fadility.
The facility carries an interest margin of between 0.80% and 1.50% over LIBOR per annum, depending on the
Company’s ratio of consolidated total debt to consolidated EBITDA, with the current margin bearing 1.10% per
annum. EBITDA is defined as consolidated net income plus consolidated interest expense, income taxes, depreciation
expense, amortization and all other non-cash items reducing consolidated net income (except depletion of timber
holdings) less all non-cash items increasing consolidated net income. The facility is guaranteed by the Subsidiary
Guarantors and rank at least pari passu with the claims of all other unsecured, unsubordinated creditors of the
Company and the Subsidiary Guarantors, except for obligations mandatory preferred by law applying to companies
generally. The facility will be primarily used for the acquisition of additional standing timber and logs, and for general
corporate purposes. The facility was fully drawn down in 2006. Principal of $37,500,000 will be repayable in 2010
and the remaining balance in 2011.

Total interest expense on the syndicated loans for the year was $10,573,000 [2006 - $6,714,000].
The carrying amount of the syndicated loans approximates their fair value.

Under the terms of the above debt agreements, the Company must meet certain financial and non-financial
covenants including limitation on dividend and other payment restrictions affecting the Company and the restricted
subsidiaries (as defined in the debt agreements). .

[c]

10. SHARE CAPITAL

Share capital consists of the following:

2006

Number of Common
Common Share
Shares Capital

$

Authorized

Unlimited common shares, without par value

Unlimited preference shares, issuable in series,
without par value

Issued

Balance, beginning of year

Issue of shares

Exerdise of options

Transfer from contributed surplus
Balance, end of year

137,789,548 142,815
210,000 513

- 183
137,999,548 143,511

The legal stated capital of the Company’s common shares differs from the carrying value reflected in these consolidated
financial statements. The legal stated capital as at December 31, 2007 is Cdn.$677,547,313 [2006 — Cdn.$ 228,637,336].

During the years ended December 31, 2006 and 2007, the movernents in share capital were as follows:

{a] During the year ended December 31, 2006, 210,000 stock options were exercised for proceeds of $513,000.

[b] in April 2007, the Company closed a private placement in which 25,355,191 common shares were issued at
Cdn.$9.15 per share for gross proceeds of Cdn.$232,000,000 (equivalent to $200,000,000 at April 10, 2007) less
share issue costs of $294,000.

[c] In june 2007, the Company completed a public offering of 15,900,000 common shares at Cdn.$12.65 for gross
proceeds of Cdn.$201,135,000 (equivalent to $188,540,000 at June 12, 2007) less share issue costs of $9,104,000.

[d] During the year ended December 31, 2007, 3,338,222 stock options were exercised for proceeds of $10,770,000.
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