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CANADA )
PROVINGE OF SASKATCHEWAN )

IN THE QUEEN'S BENCH :
JUDICIAL CENTRY: OF REGINA

Between!
ALLAN HAIGH

Plaintiff,
and

SINO-FOREST CORPORATION,
ALLBENT.Y. CHAN, and DAVID J, HORSLEY,
Defendants

Brought under The Class Actions Act

STATEMENT OF CLAIM
7

-~

NOTICE TO DEFTENDANT

1. The plaintiff may entey judgment in acoordance with this Statement of Clalin or such judgment as
may be granfed puranant to the Rules of Cotrt unlpss

» within 20 days if yon wete served in Saskatchewan; ]

= within 30 days if you were served elsewhere in Canada or in the Unlted States of Amerion;

» within 40 deys I£ you were served outside Canadn-and the United States of Amerloa

wmm—s (e ludIng-the-day-ofuerviedy yousorva-a-Statement o Refines-onihe-plaintiffand-fite-a-sopy-thereof —rr e

in the offiec of the local registrar of the Court for the judiclal centre abovenamed.

2. Inmouy osses & defondent may have the trisl of the notlon held ata judiclal centre other then the one
at which the Statement of Claim in Issued. Bvery defendatit showld constilt his [awyer as to his rights,

3. This Statement of Clalm i5 to be served within six thouthg from the dafe on which It is Issued,

4. This Statement of Claim s lasued at the above-named judlolsl centre the I day of December, 2011,

~ . LANGFORD
Y. LOCAL REGISTRAR

Local Reglstrar

BEAL
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DEFINED TERMS

1. In this Stetement of Claim, in addition to the terms that axe defined elsewhere herein,
the following terms have the following meanings:
(8) “AX" means Aunthorized Intermediary;
(b) “ALF" means Apnual Information Form; .
(o) "CAAY means The Class Actlons Act, 8.8, 2001, e, C<12,01, es amended;
(d) “CBCA” means the Canada Business Corporattons def, RSC 1985, ¢, C-44, a8
amended;
(&) “Chan’ means the defendant Allen T, Y, Chan;
(f) “Clasgs” end “Class Members” msﬁns all persons and entities wherever they may reside
who acquired securitles of Sino during the Clasy Rextod either by primary distribution in
Ceanada or an acquisition on the TSX or other secondary market in Canadg, other than the
Defendants, thelr past and present subsidiaries, affillates, offioers, directors, senlor employees,
parinors, legal zepresentatives, helrs, predecessors, successors and assigns, and any indlvidual
‘who is an immedigte membet of the farnily of an Individual Defendant;
{g) “Class Period” means the perlod from and ncluding March 19, 2007 to and inoluding
June 2,2011; )
(h) “Code™ means Sino’s Code of Buslness Condnot;
(1) “Defendants” means Sino and the Individual Defendants;
e () EDecember. 2009 Praspectugimenns.SinolsFinal ShortRorm Prospectus, dated Decernber. . ... . l
10, 2009, which Sino filed on SEDAR on Deoeraber 11, 20093
(k) “B&Y™ means Frnst and Young LLP;
() “GAAP” teans Canadian genetally accepted accounting principles;
(1) “Glohe" means The Globe and Mail;
(1) “Horsley” means the defendant David J, Horsley;
(0) “Impugned Docnments™ means the 2006 Annual Consolidated Finanolal Statements (filed
on SEDAR on March 19, 2007), 2006 AIF (filed on SEDAR on Mareh 30, 2007), 2006
Annual MD& A (filed on SEDAR on March 19, 2007), Management Information Clrenlar _
dated Aprit 27, 2007 (filed on SEDAR on May 4, 2007), Q1 2007 MD&A (filed.on SEDAR i
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on May 14, 2007), Q1 2007 Financial Statements (filed en SEDAR on May 14, 2007), June
2007 Prospectas, Q22007 MD&A (filed on SEDAR onAugust}B,ZOO?), Q22007 Financial
Statements (filed on SEDAR on Aungust 13, 2007), Q3 2007 MD&A. (filed on SEDAR on,
November 12, 2007), Q3 2007 Financial Statements (flled on SEDAR on November Ig,
2007),2007 Annua] Consolidated Binancial Statements (filed onSTDAR onMarch18,2008),
2007 AIFR (filed on SEDAR on March 28, 2008), 2007 Annual MD&A. (filed on SEDAR on
March 18, 2008), Amended 2007 Annval MD&A (filed on SEDAR on March 28, 2008),
Management Information Clroular dated April 28, 2008 (filed on SEDAR on May 6, 2008),
Q1 2008 MD&A, (filed on SEDAR on Mey 13, 2008), Q1 2008 Financial Statements (filed
on SEDAR. on May 13, 2008), Q2 2008 MD&A (filed on SEDAR on August 12, 2008), Q2
2008 Financial Statements (filed onSEDAR on August 12, 2008), Q3 2008 MD&A (filed on
SEDAR on Novetnber 13, 2008), Q3 2008 Financisl Statements (filed on SEDAR on ]
November 13, 2008), 2008 Annual Consolidated Finencial Statements (Sled on SEDAR on
March31,2009),2008 Annual MD&A (filed ont SEDAR onMarch 16, 2009), Amended 2008
Annual MD& A (filed on SEDAR on March 17, 2009), 2008 AXF (filed on SEDAR on March
31, 2009), Management Information Clreular dated Apuil 28, 2009 (filed on SEDAR on May
4,2009), Q12009 MD& A (filed on SEDAR.on May 11,2009), Q1 2009 Finanolel Statements
(filed on SEDAR. on May 11, 2008), Junae 2002 Prospectus, Q2 2009 MD&A (filed on
o SEDAR.onAugust 10,2009),-02.2009-Binanctsl Statements.(filed. on. SEDARon August 10, e . o .+ |
2009), Q3 2009 MD&A. (filed on SEDAR on November 12, 2008), Q3 2009 Financial
Staternents (filed on SEDAR on November 12, 2009), December 2009 Prospectus, 2009
Annual MD&A (filed on SEDAR on March 16, 2010), 2009 Audited Annual Financlal
Statements (filed on SEDAR on March 16, 2010), 2005 AXF (filed on SEDAR on Maroh 31,
2010), Management Information Circular dated May 4, 2010 (filed on SEDAR on May 11,
2010),4Q1 2010 MD&A (filed on SEDAR on May 12,2010), Q1 2010 Finanola] Statements
(filed ot SED AR on May 12, 2010), Q22010 MD&A (flled on SED AR on August 10,2010),
Q22010 Pinanclal Statements (filed on SEDAR on August 10, 2010), Q3 2010 MP&A (filed |
on SEDAR on November 20, 2010), Q3 2010 Financlal Statements (filed on SEDAR on 1
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Movember 20, 2010),2010 Anmwal MD&A (March 15,2011), 2010 Annual Andited Financial
Statements (filed on SEDAR on March 15, 2011),2010 AXF (filed on SEDAR on March 31,
2011) and Management Informatlon Cireular dated Meay 2, 2011 (filed on SEDAR on May 10,
2011); '
(p) “Individual Defendants” means Chan and Hovsley;
() “Tune 2007 Prospectus” means Shao’s Short Form Prospectus, dated June 5, 2007, which
Sino filed on SEDAR on June 5, 2007;
(1) “June 2009 Prospectus” means Sino’s Final Short Form Prospectus, dated June 1, 2009,
" which Sino filed on SEDAR. on June 1, 2009;
{8) “MD&A" means Management's Discussion and Analysis;
{t) “Muddy Waters” means Muddy Waters LLC;
{u) “O8C" means the Ontarlo Securitles Commission; ;
(v} “Plaintiff"* means the plaintiff Aflan Haigh; ) '_
(w) “PRC" meaus the People’s Republic of China; '
(x) “Represeniation” means the statement that Sino’s financiel statements complied with i
GAAR
{y) “SEDAR" means the system for elecironic dooument enalysis and retrieval of the Canadian ;
Becuritles Administrators;
e (2) X8Im0 imeans.the.defendant, Sino=Forsst. Corporation;,.. e .
(an) “SSAY means The Secyritiey Act, 5.8, 1988-89, o, 5-42.2, ag amended;
(bb) “TBX" means the Toronto Stock Bxchange; |
(o) “WIOL" menbs Wﬁolly foreign owned entetprlse or an enterprlse established in China
in accordance with the relevant PRC laws, with-capital provided solely by forelgn jnvestors.

2. The Plaintiff, Allan Halgh, resides in Saskatoon, Saskatchewan, Mr, Baigh purehaged
200 shares of Sino on November 3™, 2010, at & cost of $20,14 per share, ;

CLATM, f

(1} the parties ]
(2) plaintie?
i
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(b).defendanty ) .
3. The Defendant Sinc-Forest Corporation (“Sine~Rorest™, is incorporated putsvant to
the laws of Canada, with s head office at 1208-90 Burhamthorpe Rd W, Mississanga,
Ontario, L5B 3C3,

4, The Defendant Chan resides in Ontarlo, At all materisl times, Chan was Sino's
Chalrmen, Chief Bxeoutive Officer, and a divector of the company. .

5. The Defendent Horsley resides in Ontatlo, At all material times, Horsloy was Sino’s
Chief Finanelal Officer,

(2) the class
6, The Plaintiff brings this actlon on behalf of ail persons or entitles who held common

shares of Sno between March 19%, 2007 and June 2, 2011 (the “Class Petlod”) either by
primary ‘distributlon in Canada or an acquisition on the Toronto Stock Bxchangs or other ‘
seoondary market in Canads. ' i

(3) particilars
7. At all material times, Sino. was a reporiing issuer in-all provinees of Canade, and had

o e exegistered office Jocated.in Mississauga,Qntario,

8. Froyn the time of its establishment in 1994, Sino has clalmed to be a legitimate '
business operating in the gommercial forestry industry in the PRC and clsewhere.

9 In 1994, Sino entered Canada’s capltal markets by way of a “reverse takeover,” This
allowed Sino to avold the scrutiny of an Initlal Public Offering,

10, At all material times, Sine’s shaves wets listed for trading on
(2) the Toronto Stock Exchange (the “TSX™) under the ticker symbol “TRE";
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(b) on. the Berlin sxchange as “SFJ GR™;
(c) on the OTC market in the United States as "SNOFE™
(d} on the Tradegate market ag “SFY TH",;
(¢) ont altetnative trading systerns in Canada and elsewhere including, without
limitation, AlpheToronto and PureTrading.

11, At all material fimes, Sino had various debt insfruments, derlvatives and other
securities that were publioly traded in Cenada and elsewhere,

12, The prlce of Sino’s securities was djtectly sffected during the Clags Petlod by the
issuance of the Impugned Doeutnents, The Defendants were awsre at all materlal imes of the
effeot of Sine’s disclosure dooutnents upon the price of its Sine's seoutliies,

13, Thelmpugned Documents were filed, among other places, with SEDAR and the TSX,
and thereby became immediately available to, and were reproduced for inspesilon by, the
Plaintiff, Class Members, other members of the investing public, financial analysts and the
financlel press.

14, Sino routinely tansmitted the doguments seferred to above to the financlal press,

finanoial analysts and cerfaln prospective and actual holders of $ino securities, Sino provided
either copies of the Impugned Docutnents or links thereto on its website,

15,  Sino repularly communioated with the public Investors and financial analysts via
established market sormunication meohanisms, inoluding through regular disseminetions of
their disclogure documents, iucludlng press relenses on gsewswire services In Canada, the
United States and slsewhere, Bach Hme Sino communioated that new material Information
gbout Sino financial results to the publie the price of Sino seounities was directly affected,
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16,  Sino was the subject of anelysis’ reports that Incorporated certain of the matexial
information contained in the Impugned Doouments, with the effect that any recommendations

1o purchase Sino seeurities in Such reports during the Class Perlod were based, in whols or in
part, upon that information,

17, Theprice at which Sino’s seomities traded promptly inoorporated material information
from Sino’s disclosure documents about Sino’s business and affairs, ineluding the
Representation, which wasdissominated to the public throughthe dosuments referred to sbove
and dlstributed by Sino, as wall ag by other means,

18, In Sino’s Initiel Froxy Clreular of February 11%, 1994, Sino purpoxted {o operate
through slx jeint ventures formed in the PRC, By the early 2000's, Sino’s business strunctured
changed to include wholly-owned subsidiarles and so ¢alled authortzed Intermediarios (“Als").
By early 2011, Sino purported o conduct business through morethan 60 subsidiaries, atleast
16 of whioh were Tormed in the British Virgin Tslands, and at least 40 of which wete formed
inthe PRC,

19,  Sino conducted seven offerings durlng the Class Period (the “Offerings”), raising an
aggregate of tnore than. $2.7 billion fiom Investors:

(&) by short form prospectus dated June 5, 2007 (filed with SEDARY), Sino conducted
an offering of 15,900,000 common shates at a prios of $12.65 per share, resuliing in
gross proceeds of $201,135,000;

(b) by way of en “Offoring Memorandum®, Sino sold fhrough private placement
U8$345 million in aggregate principal amount of gonvertible senior notes due 2013;
{0) by short fortn prospectus dated June 1, 2009 (filed with SEDAR), Sino conducted
an offering of 34,500,000 common shares for $11.00 per share, reaulﬂnglin gross
procesds of $372,500,000;
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{d) by way of an Exchange Offer Memorandure, Sino exchanged certain of its then
outstanding sendor notes with new notes, pursuant to which Siro Issued
US$212,330,000 in aggregate prinolpal amount of guaranteed senior notes due 2014;
(e) by way of & final Offering Memorandum, Sino sold through private placement
US$460,000,000 in aggregate principal amount of convertible senfor notes due 2016;
(® by short form prospectus dated December 11%, 2009 (filed with SEDAR on
December 11, 2009), Sino conducted an offering of 21,850,000 common shares for
$16.80 per shares, resulting In proceeds of $367,080,000;
(£) On Pebryary 8", 2010, Sino closed the acquisition of substantially alf of the
outstanding common shares of Mandra Forestiy Holdings Limited, Concurrent with
this acquisition, Sino completed an exchenge with holders of 99,7% of the USD$195
million notes issued by Mandra Forestry Financial Limited and 96,7% of the warrants
issued by Maudra Forestry Holdings Limited, for new guaranteed seniornotes issued
by Sino in the aggregate principal amount of USD$187,177,375 with a maturity date
of July 28, 2014,
{g) On Qotobes 14, 2010, Sino Issued afinal Offering Memorandutn pursuant to which
Sino sold through private placement US$600,000,000 in aggregate principal amount
of guaranteed senior notes dus 2017,

20,

The offering docurnents referenced in the preceding paragraph inoluded and

incorporated other documents by reference that itoluded the Representation and other

misrepresentations that are partioulatized below, Had the ttuth in regard to Sina's

management, businesy and affalrs been timely disclosed, securities regulators likely would not

have recoipted the Prospectuses and the offerings would not have oocurred,

1

(4) Sino’s cluss period misrepreseniations

21,

During the olass petiod, Siho misrepresented;
() Hs 2006 Results and AR
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(b) Its May 2007 Management Information Clrovlar,
{c) Ity tax-velated 1lsks arising from is use of Alsy
{d) Its Yunnan Forestty Agsets; '
() Its Suriname Forestry Assets;”

(D) Its Jangxi Forestry Assets;

(g) Hts related parties;

(h) Its sales of standing timber;

(1) Bts purchases of Forestry Assefs; and
(3) Its marging and taxos,

Sino’s 20006 Resuits and AT

22, Prlortothe opening of markets on Mazch 15™, 2007, Sino issued and filed-on SEDAR,
{ts 2006 Annual Consolidated Financis] Staternents and 2006 Anmal MD&A, Bachdocument
contained the Representation, which was false, :

23.  In partioular, Sino materially ovetstated ifs results for 2006, and ity nssete as at year-
end 2008, Sino reported in-each such document, on a GAAP basis, that its revenes and net
income for the year ended December 31, 2006 were, raspeotively, US$634.0 million and i
US$111.6 million, and finthes teported, an a GAAP basls, that its assets-as at Decernber 319,
2006 were US$1.2 billlon.

24, Overthetentrading days following the lssuance of Sino’s inflated 2006 results, Sino’s
shaveprice ross substantially on unnsually heavy trading volume, At the olose of trading on i
March 16", 2007 (the trading day prior to March 19%, 2007), Sino’s shaves traded at $10,10 :
per share, Af the olose of trading onMaroh 29™, 2007, Sino’sshares tradedat $13.42 pet share, i
whioh constltuted an increase of approximately 33% from the March 15" closing price. '
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Sino’s May 2007 Munagemeni hiformation Clrewlar
25.  OnMarch 30, 2007, -Sino issued and filed on SEDAR it 2006 ATR, In that AIR, Sino
stated: .

v PRC laws and regulatlons requite forelgn companies to obtain [leenses fo
engagein any businegs activitles In the PRC, Asaresult of these requirements,
we curently engage in our trading aofivities through PRC antherized
Intermediaties that have the requisite business licenses. Thers ls no assurance
that the PRC government will not take action to vestriet our ability to engags
in trading activities through our authorized infermediaries. T oxdex to roduce
our reliance on the authorized intermediaries, twe infend tonge 8 WFOE
in the PRC to ¢nter into contracts divectly with suppliers of raw fimber,
and then process thoraw timber, or engage others to process raw timber
on fis behalf, and sell logs, wood chips and wood-based products fo
customers, Although it would not be able to engage in pure trading
activities, [Emphasie added.]

26, Inits 2007 AIF, whioh Slno filed on Mazch 28, 2008, Sine again declared its intention
to reduce ity rellance upon Als,

27, 'These statements wore false and matetlally misleading when made, as Sitio had no
intention ofreduping materially its reliance on Als, because Als wete crifical to Sino’s ability
to inflate its revenue and net Income, Rather, these staternexnts had the effect of mitigating any
investor concern arising from Sino’s extensive reliance upon Als,

28,  Throughout the Class Peried, 8ino contlumed to depend heavily upon Als for its
purported sales of standlng timber and Sino’s reliance on Als in fact increased durlng the
Cless Period,

Sino's toe-reluted visks arising from lis wse qf Als
29,  Throughoutthe Class Petlad, Bino materlally understated the tex-velated risks arising
from. its use of Als,
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30,  Tax evasion petalties In the PRC gre severs and depending on the severity of the
offense can be punisheble with unlimited fines,

31, Duringthe Class Period, Sino professed to be unable to determine whether ite Als had
paid vequired taxes and so the tax-related rigks arising from Slno's use of Als were potentially
devastating, Sino falled to disclose these risks In {ts Class Period disolosurs docnments,
ineluding and particelazly In ity discusstons of its tax provisioning set forth in it Class Period
financiel statetnents and AT¥s,

32, Based upon Sing's reporfed results, Sino's tax accruals in ity 2007, 2008, 2005 and
2010 Audited Annval Financial Statements were materlally deficient and Sino’s inadequate
tax aocruala violated GAAP.

33,  Sinp also violated GAAP inits 2002 Andited Annual Financial Statements by failing
1o apply to 1ts 2009 financial results the PRC tax guldance that was issued in February 2010,
Although that guidance was issued after yeat-end 2009, GAAP required that Sino apply that
guidance to its 2009 financlal results, because that guldance was fssued in the subsequent
events period,

34,  Based upon Sino's reported profit marging on ity deallngs with Als, which margins are
extraordinary both in relation to the profit marging of Sino’s peers, and in reletion to the
Bmited risks that Sino purports to assume i its transaotions with itg Aly, Sino’s Als were net
satisfylng their tax obligations, a fact that was eltherknown to the Defendents or ought to have
been known. If Sino’s extraordinary profit marging ara real, then Sino and its Als must b
dividing the gedns fiom non-payment of faxes to the PRC,

1093
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During the Class Petiod, Sino also failed to disclose the risks relating to the
repatriation of its earnings ffom the PRC. In 2010, 8lno added two new sectlons to its ATF
regarding the risk that it would not be able to repatrlate earnings from its BYI subsidiaries
(which deal with the Als), The amount of retained earnings that may not be able to be
repairiated isstated therein to be US$1 4 billion, Notwithstanding this disclosure, Sino did not
disclose thaf it would be unable to repairiate any earnings absent proof of payment of PRC

taxes, whioh it has admitted that it lacks,

36.

In additicn, there are materlal disorepancies in Sine’s deseriptions of its accounting

treatment of {ts Als, Beginning in the 2003 ATF, Sino desoribed its Als as follows:

37!

Because of the provistons in the Opetational Procedures that speolfy when we
and the authorized intermediary assume the risks and obligations relating o the
raw timber or wood ohips, agthe case may be, we ireaf thege transactions for
aooounting purposes as providing that we take titls to the raw timaber when it
is delivered to the anthotized Intermediary, Title then passes to the authorized
intexmedlary once the timber is processed into wood chips. Accordingly, we
treat the awthorized intermedivories for accounting puipases as being both
onr suppliets and cusiomersin these transactions. [Emphesis added.]

Sino’s disclosuses wete consistent in that regard wp to and including Sino’s first AIR

issued Inthe Class Pexiod, whioh states;

38,

and the Al assume the risks and obligations relating to the raw timbet or wood
chips, as the case may be, we treat these transactions for pooounting purposes
as providing that we takeitle to the raw timber when it is dellverad to the AL
Title then passes to the AX once the fimber is processed into wood chips.
Aecordingly, we ireat the AT for acconnting purposes as being both onr
supplier aud custoner in these transactfons, [Rmphasis added.)

Insubsequent AlFs, Sino ceased without explanationto disclose whether it treated Als

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

Beoauseof theprovdsions.luthe Operational Brocedures.that specifywhenwea. .
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39,  Following the issyance of Muddy Waters® report on the last day of the Class Perlod,
hewever, Sino declared publicly that Muddy Waters was “wrong” in. lts assertion that, for
accounting purposes, Sino treated ifs Als as being both supplier and customer in transactions,
Thits claim by Siio implies either that Sino misrepresented its accounting treatment of Als in
Jts 2006 AIR (and in its AlRs for prioy years), or that Sinc changed its acoounting treatment
of itg Als after the issuence of its 2006 ATR, If the latter Is frue, then Sino was obliged by
GAAP to discloss its chenge In Ity accounting treatment of its Als, It fatled to do so,

Stno Overstates {ts ¥unnan Foresiry dssels

40.  Ina press release issued by Sino and filed on SEDAR on March 23, 2007, Sino
announced that it had entered into an agreement to sell 26 million shares to severadl
Institutlonal investors for gross proceeds of B5200 million, and that the proceeds would be
used for the aequisition of standing timber, including putsuant to & new agreement to purchase
standing fiiber In Yunnan Provinoe, It further statod in that press release that $ino-Pane]
(Asia) Ino, (“Sino-Panel™), & wholly-owned subsidiary of Sino, had entered on that same day
into an agreement with Gengma Dal and Wa Tribes Autonotrious Region Forestry Company
L4d,, (“Cengma Forestry™ established inLincang City, Yunnan Provinee Inthe PRC, and that,
under that A gtesment, Sino-Panel would acquire approximately 200,000 heotares of non-state
pwned commerclal standing timber in Lincang City and swrounding oities in Yunnan for

US$700 miflion to US$1.4 billion over a 10-year period,

41,  ThesesametermsofSine's Agreement with Gengtma Forestry were disclosed In Sino’s
Q1 2007 MO &A, Mozreover, throughout .the Class Petlod, Sino discussed its purperted
Yurman acquisitions in the Impugned Doovments,

42,  However, the reported acquisitions did not take place, Ag the Globe later revealed,
Sino “substantially overstated the size and value of its forestry holdings in China's Yunnan
Province, according to fisures provided by senior forestry officlals and a key business partner
theta,” Sino simply does not own the trees it claims to own in Yunnan,
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Strte Qverstales s Swriname Forestry Assets
43,  In mid-2010, Sino became a majority shaveholder of Greenheatt Group Ltd., &
Bermuda corporation having its headquarters in Hong Kong and & listing on the Hong Kong
Stock Bxchange (“Greentieart™), )

44,  Tn Augnst 2010, Greenheart issued an aggregate principsl amount of US$25,000,000
convertible notes for gross proceeds of US$24,750,000, The sole subsciiber of these
convertible notes was Greater Sino Holdings Limited, Chanbeoatne a member of Greenheart’s
Board and the Board's Chalrman, Other officers and divectors of Sino became officers and
directors of Greenbeart.

45,  On Angust 24, 2010 and December 28, 2010, Greenheart granted to Chan options to
puehase approximately 6.8 milllon, The eptons ate exercisable for & five-year term,

46,  AsatMarch31, 2011, General Enterprise Management Servlcesnternational Limited,
& company it whioh some of Sino’s officers and directors have an indireot interest, held
7,000,000 shares of Greenheart, being 0.9% of the total lssued and outstanding shares of
Greenheart,

47,  As g result of the aforesaid transactions and interpats, Sino, Chan, and other offfcers
and diveotors of Sino, stood to profit handsemely from any inflatlon in the mearket price of
Greenheart’s shares,

48,  Atal!{materlal times, Greenheart purported to have forestry assets in New Zealand and
Surineme. On March 1, 2011, Greenheast issued a press release in whish it announced that:

Greepheart aoguires ceraln rights to additlomal 128,000 hectave
coneossion in Suriname

bR R

312,400 heciares now nnder Greenheart management Hong Kong, March
1, 2011 —~ Greenheart Group Limited (“Greenheart” or “the Company™)
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(HKSE: 00094), an investment holding company with forestry assets in

Surinatne and New Zealand (subject to gertain closing conditions) foday

annownced that the Company las xequired 60% of Vista Marine Services

I V. ("Vista®), a private company baséd in Suriname, Sovth America thai

coprols certain harvesting rights to o 128,000 hectares lardwood

corteession. Visty will be rebranded as part of the Greenkheart Group, This

fransaction will inerense Greenheart’s concessions under management in

Surinamne to approximately 3¥2,000 hectares, The oost of this acquisition Is

not matetlal to the Company as 4 whole but the Company 15 optimistio about

the prospects of Vista and the positive impact that 4t will bring, The

corzcession is located in the Sipalmyint district of Surineme, South Ameries,

bordering Lake Brokopondo and has it estimated annual allowable cul of
- approximately 100,000 cubic meters, Mr, Tudson Martln, Chief Exeoutlve

Offloer of Greenheart and Vioe-Chairman of Sino- Forest Corporation, the

Company’s controlling shareholdey sald, “This acquisition Is In Hoe with our
growth strategy to expand our footprint in Suriname, In additlon to increased

harvestable ares, this aoquisition will bring synergies in sales, marketing,

adminigttation, financial reporting and control, logistios snd overall
management. I am pleased fo welcome My, Ty Witkinson to Greenhear! a5
oy winority pariner, My, Willinson shares pur respect for the people of
Swuriname and the land and will be appointed Clilef Bxecutive Officer of thiz
Joint venture and be responsible for operating in w sustainable aud
responsible manner, This acquisition fusther advances Greenhearf’s stratepy
ofbecoming a global ag-forestry company. ‘We will continue to actively seek
weltl-priced and sustalnable convessions in Suriname and nelghboring reglons
In the coming mentha,”

About Ty Wilkinson

NIr. Willins0mn 5 GVer twenty yearts of experlence ik the agricwlitraland — "

forestry businoss, He was awarded the prestigious “Farmeyr and Ranchor
of the yeax” award in the US4, in recognition of his work om walex
conservation, perfecting the commercisl use of drip irrigatiom and
maximizing crop yield through the use of technfeal sofl research aud
analysfs. ™r, Wilkinson also has extensive knowledge in sustainable
forestxy management, forestry planning, infrastrueture development,
haxvest schedules, lumber drying, lumber processing, -extensive loeal
knowledgoe as well as reglonal business networks, He has been living in
Surinama sinoe 2001, [Bmyphasis added.]
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49,  Inits 2010 AIR, filed on SEDAR on March 31, 2011, Sino stated:

© We hold a majorlty interest In Gueenheart Group which, together with its
subsidiaries, ownes certain rights and munages approxinmately 312,000 hectares
of hardwood forest concessions in the Bepublic of Suriname, South America
(“Suringme™ and 11,000 hectares of a tadiata pine plantation on 13,000
hectates of freehold land in New Zegland ag at March 31, 2011, We belleve
that onr ownersiip in Greenleart Group will strengthen our global
sourcing network in supplying wood fibre for China in asustalnable and
responsible manner, [Bmphesis-added].

50, Inits Aunual Report for 2010, which Sino filed on SEDAR on May 10, 2011, Sino’s
Viee-Chalrmar stated:

[ am. honored to repott to you for the fitst time ag Vice Chairman of Sino-
Porest and Chief Bxeoutlve Officer of Greenheart Group [...] Greenheart’s
sirategy is to be Sino-Forest’s internatlonal growth vehiole for acquiring
sustainable and profitable forestry assets located outside China to gerve the
growing wood defieit within China while at the same time maintaining the
ability to manage and operate In other matkets around the world, At the end of
2010, Greenheart had three primary assets; 8 60% interest in a 184,000 hectare
hardwood concession looated In weatern Sutlname (Siio-Forest currently owns
the remaining 40% minority interest); a commitientto acquire 13,000 hectares
of freehold land inchuding 11,000 hectares of softwood tadiats pine plantations
in New Zerland (which was completed subsequent to yeai end); and US$78
million in oash. T the first quaréer of 2011, we acquired 60% of ¥ista Marine
Services N V., vwhich holds certaint harvesting rights to a 128,000-hectars
concession in eastern Suriname, Thivacquisitlon expands Greenfiear’s land

underrnnagementinSurinane-fo-approximately 312,000.hectare. We.are
earrently building fivo lurge-seale wood processing fucilitles, which we
expect to complete Iate this year, which will allow ns to process logs Into
lumber andothervilue-ndded products such asflooring, decking and specinl
millwork, Greerheart’s strategy in Suriname Iy fo contlnue to expand our
concession footprint and betheleader in thesustednable timberindusivy, We
are commitled to low-linpact harvesting and silviewlture methods as
prescrébed by Suriname’s Centre forAgricultural Reseqarch (“CELOS™), and
we will be working towards Forest Stewardship Council (“FSC")
certificaflon in all aur operations, The responsible care of people and e
exnvironment Is our corparate pollcy but alse ouy stute of mind, [Emphasis
added.]

————b i
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51, The foregoing statements were false or materially misleading when made, for the
reasons set ont below,

52.  Shoitly before Greenheart’s purported ecquistilon of Vista Marine Services N,V.
(“Vista™), Vista was founded by Ty Wilkinson, an Amerloan citizen who formetly resided in
Sarasota, Florida, Althoiz gh Greenheart gaw fit to disclose In its March 1, 2011 press release
. thatMr, Wilkinson, Greepheart's now Swriname CEO, was onee named “Farmer and Rancher
of the year,” Greenheart failed to disclose that the Clreuit Court of Sarasota County, Florida,
had 1ssved g warrant for Mr, Wilkinson's arrest in Ombcr 2009, and that Mr, Wilkinson
abandoned residence in the United States at least In part to avold arrest, and also to avold
paying vatious dabts Wilkinson owes to a former business associate and others,

53, Theze 1s no record of Greenheart in the Susiname Trade Reglster maintained by the
Chamber of Commerce in Suriname, nor is there any reoord of Greonheart with the Suriname
Foundation for Forest Management and Production Control,

54,  In additlon, under the Swiname Forest Management Acl, it is prohibited for one
pompany or a.group of companies in which one person or company has a majority interest fo
control more than 150,000 hectares of [and under concession.

55, Finally, Vista's forestty congessions are looated In a1oglon of Suriname populated by
the Saramaka, an indigenons people, Pursuant fo the American Convention on Fuman Rights
and a deolsion of the Inter-Amexloan Court of Human Rights, the Saramaka people must have
effective control over i:heir land, ineluding the menagement of their reserves, and must be
effectively consulted by the State of Suriname. Neither Sino nor Greenheart has disclosed that
Vista's purported concessions in Suriname, 1f they exist at all, are impaired due to the
unfulfilled rights of the indigenous peoples of Sutlname,
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Jlangxi Foresiry Assets

56‘

On June 11, 2009, 8lno issued a press release in which it stated:

Sino-Forest Corporation (T8X; TRE), a leading commerclal forest plantation

operator in China, apnounced today that its wholly-owned subsidiary, Sino-

Panel (Ching) Tnvestments Limited (“Sino-Panel™), hag entered into a Master

Apgreement for the Putchase of Pine and Chinese Fir Plantatjon Forests (the

“Jiangxi Master Agreatnent™) with Hangxi Zhonggan Industrial Development
Company Limited (“Jlangxi Zhonggan"), which will act as the suthorized

agent for the orlginal plantation rights holders, Under the Jiangxi Master

Agreement, Sino-Panel will, through PRC subsidlarles of Sino- Forest, acquire
between 15 million and 18 million cublo metres (ra3) of wood fibre located in
plantations in Jisngxi Province over a three-yeat period with & price not to

exceed RMBI00 per m3, to the extent permitted under the relevant PRC Jaws
and regulasions, The plantations in which such amount of wood fibrg to
acquire is between 150,000 and 300,000 heetares to achiove an estimated
averagewood fibieyleld ofapproximately 1001m3 perhectare, and include ttee
species such as pihe, Chinese fir and others, Jangxl Zhonggan will ensure.
plantation forests sold to Sino-Panel and its PRC subsidlarles ate non-state~
owned, non-natugal, cornmetclal plantation forest {rees. In addition to seouting
ihe maxlmum tres acquisitionprice, Sno-Panel haspre-emptiverights tolease
the underlying plantation land af a prlve, petmitted under the relovant PRC
laws and regulations, not to exceed RMBAS) per heotare per annum for 30
yeara from the time of hetvest, The land lease oan also be¢xtended to 50 years
as permitted under PRC laws and regulations, The speoific fetms and
conditlons of purchasing or leasing ate to be determined upon the execution. of
definitlve apreements batween the PRC subsidiaries of Sino-Panel and Hangxi
Zhonggan upon the authorisation of original plantation rights holders, and

sabiect to Hie requisife poverirnental approval e T COmpIIAngs Wit the
relevant PRC ews and regulations. '

Sino-Forest Chairman axd CEQ Allen. Chian sald, “We are fortmaate to
have been able to éapiure and swpport investment opportunitles in
Chinn's developing forestry sector by locking up a Inrge smount of fibre
at compotitive prices, The Jinngyi Master Agreement iy Sing-Feorest’s fifth,
Jong-tarm, fibre purchase agreevient during the past two years, These five
agreements cover a total plantatlon area of over ono miilion heetares in
five of China’s most densely forested provinces.” [Emphasis added],
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57,  According fo Sino’s 2010 Annvel MD&A, ag of December 31, 2010, Sino had
acquired 59,700 he of plantation trees from Jlangxi Zhonggan Industrial Development
Company Limited (“Zhonggan’) for US$269.1 million undet the terms of the master
agreement. (Jo ity interim repott for the second quarter of 2011, which was issued after the
Class Perlod, Sino-cleims that, as at June 30, 2011, this number had increased to 69,100 ha,
for g purchase price of US$309.6 million),

38,  However, as was known to Sino, Chen, end Horsley, Sino's plantation acquisitions
through Zhonggan are far staller than Sing has olaimed.

59, In August 2011, a supervisor of the Forestry Bureau of Nanchang, the capitol of
Hangxi Province, affirmed that he had never heard of Zhonggen, In thet same month, the
Jangxi Forestry Bureay, which hes jutlsdiction ovet the Provines of Hengxd, was able to
confirm only thet Zhonggan had rented the Jand use rights of 3,333 ha from locel farmers,

60.  Zhonggan'y offices belie the purported scope and nature of Zhongpan's business,
During a visit to Zhonggen's offices in August 2011, no personnel were present during
business houry, thers was no signage outside the office, and there was a CCTV cemeraand a
fingerprint entey machine installed near the offics entrancs,

61,  Zhonggan was forteed In January 2008, only 18 momnths before agrecing to sell to
Sino’s subsldiazy up to 300,000 ha of plantation forest. Moreover, when it was established,
Zhonggen was capltalized with a mere ¥5 million,

62, Jrrespeofive of the frue extent of Zhonggan's fransaciions in Jiangd forestry
plantations, Sino failed to discloss, in violation of GAAP, that Zhonggan wes & related party
of Bino, More partioulasly, according to AIC reconds, the legal representative onhonggan is
Lam Hong Chiv, who isanexeonilvevice president of Sino, Lam Hong Chiuis also a direotor
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and a 50% shareholder of China Squere Industrlal Limited, a BVI.comporation which,
acoording to AIC records, owns 80% of the equity of Zhonggan,

Misrepresentations Regard}ug Related Parties other than Zhonggan

63,  OnJanuaryl2, 2010, Sino issued & pressreleage in which it announced:the scquisition
by one of its wholly-owned subsidiaries of Homix Limited (“Fomix"), which i desotibed as
8 48 company engaged In research and development and menufaciuring of enginesred-wood
produots In Ching, for an aggregate amount of US$7,1 million, That press release stated:

HOMIX hes an R&D laborgtory and two engineered-wood production
operations based In Guangzhou and Jiangsu Provinces, covering eastern and
southern China wood product markets, The company bas developed a number
of new technologles with patent rghts, specifically suitable for domestic
plantation Joge including poplar and encalyptus species, HOMIX speclsalizes
In curing, drying end dyelng mothods for englneered wood and has the know.
how to produce recomposed wood products and laminated veneer hamber.
Reoomposed wood teohnology i consideted to be environment-friendly and
versatile s 1f wses fibre from forest plantations, reoyeled woed and/or wood
residue, This reduces the itaditional use of large-dismeter trees from natiral
forests. Thete is growing demand for recomposed wood technology as it
reduces cost forraw materlal while inoreases the utilization and sustainable use
of'plantetion fibre for the production of furniture and inferlor/exterlor building
materlals,

[22.]

Mz, Allen Chan, Sino-Forest's Chairman & CEQ, sald, “Ag we continue to
1amp up our replanting programme with Improved eucalyptus specles, it is
important for Sino-Forest to ocontinue lhvesting in the research and
development that maximizes all aspects of the forest produet supply chain,
Modermizeafion and improved productivity of the wood processing Industry In
Chine, is also necessary given the couniry’s chromle wood fibre deficit,
Increased use oftectmology improves operation efficlenoy, and maximizes and
broadens the nse of domestle plantation wood, whioch teduces the need for
logging domestlo netotal forests and for imapotting logs from strained tropical
forests, HHOMIX has significant technological capabllities In englnecred-wood
processing.”?
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Mr, Chan added, “By acquirlng HOMIX, we intend to use six-year eucalypius
fibreinstead of 30-year free fibre from other specles to produce quality lnmber
using reoornposed technology, We belisve that this will help preserve natural
forests as well as improve the demand for and pricing of our planted eucalyptus
trees.”

64,  Sino’s 2008 Annual Audited Financial Statements, Q1/2010 Unemdited Interim
Pinaneial Statements, 2010 Annual Audited Finanelal Staterients, the MD &Asrelated to each
oftheaforermentioned financial statements, and Sino*s AlFsfor 2009 and 2010, each discussed
the aoquisition of Hotnlx, but nowhere disclosed that Homix was in fact a party related to
Sino.

65.  More particularly, Hua Chen, a Senior Viee President, Administratlon & Fltence, of
Sino in the PRC, and whe Jolned Sino n 2002, is 6 30% shateholder of an opetating subsidiary
of Homix, Jlangsu Dayang Wood Co,, Lid,

66,  Pursuant to GAAR, Sino was required {o provide, among other things, a description
of the relationship between the transaoting parties when dealing with related parties, GAAP
tecoghizes that detail on related party transactions Is crucial,

o v —— G —Thus,-Sinels-failure-to-dlsclose-thet-Homlxwas.a-related -partywas.a-violation-of- <., .

GAAP, and 2 misrepresentation,

68,  Tinally, Homix has no patent deslgns registered with the PRC State Intellectual
Property Office, a fact also not discloged by Sino at the time of the Homix acquisition or
subsequently.
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Misrepresentations Regarding Sales of Standing Timber -
69,  Every financial statement and MD&A. issued dusing the Class Petiod overstates Sino’s
sales of standing titaber to 3 material degree, and overstates to a material degres Sino’s
reported revenues and nef income for the perlod in question,

70.  Throughout the Class Perlod, Sino purported to gell “standing timber” As
partioularized above, such salss did not oeour, or did notocour in & manner suok that tevanme
could be recorded pursnant to GAAP,

Misrepresentations Regarding Purchases of Foresiry Assets

71, As partioularlzed above, Siho overstated its acquisition of forestry assets in Yunmen
and Jiangxi Provinces in the PRC and ln Suriname. Acoordingly, Sino’s tofal assets are
overstated to & matertal degres in the Impugned Doouments in violation of GAAP, and each
such statement of $ino’s total assets constitutes a misrepresentation,

72, In addition, duting the Class Perled, Sino caused statements to be made that are
misrepresentatdons in regard o Siho’s Yunnan Province “assets,” namely;
(&) In a report dated March 15, 2008, filed on SEDAR on March 31, 2008, Sito:

(2) cavsed fo be atated that it had determined the valnation of the Sino forest assets to

be US$3.2 billlon as 2t 31 December 2007;

(b) cauged tables and figures reparding Yunnan to be published;

{c) caused to be stated that “Stands In Yunnan rangs from 20 ha to 1000 he,” that “In
2007 Sino-Rorest purohased an aten of mixed broadleaf forest In Yunnat Province,”
that “Broadleaf forests already acquired in Yunnen ave all matuse,” and that “Sino-
Forest 18 embarking on a serles of forest acquisitiens/expansion efforts in Hunan,
Yunnan and Guangxl;” and

(d) provided a detalled outline of Sino’s Yunnan “soldings” at Appendixes 3 end 5;
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{b) In a report dated April 1, 2009 and filed on SEDAR. on April 2, 2009, Sino caused to be
stated that:

#[t1he aten of forest owned in Yuhnan has quadrupled from around 10 000 ha
to almost 40 000 ha over the past year,”

provided figures and tables regarding Yoonan, and sfated that:

“Sino-Forest has Increased its holding of broadleaf erops in Yunven during
2008, with this provines containing nearly 99% of its broadleaf resource;”

(o) In a “Floal Report™ dated April 23, 2010, and filed on SEDAR on April 30, 2010, Sino
caused to be stated that;

“Guangxi, Hunan and Yunnen are the three Jargest provinges in ferms of 3iho-
Porest's holdings. The largest change in area by provinee, both In absolute and
relative terms [sic] has been Yunnan, where the avea of forest owned has
almostttipled, from.around 3% 000 ha to almost 106 000 ha over the past year,”

provided figures and tables regarding Yunnan, and stated that:

“Yunnan containg 106 000 ha, including 85 000 ha or 99% of the total
brogdleaf forest,” stated that “the thres provinees of Guangxi, Hunan and
Yunnan together contatn 391 000 ha or about 80% of the total forest area of
491 000 ha” end that “[a]imost 51 97% of the broadleaf foxest is in"Yunpan,”

and provided a detailed discussion of 8ino’s Yonnan “holdings” at Appendixes 3 and 4;

(d) In a “Sumimary Valuation Report” regarding “Valuation of Purchased Forest Crops as at
31 December 2010" and dated May 27, 2011, Sino caused to be published tebles and figures
regarding—Yunman-and-stated-thats

“[{Themajor changes in area by specles from Decerber 200910 2010 has boen
in Yunnen pine, with ecquisitions in ‘Yyunnan and Sichvan provinces™

atid that;

“la]nalysis of [Sino’s] inventory data for broadleaf forest in Yunnan, and
comparisona with an {nventory that Pdyry undertook there In 2008 supported
the upwards revision of prices applied to the Yunnan broadleaflarge slze log,”

ahd stated that:

“[{]he yield table for Yupnan pine in Yumnan and Sichuan provinoes wes
derived from data colleoted in this speoles In these provinces by PSyry during
other wotlg”

and
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(¢) Tn a press release fifled “Summary of Sino-Forest’s China Forest Asset 2010 Valation
Reports” and which was “jointly prepared by Sino-Forest and P8yry to highlight key findings
and outoomes from the 2010 valuation reports,” Sino cavsed to ba reported that the estimated
market value of 8ino’s forest assefs on the 754,316 ha to be approximately US$3.1 billion as
at December 31, 2010.

73, Statements caused to be made by Sing regard[ng the value of $ino’s forosiry “assets™
thet wers misrepresentations were incorporated into the 2007 Annual MD&A, the Amended
2007 Annwal MD&A, each of the 2008 QI, Q2, Q3, Anmal and amended Anmmal MD&As,
aach of the 2009 QI, Q2, Q3 and Annval MD&As, and sach of the 2010 Q1, Q2 and Q3
MD&As.

Misrepresentations Regarding Sino's Morgins and Taxes

74,  8ino never disclosed the true sourge ofits elevated profit marging and the true nature
of the tax-related slsks to which 1t wags exposed, as particnlarized gbove, This omigsion
rendered each of the followling staternents & tmisrepresentation: '

(2) In the 2006 Annual Financlal Statements, note 11 [b]“Provislon for tax related lisbilitles”
ond assoclated text;

{b) In the 2006 Annual MD&A, the subsection “Provislon for Tax Related Liabilities” In the

seotion “Critical Accounting Estimates,” and associated text;

(c) Inthe AIF dated March 30, 2007, the section “Estimation ofthe Company's provision for
inoome and related taxes,” and assoclated fext;

{d) In the Q1 and QR 2007 Financial Stelements, note 3 “Provision for Tax Related
Liabillties,” and assooiated texi;

(e} Inthe Q3 2007 Financial Statements, note 6 “Provision for Tax Related Liabiilties,” and
assoclated text: :

(f) In.the 2007 Annual Finanolal Statements, note 13 [b] “Provision for tax rolated Habilitles,”
and asgociate d text;
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() Inthe 2007 Antmal MD&A and Arended 2007 Annual MD&A, the subsection “Provision
for Tax Related Liabilitles” in the sectlon *Critical Accounting Rstlmates,” and assoclated
text;

(h) In the ATF dated March 28, 2008, the section “Bstimation of the Corporation’s provision
for Income and selated taxes,” and associated text;

(@) In the Q1, Q2 and Q3 2008 Finanoial Statements, note 12 “Provision for Tax Related
Lirbilities,” end assooiated text;

() Inthe Q1, Q2 and Q3 2008 MDé&As, the subsection “Provision for Tax Related Tiabilities”
in the sectlon “Critical Accounting Bstimates,” and associated text;

(k) In the 2008 Anoual Financiel Statements, nots 13 [d] “Provision fot tax related liabilities,”
and associated text;

() Inthe 2008 Annual MD&A and Amended 2008 Ammual MD&A, the subsestion “Provision
for Tax Related Liabilitles” in the section “Critlcal Accounting Estimates,” and associated
text;

(m) In the AIF dated March 31, 2009, the sectlon “We may be liable for income and related
taxes to our business and aperations, particularly our BYI Subsidieries, in amounts greater
than the amounts we have estimated and for whioh we have provisioned,” and associated text;
(n) In the Q1, Q2 and Q3 2009 Financial $tatements, tote 13 “Provision for Tax Related
Lisbilitles,” and associated text;

(o) Inthe Q1, Q2 and Q3 2009 MD&As, the subssotion “Provisionfor Tax Related Liabilitles”
in the section "Critival Accounting Estimates,’ and associated toxi;

(1) In the 2009 Aonual Financlal Staterments, note 15 [d] “Provision fortax related Habilitics,™
and assoolated text;
(q) In the 2009 Annual MD&A, the subsection “Provislon for Tax Related Liabllities” Inthe
sectlon “Critlcal Acoounting Bstimates,” and associated text;

() In the ATF dated Maich 31, 2010, the i&étion “Wé may be liable for income and related
texes to our business and operatlons, partioularly our BVY Subsidiarles, in amounts greater
thaa the amounts we have estimated and for which we have provisioned,” and associafed text;
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() In the Q1 and Q2 2010 Financiel Statements, note 14 “Provision for Tax Related
Liabilities,” and associated tex;

(£) In the Q1 and Q2 2010 MD&As, the subsection “Provision for Tax Related Liabilities™ in.
the section *Critical Accounting Bstimates,” and associnted text;

(w) In the Q3 2010 Finanoia] Statements, note 14 “Provislon and Contingencies for Tax
Related Lisbilities," and assoclated text; and

(v) In the Q3 2010 MD&As, the gubseotlon “Provision and Contingencies for Tax Related
Liabilitles” in the seotion *Critical Accounting Bstimates,” and associated text;

{w) In the 2010 Annual Financtal Statements, note 18 “Provision and Contingencles for Tax
Related Liabilities,” and associated text;

{x)In the 2010 Annual MD&A, the subsection “Provislon and Contingencles for Tax Related
Liabilitles” in the section “Critleal Acoounting Estimates,” and assoointed text; and

(y) In the AIR dated March 31,2011, the section “We may be Hable for Income and related
taxes t0 our business and operations, paﬂioulB{lY our BVI Subsidieries, in amounts greater
than the amonits we have sstimated and for which wehavd provisioned,” and assoclated text.

75.  In svery Impugned Document that is a finanofal staternent, the line item “Accounts
payable and accrued lighilities” and assoplated figures on the Consolidated Balence Shests
falls to propetly account for Sino’s tax aceruals and is a misrepresentation,

CEO AND CEFQ FALSE CERTIFICATIONS

76.  Pursuant io National Instrument 52-109, the defondants Chan, as CEO, and Horsley,
a5 CRO, were requited at the matexial times to cextify Sino's annual and quarterly MD&As and
Finaolal Statements as well ag the AIFs (and all documents incorporated Into the AIFs), Such
certifications included staternents that the ﬁlings. “do not condain any untrue stafement of a
materdal fact or omit to state a material fact required 46 bo stated or that 13 nscessary fo make
a statement not misleading in light ofthe olrowinstances under which it was made® and that the
reports “fairly present Itvall tmatevial respects the finanoial condition, results of operations and
oash flows of the fssner,”
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77, Aspartioularized elsewhere hereln, however, the Impugned Documents contalned the
Representation, which was false, as well ag the other misrepresentations alleged above.
Accordingly, the certifications given by Chen and Horsley were false and were themselves
misrepresentaiions, Chan and Horsley made such false cert‘iﬁoations knowingly or, at a
minimum, reclelessly.

THE TRUTH 1S REVEALED
78, On June 2, 2011, Muddy Watera 1ssued it initial report on Sino, and stated in part
therein:

Sino-Forest Corp (TSB! TRE) is the granddaddy of China RTO frauds, Tthas
always been a frand — reporting excellent results from oue of its early Joint
vemiures — even though, because of TRE’s default on its investment
obligations, the JV never went into operation, TRE just lied.

The foundation.of TRB's fraud is a convoluted structure whereby it claims fo
run most of its revenues through “authorized intermediaries” (AT, Als are
supposedly titnber ttader customers who purportedly pay muchof TREs value
added and income taxes, At the same time, these Als allow TRE & gross
margin of 55% on.steanding timbex metely for TRE having speculated on frecs,

"The scle purpose of this struoture 1a to fabricate sales transactions while having
atiexcuse fornot having the VAT invoices that are the mainstay of China audit
work, IE TRE really were processing over one billion dollars in sales through

-Ads-FRE-and-the-Als-wonld-be-in-serlousJogaltrouble-No-Jlegliimate-publie—rmmemmmin w1

corypany would take such tisks ~ particularly because this stryoture has zero
upside,

(-]

On. fhe other side of the books, TRE massively exaggerates its assets. TRE
glghificantly falsifies ity investments in plantation fibex (trees). It purports to
have purchased §2,891 billion in standing Himber under master agreements
sinoe 2006

[e]

Valuati on Beoanse TRE has $2,1 billion In debt outstanding, which we believe
exceeds the potential recovery, we value its equity at less than $1.00 per shave,
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79, Muddy Waters also disclosedin s initlalreport that Sino had failed to disclose various
related patly transactions, including its dealings with Jiangxl Zhonggan Industrial
Development Company Lid,

80.  AfterMuddy Waters' inifial report became public, Sino sheres f5ll to $14.46, at which
point trading wes halted (a decline of 20.6% from the pre-disolosure close of $18.21), When
trading was allowed to resume the next day, Sino’s shares f&ll to a close 0£.$5.23 (a decline
of 71.3% from June 1).

81,  On June 3, 2011, Bine atnounced the formation of an “Independent Committoe,”
oomptised of Willlam E. Ardell (Chair), James P. Bowland and James M.E, Hyde, to
investigate Muddy Waters' allegations and reporf to Sino’s Board in that regard,

82,  OnJune 14, Sinolssued is Q1 2011 Fitanoial Statoments. Those financial statements
conteined the followlng riotige:

Notice of no audifor review of the condensed interim consclidated
financial statements,

The eccompanying unaudited condensed interlm consolidated financiel
statements (the “Interim Fnancial Statements™) have not been reviewad by the
Company’s-extetnal auditors, On June 2, 2011, Muddy Waters, LLC issued a

report-(the-“Repottt)-containing-varicus-allopationsregarding the-Compatiyy—----—

its assets, operatlony and financial results, As a resuli of suoh report, on June
2, 2011, the Board of Direotors of the Company appointed a committes of
independent directors (the “Independent Comumittes™) to thoroughly examine
and review the allegations contained in the Report, and report back to the
Board of Directors, The Independent Committes has retatned independent logal
counsel in Canada, Hong Kong and Ching ag well as independent aeccounting
firm Prioewatorhouse Coopers LLP fo assist with the examinetion. The
Company's external auditors were initially engaged to conduot g review-ofthe
acoompanying Interln Financlal Statements In accordance with Cepadian
standards for the auditor review of inferim financial statements, The
Company's auditors have advised thet they ate uhable fo complets a review of
these financlal statements until the completlon of the examination and review
by the Independent Committee and the euditors* considerntion of the results
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to be in and buylng significant amounts of shares to demonstrate strong beliefin the company,
And I can assure por that if we had the cholce, we certainly would at this stage™ (emphasis
added), Ardell thereby confivmed that he had prejudged the outcome of his cornmittee’s

n28 -

thereof, The Board of Direetors and management befieve that, based on
information currently available fo them, the Interim Financial Staternents were
compiled in accordance with Internatfonal Financlal Reporting Standards
(“IFRS™) and faitly deplet the financlal condition and results of opetations of
the Compeny, However, inthe event that the allegations sot forth in the Report
prove to be accwate, in whole or in part, the information set forth in the
Interim Rinancial Statemonts may differ materially and the Interim Rinancial
Statemonts could be subjeot to restafement, As aresult, readers should exerclse
cantion in reviewing such financial statements, See Noto 2.1 of the Interim
Financial Statements,

That same day, Sino held its Q1 2011 Bamings Call, On that oall, Ardell stated that
“partieular veference wasmadeto a number of the directors that this is an opporfunity for them

investigation, and that his cornmittee was not independent,

84,

On Saturday June 18 and Sunday June 19, 2011, the Globe published an in-depth

investigative teport on Sino,

85,

The June 18 artiele, titled “Key partner casty doubt on Sino-Forest olaim,” read, in

matetlal part:

Embattled Sino-Forest Corp,, onoe Caneda’s biggest publioly-traded timber
company, appears to have substantially overstated the size and value of its
forestry holdings in China’s Yunnan provines, acoording to figures provided
by sendor forestry offioials and a key business pariher there,

During two weeks of on-the~ground reporting that inolnded interviews with
Chinese government officlals, forestry experts, looal business operators and
brokers, The (lobe and Mail uncovered a number of glarlng inconsistencies
that ref ge doubtsabout the company’s publle statements regarding the valve of
the assefs that s at the cantre of the company*s core business of buying and
selling Chinege flmber rights,

[:]
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The Globe's investigation raises particularly hard questions sbout & key
agresment in Maroh, 2007, thet Sino-Forest says gave It the right to buy timber
rights for up 10 200,000 hectates of forest in Yupnan overa 10-year period for
between $700-million (U.S.) and $1.4-billion, The trees were to be bought
through a serles of agreements with an entity called Gengma Dal and Wa
Tribes Autonamons Region Forestry Co. Lid., also known as Gengma Rotesiry,

The company says it has fulfilled virtually all of the agreement with Gengma
and now owns more than 200,000 hectares in Yunnan,

But officials with Gengme Foresiry, including the chairman, dispute the
aompany’s account of the deal, telllng The Globe and Mail that the actnal
numbets are such smaller.

Xle Hongting, the ohairman of Gengma Forestry, said i ah intetview that the
{ransaotions carried out so far by Sino-Forest amounted to loss than 14,000
heotares.

Asked howmany deals Gengma had cottducted with Sino-Forest, Mr, Xie said:
“I*ve told you that we sold them almost 200,000 mu.” (Mu is & Chinese unit
of land measutement; 15 tu equals one hectare,) Mr, Kig's acoount
corroborates the assertions of senlorforestey offiolalsn the provinee. Speaking
on condition of anonymity, these officials challenged the company’s statements
that it controls more than 200,000 hectares-of Yunnan trees, and said they are
now investigating.

[l

‘While Gengma Foreafry otfiolaly question Slho-Forestry’s account ofthe 2007
deal, looal land brokers said 1t would be difficult to find 200,000 heotales of
quality land leases to coplete that agreement,

[]

Senlor forestty officlals In the provinee challenged the company’s assertion
that it controls about 200,000 heotares of forest In the region, Speaking on
condition they not be identificd, they sald their records showed Sino-Rorest
manages far less than that and sald the Yutman Fozestry Bureau would begin
an jnvestigation atimed at defermIning the corapany’s trae holdings. In additlon
to the questions about Sino-Forest’s disclosures on the size of i3 holdings,
forestry offfclals, ag well ag Jooal timber brokers who spoke to The Globe
rajsed questions regarding the value Sino-Forestattiibutesto its Yunnan assets,
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“It's very hard for anyons to say what the value of thelr property 1s,” sald one
forestry offiolal, adding that forested land in Yunnan nesded to be evaluated

by aspeolal body jointly eppointed by the Porestry Buteau and the Ministry of

Finance, Sino-Foerest hes not requested such an official valuation of s land,
Te said, *(The valuation) must have two chops (official seals) and two foresity
resourcs evaltuation experts and two Hoensed ovaluafors... . Bven I can’t just
go these and give it a yalue,”

L]

The June 19 article, titled “On the frall of the truth behind Sino-Forest,” stated in part:

The deepening mystery surrounding Canadian timber company Sino-Forest
Corp, leads to the reglonal oapital of Kunming in China’s Yunnan provincs
and down Huashan West Road — to an address thet doesn’t exist,

That address, No. 125 + 120 Huashan West Rd., is listed as the office of 2
forestry company that sold 1,600 heetares of timber in Yunnan province fo a
Sino-Porest substdiary in March. But the odd-humbered side of Huashan West
Road ends at 81,

Finding the buyer, the Sino-Forest subsidiary, proves almost as elusive, The
office Is in & white three-storey building with a preen Sino-Panel sign on Bal
Tai Rooad on the norihetn edge of Lincang, the edministrative centre of the
region's forestry industey, But it's empiy. )

The curious {ransaotions fotaling $6-million and inked on Magzch 7 betweerd 6
Sino-Forest subsidiary with an emply office and a seller with no addeess

ighlight the bigger questions swrrounding Sino-Forest’s dealings in southern
China, Trying to penetrate Sino-Forest’s complioated business in Yunnan can
be Hketrying to spot the sun through the thiok forests of eak, birch, pine and
gthey thuber that carpet the mountains In this sprawling region along China’s
border with Myatmat,

[

Senior forestry bursaucrats also told The Globe and Mail that there's no
offiolal valuation of Sino-Forost’s propertles, since the company has never
applied to have en svaluation eondusted by the local government, The Yunnan
Forestry Bureau has sinoe launched an Investigationinto the company’s olaims,

(]
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Two weeks of fravelling by oar and plane fo visit Sino-Forest offices,
properties and pariners In Yunnan, Hunan and Belitng — and interviews with
forestry officials, Industty experts and local residents — led fo as miany new
questions as answers,

In the setfes of deals inkéd on Mateh 7, the buyer was named as Sino-Panel
(Yunnan) Forestry Co,, the local affiliate of Sino-Forest, and the seller was
listed as Yuntian Shuaxuan Povestry Co, Lid, of Huashan West Road,

No one on Huashan West Road recalls g forestry company ever having an
office In the area, “If there was a company like this on Huashan West Road, [
would know about it,” sald & membet -of the neighbourthood committes (a
hyperl ooal and vsually omniscient avim of the ruling Communigt Patty) that 1s
responsible for the street.

At the game time, neighbours say the office of Bino-Panel-onBai Tai Road sat
empty until Thyrsday, June 2—~hours before Muddy Waters released the repott
that rocked investor confidence In Sino-Forest and sent iis share price
spitailing downwasds. Then a moving van atrtved at the long-vacant building
and began unloading desks, chairs, power bars and Intetnet cables, A week
later, however, there was still no evidenoe of anyone working thers, other than
asquashed clgarstte buitand a canlking gun that Iay-on the dirty tile floor amid
the bare workstations,

“We wouldn’t have noticed, but (on June 2) my car was blocking the moving
van (and had to be moved), Before that, the bullding was empty,” sald Wa Jie,
matiager of the reglonal office of Fanhus Forestry Investments Development
Co., which sits beside a massage perlour and an English training centre across

[l
87,  Inthe later axticle, the Globe also discussed 8ino’s failure to disclose certaln related
patty transactions,
88,  OnJune 20, 2011, Muddy Waters released a follow-up report, “The Tles that Blind,

Part 1: Huathug Yuda,” which provided further detail on Sino’s undisolosed transactions with

the streetfrom the deserted Sino-Pane! building,

related parties Huaihua Yuda and Sonle Jta,

1114




w32 .

89,  ‘When the market closed on June 20, 2011, Sino's shares traded at $2.73 (a decline of
85% from June 1, 2011).

90,  After the cloge of matkeis on June 20, 2011, it was revealed that certzin entities
affilieted with Panlson & Co,, which had been Sino’s laxgest shareholder, had sold all of its
holdings and thereby realized a Joss, on a mark-to-merket basls, {n excess of $560-million,
Only five days earlier, Horsley had sought to reassure investors, saying “I've spoken to
[Paulson & Co.) and they are very supportive,”

91,  Thenexiday, Sino shares closed at $1,99 s decline of $16,22 or 89% from their closing
price on June 1, 2011,

92,  OnJuly 14,2011, Biteh Ratings withdrew its ratings of Sino’s debt secutities, stating:

Fitch Ratings has withdrawn Sino«Forest Corporation’s (Bino-Forest) Foreign
Currency Issuer Defimlt Rating and senforunsecuted debt rating of “BB-~'. The
ratings were on Negative Watoh at the point of withdrawal, Fitch has
withdrawn the ratings as 1t 1s unable to oblain sufficlent information to
maintain them,

[l

Stnce-placing-Sine-Forest-on-Negatlve- Watch-on-20.June.205 1, Flteh-had— e v -

requested from the oompany 8 more frequent and regular update of'its offshore
cash balanoes, as well a3 updates on management’s progress/infentlons with
regaxd fo the firture onshore/offshore structure of the business, Fitch viewed
this information as oritical to monltoring the position of Sino-Forest offshore
creditors, particulatly given that under the curtent business structure offshore
obligors ave unahble fo directly aocess the company’s onshore cash flows.
Muanagemens has informed Fitch that the company is unwilling to provide
any fiertherinformationuntil the Committes of Independent Beard Members
—which was formed to investigate the alfegations made by Muddy Waters LL.C
~publishes its findings, The gompany has not provided a date for the
publication, el doas not consider these actlons contmensitrate with being
able (o maintain the rating for invesiors,
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Fiteh will no longer provide ratings or analytical coverage of this issuer.
[Bmphasts added.)

93, At the close of irading on August 25, 2011, Sino’s shares traded at $4.81 per shars,
Shortly prior fo the commencement of trading on August 26, 2011, the OSC igsued & cense-
trade order in relation fo Sino’s secwtities, and also took the nuprecedented step of oxderlng,
without a hearing, thet Chan and varlous other Sino officers resign,

94,  Inits order, the OSC stated that in part:
(-

3. Albert Ip (*Ip") I the Senlot Vice President Development and Opetations
North~ Enst apd South-West China of Sino-Forest;

4, Alfted C.T. Hung (“Hung") is Vice-President Corporate Planning and
Bauking of Sino-Fogest;

5. George Ho ("Ho") 1s Vice-President Financs of Sino-Forest;

6. Sitmon Yeung(“Yeung”) is Vice President » Operation within the Operation.
/ Project Management group of Sino-Panel (Asia) Inc., a subsidiary of Sino-
Forest (FYeung™);

7. 8ince 2003, Slno-Foresthas taised approximetely $2,986 billion from public
----------------- hwestment-and/fer-debi-seourities-issues-includitig—four-publle—efferhggmm « w e
between 2004 and 2009 which approximately raised $1,05 billion;

8. Sinc-Forest has over 150 subsidiaries, the majority of which.are registored
in the British Virgin Islands and Peoples Republic of China (“PRC™);

9, Slno-Forest’s operations are predominately infhe PRC and Ha management
hes oifioes in Fong Kong primarily and aléo in the PRC and Onfario;

10. Btaff of the Commission is condueting an investigation info the aotiyities
and business of Sino-Forest and tis subsidiatles and their menagement;

11, The Independent Coxnmittee of Sino-Forest has also been conducting an
investigation into the actvitles and business of Sino-Forest and its subsidiarles
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93,

96.

positions of §iuo’s CEO and Board Chaitman and ag a member of the Sino Board,

H34ll

and their management, As a result, Sino-Fotest has recently suspended Ho,
Hung, and Yeung tempotarily and cuttailed Ip’g duties and responsibilities,

12, Sino-Forest, through its subsidiarles, appearato have engaged in slgnificant
nonerm’s length transactions which. may have bean oonirary to Ontatio
secwities laws and the publio intetest;

13, Bino-Potest and cerfaln of its officers and direstors appear to have
misrepresented some of iis revenvs and/or exaggerated some of its timber
holdings by providing informatlon to the public In documents required to be
filed.ox furnished under Ontarlo seourities laws which may have been false ox
misleading ina matetial respect contrary to section 122 or 126.2 of the Aot and
contrary to the publio iterest;

14. 8ino-Forest and cerfain of Hs-officers and dirsotors inchuding Chen appear
to be engaging or partioipating in acts, practicss or a course of conductrelated
to its securities which it and/or they know or reasonably ought to know
perpetuate 8 fraud on any person or company oontrary to section 126,1 of the
Aot and oontrary 1o the public Intatoest.,,

Several houts later, the OSC rescinded its order that Chan and the other Sino officers
refetenced in the preceding paragraph resign, but maintained its cease-ttade order,

On August 28, 2011, $ino annovnoed that Chan hed resigned “voluntarily” from the

——r L T sy

(6) the Plaintiff's causes of action
Negligent Misrepresentation

Ag apeinst all Defendants, and on behalf of all Clags Merabets, the Plaintiff pleads
negligent misrepresentation, In support of that cauas of action, the sole misrepresentation that
the Plaintiff pleads s the Representation, The Plainfiff does not plead any other
mistepresentation In support of thelr negligent misrepresentation claim,

97.

4TS e e e e g 4 F
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98,  TheRepresentation is contalued in the phrase “e]xoept where otherwise indiceted, all
finaroial information reffected hereln is determined on the basis of Canadian generally
accepted accounting principles (*GAAP™),” This phrase appears in the every antual and
quarterly MD &A, thet 1s an Impugned Document, Sino and the Tndividual Defendants made
this statement or cauged it to be mads,

99, The Representatton Is also contained in the phrase “[f]he consolidated financial
statements of Blno-Rorest Corporation (the "Company™) have been preperad [L..] in accordance
with Canadlan generally acoepted acoounting principles,”” This phrase appeats in every
Audited Annual Finaticlal Statement that 1s an Impugned Docutment, Bvery Interim Rinancial
Statement thatis an Impugned Documentincorporated by referenca thatsection of the relevant
Audited Annual Finaneial Statement which contained that phrase, Sino and the Individual
Defendants made this statement, approved it or caused it to be made,

100, The Reptesentation is also contained in the plrase “[{jhe consolideted financial
statements contained in this Annual Reporthave bean prepared by management in accordance
with Canadlan generally accepted accounting principles.” This phrase appears in every
Audited Annual Financial Statement thatis an fmpugned Dooument, That statement was made
by Sino, Char and Horsley in the “Management’s Report,”

101, The Representation is-contained in the phrase “{we prepare our finenciaf statemennts
in accordanes with Canadlan GAAR” found in the AlFs filed on Maroh 31, 2009 and 2010,
The Representation Is also contained In the phrase “[plrlor to January 1, 2011, we have
prepared our financial statetnents in acsordence with Cenadian GAAR" found in the ATR filed
on Maroh 31, 2011, The Irepugned Documents that are Management Information Ciroulars
inoorporated the mest recent AIF, Annual MD&A and Annual Financial Statetnents by
reference and thus the Representation, 8ino and the Indlvidual Defsndants made these
statements, approved it, and savsed them to be made,

W B e R Lyt s
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102, The Representation is further contained in the phmse “[tlhe Corporation prepares its
financlal statementsin accordeance with Canadian GAAPY found In the Prospectuses. Sino and
the Individual Defendants miade this statement, epproved it, and caused it to be made. The
Representation is oontained in the phrase “[i]h owr opition, these consolidated financial
staternents present faitly, in all material respeets, the finanelal position of the Company as at
December 31, [years vary between doouments] and the results-of its operations and ifs cash
flows for the year[s] then ended In accordance with Canadian generally accepted necounting

principles,” made by B&Y In every Audited Annual Rinancial Steteinent that is an Impugned
Dooument,

103, The Representation was untrue: the Impugned Documents violated GAAP by, among
other things, overstating to a maferial depree Sito’s teveres, net Income and assets, failing
to disclose chenges In sovounting policies, understating Sino’s tax aocruals, and falllng to
disclose related party fransactions.

104,  The Impugned Documents were prepared for the purpose-of atiraciing investment and
induoing members of the investing public to purchase Sino securities, and all of the
Defendants knew at all material thmey that those documents had been prepared for that

purpose, and that the Class Members would rely reasonably and to their defrimenfupensuch

documents in making the decision to purchase Sino securitles,

105. The Defondants further knew that the information contained in the Impugned
Documents waould be incorporated into the prlce of Sino’s publicly taded securltles such that
the trading price-of those seoutitios would at all imes refleot the information contained in the
Itipugned Documents,
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106, By virtue of theit purported accounting, financlal, and matagerial aownen, the
Defendants had aduty at common law, Informed by the Securitles Leglslation, to exercise caxve
and diligence to ensure that the Impugned Documents fairly and ecourately disclosed Sino’s
financial condition and performance in accordance with GAAP.

107.  TheDefendants or some of hem breached that duty by making the Repsesentation as

particularized above.

108, The Plaintiff and the other Clasy Membets ditestly or indirectly telied upon the
Representation ln making a declsiont to purchase the secruities of Sino,

109, Altematively, fae Plaintiffand the other Class Members velied uponthe Representation
by the aet of purchasing Sino secnrities in en efficlent market thes promptly incorporated 1nto
the price of those seourities all publioly availablematerial information regarding the secutitios
of Sino, As e result, Sino's repeated publication of the Representation in the Impugned
Documents caused the prioe of Sino’s shares to frade at inflated prices-during the Clags Petiod,
thug directly resulting in damage to the Plaintlff and Class Members.

Statutory Liability~ Secondary Market

orn R —r—

110, The Plaintiff intends to deliver a nolice of motion sesking, among other things, an

oxder granting leave to bring the statutory causes of action found in Part XKLL of the SiS4,
against all Defendants,

Statutory Linbility — Primary Market

111, As against Chan and Horsley who signed the June 2009 and December 2009
Prospectuses, and on behalf of those Cless Members who purchased Sino shares In one of the
distiibutions to which those Prospectugses related, the Plainilff asserts the cause of sotlon set
forth in s, 137 of the 554,
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112,  Sino issued the June 2009 and December 2009 Prospectuses, which. confalned the
Representation and the other misrepresentations that are alleged above to have been contained
In those Prospectuses or in the Sino disclosure documents Incorporated thereln by reference,

Unjust Envichment of Chan and Horsley
113, Asaresult ofthe Representationandthe othermisrepresentations particularized above,

Sino’s shares itaded, and wete sold by Chan end Horsley at artiflofally Inflated prioes duting

the Class Period,

114.  Accordingly, Chan and Horsley wers entiched by their wrongful acts and omisslons
duting the Class Period, and the Class Members who purchased Sino shares from such
Defendants suffered a corresponding deprivation, '

115, Thete was 1o juristio reason for the resulting enrichment,
116,  Accordingly, the Class Members who putchased Sino shares from Chanand Horsley

during the Class Period are entitled fo the difference between the price they peid fo such
Defendants for suoh shares, and the price that they would have paid had the Defendants not

_ made the Representation end the other mistepresentations partloularized above, and hed not

committed the wrengful acts and omnisslons particylarlzed above.

Unjust Envichment-of Sino

117.  Throughout the Class Perlod, Sino made the Offerings. Such Offerings were made via
varioys documents, particulatized above, that contalned the Representation and the
misrepresentations patticularized above:

118, The securities sold by Sino via the Offerings were sold at artificlally inflated prices as
a result of the Representation and the othors misreprosentetions partioularized gbove,
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119, Sino was entiched by, and those Class Mernbera who purchased seourities via the
Offerings were deptived of, an amount equivalent to the difference between the amount for
which the securities offered wete aciually sold, and the amount for which suoh securlties
would have been sold had the Offerings not ncluded the Representation and the
misrepresentations partleularized above,

120,  The Offerings violated Sino’s diselosure obllgations under the Securities Legislation

and the various Instruments propulgated by the securities regulators of the Provinces in which
such Offerings were made. Thete was 1o jutlstic reason for the enrlchrnent of Sino,

Oppression

121, T the clroumstances alleged hereln, the Plaintiff and the othet Class Members had a
reasonable and legitimate-expectation that Sino and the Individual Defendants would vse their
powets to direct the conipany for Sino's best intetests and, in turn, I the interests of its
security holders, More specifically, the Plaintiff and the other Class Membershad areasonable
expectation thatt

{8) Sino and the Individug] Defendants would comply with GAAP, and cause Stno to-comply

with GAAE;
(b) 8ino and the Individual Defendants would take reasonsble steps to ensure that the Class

" - et 483 it et b et 1 ety

Members were made awere on atimely basis of material developments in Sino’s business and
affairs;

(¢) Sino and the Individual Defendants would implement adequate corporate gevernamnce
procedmes and infernal controls to ensure that Sino disolosed material faots and meterial
changes in the company’s business and affalts on a thmely basis;

(d) Sino and the Individual Defendants would not make the misrepresentations partioularized
above;

(&) Sino steck optlons would not be backdated or otherwise mispriced; and

(f) the Indlvidual Defendants would adhere to the Code,

- -
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122,  Suchreasonable expectations were not met as:

(2) Sino did net comply with GAAP,

() the Class Members were not made aware on a timely basis of materiat developments in
Sino's business and affairs; '
(e Sino's corporate governance procedures and internal controls were inadequats;

(d) the misrepresentations particulatized above were made;

(e) stock optlons were backdated and otherwise mispriced; and

(f) the Individusl Defendanis did not adhere to the Code

123,  Sino's and the Individual Defendants’ conduot was oppressive and unfalrly prejudicial
to the Plalntiff and the other Class Members and unfairly disregarded their Interests, These
defendants wets charped with the operation of Sino for the benefit of all of its shereholders,
The value of the shareholders’ investments was based on, among other things:

(2) the profitability of Sino; _

(b) the integrity.of Sino's management and its ability to run the company i the interests of all

shaveholders;

(¢) Sino's commipliance with its disclosure obligations;
(@) Slno’s ongoing representation that its corporate govermance procedures met with

reagonable standatds, and that.the business of the company was subjected fo reasonable

Qas=rt e a —_

scxutiny; and
(6) Sino’s ongoing representation thatits affairs and financial reporting wers belng conducted
in accordanoe with GAAP,

124, This oppressive conduet itnpairéd the abllity of the Plaintiff and other Class Membets
to make informed Investment decisions about Sinc’s seourities, But for that conduct, the
Plaintiff and the other Class Members ‘would not have suffered the damages alleged herein.
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(6) ganeral
125,  The Plaintiff ploads end relies on:
(8) The Class Actions Aet, 8.8, 2001, ¢, C-12,01, 83 amended;
(b) The Canada Business Cotporations Act, R.8. 1985, ¢, C-44, as am.,, Including ss.
238 and 241;
(0) The Pre-Judgment Intaresi det, 5.8, 1984-85.-85, o, P.22.2, ag am., lncluding s,
5Q0;
(d) The Securitles Aet, 8.8, 1988-89, o6, 8-42.2, asamended; and
(d) The Queen’s Bench Rules, Including rules 388 and 394,

(7) refief sought |
126. The Plaintiff therefore claimg, on behalf of himgelf and the Class:

(e) at\ order that Sino’s affairs bave been condugied in a manner that 1s oppressive,
unfairly prejudlelal to and which unfajtly disregatrds the interests of Class Members,
within the meaning of s, 241;

(b)agpravated and compensatory damages against the Defendants In an amount to be
determined at frial; |

(¢) punttive damages against the Defendants;

(d) prejudgment Interest;

() wouts il odivng thee coste of notloeand of admindstering the planvof-distributionof the =

recovery in this action plus applicable taxes; and
(£) such futther and other rolief as this Honpurable Court deems just.

DATED at Regina, Saskatchewan, onthe 1¥ day of December, 2011,
4

\
Delivered By: MERCHANT LAW GROUP LLP,
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Address for Service:

Lawyer in Charge:

HWadatGIos Aciloni¥i g Peresns of Ovpd
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100-2401 Saskatohewat Drlve
Regina, Saskatohewrn
34P 4H8,

E, F. Anthony Mexchant, Q.C.
Tel: (306) 359-7771
Pax: (306) 522-3299,

Counsel for the Plaintifis.
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Plaintiffs, David Leapard and IMF Finance SA, on behalf of themselves and all others
similarly situated (the “Class” or “Class Members”), allege the followlng upon personal
Imowledge as to themselves and their own acts and upon information and belief as to all other
matters, Plaintiffs” information and belief is based on the investigation of counsel including,
inter alia, review and analysis of () government and regulatory documents relating to Defendant
Sino-Forest Corporation (“Sino-Forest” or the “Company™); (ii) press releases, Company filings
and other public statements by 'Sino-:Forest; (iif) reports. of securities analysts; and (iv) other
publicly available materials, Many of the fagts related to Plaintiffs’ allegations are known only
to Defendants or are exclusively within thefr custody or control, Plantiffs believe that
substantial additional evidentiary support for the allegations set forth below will be developed

afler reasonable opportunity for discovery,

X, INTRODUCTION

1. Plaintiffs bring this class action on behalf of (i) all persons or entities who, from
March 19, 2007 through August 26, 2011 (the “Class Period™) purchased the common stock of
Sino-Forest on the Over-the-Counter (“OTC”) market and who were damaged thereby; and (it)
all persons or entities who, during the Class Period, purchased debt securities issued by Sino-
Forest other fhan in Canada and who were damaged thereby.

2. Sino~Forest is a Canadian company engaged in the commercial forest plantation
business whose principal operations are in the People’s Republic of China (“PRC” or “China™).
Among Sino-Forest’s businesses are the ownership and management of forest plantation trees,
sales of standa:.ng timber and wood logs, and the manufacture of telated wood products.
Substantially all of the Company’s sales for 2008, 2009 and 2010 were supposedly generdted in

the PRC. The Company maintains offices in Toronto, Hong Kong and the PRC. Tis common

1
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stock is registered in Canada and trades on the Toronto Stock Exchange, and also trades in the
United States on the OTC market. Sino-forest’'s debt securities ate also traded in the open
market,

3. Sino-Forest portrayed itself as one of the world’s largest and most successful
forestry companies, According to the Company’s Annual Information Form for the year ended
December 31, 2010 (the “2010 Annual Formi™) Sino-Forest “bad approximately 788,700 hectares
of forest plantations under management which are located primarily in southern and eastern
Chinga.” Between 2006 and 2010, Sino-Forest’s assets (primarily plantation acreage) purportedly
grew nearly five-fold from approximately $1.2 billion to over $5.7 billion, while revenves grew
from $555 millien to $1.9 billion and net income more than trpled from $113 million to $395
million as reflected in the Company’s financiel statements! From 2007 through 2010, the
Company’s financial statements were audited by Defendant Ernst & Young LLP which certified
they had been prepared in accordance with Canadian Generally Accepted Accounting Principles
(“Canadian GAAP”) and that the audit had been conducted in conformance with Canadian
Generally Accepted Auditing Standards (“Canadian GAAS™).

4, Sino-Forest’s tremendous growth was ostensibly fueled by increasingly large
acquisitions of valuable free plantations and revennes generated from oﬁemtions relating to that
business. In addiiion, the Company’s escalating growth allowed it to raise enormous sums of
capital from investors around the world through the sale of debt securities and common stock,
including the sale of $600 million in notes which ocowred in October 2010 (the “Note

Offering™) that will come due in 2017 (the “2017 Notes™), The Note Offering was underwritten

! Bxcept where otherwise indicated, all amounts in this Complaint are in U.3, dollars,

1130



by Defendants Banc of Ametica Securities LLC and Credit Suisse Securities (USA) LLC. In
total, the Company issued over $1.§ billion in debt instruments during the Class Period.

5. However, in stark contrast to the investing public’s perception of an enormously
successful forestry business in the fast growing PRC market, Sino-Forest was, in fact, materially
misleading both imvestors and reguiators. Sino-Forest’s assets, revenues and income were all
materially overstated. In addition, the Company’s financial statemenis and other disclosures
were materially misleading because they failed to disclose that many of Sino-Forest’s significant
business transactions were with unknown or related parties. Further, Sino-Forest had
misrepresented and failed to disclose the true terms of cerfain agreements it had entered into in
the PRC for the acquisition. of plantation acroage, vastly overstating the amount of -thnﬁer it had
acquired during the Class Period, In many instances, no documentation or inadequate
documemntation existed to support Sﬁo-Foxeﬂ’s timber holdings and related assets and the
valuations attributed to those propertigs on Sino-Forest’s financial statements. Sino-Forest failed
to disclose that the Compeany lacked adequate internal controls to substantiate its financial
pexrformance or verify its assets and confractual relationships; that its operations were permeated
by unsubstantiated and undisclosed related party transactions; and that its finaricial statements
were misleading and not prepared in accordance with the applicable accounting standaxds.

6. Information regarding Sino-Forest’s fraud first came to light on June 2, 2011,
when Muoddy Waters, a firm that specializes in analyzing Chinese companies whose stock trades

in the U.8, and Canada, published a detailed report alleging improper and illegal conduct at the

Company. Over the ensuing weeks, there was a flurry of articles, investigations, and news

reports about the Company’s misconduct, as well as denials by the Company of the allegations

published by Muddy Waters. On June 18, 2011, The Globe and Mail reported on its own
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investigation regarding some of the allegations against Sino-Forest, finding that Thelre. were
“doubts about the company’s public statements regarding the value of [its] assets” and “broader
questions about its business practices,”

7. Ultimately, i late August 2011, the Ontario Stock Commission (“OSC”)
confirmed that there was evidence of fraud at Sino-Forest and ordered a halt in frading of Sino-
Forest’s cormmon stock on the Toronto Stock Exchange, effective Avugust 26th, Reportedly, the
08SC accused Sino-Forest of “fraudylently inflating its revenues and exéggerating the extent of
its timber holdings.”* The OSC also noted that the Company had “engaged in. significant non-
arms-fength transactions.” Similarly, frading of Sino-Forest common stock was halted in. the
U.8, on the OTC Bulletin Board. Two days lafer it was reported that the Company’s CEQ,
Defendant Chan, had resigned; that three of the Company’s vice-presidents were placed on
leave; and that another senior Vice-president was relieved of most of his duties. Sino-Forest has
since not filed any required periodic reports or issued financial statements for the third quarter of
2011, On November 11, 2011, the Compeny announced that it was also the subject of a ¢riminal
investigation by the Royal Canadian Mounted Police with respect to the allegations surrounding
its business and finances. Sino-Forest has failed to make the most recent payments due on its
outstanding debt, been forced to seek waivers of default from its debt holders and has now
belatedly advised the investing public that its historical financial statements and audit reports
should not be relied upon.

8. The disclosures relating to Defendants’ misconduct cansed the trading prices of
the Company’s stock and its debt securities to decline dramatically, thereby damaging Class

Members. Sino-Forest’s commen stock, which traded as high as $26.64, last traded at $1.38
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. before frading was haite.d inthe U.S, Moreover, Sino-Forest’s debi securities are now priced at a
fraction of their original value,

0. The Individual Defendants earned millions of dollars in compensafion because of
Sino-Forest’s axtificially ‘inﬂated stock price. Moreover, their misleading portrayal of the
Company’s finances allowed Sino-Forest to raise billions of dollars by issuing debt and equity
securities to iI.WGStOIS. This was critical to the Company’s survival since the Company had a
negafive cash flow -- it was spending more money than it was talcng in -- yet was spcndmg
enormons sums purportedly to purchase new assets. Sino-Forest’s inflated stock pnce also
allowed. it o use iis shares as currency to acquire other companies and assets,

10, It was only because of Defendants’ doncealment of Sino-Forest’s true financial

condition that the Company was able to complete the $600 million Note Offering in October .

2010. Investors would not have purchased these notes or would not have purchased them at the
prices they did, if the truth about Sino-Forest had been known.

11.  Thus, during the Class Period, Defendants, acting in concert with others, made
materially false statements and misleading statements and omitted material facts about the trve
financial condition -and business operations of Sino-Forest, ceusing the prices of Sino-Forest’s
common stock and Debt Securities “to be artificially inflated during the Class Period. With
respect to the claims asserted against the Banc of America Securities LLC, Credit Suisse
Securities (USA) LLC, Bmst & Young Global Limited, and Emst & Young LLP, which are
based on negligence, negligent mistepresentation, gross negligence and breach of fiduciary duty,

Plaintiffs specifically disclaim any allegations of frand or frandilent intent.
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IL.  PARTIES
A Plainiiffs

12.  Plainfiff David Leapard is a resident of South Carolina and purchased the
common stock of Sino-Forest duxing the Class Period in the UOTC market and suffeved damages
when the price of those shares declined as a result of Defendants’ misconduct,

13.  Plainiiff IMF Finance SA. (“XM¥?”) is an entity with offices in the British Virgin
Islands and purchased 2017 Notes pursuant to the October 2010 Note Offering and suffered
damages when the price of the 2017 Notes declined as a result of Defendants’ misconduct.
Plaintiff IMF asserts clalms on bebalf of purchasers of Sino-Forest debt securities including
purchasers of the 2017 Notes.

B. Defendants

14, Defendant Sino-Forest purports to be a commercial forest plantation operator,
principaily in the PRC but with additional operations in other locations. At all material times,
Sino-Forest had its registered office located in Mississauga, Ontario and its common stock traded
‘ on the OTC market in the United States using the sy'mbol “SNQFF.” As a reporting issuer in
Qutario, Canada, Sino-Forest was required to file certain periodic reports regarding its business
and operations, ineluding audited financial statements, which were made available to investors.
Sino-Forest’s common stock énd various debt instruments are traded in Canada, the United
States and elsewhere,

15, Sino-Forest derives substantial revenue from intersiate or international commerce,

16. Defendant Allen T. Y. Chan is a co-founder of Sino-Forest aﬁd was the
Chairman, Chief Executive Officer and a director of the Company from 1994 until his recent

resignation. in the wake of the disclosure of the misconduct described in this Complaint, As
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Sino-Forest’s CEQ, Chan certified the accuracy of the Company’s securities filings, including its
financial staternents, during the Class Pexiod, Chan signed each of the Company's Annual
Consolidated Financial Statements issued from 2006 through 2010, Chan is a resident of Hong
Kong and, on information and belief, is a citizen _of the PRC.

17. During the Class Period, Chan received substantial compensation from the
Company. For example, for 2008 to 2010, Chan’s total compensation was, respectively, $5.0
million, $7.6 million, and $9.3 million, In addition, during the Class Period, while in possession
of material adverse information regarding the business and finances of Sino-Forest, Chan sold
nearly $3 million worth of Sino-Forest common stock to un.;'us_pecting inivestors.

18,  As of May 1, 1995, shortly after Sino-Forest became a reporting issuer, Chan held
18.3% of Sino-Forest’s outstanding common shares and 37.5% of its preference shares, As of
April 29, 2011, he held 2.7% of Sino-Forest’s cormon shares.

19,  Defendant David J, Horsley has been Sino-Forest’s Chief Financial Officer
(“CFO"), since October 2005, In his position as Sino-Forest’s CFO, Hotsley was responsible for
the Company’s accounting, internal controls and financial reporting, including the preparation of
the Company’s financial statements, Horsley signed and certified the Company’s disclosure
documents during the Class Period. Horsley resides in Ontarie.

20.  During the Class Peried, Horsley received substantial compensation from Sing-
Forest. For 2008 to 2010, Horsley’s total compensation was, respectively, $1.7 million, $2.5
million, and $3.1 million, During the Class Period, while in possession of material adverse
information concemning the business and finances of Sino-Forest, Horsley sold almost $11

million worth of shaves of Sino-Forrest common stock.
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21,  Defendant Kai Xit Poon is a co-founder of Sino-Forest, a member of its Board of
Directors and has been President of the Company since 1994. Poon resides in Hong Kong and,
on information and belief, is a citizen of the PRC. During the Class Period, while in possession
of material adverse information concerning the business and finances of Sino-Forrest, Poon sold
abmost $30 million worth of shares of Sino-Forest common stock.

22,  Defendants Chan, Horsley and Poon are collectively referred to as the Individual
Defendants. Thei Individual Defendants and Sino-Forest are collectively referred to as the Sino-
Forest Defendants.

23.  Defendant Banc of America Secnrities LLC (“BOA”) is a financial services
company which, using the name “BofA Merrill Lynch,” acted as one of fwo “Joint Global
Coordinators and Lead Bookrunning Managers” for the Offering. In this capacity, BOA acted as
an. underwriter for the Offering. BOA. operates in and has ifs principal place of business in New
York County, New York., Defendant BOA and Defendant Credit Suisse Securities (USA) LLC
are collectively referred to as the Undervriter Defendants. This Complaint seeks damages on
behalf of the purchasers of the 2017 Notes against any and all Bank of America entities that may
be liable for the misconduct described herein.

24,  Defendant Credit Suisse Securities (USA) LLC (“Credit Suisse™) is a financial
services company which acted as one of two “Joint Globat C‘oordiﬁators and Lead Bookrunning
Menagers” for the Note Offering. In this capacity, Credit Suisse acted as an underwriter for this
offering. Credit Suisse operates in and has offices in New York County, New York, This
Complaint seeks damages on behalf of the purchasers of the 2017 Notes against any and all

Credit Suisse entities that may be Hable for the misconduct described herein,
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25. BOA and Credit Suisse are collectively referred to as the Undexwriter
Defendants, The Underwriter Defendants who are located in New York, NY, offered and sold
the 2017 Notes pursuant fo a materially false and misleading Offering Memorandum dated
October 14, 2010 (the “Offering Memorandum”) to certain Class Members in the United States
who purportedly satisfied the requirements to be considered a “qualified imsiitutional buyer”
pursuant to Rule 144 of the U.S. Securities and Exchange Commission (“SEC”). The
Underwriter Defendants also sold certain notes in the offering to foreign investors relying on the
exemption set forth in SEC Regulation S.

26.  Defendant Einst &‘ Young Global Limited is a UK private company limited by
guarantee which operates worldwide and which, through éiﬁliatcd entities, provides audit,
accoﬁnting and other services. Defendant Frnst & Young LLP, a part of Erﬁst & Young Global
Limited , has offices in Toronto, Canada, has been Sino-Forest’s auditor since August 13, 2007
and was also Sino-Forest’s auditor from 2000 to 2004, This Complaint seeks damages against
any and all Emst & Young entities that may be liable for the misconduct described herein.

27.  Ernst & Young Global Limited and Brnst & Young LLP are collectively referred
to as “E&'Y” or as “the E&Y Defendants.” B&Y does business in New York.

28.  For Sino-Forest’s 2007 through 2010 fiscal years, B&Y provided an “Audifor’s
Report” addressed directly to Sino-Forest’s shareholders, which gave the Company a “clean”
audit opinion on its financial statements. At all material times, E&Y kpew that its andit opinion
was directed to Sino-Forest’s shareholders, prospective shareholders and prospective purchasers
of Sino-forest’s securities, and that investors would and did rely on E&Y’s statements relating to
Sino-Forest in making their investment decisions. E&Y’s opinion informed the Company’s

investors and the purchasers of ifs securities that, based on its audit, Sino-Forest®s financial
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. statements were presented in accordance with Canadian GAAP and that it had performed its
audit in accordance with applicable anditing standards. E&Y’s audit opinion was materially
false and misleading and was recklessly or negligently issued to investors, including Plaintiffs
and Class Members.

29.  The Individual Defendants, as the most senior officers of Sino-Forest, are liable to
Plaintiffs and the Class becanse they knew of, directed and participated in the misconduct
described in this Cormnplaint and also assisted and conspired with others involved in the
misconduet. Sino-Forest is liable for the misconduct of its employees and agenté. Furthermore,
the represcntati'ons; made in the financial statements and in the Offering Memorandwm were
materially inaccurate and inconsistent with the truth such that fheir falsity would have been
discovered with minimal due diligence. Nevertheless, despite the obviousty false and misleading
nature of these statements, E&Y and the Underwriter Defendants recklessly or negligently
facilitated the 'hnp;:oper conduct of Sino-Forest and the Individual Defendants; E&Y by
certifying the Company’s financial statemcnts; and the Underwriter Defendants by failing to
perform adequate -due diligence and disseminating the misleading Offering Merorandum to
investors.

C.  Jurisdietion and Venue

30.  The Court possesses jurisdiction over this action pursuant to NYCPLR §§ 301 and
302(a).

31.  This court has jurisdiction, and venue is proper because, in connection with the
Note Offering, Sino-Forest.“... irrevocablf and unconditionally submits to the non-exclusive
Jjurisdiction of any New York State or United States Federal court sitting in the Borough of

Manhattan, New York City over any suit, action or proceeding arising out of or relating to this

10
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Indenture, any Note or any Subsidiary Guarantee.” In addition, the Indenture provides that “[als
long as any of the Notes remain Outstanding, the Compz;ny and each of the Subsidiary
Guarantors will at all times have an authorized agent in New York City, upon whom process
may be served in any legal action or proceeding arising out of or relating to this Indenture, any
Note or any Subsidiary Guarantee,” Finally, as contemplated by the Indentire, “[elach of the
Notes, the Subsidiary Quarantees and the Indenfure shall be govemed by, and constmed in
accordance with, the laws of the State of New York.” |

32. In addition, the Underwriter Defendants are located in New York and all
Defendants do substantial business in New York, All Defendants participated in certain
transactions and activities in New York relating to the Note Offering. Also, purchases and sales
of Simo-Forest common stock ocourred on the OTC marlet in the United States, including New
York. Moreover, the trustee for the 2017 Notes is the Law Debenture Trust Company of New

York which is located at 400 Madison Avenue, Suite 4D, New York, New York 10017,

oI  BACKGROUND

33.  Although ostensibly a forestry company, Sino-Forest’s purported business was, in
many respects, more that of a trader or financial intermediary than of a traditionel forestry
company, The Company seldom sbld wood products to end-user customers. Instead, it claimed
that most of its earnings came from buying logy and buying Ihé right to harvest trees and then
reselling these logs and rights fo harvest trees at higher prices.

34.  Sino-Forest’s corporate structure is a complex web of dozens of interconmected
Capadian, Chinese, Hong Kong, Cayman {slands and British Virgin Tslands subsidiaries, most of

which. are wholly-owned or in which the Company has a majority inferest. Siho-Forest's most
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recently released corporate organizational chart, attached as Exhibit A, illustrates in part, the
complexity,

| 35.  One specific example of this complexity is Sino-Forest’s relationship with one of
its most important subsidiaries, Greenheart Group Lid. (“Greepheart”), Sino-Forest's 64 percent
interest in. Greenheart was acquired using shares of Company stock. Greenheart frades on the
Hong Kong Stock Exchange. Greenheart controls most of Sino-Forest’s supposedly substantial
forestry assets outside of China. But, Sino-Forest also holds a 39.6 percent stake in Greenheart
Resources Holdings Ltd. (““GRH"), a subsidiary of Greepheart, GRH, in tum, 'indirectly owns
100 percent of Greenheart’s forest assets and o.perat'ions in the western part of Suriname,
supposedly one of Sino-Forest’s principal timber holdings,

36,  Sino-Forest’s business model is further complicated by the fact that much of its
business is done through what it describes as “Anthorized Intermediaries” (“Als™), supposedly
independent conﬁpanics which are largely responsible for the actual sale of forestry products to
the users of these products, Despite the critical rofe that these Authorized Intermediaries piay in
its business, little is known of the financial relationships with these Als and Sino-Forest has, with
one exception, refused to disclose the identity of these companies.

37. Because Sino-Forest principally operates in China, Sino-Forest’s convolufed
structure and busipess practices did not initially arouse investor swspicions. Because of the
unusual aspects of doing business in China, which tightly regulates foreign investment, a number
of legitimate foreigh companies who operate in that country have unusvally complex structures,
But, unbeknownst fo investors, there was liftle or mo business justification for the way Sino-

Forest structured itself and its operations. Sino-Forest’s structure was not meant to facilitate

12
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compliance with Chinese law, bul fo make it easier for Defendants to materially mislead
investors about the Company’s, operations, revenue, earnings and assets.

38,  Investors were firther assured of the Jegitimacy of Sino-Forest’s finances and
operations because of annually issued clean andit opinions from E&Y and by the due diligence
puzportedly condueted by BOA. and Credit Sujsse in connection with the Company’s offering of
the 2017 Notes.

39.  The purporied steady and impréssive growth of-Sino-Forest hélped fuel a series of
capital r.ais:ing activities by the Company. By malking the Company appearto be on a imuch more
economically sound fooling than was actually the case, Sino-Forest was able to raise the funds it
nee&ed to finance iis rapid expansion. Because the Company’s cash flow did not cover its
operating expenses, the Company would not have been able to continue fo operato absent cash
infitsions from debt and equity investors,

40. During the Class Period, Sino-Forest conducted numerous debt and equity
offerings, issuing over $1.8 billion In debt securifies to investors and also sold investors hundreds
of millions of dollars of common stock. Specifically, the following securities were issued 1o
investors:

¢ On July 17, 2008, the Company closed an offering of convertible guaranteed
senior notes (the “2013 Convertible Notes™) for gross proceeds of $300,000,000,
On August 6, 2008, the Company issued an additional $45;OO0,000 of 2013
Convertible Notes pursuant to the exercise of an over-allotment option granted to
the underwriters in connection with the offering, increasing the gross proceeds to

$345,000,000,
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On June 24, 2009, the Company offered to eligible holders of ouistanding Senior
Notes due in 2011 (the “2011 Senmior Notes”) to exchange these notes for up fo
$300,000,000 of new puaranteed senior notes due 2014 (the “2014 Sendior
Notes™), On July 27, 2009, the Company completed this exchange offer, issuing
an aggregate principal amount of $212,330,000 of 2014 Senmjor Notes,
re]ﬁxescnting approximately 70.8% of the aggregate principal amount of the 2011
Senior Notes,

In June 20d9, the Company completed a public offering and international private
placement of 34,500,000 common shares (including 4,500,000 corumon shares
issued upon the exercise -of the underwriters’ over-allotment option) for gross
proceeds of approximately $339,810,000.

On December 17, 2009, the Company closed an offerng of convertible
guaranteed sepior notes (the “2016 Convertible Notes™) for gross proceeds of
$460,0600,000.

In December 2009, the Company completed a public offering of 21,850,000
common Shares (including an overallotment ..ex_crcise) for gross proceeds of
approximately $345,318,000.

[n May 2010, Sino-Forest issued 1,990,566 shares of common stock as a $33.3
million payment to acquire 34% of Greenheart Resources.

In August 2010, the Company issued $2.3 million shares of common stock in
" partial payment of its acquisiion of Mandra Forestry Holdings Limited, a
company which supposedly owned the rights to technology relevast to the

Company's busimess. In connection with this acquisition of Mandra, the
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Company also exchanged nearly $195 million of Mandra notes for Sino-Forest

notes—the Sino-Forest notes had a longer duration. and lower interest rate than the
Mandra notes for which they were exchanged.
o On October 21, 2010, the Company completed the $600,000,000 Note Offering of
the 2017 Notes.
41.  Thus, during the Class Period, whilf: Defendants were issuing materially falsé and
misleading financial statements and other reports to investors, Sino-Forest was taking advantage
of the illusery growth portrayed to investors through these ‘large debt and equity offerings, which

in legs than three years, cumulatively totaled over $2.5 billion,

IV, FALSE AND MISLEADING STATEMENTS

42,  During the Class Peﬂoq, Defepdants made numerous statements that were
materially false and jmisleading and which had the effect of artificially inflating the value of
Sino-Forest®s securities, These false statements were contained in the Company’s public filings,
press releases, reports and other statemments to the investing public. In general, during the Class
Period? the Compeny reported steadily increasing holdings of timber assets (mostly in the PRC)
achievedﬂﬁug:h acquisitions and purchages, and increasing revenues and earnings, all of which
coniributed to the Company’s rising stock price and its ability to issue additional debt and equity
secuiities to investors, .

A, Misvepresentations and Omissions With Respect to Sino-Horest's Financial
Statements

43,  Sino-Forest’s financial statements, which it published o investors on a quarterly
and annual basis via press releases and public filings, consistenily portrayed Sino-Forest as a

profitable and rapidly expanding company. As set forth in Sino-Forest’s 2006 Anmual
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Consolidated Financia] Statemenis, dated March 19, 2007; its 2007 Annual Consolidated
Financial Statements dated March IE;, 2008; its 2008 Annual Consolidated Financial Statements
dated March 16, 2009; its 2009 Annual Consolidated Financial Statements dated Maxch 16,
2010; and its 2010 Annoual Consolidated Financial Statements dated March 15, 2011, the

Company’s revenus, earnings and assets supposedly grew during the Class Period as follows!

| 2006 007 2008 2009 2010

| Assets | $1,207,255,000  $1,837,497,000 | $2,603,924,000 | $3.963,899,000 | $5,729,033,000

| Revenue | $555,480,000 | $713.866,000 | $896,045,000 | $1,238,185,000 | $1,923,536,000

Net :
Income | $113,480,000 |$152,273,000 | $228,593,000 | $286,370,000 | $395,426,000

44,  Each of the apnual financial statements, except for the 2006 statements, were
accompanied by an andit opinjon from E&Y stating that BE&Y had conducted annual audits in
accordance with Canadian GAAS and that these financial statements were presented in
accordance with Canadian GAAP, Defendemnt-Chen signed each annual financial statement.

45, The Company also issued materially false and misleading unaudited “Interim
Financial Statements,” during the Class Period, which incorporated prior period audited financial
statements and similarly overstated the Cdmpany’s revenue, carnings and assets, The
Company’s materially false and misleading quarterly financial statements (through 2010) which,
like the ar;nual financial statements, showed increasing revenue, earnings and assets, were

1

released on the following dates:

Date of

Docoment | Filing

2007 Q-1 Interim Financial Statements | 51412007
2007 Q-2 Interim Finaneial Statements 8/13/2007 |

2007 Q-3 Interim Financial Statements 11/12/2007
2008 Q-1 Interim Financial Statements 5/13/2008
2008 Q-2 Intertm Financial Statements 8/12/2008

2008 Q-3 Inferim Financial Statements 11/13/2008
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: Date of
Docoment Filing
2009 Q-1 Interim Financial Statements 5/11/2009
2009 Q-2 Interim Financial Statements 8/10/2009
2009 Q-3 Interim Financial Statements 11/12/2009
2010 Q-1 Interim Financial Statements 5/12/2010
2010 Q-2 Interim Financial Statements 8/10/2010
2010 Q-3 Interim Financial Statements 11/10/2010

46,  Sino-Forest’s quarterly and annuwal financial statements (through December 31,
2010) were materially false and misleading because they failed to comply with Canadian GAAP,
Specifically, at the fime cach of these financial statements was issued, they overstated the
Cormpany’s assets, inflated the reported revenue and earnings and misled investors regarding the
Company’s then cwrrent financial situation and its future prospects. Because, among other
things, the Company Iacked adequate internal controls to substantiate its financial performance,
and its operations were permeated by unsubstantiated and vadisclosed related party transactions,
these financial statements were 1ot prepared in accordance with the applicable accounfing
standards. Sino-Forest's quarterly financiel statements for the first two quarters of fiscal year
2011 also overstated the Company’s assets, revenues and net eamings at the time they were
issued and were not presented in accordance with the applicable Canadian accounting ste;.ndards.

B. Other Misrepresentations and Omissions In Annual And Quarterly Filings

47.  In addition fo filing false and .misleading financial staternents, the Company also
made numerous other false and misleading statements to investors in other periodic securities
filings made pursuant to Canadian disclosure regulations. During the Class Period, the Sino-
Forest Defendants repeatedly tnade statements in Sino-Forest’s periodic filings that falsely and
misleadingly described the Company as a fast-growing, legitimate business which followed good

corporate governance practices.
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48, The Company’s periodic reports to investors included (in addition to the
separately filed financia] statements) a “Menagement Discussion and Analysis” (“MD&A™) that
Sino-Forest filed each quarter during the Class Period, “Amnual Information Forms” (“AIFs™)
and annual reports. These documents provided natrative explanations of the Company’s
business, operations and financial performance for the specifio period, and of the Company’s
financial condition and fufure prospects, Canadian law specifically requires that the MD&A
discuss important trends and risks that have affected the Company and that are reasonably likely

to affect it in future. The dates of these false and misleading statements are set out in the table

below.

Document Date of Filing
2006 MD&A .3/19/2007
2006 AlIF 3/30/2007

| 2006 Annval Report 5/4/2007
2007 Q-1 MD&A 571412007
2007 Q-2 MD&A 8/13/2007
2007 Q-3 MD&A 117122007
2007 MD&A. 3/18/2008
2007 AIR 37282008

2007 Annwal Report 51612008
2008 Q-1 MD&A 5/1312008
2008 Q-2 MD&A 8/12/2008
2008 Q-3 MD&A. 11/13/2008
2008 MD&A, 3/16/2009
2008 ATF { 3/31/2009
2008 Annual Report 5/4/2009
2009 Q-1 MD&A 1 5/11/2009

' 2009 -2 MD&A - 8/10£2009
2009 Q-3 MD&A | 1141272009
2009 MD&A, 3/16/2010
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Document Date of Filing
2009 AIF 3/31/2010
2009 Annual Report 5/1172010
2010 Q-1 MD&A, 5/12/2010
2010 Q-2 MD&A. 8/10/2010
2010 Q-3 MD&A. 11/10/2010
2010 MD&A 3/15/2011
2010 AIF 3/31/2011
2010 Annwal Report 5/10/2011

49, Thus, beginning at lc.ast as early as March 19, 2007, the Company’s MD&A and
| annual filings were materially false and misleading with respect to the Company’s operations
and financial performance because they described the Company as a fast-growing, legitimate
business which followed good corporate governance practices, while failing to disclose that the
Cormpeny lacked adequate internal controls to substantiate its financial performance or verify its
assets and contractial business relationships, that its operations were permeated by
wnsubstantiated and undisclosed related party transactions and that the Compary’s actual
financial condition and firture prospects were much worse than these public statements indicated,

C,  False Certifications

50,  Each annuval financial statement, AIF and MD&A filing was accompanied by
separate certifications signed by Chan and Horsley which asserted the following:

1. Review: ] have reviewed fhe AIF, if any, annual financial
staterments and annual MD&A, including, {or greater certainty, all
documents and information that are incorporated by reference in
the AIF (together, the “anmual filings™) of Sino-Forest Corporation
(the “issuer”) for the financial year ended December 31...

2. No misrepresentations; Based on my knowledge, having
exereised reasonable diligence, the anuval filings do not contain
any untrue statement of & material fact or omit to state a material
fact. required to be stated or that is necessary to meke a staterpent
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51.

MD&As were accompanied by separate certifications signed by Chan and Horsley which also

not misleading in light of the chrcumstances under which it was
made, for the period covered by the annual filings,

3. Fair presentation; Based on my knowledge, having exercised
reasonable diligence, the annual financial statements together with
the other financial information included in, the annual filings fairly
present in all material respects the financial condition, results of
operations and cash, flows of the issuer, as of the date of and for the
periods presented in the apnual filings,

Similarly, each of the quarterly interim financial statements and gquarterly

asserted the following:

- 52,
because the Company’s quarterly and annual financial stafements overstated its assets, revenues
and earnings, and the nerrative statements were magtorially false and misleading.
staternents failed to disclose that the Company lacked adequate internal coutrols to substantiate
its financial performance or verify its assets and confractnzl business relationships, that the

Company and its operations wexe permeated by unsubstantiafed and undisclosed related party

1. Review: I have reviewed the interim, financial report and interim
MD&A (together, the “interim. filings”™) of Sino-Forest Corporation,
(the “issuer™) for the interim period ended. ...

2. No mistepresentations: Based on my knowledge, having
exercised reasonable diligence, the interim filings do not contain
any untrue sfatement of a material fact or omit to state a material
fact required to be stated or that is necessary to make a statement
not ruisleading in light of the circumstances woder which it was
made, with respect to the period covered by the interim filings.

3. Fair presentation: Based on my knowledge, having exercised
reasonable diligence, the interim financial report together with the
other financial information included in the interim filings fairly
present in all material respects the financial condition, financial
performance and cash flows of the issuer, as of the date of and for
the periods présented in the interim filings.

However, these publicly filed certifications were materiafly false and misleading
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transactions, and that the dooument being certified contained materially false and misleading
information which materially overstated the Company’s curent financial sifuation and its fiuture
prospecis.

. Misrepresentations and Omissions Relating To Yupnan Forestry Assets

53. On March 23, 2007 Smo-Forest issued a press release emnouncing that it had
entered into an agreement to sell 26 million shares to severél jnstitutional investors for gross
proceeds of $200 million and that the proceeds would be used for the acquisition of standing

timber including, pursuant to a new agreemment, the purchase of standing fimber in China’s

Yunnan Brovince. The press release further stated that Sino-Forest-Panel (Asia) Ine. (“Sino-

Forest-Panel™), a wholly-owned S}lbsidiary of Sino-Forest, had eniered into (on that same day) an
agreement with Cengma Dai and Wa Tribes Autonomous Region Ferestry Company Lid.,
(“Gengma Forestry™) in Lincang Cify, Yunnan Province in the PRC. Under that Agreement,
Sino-Forest-Panel would acguire approximately 200,000 hectares of non-state owned
commercigl standing timber in Lincang City and surrounding eities in Yunnan for $700 million
to $1.4 billiop over a 10-year period.

54.  Similar representations regarding the acquisition of these assets were also made in
Sino-Forest's Q1 2007 MD&A, Moreover, throughout the Class Period, Sino-Forest discussed
its purported Yunnan acquisitions in other filings and public statements. In the Company’s 2010
AlF, filed on March 31, 2010, the Company asserted that “[a]s of December 31, 2010, we have
acquired approximately 190,300 hectares of plantation. trees for U8$925.9 million under the
terms of the master agreement” which had been entered into in Marxch 2007, [t made a similar

statement in its 2010 annual report, which was filed on May 10,2011,
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55.  However, as subsequently disclosed, Sino-Forest’s and Defendants’ statements
concerning the acquisition of assets in Yunnan Province were materially false and misleading
because, among other reasons, Sino-Forest had acquired the rights to far less timber than the
Company had claimed and/or the value atiributed to the timber agsets purporfedly owned by
Sino-Forest was 1maledally overstated. As a result, the Company’s representations relating to its
financial results and business were materfally misleading as Defendants failed to disclose the
true ambunt of timber acquired from Gengma Forestry, thereby overstating the assets carried on

the balance sheet,

E. Misrepresentations and Omissions Relating to the Offering of 2017 Notes
56,  On October 14, 2010, Sino-Rorest, through the Underwriter Defendants, offered

and sold the 2017 Notes. The Underwriter Defendants served as Joint Global Coordinators and
Lead Bookrumning Managers. The 2017 Notes were purportedly exempt from registration under
the U.S. Securities Act because they were offered, pursuant to SEC Rule 144A, to qualified
institutional buyers (including those in the U.S.), and in offshore transactions to investors other
than U.S. persons under SEC Regulation S. |

57. ’i"he 2017 Notes were sold pursuant.to the Offering Memorandum, which was
materially false and misleading as described below, and which was prepased by the Sino-Forest
Defendants and the Underwriter Defendants. The Offering Memorandum specifically
incorporates by reference Sino-Forest’s misleading 2007, 2008 and 2009 annuwal financial
staternents, its unaudited interim financial statements for the six months ended June 30, 2009 and
Jupe 30, 2010, and Defendant E&Y’s audit reports dated Mazch 13, 2009 and March 16, 2010
(with E&Y’s consent), The Oiffering Memorandum states that the documents incorporated by

reference “form [an] integral part of [the] Offering Memorandum.”
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58.  As underwriters of the Note Offering, the Underwriter Defendants had a duty to
investors to conduct an adequate due diligence with respect to the representations in the Offeting
Memorandum. The Underwriter Defendants were veckless or negligent in performing due
diligence on the Note Offering by failing, among other things, to determine the legitimacy of the

multiple related party teansactions at the Company or to ascertain the true value of the assets,

properties and. business of Sino-Forest, resulting in the issnance of a materially false and

misleading Offering Memorandum:

59.  The Offering Document was signed by the Underwriter Defendants and confained
both Sino-Forest’s misleading financial statements and the misleading narrative description of
the Company and its future prospects, including the portrayal of the Company as a fast-growing,
legitimate business which followed good corporate governance practices with positive future
prospects for growth. In particular, the Offering Memorandum cited the Cpmpamf’s competitive
strengths including, among others, the following: (i) “Leading commercial forest plantation
operatot in the PRC with established tvack record;” (ii) “First mover advantage with strong track
record of obtaining and developing commercial tree plantations and ability to leverage our
industry foresight;” (i) “Future growth supported by long-t‘el.;m master agreements at agreed
capped prices;” (iv) “Strong research and 'development capai;ility, with extensive forestry
mandgement expertise in the PRC;” and (v) “Diversified revenue and asset base,”

60.  As described above, the statements in the Offering Document were materially
false and misleading because, contrary to the financial results reported in, ifs finencial statements,
and conirary to the description of Company with major strengths as a forest plantation operator,
the Company was engaged in frandulent practices, resulting in the overstatement of assets,

revenues and earnings, and misleading statements about its confractual relationships with certain
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parties in the PRC related to the purchase of timber acteage. Thus, at the time of the Note
Offering; investors were misled becanse the Company’s actual financial condition and fifure
prospects were much worse than these public statements indicated.

E. Misrepresentations and Omissions Relating to Code of Business Conduct

6l. At all material times, Sino-Forest maintained it had in place & Code of Business
Conduct (the “Code™), which governed its employees, officers and directors. T%le full text of the
code was posted on the Company’s Internet site and availgble to investors. It stated that the
members of senior management “are expected to lead according to high standards of ethical
conduct, in both words and actions.” The Code further required that Sino-Forest representatives
act in the best interests of shareholders, that corporate opportimities not be used for personal
gain, that insiders nwot trade in Sino-Forest securities based on undisclosed Imdwledge stermming
from their position or employment with Sino-Forest, that the Comopany’s books and records be
honest and accurate, that conflicts of interest be avoided, and that any violations or suspected
violations of the Code, and any concerns regarding accounting, financial statement disclosure,
internal accounting or disclosure controls or auditing matters, be reported.,

62. Noneﬂzeless, as explained in this Complaint, the publicly disclosed Code
contained materially false and misleading statements because, as described herein, Sino-Forest’s

top executives did not actually follow the provisions of the Code.

V. INITIAL DISCLOSURE OF FRAUD AT SINO-FOREST

63, A report published on June 2, 2011 by Muddy Waters (the “Report”), a research
firm that specializes in mnalyzing Chinese companies traded in the United States and Canada,

reported that Sino-Forest anid it findcial staterhents were permeated by frand.
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64.  The Report detailed the extensive investigative effort and resources that Muddy
Waters had undertaken to discover the truth about the Company:
In order to conduct our research, we utilized a team of 10 persons
who dedicated most to all of their time over fwo months to
analyzing [Sino-Forest]. The team included professionals who
focus on China from the disciplines of accounting, law, finance,
and manufacturing,. Our team read over 10,000 pages of
documents in Chinese pertaining to the company. We deployed

professional invegtigators to five citics, We retained four law
firims as outside counsel to assist with our analysis.

65.  The Muddy Waters report concluded that the Company was extensively involved
_in business practices that were “blatantly illegal” and that the Company’s financial statements
and other reports fo investors were pemeated by fraud. According to the Report, Sino-Forest’s
remarkably counsistent growth during the Class Period was illusory ~ simply the result of “a
Ponzi scheme,” rather than a real expansion in Sino-Forest’s business. Accoiding to Muddy
Waters, the Company used its supposed growth and profitability to raise money from private
lenders and the {inancial markets, This money, in fum, was used to bolster an appearance of
further growth and increased profitability, which in turn opened the door to additional funding
from private lenders and the capital markets. According to the Report, however, the capital
raised by Sino-Forest was not used to expand the Comapany’s business, but was instead largely
siphoned off by insiders in undisclosed related party transactions,

66. At the heart of the misconduct at Sino-Forest, according to Muddy Waters, is the
Company’s use of Als. The Report noted that Als apparently act as both buyers and sellers in
Sino-Forest transactions. For example, in one case uncovered by Muddy Waters, an Al
purchased logs from Sine-Forest and delivered them to a chipping facility. Once the logs
reached the facilify they weré sold back to Sino-Forest. Stno-Forest then tumed around and sold

the logs back fo the Al who then proceeded fo turn the logs into wood chips. The purpose of
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these transactionms, which were pointless from a business perspective, was to.create the
appearance of additional revenue for Sino-Forest.

67. The Report glso disclosed that Sino-Forest had vasily overstated its forestry
assets, In-China’s Yuman Province alone the overstatement is potentially hundreds of millions

of dollars, As noted above, in March 2007 Sino-Forest publicly amnounced that it had entered

into an agreernent fo purchase up to 200,000 hectares of trees in Lincang City in Yunnan for

$700 million to $1.4 billion, but a review of relevant government documents by Muddy Waters
indicated that the actual size of this purchase was about 40,000 hectares,

68.  Furthermore, although Sino-Fotest generally does not identify the companies
from which. it purchases forestry assets, Muddy Waters was able to identify many of these
companies by means that included careful review of government records, Muddy Waters visited
many of these entities, finding that they “generally operated out of apartments while purportedly
each doing anmunal revenue in the hundreds of mullions from TRE [Sino-Forest] alone.” This
diSDOV-Cry supports Muddy Waters’ conclusion that a substantial portion of the Company’s
reported purchases of forestry assets were greatly exaggerated or never occurred at all.

69.  'The Report also noted that Sino-Forest had engaged in substantial transactions
with undisclosed related parties, transactions which are in ‘.fiolation of the applicable agcounting
rules and which require disclosure of related party fransactionps. An example is Jiangxi
Zhonggen Industdal Development Company Ltd., which was incorporated just months before
Sino-Forest entered into an approximately $700 million contract with it in June 2009. The legal
representative and President of this company is Sino-Forest Executive Vice President, Lam Hong
Chiu. Aecording to Muddy Waters, Zhonggen’s 2008 and 2009 audit report shows “numecrous

large transactions between the Company, TRE, and other partics,” Separately, Muddy Waters
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identified Huajhua Yuda Wood Compsany Ltd., as “an undisclosed TRE subsidiary that hes been
receiving massive amounts of money from TRE’s subsidiaries.”

70. . On publication of the Muddy Waters Report, the price of Sino-Forest’s securities
dropped dramatically. On June 2, 2011, the Company’s shares, which had ended trading at
$18.64 on June 1, ended trading on the OTC market at $7.33 and then fell firther, to $5.41 on
June 3, a price drop of 71% over two days on substantially larger volume tham normal, The

prices of the Company’s debt securities also declined significantly,

VI SINQ-FOREST'S DENIALS AND YURTHER MISLEADING STATEMENTS

71.  Soon after publication of the Muddy Waters Report, Defendants began an
organized campaign fo further mislead investors by falsely claiming that there was no
misconduct at the Company, These tmisleading statements (] 72-76) continued to prop up the
prices of Sino-Forest securities until frading was halted on Angust 26, 2011.

72.  In a Jume 3, 2011 press release, the Company asserted that “[tlhe Board of
Directors and management of Sino-Forest wish to state clearly that there is no material change in
its business or inaccuracy contained in its corporate reports and filings that needs to be brought
to the attention of the market. Further we recommend shareholders take exireme caution in
responding to the Muddy Waters report.” The release also quoted Chan as saying the following:
“let me say clearly that the allegations contained in this report [by Muddy Waters] are inaccurate
and unfounded.” The release quoted Horsley as saying “I am confident that fhe [Sino-Forest
Board of Directors’] independent committee’s examination, will find these allegations to be
de;nonstrably wrong.”

73, In a June 6, 2011 press release, Sino-Forest fiwther sfatéd that “The Cornpany

believes Muddy Waters® report to be inaccurate, spurious and defamatory,” The press release
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quoted Chan as saying the following; *T stand by onr audifed financial statements, including the
revenue and assets shown therein, All material related party transacljons are appropriately
disclosed. in our financial séatements. We do business with the parties identified in the report at
) arm’s length, Those parties are not related or conmected to the Company or any of its
management.”

74,  During a June 14 conference call with investors, Chan suggested that the Muddy
Waters allegations were entirely inaccurate, accusing Muddy Waters of a “pattern of sloppy
diligence and gross inaccusacy.”

75, Moreover, even after the release of the Muddy Waters Report, the Sino-Forest
Defendants continued their practice of making false and misleading statements about Sino-
Forest’s finan¢ial condition and future prospects. Ou both June 14, 2011 and August 15, 2011,
Sino-Forest filed, respectively, its Inferira Financial Statements and its MD&A covering the first

quarter, These filings (which investors were later told they should not rely upon) contained

material misrepresentations and omissions similar to those made in filings earlier in the Class

Period: they falsely portrayed the Company as a fast-growing, legitimate business which
followed good corporate governance practices with positive fisture prospects for growth and they
materially overstated the Compauy's revenue, earnings and assets.

76.  The Augﬁst 15, 2011 MD&A. also made the following false statement; “[u]oder
the master agreement entered in March 2007 to acquire 200,000 hectares of plantation trees over
a 10-year period in Yunnan, the Company has actua'lly acquired 230,200 hectares of plantation
trees for $1,193,459,000 as at March 31, 2011." In fact, as the Muddy Waters Report had
disclosed, the Company had vastly overstated the value of its holdings in Yunnan under the

March 2007 agreement.
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VII. CONFIRMATION OF THE FRAUD

77.  After publication of the Muddy Waters Report, additional investigations and
disclosures evidence that numerous statements by Sino-Forest during the Class Perod were
materially false and misleading or omitted material information.

A, The Globe and Mail Investigation

78. A June 18, 2011 article in the highly respected Globe and Mail, Canada’s largest-
circulation. national newspaper, confirmed that Sino-Forest had provided materially inaccurate
information about the Company’s holdings in Yunpan, which comprised a substantial portion of
the Company’s supposed foresiry af;sets. The article stated, in part:

The Globe’s investigation raises particulazly hard questions about a
key agreement in March, 2007, that Sino-Forest says gave if the
right to buy timber rights for up to 200,000 hecteres of forest in
Yupnan over a 10-year period for between $700-million (U.8.) and
$1.4-billion. The trees were to be bought through a series of
agreements with. an entity called Gengma Dai and Wa .Tribes
Autonomous Region Forestry Co, Lid., also lmown as Gengma
Forestry,

The company says it has fulfilled virtwally all of the agreement
with Gengma end now owns more than 200,000 hectares in
Yunnan,

But officials with Gengma Forestry, including the chairman,
dispute the company®s account of the deal, telling The Globe and
Mail that the actual numbers are much smaller.

79,  The Globe and Mail article reported that in an interview with officials involved in
the Sino-Forest transactions indicated that it had acquired less than 14,000 hectares, The article

went on to say:

Mr, Xie's account corroborates the assertions of senior forestry
officials In the provipce, Speaking on condition of anonymity,
these officials challenged the eompany’s statements that it controls
more than 200,000 hectares of Yurnan trees, and said they are now
Investigating,
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80,  The Globe and Muail further reported:

In a written response to guestions from The Globe, Sino-Forest
said it stands by its public statewments regarding ifs Yunnan
holdings. The company said it has purchased about 13,300
hectares of ‘forestry assets and leased land’ directly from Gengma
Forestry, and anofher 180,000 hectares of ‘forestry assets only”
from other sellers, using Gengma as a purchasing agent,

“The agreement has not been yet fulfilled as we have not
completed the purchase of 200,000 hectares,” the company
said.! .

That statement from Sino-Forest appears to contradict its own
publicly filed finapcial reports. In its first quarter 2011 report,
the company said that ‘under the master agreexment entered in
Mareh 2007 to acquire 200,000 hectares of plantation frees
over a 10-year period in Yunuan, the Company has actually
acquived 230,200 hectares of plantation frees for
$1,193,459,000 as at March 31, 2011,

The company’s 2010 annual information form filed with regulators
eazlier this year sald that as of December 31, 2010, Sino-Forest had
‘acquired approximately 190,300 hectares of plantation frees for
$925.9-million (U,S.) under the terms of the master agresment.’

The Globe’s investigation of the compapy’s dealingy and
holdings in ¥Yunnan points to inconsistencies in the company’s
accounting of ifs timber rights and raises broader questions
about its business practices.

81.  Inaddition, it wasreported that;

As of the end of 2010, the company claimed confrol of about
800,000 hectares of frees in nine Chinese provinces plus New
Zealand. Iis operation in Yunnan province, in addition to being its
Jargest, is also the one for which it has made additional disclosures
recently in an attempt to defiise the allegations made in the Muddy
Waters report,

So far, however, it has disclosed purchase agreements as well as
forest and woodland rights certificates for about 7,000 hectares of
forest in Yunnan, The company has not disclosed significant

* Unless otherwise indicated, all emphasis in quotations is added,
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82.

docrumentation regarding its forestry holdings in ofher

-provinces.

To find Genpgma Forestry, Sino-Forest‘s local partner in the so-
called ‘“Yunnan master agreement’ — the 2007 deal said to be worth
as muech as 31.4-billion ~ you have to duck down an alleyway
behind the drugstore on the main street of this nondescript trading
city, then up a dusty cement stalrcase.

On the landing is the litter-sttewn office with an open door and a
window protected by metal bars. Despite signing a deal with Sino-
Forest that should guarantee a windfall, the company has clearly
fallem on hard times. *Our relations with [Sino-Forest] were not
totally good, They talked about a lot of thingg, but in the end it
was hard to get money from. them,’ said Zhang Ling, Gengma
Forestry’s office manager,

Statements of local officials in Yonnan province also contradict the reported size

of Sino-Forest’s holdings:

83.

Senior forestry officials in the province challenged the company’s
assertion that it confrols about 200,000 hectares of forest in the
region. Speaking on condition they not be identified, they said
their records showed Sine-Forest manages far less than that and
said the Yumman Forestry Bureau would begin an investipation
aimed at determining the company’s true holdings.

Not only have the size of the holdings been questioned, but so has the value as

reported in T}'z'a Globe and Mail:

In addition to the questions about Sino-Forest‘s disclosures on the
size of its holdings, forestty officials, as well as local timber
brokers who spoke to The Globe raised questions regarding the
value Sino-Forest aftributes to its Yunnan assets,’

‘It's very hard for anyone to say what the value of their property
is,” =aid one forestry official, adding that forested land in Yimnan
needed to be evaluated by a special body jointly appointed by the
Forestry Burcau and the Ministry of Finance, Sino-Forest has not
requested such an official valuvation of its land, he said, ‘(The
valuation) must have two chops (official seals) and two forestry
Teso urce evaluation experts and two licensed evaluators,.. . Evenl
can’f just go there and give it a value.’
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84, .Subsequently, in early Septeraber 2011, The Globe and Mail reported that “A
Globe investigation, based on interviews with people associated with Sino-Forest and an
examination of legal and regulatory documents in Hong Xong and muainland China, has
uncovered a pattemn of questionable deals and disclosures from the company that date back to its
earliest days.”

B. Iuvestigations apd Regulatory Actions

85.  On August 26, 2011 the Ontario Stock Cormission issued a “Temporary Order”
that said the following: “Sino-Forest and cerfain of its officers and directors' including Chan
appear to be engaging or participating in acts, practices or a course of condnct related to its
seourities which it and/or fhey know or reasonably ought to know perpefvate a fraud on any
person or company confrary fo section 126,1 of the [Ontario Securities] Act and confrary to the
public intcrcst.;’

86. The Commission halted trading in Sino-Forest's stock on the Toronto Stock
Exchange cffective August 26, 2011 and demanded that several of Sino-Forest’s executives
resign, Trading was halted in the U.S, on the OTC Bulletin-Board &t 5:30 p.oa. on August 26,
2011,

87.  On August 28, The Globe and Mail reported that CEO Chan had resigned. The
newspaper, also zeported that “[tJheee Sino-Forest-Forest vice-presidents — Alfred Hung, George
Ho and Simen Yeung - have been placed on administrative leave, Senior vice-president Albert
Ip has been relieved of most of his duties but remains with the Company to assist the internal
probe,” The newspaper also explained why Chan’s deparfure had occurred: “According to
people familiar with the case, My, Chan was confronted by company officials in Hong Kong last

week after a review of e-mail accounts outside the company’s network revealed questionable
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transactions and money transfers,” Despite this cvidence of misconduct, Chan remains with the
Company, having been granted the fitle “Founding Cheirman Emeritus,”’

88. In late August Standard & Poor’s Ratings Services amnounced that it was
withdrawing its ratings on the Company’s debt because “[r]ecent developments point towards a
higher likelihood that allegations of frand at the company will be substantiated.”

89,  As a result of the suspension in the trading of Sino-Forest’s cormen stock and
disclosure of the suspected fraud, the shares are now virtually worthless and the.vallue of‘ its Debt
Securities, including the 2017 Notes have declined substantially. On November 11, 2011, it was
announced that the Royal Canadian Mounted Police had commenced a criminal investigation,

90.  Subsequently, on January 10, 2012, Sino-Forest announced that investors should
no longer rely upon its historical financial statements and related audit reports. The Company
stated that there was “no assurance” that it would be able to release third quarter financial results
or audited financial statements for its 2011 fiscal year. The Compeny further disclosed in the
Jannary 10, 2012 announcement that it was still unable to explain or resolve outstanding issues,
relating to its financial results and business relationships, including matters raised by documents

identified by its auditor E&Y and the OSC.

VI MOTIVATION FOR FRAUD

91.  The Sino-Forest Defendants had ample motive to commit fraud: the exaggerated
revenue, earnings and assefs allowed the Company to continue to raise substantial funds from
lenders and investors, inflated the Company’s stock price and provided a personal financial
wind#fall to the Individual Defendants who sold highly inflated stock to unsuspecting investors.

92.  Inaddifion to the bilions of dollars raised by Sinc-Forest during the Class Period

(described above], Company insiders also benefited directly by the inflated vahie of Sino-
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Forest’s stocl because of their substantial stock holdings and because part of their compensation
wes in the form. of stock options, Documents filed by the Company revealed that the Individual

Defendants have sold over $44 million of Company stock sinee 2000,

Defendants’ Sales Of Shares During Class Period

Defendant Net Shares Sold Valug $Can Value 50,5,
) (on 115/
$Can 1 =5US 0.98494)

Chan 182,000,00 1 $3,003,200,20 $2,957,970

Horsley 1531,431.00 1$13,157,962.93 $10,989,900
Poon 3,037,900 $30,054,387.32 $29,601,800
TOTAL 13,751,331 $44,215,550.45 $43,549,670

IX. CLASBS ALLEGATIONS

93,  Plaintiffs bring this action on their own behalf and, pursuant to Article 9 of the
New York Civil Practice Law and Rules (“CPLR™), as a class action on behalf of themselves and
all persons or entities who purchased (f) Sino-Forest’s coramon stock during the Class Period on
the OTC market who were damaged théreby; and (ii) all persons or entities who, during the Class
Perjod, purchased Debt Securities issued by Sino-Forest other than in Canada and who were

damaged thereby. Bxcluded from the Class are Defendants, the officers and directors of Sino-

Forest during any portion of the Class Period, members of the immediate families of the

foregoing persons and the legal representatives, heirs, snocessors .c')_r assigns of such perséns and
any entity in which any Defendant has or had a confrolling interest. The Class speeifically
excludes any investor who purchased Sino-Forest securities on the Toronto Stock Exchange or in
Canada.

94,  The claims of Plaintiffs and the memabers of the Class have a common origin and
share & cominon basis. The claims of all Clags Members originate. from the same improper

conduct and arise from securities purchases entered into on the basis of the same materially
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misleading statements and omissions by Defendants during the Class Period. If brought and
prosecuted individually, each Class Member would necessarily be required to prove their
respective claims vipon the same facts, upon. the same legal theories and would be seeking the
same or similar relief, resulting in duplication and waste of judicial resowces,

95, The members of the Class are so mumerous that joinder of all members is
Impracticable. Although all Class Members cannot be identified without discovery, Plaintiff
believes that there are many thousands of class members, Sino-Forest has over 246 million
shares outstanding which actively traded on the OTC market (as well as in Cavada on the
Toronto Stock Exchange) and there are approximately $1,8 billion in Debt Securities outstanding
including, approximately, $600 million i1 2017 Notes.

96. C.ommon questions of law and fact exist as to all members of the Class and
predominate over any questions solely affecting individual members of the Class. Among the
questions of law and fact common to the Class are:

a. Whether Defendants made materially false and misleading statements or
omissions; :

b. Whether Defendanfs engaged in any acts that operated as a fraud or deceit,
or negligently misrepresented the Company’s firancial condition to the
Class;

e. Whether Defepdants breached their fiduciary duties to Plaintiffs and the
class or were negligent o the performance of their duties;

d. Whether Defendants’ acts proximately caused imjury to the Class or
irreparably harmed the Class, and if so, the appropriate relief to which the
Class is enfitled; and,

e, Whether Defendants® acts constitute violations of law for which the Class
is entitled to recover damages or other relief.
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97.  The prosecution of separate actions by individual members of the Class would
also create a risk of inconsistent or varying adjudications with respect to individual members of
the Class which would establish incompatible rights and standards of conduct for the parties
involved in this case. The prosecution of separate actions by individual members of the Class
would also create a risk of adjudications with respect to individual members of the Class which
would, as & practical matter, be dispositive of the inferests of other members of the Class or
substantially impair or impede their ability to prot.ect their interests.

98.  Plaintiffs have engaged counsel experienced in complex class litigation and will
fairly and adequately represent the interests of the Class. Plaintiffs’ inferests are co-extensive
with and not antagonistic to those of the absent members of the Class.

99.  The members of the Class cannot reasonably be expected to litigate this matter
individually, Whether litigated individually or as a class, the causes of action asgerted in this
Complaint involve complex issues of law and will likely require extensive and costly factual
discovery, especially if this case proceeds to trial. The costs of sucoessfully prosecuting such

litigation will likely be beyond the resources of most members of the Class,

X. APPLICATION OF THE FRAUD ON THE MARKE’I‘ PRESUMPTION

100, During the Class Period, Sino-Forest was a high profile Company which regularly
provided purportedly accurate information, to investors about the Company’s operations. The
Company was followed by IUmerous securities analysts. The securities af issue, Sino-Forest
common stock and debt securities, were actively traded on efficient markets and publicly
disclosed information about the Company was incorporated in the price of these securities within

a ressonable amount of fime.
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A, Common Sfock

101, During the Class Period, Sino-Forest common stock was traded on the OTC
market in the United States, which is an open, well-developed and efficient market. Sino-Forest
common stock was traded on the Toronto Stock Exchange, an open, well developed and efficient
market. There was a substantial volume of trading in both the United States and Canada and the
price of the shares traded in the United States was affected In the same way as the price of shares
traded in Canada.

102. The OTC matket has no fixed location but investors ﬂuroughc:;ut the Unitec'i States,
including in New York County, New York, can purchase OTC securities through registered
brokers. The principal regulator of the OTC market is the Financial Industry Regulatory
Authority which has its principal offices in New York, NY and Washington, DC.

B. 2017 Noteg and Qther Debt Securities

103, According to the Company, the 2017 Notes “offering was made on a private
placement basis in Canada, the United States and infernationally pursuant to available
exemptions, through a syndicate of jnitial purchasers.,” The indenture agteement which govems
the 2017 Notes provided that the :io‘_tc;s‘arp governed by Now York law.

104, The 2017 Notes wete itially purchased by the Underwriter Defendants. In the
purchase agreernent between the Underwriter Defendants and Sino-Forest, Banc of America
Securities LLC listed its address as One Bryant Park, New York, NY 10036 and Credit Suisse
Securittes (USA) LLC listed ity address as Eleven Madison Avenue New York, NY 10010,
During the Class Period and after their issuance there was an efficient market for the 2017 Notes.

105, The 2017 Notes could only be legally sold to non-U.S, persons and to U.S.

persons who were qualified institutional buyers. There is an open and well devaloﬁed market for
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such securities which are issued by large and well known issuers such as Sino-Forest and,
specifically, there was an active and well-developed rnarket for the i017 Notes and Smo-Forest’s
other Debt Securities during the Class Period, Class Members were able to purchase 2017
Notes and other Debt Securities in the OTC market.

106.  Accordingly, Class Members who purchased Sino-Forest common stock or 2017
Notes, and other Debt Securities in the secondary market are entitled to a presumption of reliance

on the accuracy of the prices paid,

X1, CAUSES OF ACTION

COUNT ONE
AGAINST SINO-FOREST AND THE INDIVIDUAL DEFENDANTS FOR FRAUD

107.  Plaintiffs repeat and reallege each of the allegations set forth in above. This claim
is asserted against Sino-Forest and the Individual Defendants for common law fraud.

108. As set forth herein, Sino-Forest and the Individual Defendants knowingly or
recklessly engaged and participated in a continuous course and scheme of ffaudulent conduct to
disseminate materially false information about Simo-Forest’s financial condition or failed to
disclose meterial information with the purpose of inflating the prices of Sino-Forest’s common
stock, the 2017 Notes and Sino-Forest’s other debt securities, As ﬁltendcd by the Sino-Forest
Defendants, Plaintiffs and Class Members reagsonably relied on these false and misleading
statements and failuzes to dfsclose and suffered substantial damages as a. result,

109, As a direct and proximate result of Sino-Forest and the Individval Defendants’
fraud, Plaintiffs and the Class have suffered economic losses in an amount to. be determined at
tiial. Sino-Forest and the Individual Defendants are jointly and severally liable to the Class for

common law fraud.
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COUNT.TWO ,
AGAINST SINO-FOREST AND THE INDIVIDUAL DEFENDANTS FOR CIVIL
CONSPIRACY TO DEFRAUD

110. Plainfiffs repeat and reallege each of the allegations set above. This claim is
agserted against Sino-Forest and fhe Individual Defendants for civil conspiracy to commit fraud.

111, In furtherance of a scheme to defraud investors, the Sino-Forest Defendants
corruptly agreed to combine their respective skills, expertise, resources, and reputations, thereby
causing injury to Plaintiffs and the Class.

112, As set forth in detail above, one or more of the conspiraters made false
representations of material facts, with scienter, and Plajntiffs' and Class Members jusiifiably
retied upon these muisrepresentations and were injured as a result.

113, As g direct and proximate consequence of the foregoing, Plaintiffs and the Class
have suffered economic losses in an amount to be determined at trial, Because Sino-Forest and
the Individnal Defendants conspired amongst themselves and with others to carry owt this
fraudulent scherme, the Sino-Forest Defendants are jointly and severally linble both for their own

knowledge and conduct and for the kmowledge and conduct of their co-conspirators in

furtherance of the fraud.
COUNT THREE
AGAINST SINQ-FOREST AND THE INDIVIDUAL DEFENDANTS FOR AIDING AND
ABETYING FRAUD

114, Plaintiffs repeat and reallege each of the allegations set forth above, Thig claim is
asserted against Sino-Forest and the Individual Defendants for aiding and abetting common law
fraud. The Sino-Forest Defendants were aware of the fraudulent scheme that is the subject of
this Complaint and each of these Defendants provided substantial assistance to the perpefrators

of thiy scheme,
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115, As a direct and -proximate tesult of the Sino-Forest Defendants’ aiding and
abetting of the fraud, Plaintiffs and the Class have suffered economic losses in an amount to be
determined at frial. Sino-Forest and the Individual Defendants are jointly and severally liable to

the Class for aiding and abetting common law frand.

COUNT FOUR
AGAINST SINO-FOREST FOR UNJUST ENRICHMENT

116. Plaintiffs repeat.and reallege each of the allegations set forth above. This claim is
asserted against Sino-Forest for unjust enrichment,

117, In connection with the frandulent scheme set out in this Complaint Defendant
Sino-Forest received payment for the sale of the 2017 Notes. Defendant Sino-Forest would not
have been able to sell the 2017 Notes or would only have been able {o sell these notes at a lower
price had the true faots about Sino-Forest’s business and financial condition been known.
Consequently, Sino-Forest unjustly received money from the purchasers of its securities and it
would be unjust to allow Sino-Forest to keep this improperly eamed money and should be

Tequired to repay it.

COUNT FIVE
AGAINST E&Y FOR BREACH OF FIDUCIARY DUTY,

118, Plaintiffs repeat and reallege each of the allegations set forth above. This claim is
asserted agajnst the E&Y Defendants for breach of fiduciary duties. Plaintiffs specifically
disclaim any allegation of fravd or fraudulent intent of E&Y with. respect to this count.

119, The E&Y Defendants had a fiduciary relationship to Plaintiffs and Class
Members in that the E&Y Defendants owed Plaiotiffs and Class Members & duty of ordinary and

reasonable care and good faith which arose from the relationships between the E&Y Defendants
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and the Plaintiffs and Class Members who were the intended users of the financial statements
certified by the E&Y Defendants. The B&Y Defendants breached these fiduciary duties by
certifying materialfy false and misleading financial statements, having Jmown of the materjal
misstatements or omissions, or having failed to do reasonable due diligence which would have
discovered the false and misleading nature of these finaricial statements. _

120. The B&Y Defendants breached their fiduciar‘y duties to Plaintiffs by failing to
perform their andits of Sino-Forest’s final statements in accordance with Canadian GAAS by,
inter alig, failing to obtain competent evidemtiary material in support of the Company’s
representations in its financial statements and E&Y’s audit opinion.

121. Asa direct and proximate result of the B&Y Defendanis’ breach of fiduciary duty,
Plaintiffs and the Class have suffered econorpic losses in an amount to be determined according
to proof at frial. The BE&Y Defendants are jointly and severally liable to the Class for breach of
fiduciary duty.

COUNT SIX
AGAINST E&Y FOR NEGUIGENT MISREPRESENTATION

122, PAlahnﬁffs repeat and reatlege each of the allegations set forth above. This claim is
asserted against the B&Y Defendants for negligent misrepresentation. Plaintiffs specifically
exclude any allegations of fraud or fraudulent intent of E&Y with respect 1o this count,

123, The E&Y Defendants had a special relationship of trust and confidence with
Plaintiffs and Class Members because of their status as outside auditers of Sino-Forest that gave
rse to a duty to exercise due care in the performance of their duties. These Defendants knew or
were reckless in not knowing that Plaintiffs and Class Members were relying on them to exercise

reasonable care in the performance of their duties.

41

1169



124, As set forth herein, the B&Y Defendants negligently made false and misleading

statements that inflated the price of Sino-Forest’s secuyities, including by negligently failing to

disclose material informeation they were obligated to disclose. The E&'Y defendants negligently
misrepresented to Plaintiffs and Class Members that they had performed-audits of Sino-Forest’s
financial Statements in accordance with Canadian GAAS and that the Company’s {inancial
statement were properly presented in accordance with Canadian GAAP.

125, Plaintiffs and Class Members reasonably relied on these false and misleading
statements and fajlures to disclose and suffered substantial damages as a result. The E&Y
Defendants were af least negligent in making such statements, including because they failed to
conduct appropriate due diligence before making such statements by, inter alia, failing to obtain
competent. evidentiary materfal in support of the Company’s rcpresenté,tions in its financial
staternents and E&Y audit opinign.

126, As a direct and proximate result of the E&Y Defendanis’ negligent
misrepresentations, Plaintiffs and the Class have suffered economic losses in an amount to be
determined according to proof at trial. The E&Y Defendants are jointly and severally liable to
the Class for negligent misrepresentation.

COUNT SEVEN
AGAINST E&Y FOR GROSS NEGLIGENCE

127.  Plaintiffs repeat and reallege each of the allegations set forth abave. This claim is
asserted against the B&Y Defendants for gross negligence, Plaintiffs specifically exclude any
allegations of fraud or fraudulent intent of B&'Y with respect to this count,

128, The B&Y Defendants had a special relationship with Plaintiffs and Class

Members because of their status as outside auditors of Sino-Forest, a relationship that gave rise
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1o a duty to exercise due care in th;z performance of the E&Y Defendants’ duties. The B&Y
Defendants knew or were reckless in not knowing that Class Members were relying on them to
exercise reasonéble.dﬂigence in the performance of thefr duties, The E&Y Defendants weré
grossly negligent n the performance of their duties, including by failing to conduct-adequate due
diligence. The E&Y Defendants breached their finding chenges to Plaintiffs by failing to
perform their audits of Sino-Forest’s final statements in accordance with Canadian GAAS by,
inter alia, failing to obfain competent evidentiary mateﬁal in support of_ the Company’s
representations in its financial statements aﬁd B&Y audit opinion.

129, As a direct and proximate result of the E&Y Defendants’ gross negligence,
Plaintiffs and the Class have suffered economic losses in an. amovnt to be determined by proofat
trial, The E&Y Defendants are jointly and severally liable to the Class for gross negligence.

COUNT EXGHT
AGATNST E&Y FOR NEGLIGENCE

130. Plaintiffs repeat and reallege each of the allegations set forth above. This claim is
agserted against the E&Y Defendants for negligence. Plaintiffs specifically exclude any
allegations of frand or fraudulent intent of E&Y with respect to this count.

131, The E&Y Defendants had a special relationship with Class Members becanse of
their status as independent audifor of Sino-Forest, a relationship that gave rise fo a duty to
exercise due care in the performance of the E&Y Defendants’ duties. The E&Y Defendants
knew or were reckless in not knowing that Plaintiffs and Class Members were relying on the
E&Y Defendants to exercise reasonable diligence in the performance of their duties. The E&Y
Defendants were negligent in the performance of their duties; specifically the E&Y Defendants

breached their Eluties to Plaintiffs by failing to perform thelr audits of Sino-Forest’s final
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statements in accordance with Canadian' GAAS, including by failing to conduct adequate due
diligence by, inter alia, failing to obtain competent evidentiary material in support of the
Company’s representations in its finencis! statements and B&Y audit opinion.

132, As a direct and proximate result of the B&Y Defendants’ negligence, Plaintiffs
and the Class have suffered econoraic losses in an amount to be. determined by proof at trial,

The B&Y Defendants are jointly and severally liable to the Class for negligence,

COUNT NINE
AGAINST THE UNDERWRITER DEFENDANTS FOR NEGLIGENT
MISREPRESENTATION

133. Plaintiff IMF repeats and realleges each of the allegations set forth above, This
claim is asserted agains; the Underwriter Defendants for negligent misrepresentation on behalf of
all Class Members who purchased the 2017 Notes on the Offering, Plaintiff IMF specifically
excludes any allegations of fraud or frandulent intent of Underwriter Defendants with respect to
this count.

134, The Underwriter Defendants had a special relationship with IMF and those Class
Members who purchased the 2017 Notes from. the Underwriter Defendants because of their
status as underwriters, which gave rise to a duty to exercise due care in the performance of their
duties. The Underwniter Defendants knew or were reckless in not knowing that each Class
Member who purchased the 2017 Notes was relying on them to exercise reasonablel care in the
performance of their duties.

135. As set forth herein, the Underwriter Defendants negligently made false and
misleading statements that inflated the price of the 2017 Notes, including by negligently failing
to disclose material information they were obligated to disclose. Plaintiff IMF aiid Class

Members reasonably relied on these false and misleading statements and failuzes to disclose and
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suffered substantial dameges as & result, The Underwriter Defendants were at least negligent in
making such staternents, including because they failed to conduct appropriate due di‘l-igence
before making such statements,

136, As a direct and proximate result of the Underwriter Defendants’ negligent
misrepresentation, Plaintiffs and the members of the Class have suffered economic losses in an
amount to be determined by proof at trial, The Underwriter Defendants are jointly and severally

liable to the Class for negligent misrepresentation,

COUNT TEN
AGAINST THE UNDERWRITER DEFENDANTS FOR GROSS NEGLIGENCE

137, Plaintiff IMF repeats and realleges each of the allegations set above. This claim
ig asserted against the Underwriter Defendants for negligent misrepresentation on behalf of all
Class Members who purchased the 2017 Notes on the Offering, Plaintiffs specifically exclude
any allegafions of fiaud or frandulent intent of the Underwriter Defendants with respect to this
count, .

138. The Underwriter Defendants had a special relationship with Plaintiff IMF and
Class Members because of their status as vnderwriters that gave rise to a duty to exercise due
care in the performance of their duties, These befendants knew or were reckloss in not knowing
that Class Members were relying on them to exercise reasonable diligence in the performance of
theixr duties, These Defendants 'were grossly negligent in the performance of their duties,
including by failing to conduct adequate due diligence.

139, As a direet and proximate result of the Underwriter Defendants® gross negligence,

Plaintiff IMF and the Class have suffered economic losses in an amount to be determined by
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proof at trial. The Underwriter Defendanis are jointly and severally liable {o Plaintiff IMF and

the Class for gross negligence.

COUNT ELEVEN
AGAINST THE UNDERWRITER DEFENDANTS FOR NEGLIGENCE

140,  Plaimtif IMF repeats anci realleges each of the allegations set forth above, This
claim is asserted against the Underwriter Defendants for negligence on belalf of Plaintiff IMEF
and all Class Members who purchased the 2017 Notes on the Offering, Plaintiff specifically
excludes any allegations of fraud or fraudulent intent of the Underwriter Defendants with respect
to this count. '

141, The Underwriter Defendants had a special relationship with Class Members who
purchased the 2017 Notes from them because of their status as uwnderwriters that gave rise to a
duty to exercise due care i the performance of their duties. The Underwriter Defendants knew
or were reckless m not knowing that Plaintiff IMF and Class Members were relying on them to
exercise reasonable diligence in the performance of their duties. Th;a Underwriter Defendants
were negligent in the performance of their duties, including by failing to conduct due diligence,

142. As a ditect. and proximate result of the Underwriter Defendants’ negligence,
Plaintiff IMF and the Class have suffered economic Iosseé in an amount to be determined at trial,
The Underwiiter Defendants are jointly and severally liable to Plaintiff IMF and the Class for

negligence,

X, PRAYERFOR RELIEF AND JURY DEMAND

WHEREFORE, Plaintiffs and the Class hereby demands a {dal by jury, and seck a

judgment:
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A, Awarding Plaintiffs and the Class all compensatory damages they suffered,
inclnding lost profits and consequential and fncidental damages, as a result of the
vrrongful conduct of the Defendants, in an smount to be determined at trial;

B, Awarding Plalnfiffs and the Class ﬂamagcs arising from Defendants’ unjust
enrichment;

C. Awerding Plaintiffs and the Class punitive damages in an amount to be
determined attrial;

D, Awarding Plamtiffe and the Class pre-judgment and post-judgment interest;

B. Awarding Plaintiffs and the Class their costs, expert fees, expenses and attarneys’
fees jncwred in connection with this action to the maximum extent permitted by
law;

F. Awarding Plaintiffs and the Class such other and fxther relief as the Court finds
Jjust and praper,

Dated: Janunary 27, 2012 Respectfully submitted,

COFEN MILSTEIN SBLLERS &
LL PLLC

ichard §. Speirs
Kermeth M. Rehns

88 Pine Strest 14th Floor
New York, NY 10003
Phone: (212) 838-7797
Fecsimile: (212) 838-7745

-and-

Steven J. Toll

Matthew B, Kaplan

1100 New York, Ave,, NW,
West Tower, Suite 500
Washington, D.C, 20005
Phone: (202) 408-4600
Facsimile; (202) 4084699

Attorneys for Plaintiff and the Proposed
Class
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SUPREME COURT OF THE STATE OF NEW YORK
COUNTY OF NEW YORK

DAVID LEAPARD and IM¥ FINANCE SA. on their
own behalf and on bebalf of all others similarly sifuated,
Plaintiffs, INDEX NO.
\Z VERIFICATION

ALLEN T.Y, CHAN, DAVID J, HORSLEY, KAI XIT
POON, BANC OF AMBRICA SECURITIES LLC,
CREDIT SUISSE SECURITIES (USA) LLC, SINO-

- FOREST CORPORATION, BRNST & YOUNG
GLOBAL LIMITED, and BRNST & YOUNG LLP,

Dofandants.

STATE OF NEW YORK )
CITY OF NEW YORK )
COUNTY OF NEW YORK. )

. Kenueth M, Rehns, being duly sworm, states that he is one of the attorneys for Plaintiffs

in this action and that the foregoing complaint is true to his own knowledge, except as to matters
therein stated on informetion end belief and as to those matters he believes to be true; that the
ground of his belief as to all matters not stated upon his knowledge are upon review of publicly
available securities filings, media and newspaper articles and information contained on the
Internet; and that the reason why the verification is not made by Plaintiffs David Leapard and
IMK Finance SA is that these Plajntiffs ave not in the county where Plaintiff®s attormey has his
offics,

Kenneth M. Rehns

kg
Swornh before me this 7"7 day of January, 2012

JESSE J, LEE
fotary Pubtlo, Stets of New Yark
No. mhﬁsfg?aksg ity 1 et
oKk Lo f ‘
Qualified In New 120 !

Commission Explres June 1
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THIS IS EXHIBIT “E” TO
THE AFFIDAVIT OF ELIZABETH FIMIO
SWORN JUNE 8, 2012

=

A Commissioner, etc.

Daniel Holden
Barrister & Solicitor
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%Sino—]:ovesf Corporation

Sino-Forest Announces that Approximately 72% of Noteholders
have signed Support Agreement

TORONTO, CANADA - June 8, 2012 — Sino-Forest Corporation (“Sino-Forest” or the
“Company”)} announced today that holders of approximately 72% of the aggregate
principal amount of the Company's outstanding notes have agreed to be parties to the
restructuring support agreement (the “Support Agreement") entered into by, among
others, the Company and an ad hoc committee of its noteholders (the "Ad Hoc
Committee") on March 30, 2012, which provides for the material terms of a transaction
(the "Transaction") which would involve either a sale of the Company to a third party or
a restructuring under which the noteholders would acquire substantially all of the assets
of the Company, including the shares of all of its direct subsidiaries which own, directly
or indirectly, all of the business operations of the Company.

On March 30, 2012, the Company announced that it had reached agreement with the
Ad Hoc Committee on the material terms of the Transaction. On March 30, 2012, the
members of the Ad Hoc Committee, who hold approximately 40% of the aggregate
principal amount of the Company's 5% Convertible Senior Notes due 2013, 10.25%
Guaranteed Senior Notes due 2014, 4.25% Convertible Senior Notes due 2016 and
6.25% Guaranteed Senior Notes due 2017 (collectively, the "Notes" and holders of
Notes, the "Noteholders"} executed the Support Agreement in which they agreed to
support and vote for the Transaction. As announced on March 30, 2012, the Company
continued to solicit additional Noteholder support for the Transaction and all
Noteholders who wished to become "Consenting Noteholders" and participate in the
Early Consent Consideration (as defined in the Support Agreement) were invited and
permitted to do so until the early consent deadline of May 15, 2012.

Noteholders holding in aggregate approximately 72% of the principal amount of the

Notes, and representing over 66.67% of the principal amount of each of the four series
of Notes, have now agreed to be parties to the Support Agreement.

Inquiries

All inquiries regarding the Company's proceedings under the Companies’ Credifors
Arrangement Act ("CCAA"} should be directed to the Monitor via email at:
sfc@fticonsulting.com, or telephone: (416) 649-8094. Information about the CCAA
proceedings, including copies of all court orders and the Monitor's reports, are available
at the Monitor's we bsite http://cfcanada.fticonsulting.com/sfc.

FOR OTHER INQUIRIES PLEASE CONTACT:
BRUNSWICK GRQUP LIMITED
Tel: + 1 646 625 7452

FOR MEDIA INQU IRIES PLEASE CONTACT:
BRUNSWICK GROUP LIMITED

Email: sinoforest@brunswickgroup.com
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New York
Stan Neve
Tek +1 212 333 3810

Hong Kong
Tim Payne
Cindy Leggett-Flynn
Tel; +852 3512 5000
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Court File No.

Sino-Forest Corporation

PRE-FILING REPORT OF THE PROPOSED MONITOR

March 30, 2012
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Court Fiie No.

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF THE COMPANIES’ CREDITORS ARRANGEMENT ACT,

R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT OF

SINO-FOREST CORPORATION

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

INTRODUCTION

I.

FTI Consulting Canada Inc. (“FTI Canada” or the “Proposed Monitor”) has
been informed that Sino-Forest Corporation (the “Company™) intends to make an
application under the Companies’ Creditors Arrangement Act, R.S.C. 1985, ¢. C-
36, as amended (the “CCAA”) and to seek an initial order (the “Initial Order”)
from the Ontario Superior Court of Justice (Commercial List) (the “Court”),
granting, inter alia, a stay of proceedings against the Company until April 29,
2012, (the “Stay Period”) and appointing FTI Canada as monitor of the
Company’s CCAA Proceedings (defined below). The proceedings commenced by
the Company under the CCAA, if granted, will be referred to herein as the
“CCAA Proceedings”.

FTI Canada is a trustee within the meaning of section 2 of the Bankruptcy and
Insolvency Act, RS.C. 1985, ¢. B-3, as amended, and is not subject to any of the
restrictions on who may be appointed as monitor set out in section 11.7(2) of the

CCAA. FTI Canada has provided its consent to act as Monitor.
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Engagement of FTI Consulting and Preparation of this Report

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

the Company and in the preparation of this report.

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

advisors extensively. Among other things, FT1 Consulting has:

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

Forest and its situation;

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

below) and others;

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

these meetings;

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

below);

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

TR}
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and the PRC;

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

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

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

security documents; and

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

and its business.

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

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

Although this Report has been prepared in anticipation of FTI Canada’s
appointment as monitor of the Company, it has been prepared with the same duty
and care and with the same level of diligence as though FTI Canada had already

been appointed to such role.

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

vary from forecast and such variations may be material,

CONSULTING
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Purpose of this Report

8. The purpose of this report is to:

(@)

(b)

T}

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

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

relief;

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

Support Agreement (defined below);

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

Sino-Forest Companies (defined below);
(v) the Company’s March 29 Forecast (defined below); and

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

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

(ili)  approval of a charge securing the fees and expenses of the
Monitor, its counsel and counsel to the Company, counsel to the
Board (defined below), Houlihan, FTI HK, counsel to the Ad Hoc
Noteholders (defined below) and the financial advisor to the Ad
Hoc Noteholders in the aggregate amount of CAD$15 million (the

“Administration Charge”);

(iv) approval of a charge securing an indemnity in favour of the
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directors and officers of the Company in the aggregate amount of

CAD$3.2 million (the “Directors’ Charge™);

(v)  approval of the engagement of Houlihan Lokey Capital, Inc.
(“Houlihan”), pursuant to an engagement letter dated as of

December 22, 2011, (the “Financial Advisor Agreement™);
(vi)  approval of the Sale Process (defined below); and

(vil) authorizing and directing the Company and the Proposed Monitor
to engage in certain procedures to notify the Company’s
noteholders regarding certain issues related to the Support

Agreement (defined below).

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

US Dollars.

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

(defined below).

I11.  This report focuses on the Company’s current situation and immediate need for
court protection. This report should be read in conjunction with the affidavit of
W, Judson Martin, vice-chairman and chief executive officer of the Company,
sworn March 30, 2012 (the “Martin Affidavit”) which provides an overview as
to Sino-Forest’s history, business and operations and is therefore not repeated

herein.

BACKGROUND

Overview of Sino-Forest

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

management of forest plantation trees, the sale of standing timber and wood logs

TR,



13.

14,

15.

16.

17.

and complementary manufacturing of downstream engineered-wood products.

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

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

a world-wide basis,

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

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

assist in the IC investigation.

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

suppliers. The inability of the IC (and others) to have conclusively resolved those
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19.

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

below).

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

to the Company.

Despite the work that was done by the IC, the IC’s advisors, the Company
(including senior management) and others in the last nine months, it is apparent to
the Proposed Monitor that the MW Report, the subsequent litigation and
regulatory investigations and other issues continue to have a significant negative
impact on the Company and have threatened the long term viability of Sino-
Forest’s operations. For the reasons discussed below, the Proposed Monitor is of
the view that the events and occurrences over the last nine months have led the
Company and the business into a stalemate that cannot be resolved without a

Court supervised solution.

Current State of Sino-Forest

20.

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

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

(i) The ability of Sino-Forest to access new offshore capital injections
for expansion has dried up and PRC funding has been substantially

curtailed given the uncertainty around the Company;

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

1189



(b)

T}

(iii)

(iv)

V)

(vi)

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

operating at lower levels than normal,

Many customers have ceased paying their receivables despite
concentrated efforts by Sino-Forest to collect on outstanding
balances, which, the Proposed Monitor understands includes SFC’s
counsel in the PRC sending legal demand letters to 12 BVT trading
companies for accounts receivable totalling approximately $126
million and 5 WFOE companies totalling approximately RMB
224.5 million;

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

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

The Company has been unable to release its financial results for
the nine-month period ended September 30, 2011 (the “Q3
Results”) and for reasons discussed below, is unlikely to be in a

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

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

term, if ever;

Financial situation:

(D

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

million in cash;
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(c)

E

COHSULTING

(i)

(iii)

(iv)

(v)

(vi)

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

(which are discussed extensively in the Martin Affidavit);

The Company has |imited prospects of being able to raise further

capital or debt in the near future;

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

cancelled;

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

expansion opportunities due to the Company’s financial situation;

Due to the business constraints above, Sino-Forest’s operations are
now operating on a significant burn as they are being pressured to
continue to honour payables while collecting minimal receivables

and failing to generate significant new sales;

Legal and Regulatory Proceedings:

()

(if)

(iii)

Sino-Forest continues to divert significant resources to address the
ongoing regulatory and criminal investigations by the OSC and the

RCMP as well as inquiries from the HKSFC;

Numerous class actions have been commenced in Canada and the

US and more are threatened;

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

Company’s shares, which is ongoing;
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(d)

()
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Deefault under the Note Indentures:

@

(iD)

(iii)

(iv)

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

term, if ever;

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

payments;

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

accordance with their terms;

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

Failure to Produce Q3 Results and 2011 Audited Statements

®

(if)

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

required further investigation and review;

On or before November 15, 2011, the deadline for the release of
the Q3 Results, the Board’s audit committee recommended and the
Board agreed that the Company should defer the release of the 33

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

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

counsel, the Company’s auditors, and/or by OSC staff;

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

able, as to when such release would occur;

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

Company’s ability to release 2011 Audited Financial Statements;
43 Palitical Factors:

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

profitable;

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

solution in the near future; and

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

maximizes value for the Company’s stakeholders.

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

quo for much longer.

TS
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CIRCUMSTANCES OF THE CCAA APPLICATION

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

OSC, RCMP and HKSFC investigations and the defaults under the Notes.

23.  This Report does not propose to repeat those details. Instead, the Proposed
Monitor has focused on the following areas, which it believes are relevant for
understanding the basis on which it is recommending the granting of the Initial

Order and the approval of the Sale Process at this time:

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

issues that are embedded within that structure;
(b}  therole of the PRC government and the forestry industry in the PRC; and
(c) Sino-Forest’s current options.
The Company’s history

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

with repatriating value offshore from each of those various entities.
BVI Forestry Holding Companies ("BVIs")

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

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

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

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

number of reasons including:

(a) B VIs are restricted from carrying on business directly in the PRC — as
such, many of the title verification issues that were contained in the MW
Report and arose during the IC investigation were due to the fact that
when BVIs purchase timber, they are only purchasing the timber rights
and not any underlying land use rights (which interests are capable of

being registered in most parts of the PRC);

(b) B VIs must sell through the Als. This has resulted in a certain lack of
transparency in a number of issues that were the focus of the MW Report
and the IC investigation — including the relationships between the Als and
certain of the suppliers, an inability to see into the books and‘records of
the Als to verify booked sales, and the extent to which the Als had, in fact,

remifted applicable taxes to relevant tax authorities; and

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

related to the SAFE regulations, there is no way for a BVI to efficiently
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repatriate cash off shore without giving rise to significant negative tax

consequences - as such, since the businesses’ inception, all profit has

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

27.  In 2004, the Ministry of Commerce for the PRC began allowing wholly foreign
owned enterprises (“WFQEs™) to conduct business in the trading of timber on
shore in the PRC. Post 2004, almost all of Sino-Forest’s new capital invested in
timber assets has been employed through the WFOE model. The Proposed
Monitor understands that the WFOE model is preferable for several reasons

including:

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

customers;

(b) Financial information as to the WFOE holdings on Sino-Forest’s books
and records is more readily verifiable and therefore more transparent in

nature;

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

industry in the PRC; and

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

investor parent.

28.  As of December 31, 2010, approximately 40% of Sino-Forest’s reported timber

TR
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holdings were held through the WFOE structure.

On-shoring

29.

30.

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

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

The Proposed Monitor understands there are no assurances that on-shoring will be
successful on a large scale basis and that, even if the Company is successful in on-
shoring certain of its assets, that does not necessarily mean it will be successful in
other regions. However, the Company has indicated that it believes there are
incentives for parties to cooperate with an on-shoring process as it generally
involves the promotion of business in more rural areas, the ongoing employment
of individuals in those regions and cash injections to the land owners on the pre-

paid leases.

The Role of the PRC Government

31.

E

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

role in any successful restructuring.

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

for a limited system pursuant to which verification as to legal ownership of timber

CONBULTING
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or land may be obtained. The Monitor has also been advised that it is not clear
that the Forestry Law has been fully implemented on a nation-wide basis such
that, in some instances, no verification from regional forestry bureaus may be

available.

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

and/or ability to expand.

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

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

The Company has advised the Proposed Monitor that it believes that the PRC has

been and will continue to be supportive of Sino-Forest as an ongoing business. -

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

shoring strategy.

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

restructuring..

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

to change hands.

The Company’s Options

38.

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

liquidation are as follows:

(a) Status quo — as set out above and in the Martin Affidavit, the MW Report
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and subsequent events have left the Sino-Forest business paralyzed and
unable to continue. Sources of outside funding for expansion have dried
up, sales have been halted while the business continues to burn money
necessary to its operations. Further, the Company has advised that based
on meetings between members of senior management and the PRC, the
PRC is not content to allow Sino-Forest’s current situation to continue
indefinitely and has insisted that a path forward for Sino-Forest be

proposed;

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

liquidation could be moved off shore successfully.

39.  The Proposed Monitor is aware that the Company and its advisors have engaged
in extensive conversations and negotiations with an ad hoc committee of
noteholders (the “Ad Hoc Noteholders™) for the past several months as to the

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

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

Company and the noteholders including the liquidation option.

THE SUPPORT AGREEMENT AND PROPOSED RESTRUCTURING

41.  Following extensive arm’s length negotiations, the Company and the Ad Hoc

K E.r.0
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Noteholders have reached agreement on the terms of a support agreement (the
“Support Agreement”). The Proposed Suppoirt Agreement has been executed by
holders of the Notes holding approximately 40% of the Notes. The Support
Agreement contemplates (and provides incentive for) additional noteholders
becoming party to the Support Agreement by way of Joinder Agreement. As set
out below, it is contemplated that the Proposed Monitor will post a copy of the
Support Agreement on its website. The material terms of the Support Agreement

are set out in the Martin Affidavit.

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

the physical assets. Further, other considerations included the following:
(a) Neither maintaining the status quo nor liquidation are realistic options;

(b) The debt outstanding under the Indentures constitutes an overwhelming

majority of the Company’s overall debt;

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

plan that provides for, among other things:

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

the structural issues in Sino-Forest’s business;

(if)  participation rights for certain junior constituents whose claims

rank behind the noteholders;

TS
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(iiiy  a framework for the litigation and/or resolution of the claims faced

by the Company;

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

buyer of the business;

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

or better option is available; and

4] As discussed above, neither maintaining the status quo nor liquidation are

desirable or possibly viable options.

THE PROPOSED SALE PROCESS

Sale Process Terms

43.  As contemplated under the Support Agreement, the Company is also seeking
approval of certain sale process procedures (the “Sale Process™) and related
relief. If approved, the Company, in consultation with the Proposed Monitor and
Houlihan, will immediately commence a marketing process for the Sino-Forest

business.

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

Process terms and believes they are reasonable in the circumstances.

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

initial application based on the following factors:

(2) As set out above, the growth of the forestry business and the trading

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

1202



46.

47.

- 21 -

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

considerations that will need to be addressed;

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

and other time intensive exercises;

(d) Timber is a seasonal business with the majority of sales taking piace in Q3
and Q4 of each year — if a transaction is not completed before the end of
Q23 of this year, that will effectively result in a further year with few or no

sales; and

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

its support.

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

be commenced to determine what other interest may exist.

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

such actions by Houlihan have been prudent.

Retention of Houlihan

48,

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

international investment banks, prior to retaining Houlihan.

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

markets.

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

Monitor recommends the approval of the Financial Advisor Agreement.

THE COMPANY’S CASH FLOW FORECAST

Cash Flow Projections

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

is summarized below:

ﬁ CONS\ITINGI-
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$000 CAD

Cash inflow

Interest Income $ 412
Total cash inflows $ 412
Cash outflow

Payroll and Benefits b 181

Board & Committee Fees 3 253

Travel b 315

Rent,Communication & Utilities b 60

Taxes & Other S 195
Total cash outflows s 1,004
Net Operating Cashflow 3 (591)
Restructuring Costs

Professional Fees 3 18,730
Total Restructuring Costs 3 18,730
Net Cash Flow 3 (19,321)
Opening Cash Balance 3 67,846
Net Cash Balance 5 (19,321)
Ending Cash Balance 3 48,525

52. It is anticipated that the Company’s projected liquidity requirements throughout
the CCAA Proceedings will be met by existing cash available to the Company.

Proposed Monitor’s Report on the Reasonableness of the Cash Flow Projections
53. Section 23(1)(b) of the CCAA states that the Proposed Monitor shall:

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

Proposed Monitor’s findings;”

54.  Pursuant to section 23(1){(b) of the CCAA and in accordance with the Canadian
Association of Insolvency and Restructuring Professionals Standard of Practice

09-1 (“CAIRP SOP 09-1"), the Proposed Monitor hereby reports as follows:

(a) The March 29 Forecast has been prepared by the management of the

F

CONSULTING
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Applicant for the purpose described in Note 1, using the Probable and
Hypothetical Assumptions set out in Notes 2 to 6;

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

presentation of the Cash-Flow Statement;

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

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

)] the Hypothetical Assumptions are not consistent with the purpose

of the March 29 Forecast;

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

March 29 Forecast, given the Hypothetical Assumptions; or

(iif)  the March 29 Forecast does not reflect the Probable and

Hypothetical Assumptions;

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

financial information presented in this report, or relied upon by the
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Proposed Monitor in preparing this report; and

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

that it may not be appropriate for other purposes.

RELIEF SOUGHT

The Stay of Proceedings

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

initial 30-day request is fair and reasonable in the circumstances.
Payments During the CCAA Proceedings

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

the circurnstances.
Administration Charge

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

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

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

to the Company, Houlihan, counsel to the Ad Hoc Notehoiders and the financial

T}
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advisor to the Ad Hoc Noteholders.

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

million is reasonable in the circumstances.

The Proposed Monitor also belicves that it is appropriate that the other proposed
beneficiaries of the Administration Charge be afforded the benefit of a charge as

they will be undertaking a necessary and integral role in the CCAA Proceedings.

The Directors’ Charge

61.

The Company is seeking the Directors’ Charge in the amount of CAD$3.2 million
with priority over all encumbrances on the Company’s assets other than the
Administration Charge and the Encumbered Property. The Proposed Monitor
understands that the Board has insisted on the protection of the Directors’ Charge
in order to remain on the Board during the course of the CCAA Proceedings. The
Martin A ffidavit also sets out a summary of the current insurance policies that are
available to the Board as well as the exclusions and possibility of non-renewal at

the end of the term.

The Financial Advisor Agreement

62.

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

investment banks and seleeted on merit- based criteria.

Publication of Notices Support Agreement

63.

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

(a) Without delay, post a copy of the Support Agreement on its website at

http://efcanada.fticonsulting.com/sfec; and
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(b) Publish a notice in the Globe and Mail and the Wall Street Journal (in
form and substance satisfactory to the Company, the Monitor and counsel
to the Ad Hoc Noteholders) notifying noteholders of the Support
Agreement and the deadline of 5:00pm (Toronto time) on the Consent
Date (as defined in the Support Agreement) by which any noteholders
(other than an Initial Consenting Noteholder) who wishes to become
entitled to the Early Consent Consideration pursuant to the Support

Agreement must execute and return a Joinder Agreement.

The Sale Process

64.

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

Order on the date of this application.

CONCLUSION

65.

66.

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

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

Accordingly, the Proposed Monitor respectfully recommends that the Company’s

request for the Initial Order and the Sale Process Order.
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The Proposed Monitor respectfully submits to the Court this Pre-Filing Report.

Dated this 30" day of March, 2012.

FTI Consulting Canada Inc.
In ifg capacity as proposed monitor of
yinosForest Corporation, and not in its personal capacity

Grég Watson o L B. Porepa
Senior Managing Director Managing Director



APPENDIX A
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Court File No.
ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIALLIST

IN THE MATTER OF THE.COMPANIES’ CREDITORS ARRANGEMENT ACT,
R.5.C. 1985,-¢. C-36, AS AMENDED

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

(the “Applicants™)

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

The management of Sino-Forest (“SFC” or the “Company™) has developed the
assumptions and prepared the attached statement of projected cash flow of SFC as of the 25th
day of March 2012,.consisting of a. 13 week cash flow for the period March 31, 2012 to June 29,
2012 (the “March 29 Cash Flow™).

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

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

.The March 29 Cash Flow has been prepared solely for the purpose outlined in Note |, using the
probably and Lypothetical assumiptions set out in Notes 2 to 6. Consequently readers are
cautioned that the March 29 Cash Flow may not be suitable for other purposes.

Dated at Hong Kong this 30™ day of March 2012.

y

David Hoé

Senior Vice Presidént & Chief Financial Officer
Sino-Forest Corporation
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Court File No. CV-12-9667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF THE COMPANIES' CREDITORS ARRANGEMENT ACT,

R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT OF

SINO-FOREST CORPORATION

FOURTH REPORT TO THE COURT
SUBMITTED BY FTI CONSULTING CANADA INC,,
INITS CAPACITY AS MONITOR

INTRODUCTION

1.

(93]

On March 30, 2012 (the “Filing Date”), Sino-Forest Corporation (the
“Company”) filed for and obtained protection under the Companies’ Creditors
Arrangement Act, R.S.C. 1985, c. C-36, as amended (the “CCAA”’). Pursuvant to
the Order of this Honourable Court dated March 30, 2012 (the “Initial Order™),
FTT Consulting Canada Inc. was appointed as the Monitor of the Company (the
“Monitor”) in the CCAA proceedings. Pursuant to an Order of this Court made
on May 31, 2012, this Court granted an Order extending the Stay Period (as
defined in the Initial Order) to September 28, 2012. The proceedings commenced
by the Company under the CCAA will be referred to hercin as the “CCAA

Proceedings”.

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

Order is attached as Appendix A hereto.

The purpose of this Fourth Report of the Monitor (the “Fourth Report”) is to
provide this Honourable Court with an update as to the status of the Sale Process

including the intended next steps of the Company as required by the endorsement
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of Justice Morawetz made on May 31, 20]2.

In preparing this Fourth Report, the Monitor has relied upon unaudited financial
information of the Company, the Company’s books and records, certain financial
information prepared by the Company, the Reports of the Independent Committee
of the Company’s Board of Directors dated August 10, 2011, November 13, 2011,
and January 31, 2012, and discussions with the Company’s management. The
Monitor has not audited, reviewed or otherwise attempted to verify the accuracy
or completeness of the information. Accordingly, the Monitor expresses no
opinion or other form of assurance on the information contained in this Fourth
Report or relied on in its preparation. Future oriented financial information
reported or relied on in preparing this Fourth Report is based on management’s
assumptions regarding future events; actual results may vary from forecast and

such variations may be material.

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

US Dollars.

The term “Sino«Forest” refers to the global enterprise as a whole but does not
include references to the Greenheart Group. “Sino-Forest Subsidiaries” refers to
all of the direct and indirect subsidiaries of the Company, but does not include

references to the Greenheart Group.

Other than with respect to the section labelled “UPDATE ON SALE PROCESS",
capitalized terms not defined in this Fourth Report are as defined in the pre-filing
report of the proposed monitor dated March 30, 2012 (the “Pre-Filing Report”)
and the affidavit of W. Judson Martin sworn March 30, 202 (the “Initial Order
Affidavit”).

GENERAL BACKGROUND

Sino-Forest Business

8.

Sino-Forest conducts business as a forest plantation operator in the People’s
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1.

12.

13.
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Republic of China (“PRC”). Its principal businesses include ownership and
management of forest plantation trees, the sale of standing timber and wood logs,

and complementary manufacturing of downstream engineered-wood products.

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

On June 2, 2011, Muddy Waters, LLC ("MW?"), which held a short position on

' the Company’s shares, issued a report (the “MW Report”) alleging, among other

things, that Sino-Forest is a “ponzi-scheme™ and a “near total fraud”. The MW
Report was issued publicly and immediately caught the attention of the media on

a world-wide basis.

Subsequent to the issuance of the MW Report, the Company devoted extensive
time and resources to investigate and address the ailegations in the MW Report as
well as responding to additional inquiries from, among others, the Ontario
Securities Commission, the Royal Canadian Mounted Pelice and the Hong Kong

Securities and Futures Commission.

In view of the MW Report, the subsequent litigation and regulatory investigations
and other issues continue to have a significant negative impact on the Company
and have threatened the long term viability of Sino-Forest’s operations. For the
reasons discussed in the Pre-Filing Report and the Initial Order Affidavit, the
Company and the business was placed into a stalemate that could not be resolved

without the Court supervised solution offered by the CCA A Proceedings.

The Pre-Filing Report and the Initial Order Affidavit provide a detailed outline of
Sino-Forest’s corporate structure, business, reported assets and financial
information as well as a detailed chronology of the Company and its actions since

the issuance of the MW Report in June 201 1.

CONSULTIKG
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UPDATE ON SALE PROCESS

14,

15.

16.

17.

I8.

19.

Capitalized terms used in this section and not otherwise defined have the meaning
given to them in the sale process procedures (“SPP") approved pursuant to the

Sale Process Order.

As set out in the Initial Order Affidavit and the Pre-Filing Report, the Company
and a group of ad hoc noteholders (the “Initial Consenting Noteholders™)
negotiated and entered into a restructuring support agreement (the “Support
Agreement”) that provided for a restructuring transaction (the “Restructuring

Transaction™) for the Company and its assets.

In connection with the commencement of the Proceedings, and as contemplated
by the Support Agreement, the Company sought and obtained the Sale Process
Order which provided for the implementation of a solicitation process in

accordance with Court-approved sale process procedures.

The purpose of the SPP was to determine whether any parties were willing to
purchase substantially all of Siﬁo-Forest's business operations for an amount
provided for under the SPP. Under the terms of the Sale Process Order, the
Company’s financial advisor, Houlihan Lokey (“HL™), conducted the Sale

Process which is described in the following paragraphs.

Throughout the conduct of the SPP, the Monitor was advised and, in some cases,

directly involved, in the steps being taken.
Upon the granting of the Sale Process Order, the following steps were taken:

(a) On April 5, 2012, the Monitor caused notice of the SPP to be published in
the Globe and Mail and the Wall Street Journal. A copy of the publication

notices were attached as Appendices F & G to the Monitor’s First Report;

(b) On March 30, 2012, the Company issued a press release regarding the
SPP;
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(c) The Company, with the assistance of HL and the Monitor, prepared a

“teaser” letter that was sent to potentially interested parties;
(d) HL, in consultation with the Company and the Monitor,

@) Selected a group of eighty-five (85) of strategic and financial
buyers {comprised of buyers who had either contacted HL or the
Company or were otherwise chosen to be in the group) and
provided those potentially interested parties with copies of the

teaser letter;

(if) Negotiated fourteen (14) confidentiality agreements (“CAs") with

those parties who indicated an interest in the business;

(e) Certain of these bidders were ultimately deemed to be “Phase I Qualified

Bidders” in accordance with the SPP requirements;

H On or about June 28, 2012 (the “Phase I Bid Deadline™), a number of non

binding letters of intent (the “LLOIs”) were received by the Company.

Pursuant to the SPP, upon receipt of the LOIs the Company, in consultation with
HL and the Monitor, was required to determine whether any such LOIs
constituted “Qualified Letters of Intent” and to notify parties as to whether their
LOI constituted a Qualified Letter of Intent within seven (7) business days of the
Phase 1 Bid Deadline. If a Qualified Letter of Intent was received during Phase 1,
the Company would continue to Phase 2 of the SPP.

The SPP provided that the Company would terminate the SPP at the end of Phase

1 if, inter alia, no Qualified Letters of Intent were received.

Upon receipt of the LOJs, the Company and HL, in consultation with the Monitor,
reviewed the terms of the LOIs to determine whether any of them met the

requirements of the SPP.

The Company has determined that none of the LOIs constitute a Qualified Letter

COMRSULTIING
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of Intent as provided for under the SPP. The Monitor understands that the
advisors to the Ad Hoc Noteholders concur in this determination. As a result, on
July 10, 2012, the Company issued a press release announcing the termination of
the SPP. The Company also announced that it intends to proceed with the
Restructuring Transaction as contemplated by the Support Agreement. As set out
in the Support Agreement, the implementation of a Restructuring Transaction
pursuant to a CCAA plan would be subject to all requisite Court approvals. A

copy of the press release is attached as Appendix B hereto.

The Monitor has not included a summary of the LOIs due to the commercially
sensitive nature of the contents of those LOIs. However, as set out above, the
Monitor has independently reviewed the LOIs and is of the view, under the terms
of the SPP, none of the LOIs constitute a Qualified Letter of Intent. In light of the
fact that no Qualified Letters of Intent were received, the Monitor is of the view

that the termination of the Sale Process is appropriate in the circumstances

Dated this 10™ day of July, 2012,

FT1 Consulting Capada Inc.

Jodi/B. Porepa

Senior Managing Director Mafaging Director

(=

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

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF THE COMPANIES’ CREDITORS ARRANGEMENT ACT,
R.5.C. 1985, ¢. C-36, AS AMENDED

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

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

The purpose of this Supplemental Report to the Thirteenth Report (the “Supplemental
Report”) is to supplement the Thirteenth Report of the Monitor dated November 22,
2012 (the “Thirteenth Report™) by:

(a) Reporting on amendments to the Plan since the October 19 Plan (defined below)
that was described in the Thirteenth Report;

(b) to report on the results of the Meeting (defined below); and
(c) to provide the Monitor’s recommendation that the Court approve the Plan.

Capitalized terms used herein and not otherwise defined have the meaning given to them
in the Plan and, if not defined in the Plan, the Thirteenth Report. Paragraphs 5 and 6 of

the Thirteenth Report are incorporated herein by reference.
The following appendices have been attached to this Supplemental Report:

(a) Appendix A — The Plan of Compromise and Reorganization dated December 3,
2012 (the “Plan™)

1223



(b)
©
(d)
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(2)
(h)
(¥
4)

(i)

0

Appendix B — Blackline of the October 19 Plan to the Plan
Appendix C — Blackline of the November 28 Plan to the Plan

Appendix D — Copy of the Company’s press releases dated November 28, 2012,
November 30, 2012 and December 3, 2012

Appendix E — Copy of the Emails to the Service List dated November 28, 2012,
November 30, 2012 and December 3, 2012

Appendix F — Voting Procedures

Appendix G - Form of Resolution

Appendix H — Copy of the Minutes of the Meeting including Scrutineer’s Report
Appendix I - OSC Notice of Hearing and Statement of Allegations against EY

Appendix J — Letter from Wardle Daley Bernstein re Claim of David Horsley
dated November 29, 2012 and responding letter of Bennett Jones LLP dated
November 30, 2012

Appendix K — Proof of Claim (excluding Tab 1 and 2) of David Horsley for

vacation pay, termination and severance dated November 1, 2012

Appendix L - Letter from Davis LLP re Kai Kit Poon dated November 28, 2012
and responding letter of Gowling Lafleur Henderson LLP dated November 29,
2012

AMENDMENTS TO THE PLAN

Changes to the Plan (Non-Third Party Defendants)

4. As result of numerous negotiations which have occurred since the October 19 Plan was

filed, a number of changes to the Plan have been agreed upon. Certain of those changes

relate specifically to certain Third Party Defendants and those changes are summarized in

ﬁ CONSITIN(!
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the next section below. A summary of certain of the other changes contained in the Plan

is as follows:

(a) Reserves (which are also discussed in more detail below);

(i)

(i)

(iii)

(i)

W)

the amount of the Administration Charge Reserve will be $500,000 or

such other amount as may be agreed to by the Monitor and the ICNs;

there will be no Directors’ Charge Reserve nor will there be any amount in
the Unresolved Claims Reserve set aside for OSC claims against Directors

and Officers;

the Unresolved Claims Reserve will now consist of Plan consideration
sufficient to make potential distributions under the Plan in respect of the
following in the event that they become Proven Claims: (a) indemnity
claims of Third Party Defendants for Indemnified Noteholder Class
Action Claims up to the Indemnified Noteholder Class Action Limit; (b)
Defence Costs Claims of up to $12 million' or such other amount as may
be agreed by the Monitor and the ICNs; and (c¢) other unresolved Affected
Creditor Claims of up to $500,000 or such other amount as may be agreed
by the Monitor and the ICNs;

the Monitor’s Post-Implementation Charge Reserve will be $5 million or

such other amount as may be agreed to by the Monitor and the ICNs; and

The Unaffected Claims Reserve will be $1.5 million or such other amount

as may be agreed to by the Monitor, the Company and the ICNs.

(b) Matters relating to the Litigation Trust:

®

the amount of the Litigation Funding Amount is $1 million; and

! Please see the section below entitled “Additional Information Relating to the Reserves” for the Monitor’s report on
the adjustment to the ealculation of the Defenee Costs Claims Limit (defined below).

TR,

1225



I

(©)

(d)

(e)

®

(g

=

(ii) at any date prior to the Plan Implementation Date, the Company and the
ICNs may agree to exclude one or more claims, actions or causes of action
from the Litigation Trust Claims that would otherwise be assigned to the
Litigation Trust on Plan Implementation (“Excluded Litigation Trust

Claims™).

Certain provisions relating to the creation of “Newco I1I” in connection with the
implementation of the restructuring transaction have been incorporated
throughout the Amended Plan, Newco II will be a wholly-owned subsidiary of
Newco to which Newco will transfer the SFC Assets on the Plan Implementation

Date. Following implementation of the Plan, Newco II will own the SFC Assets.

Unaffected Claims no longer includes Claims for termination pay or severance
pay payable by the Company to any Person who ceased to be an employee,
director or officer of the Company prior to the date of the Plan. Any claims in

this regard will now be treated as Unresolved Claims.

Persons with Unresolved Claims shall have standing in any proceeding in respect
of the determination or status of any Unresolved Claims and Goodmans LLP shall

have standing in any such proceeding on behalf of the ICNs.

The due diligence condition precedent in favour of the JCNs now extends to the
Plan Implementation Date with respect to any new material information or events
arising or discovered on or after the date of the Sanction Hearing provided that
any “new material information or events” does not include any information or
events disclosed prior to the date of the Sanction Hearing in a press release or
affidavit of the Company or a report of the Monitor that has been filed with the
Court.

Within three (3) business days of the Plan Implementation Date, a foreign
representative of the Company will commence a proceeding in the United States
for the purpose of seeking recognition of the Plan and the Sanction Order and

shall use its reasonable best efforts to obtain such recognition.

CONSULTING
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Changes to the Plan (Third Party Defendants)

=

In addition to the foregoing changes, the Plan was also amended to incorporate changes

that relate specifically to the Underwriters and Emst & Young as well as additional

changes to provide a mechanism for a Plan release in the event that the Underwriters and

BDO enter into settlements with the Class-Action Plaintiffs or the Litigation Trustee (on

behalf of the Litigation Trust), all of which is discussed below.

Changes relating to the Underwriters:

(a)

(b)

(©)

(d)

(e)

Claims of the Underwriters against the Company for indemnification in respect of
any Noteholder Class Action Claims (other than claims against them for fraud or
criminal conduct) shall, for the purposes of the Plan, be deemed to be valid and

enforceable Class Action Indemnity Claims against the Company.
The Underwriters shall not be entitled to any distributions under the Plan.

All Causes of Action against the Underwriters by the Company or the Trustees

are deemed to be Excluded Litigation Trust Claims.

Any portion or amount of liability of the Underwriters for the Noteholder Class
Action Claims (other than such claims for fraud or criminal conduct) that exceeds

the Indemnified Noteholder Class Action Limit is released under the Plan.

The Underwriters are Named Third Party Defendants (as discussed and defined

below).

Changes relating to Ernst & Young (as defined in the Plan):

(a)

Any and all indemnification rights and entitlements of Ernst & Young and any
indemnification agreement between Ernst & Young and the Company shall be
deemed to be valid and enforceable in accordance  with their terms for the

purposes of determining whether the Claims of Emst & Young for

.~

CONSULTING
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indemnification in respect of the Noteholder Class Action Claims are valid and

enforceable within the meaning of section 4.4(b) the Plan 2
(b)  Emst & Young shall not be entitled to any distributions under the Plan.

(c) The Sanction Order shall contain a stay against Ernst & Young between the Plan
Implementation Date and the earlier of the Ernst & Young Settlement Date (as
defined in the Plan) or such other date as may be ordered by the Court on a

motion to the Court,

(d) In addition to the foregoing, Ernst & Young has now entered into a settlement
with the Ontario Plaintiffs and the Quebec Plaintiffs, which is still subject to
several conditions and approval of the Emst & Young Settlement itself, does not
form part of the Sanction Order. Section | 1.l of the Plan contains provisions that
provide a framework pursuant to which a release of the Emst & Young Claims’
under the Plan would happen if several conditions were met. That release will
only be granted if all conditions are met including further Court approval. A

summary of those terms is as follows:

@) Notwithstanding anything to the contrary in the Plan, subject to (A) the
granting of the Sanction Order; (B) the issuance of the Settlement Trust
Order (as may be modified in a manner satisfactory to the parties to the
Emst & Young Settlement and the Company (if occurring on or prior to
the Plan Implementation Date), the Monitor and the ICNs, as applicable,
to the extent, if any, that such modifications affect the Company, the
Monitor or the ICNs, each acting reasonably); (C) the granting of an Order
under Chapter 15 of the United States Bankruptcy Code recognizing and
enforcing the Sanction Order and the Settlement Trust Order in the United

States; (D) any other order necessary to give effect to the Ernst & Young

2 Section 4.4(b) of the Plan, among other things, establishes the Indemnified Notcholder Class Action Limit.

? “Emst & Young Claims” has the definition given to it in the Plan and does not include any proceedings or
remedies that may be taken against Emst & Young by the Ontario Seeurities Commission or by staff of the Ontario
Seeurities Commission and the jurisdiction of the Ontario Securities Commission is expressly preserved.

ﬁ CDNSITINGI“
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(if)

(iii)

(iv)

F
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Settlement (the orders referenced in (C) and (D) being collectively the
“Ernst & Young Orders™); (E) the fulfillment of all conditions precedent
in the Ernst & Young Settlement and the fulfillment by the Ontario Class
Action Plaintiffs of all of their obligations thereunder; and (F) the
Sanction Order, the Settlement Trust Order and all Ernst & Young Orders
being final orders and not subject to further appeal or challenge, Ernst &
Young shall pay the settlement amount as provided in the Ernst & Young
Settlement to the trust established pursuant to the Settlement Trust Order

(the “Settlement Trust”);

Upon receipt of a certificate from Ernst & Young confirming it has paid
the settlement amount to the Settlement Trust in accordance with the Ernst
& Young Settlement and the trustee of the Settlement Trust confirming
receipt of such settlement amount, the Monitor shall deliver to Ernst &
Young the Monitor’s Ernst & Young Settlement Certificate. The Monitor
shall thereafter file the Monitor’s Ernst & Young Settlement Certificate
with the Court;

Notwithstanding anything to the contrary in the Plan, upon receipt by the
Settlement Trust of the settlement amount in accordance with the Ernst &
Young Settlement: (A) all Ernst & Young Claims shall be fully, finally,
irrevocably and forever compromised, released, discharged, cancelled,
barred and deemed satisfied and extinguished as against Ernst & Young;
(B) section 7.3 of the Plan shall apply to Emst & Young and the Emst &
Young Claims mutatis mutandis on the Emst & Young Settlement Date;
and (C) none of the plaintiffs in the Class Actions shall be permitted to
claim from any of the other Third Party Defendants that portion of any
damages that corresponds to the liability of Ernst & Young, proven at trial

or otherwise, that is the subject of the Emst & Young Settlement; and

In the event that the Ernst & Young Settlement is not completed in

accordance with its terms, the Emst & Young Release will not become
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effective (and any claims against Ernst & Young will be assigned to the

Litigation Trust).
8. Changes relating to Named Third Party Defendants:

(a) The Plan now provides a mechanism that would provide the framework for any
Eligible Third Party Defendants’ to become a “Named Third Party Defendant”
with the consent of such Third Party Defendant, the Monitor, the ICNs, counsel to
the Ontario Plaintiffs and, if occurring prior to the Plan Implementation Date, the
Company. As set out above, the Underwriters have become Named Third Party

Defendants pursuant to the Plan.

(b) The deadline for an Eligible Third Party Defendant to become a Named Third
Party Defendant is 10am on December 6, 2012 or such later date as may be
consented to by the Monitor, the Company (if on or prior to the Plan
Implementation Date) and the ICNs, As set out above, the Underwriters have

become Named Third Party Defendants.

(c) Any Named Third Party Defendants will not be entitled to any distributions under
the Plan,

(d) If an Eligible Third Party Defendant becomes a Named Third Party Defendant,
then any indemnification rights and entitlements of such party and any indemnity
agreements between such party and by the Company shall be deemed valid and
enforeeable in accordance with their terms for the purpose of determining whether
the Claims of that Named Third Party Defendant for indemnification in respect of
the Noteholder Class Action Claims are valid and enforceable within the meaning

of section 4.4(b) the Plan.

4 The Eligible Third Party Defendants are the Underwriters, BDO and, if the Ernst & Young Settlement is not
completed, Ernst & Young.

KM oE.T.0
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(e) The Plan now provides the framework pursuant to which a Named Third Party

Defendant Settlement would be approved and such Named Third Party Defendant

would obtain a release under the Plan as follows:

(D)

(i)

(iii)

F

CONSULTING

Notwithstanding anything to the contrary in the Plan, subject to: (A) the
granting of the Sanction Order; (B) the granting of the applicable Named
Third Party Defendant Settlement Order; and (C) the satisfaction or waiver
of all conditions precedent contained in the applicable Named Third Party
Defendant Settlement, the applicable Named Third Party Defendant

Settlement shall be given effect in accordance with its terms;

Upon receipt of a certificate (in form and in substance satisfactory to the
Monitor) from each of the parties to the applicable Named Third Party
Defendant Settlement confirming that all conditions precedent thereto
have been satisfied or waived, and that any settlement funds have been
paid and received, the Monitor shall deliver to the applicable Named Third
Party Defendant a Monitor’s Named Third Party Defendant Settlement
Certificate stating that (A) each of the parties to such Named Third Party
Defendant Settlement has confirmed that all conditions precedent thereto
have been satisfied or waived; (B) any settiement funds have been paid
and received; and (C) immediately upon the delivery of the Monitor’s
Named Third Party Settlement Certificate, the applicable Named Third
Party Defendant Release will be in full force and effect in accordance with
the Plan. The Monitor shall thereafter file the Monitor’s Named Third
Party Settlement Certificate with the Court; and

Notwithstanding anything to the contrary in the Plan., upon delivery of the
Monitor’s Named Third Party Settlement Certificate, any claims and
Céuses of Action shall be dealt with in accordance with the terms of the
applicable Named Third Party Defendant Settlement, the Named Third
Party Defendant Settlement Order and the Named Third Party Defendant
Release. To the extent provided for by the terms of the applicable Named
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Third Party Defendant Release: (A) the applicable Causes of Action
against the applicable Named Third Party Defendant shall be fully, finally,
irrevocably and forever compromised, released, discharged, cancelled,
barred and deemed satisfied and extinguished as against the applicable
Named Third Party Defendant; and (B) section 7.3 of the Plan shall apply
to the applicable Named Third Party Defendant and the applicable Causes
of Action against the applicable Named Third Party Defendant mutatis
mutandis on the effective date of the Named Third Party Defendant

Settlement.

Other Changes that Relate to the Third Party Defendants

9, Indemnified Noteholder Class Action Limit;

(a) It has been clarified that in the event that a Third Party Defendant is found to be

liable for or agrees to a settlement in respect of Noteholder Class Action Claims

(other than for fraud or criminal conduct), and such amounts are paid by the Third

Party Defendant, then the amount of the Indemnified Noteholder Class Action

Limit applicable to the remaining Third Party Defendants shall be reduced by the

amount of such judgement or settlement.’

10. Document Preservation,

(a)  Prior to Plan Implementation, the Company shall:¢

®

(i)

preserve or cause to be preserved copies of any documents (as such term is
defined in the Rules of Civil Procedure (Ontario)) that are relevant to the

issues raised in the Class Actions; and

make arrangements acceptable to SFC, the Monitor, the ICNs, counsel to
Ontario Class Action Plaintiffs, counsel to Ernst & Young, counsel to the

Underwriters and counsel to any other Eligible Third Party Defendant if

* Section 4.4(b)(iii)
¢ Section 8.2(x)

ﬁ F T Iu
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they become a Named Third Party Defendants to provide the parties to the
Class Actions with access thereto, subject to customary. commercial
confidentiality, privilege or other applicable restrictions, including lawyer-
client privilege, work product privilege and other privileges or immunities,
and to restrictions on disclosure arising from s. 16 of the Securities Act
(Ontario) and comparable restrictions on disclosure in other relevant
jurisdictions, for purposes of prosecuting and/or defending the Class
Actions, -as the case may be, provided that nothing in the foregoing
reduces or otherwise limits the parties’ rights to production and discovery
in accordance with the Rules of Civil Procedure (Ontario) and the Class

Proceedings Act, 1992 (Ontario).

ADDITIONAL INFORMATION RELATING TO THE RESERVES

The Cash Reserves

11.

Information relating to the purpose of the Administration Charge, the Unaffected Claims
Reserve and the Monitor’s Post-Implementation Reserve was contained in the Thirteenth

Report. The Plan now provides for the amounts of these Reserves as follows:

(a)  Administration Charge Reserve ($500,000). The Plan now provides for the
payment of the final invoices of the beneficiaries of the Administration Charge
Reserve as a condition to the implementation of the Plan. The amount of
$500,000 has been allocated to the Administration Charge Reserve as a safeguard
in the event that there are miscellaneous amounts which are inadvertently missed

upon the final payments prior to Plan implementation.

(b) Monitor’s Post-Implementation Reserve (§5,000,000). The Monitor’s Post-
Implementation Reserve is intended to capture costs in administering the SFC

estate and the Claims Process post-implementation.

(c) The Unaffected Claims Reserve ($1,500,000). Pursuant to the Plan, the following
categories of Claims are Unaffected Claims under the Plan: (i) Claims secured by

the Administration Charge; (ii) Government Priority Claims; (iii) Employee
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Priority Claim; (iv) Lien Claims; (iv) any other Claims of any employee, former
employee, Director or Officer of SFC in respect of wages, vacation pay, bonuses,
termination pay, severance pay or other remuneration payable to such Person by
SFC, other than any termination pay or severance pay payable by SFC to a Person
who ceased to be an employee, Director or Officer of SFC prior to the date of this
Plan; (v) Trustee Claims; and (vi) any trade payables that were incurred by SFC
(A) after the Filing Date but before the Plan Implementation Date; and (B) in
compliance with the Initial Order or other Order issued in the CCAA Proceeding.
The Monitor and the Company have reviewed the categories of Unaffected
Claims (other than those that are covered by the Administration Charge Reserve)
taking into consideration the Company’s incurred expenses post-filing, Lien
Claims which may be asserted by parties with personal property security
registrations, the fact that the Trustees are expected to be paid prior to Plan
Implementation (see section 9.1(ee) of the Plan) and the maximum estimated
employee related Claims for employees who did not cease to be an employee
prior to the date of the Plan. Based on the foregoing, the Monitor and the
Company estimate that any such Claims would not exceed $1.5 million in the

aggregate,

The Unresolved Claims Reserve

12.

i

F

The Unresolved Claims Reserve now accounts for three categories of Unresolved Claims:

(a)

Class Action Indemnity Claims by the Third Party Defendants in respect of
Indemnified Noteholder Class Action Claims up to $150 million (being the
Indemnified Noteholder Class Action Limit). In light of the fact that the Plan
provides for a release of any Third Party Defendants for any Indemnified
Noteholder Class Action Claims beyond the Indemnified Noteholder Class Action
Limit, the total potential maximum liability of the Company for any resulting
Indemnified Noteholder Class Action Claims is thereby also limited to the
Indemnified Noteholder Class Action Limit.

CONSULTING
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(b) Defence Costs Claims of up to $12 million (the “Defence Costs Claims Limit™).
The basis for the calculation of the Defence Costs Claims Limit is discussed in the

following paragraphs.

(c) Other Affected Creditor Claims that are Unresolved Claims up to $500,000 which
represents the amount of Affected Creditor Claims as set out in the proofs of
claims filed that are Unresolved Claims and not otherwise accounted for in the

Unresolved Claims Reserve or otherwise provided for in the Plan.

Basis for Calculating Reserve for Defence Costs Claims

13.

14.

15.

16.

In accordance with the process established under the Claims Procedure Order, a number
of claims have been filed by persons who seek indemnification for Defence Costs
Claims’ (in this capacity, “Cost Claim Defendants™). In light of the recent changes to
the Plan which release the right of EY or the Underwriters to any distribution under the
Plan, the amount of the Unresolved Claims Reserve to address Defence Costs Claims has

been reduced to $12 million.

As set out above, the Defence Costs Claims Limit has been established as part of the
Unresolved Claims Reserve for Defence Costs Claims. All remaining Defence Costs
Claims will be treated as Unresolved Claims until such time as they are disposed of or

may become Proven Claims for Plan purposes.

The Company has requested the Monitor’s views concerning the quantum of the reserve

for remaining Defence Costs Claims.

In considering this issue, the Monitor has taken account of a number of factors, including

but not limited to the following:

(a) the amounts claimed as having been actually incurred;

? Pursuant to seetion 4.8 of the Plan, Claims for “Defence Costs” are all Claims against SFC for indemnification of
defence costs incurred by any Person (other than a Named Director or Officer) in connection with defending against
Shareholder Claims (as defined in the Equity Claims Order}, Noteholder Class Action Claims or any other claims of
any kind relating to SFC or the Subsidiaries.

T

F

-
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the specific nature of the claims.to which the Cost Claim Defendants are

responding;

the anticipated synergies arising where multiple Cost Claim Defendants in similar

legal and factual circumstances are represented by the same counsel;

the experience of counsel to the Monitor in relation to the costs of other class

proceedings;

costs previously claimed as having been incurred and costs awarded by courts in

other class proceedings, both on certification motions and following trial;

the overlap in subject area between the class proceedings and regulatory or other

proceedings in which the Cost Claim Defendants are involved; and

the difficulties inherent in estimating costs to be incurred in the future which are
contingent upon the actions of other parties and the course of complex litigation

that is currently at an early stage.

17.  Having weighed these factors, it is the Monitor’s view that the aggregate amount of $12

million would constitute a reasonable reserve for costs claimed in connection with the

class proceedings by the Cost Claim Defendants (excluding EY, the Underwriters and the

Named Directors and Officers who have waived any right to distributions under the

Plan).

18. In forming 1its views concerning the amount to be reserved in connection with the

Defence Costs Claims, the Monitor has made the following basic assumptions:

(a)
(b)

(c)

certification will be contested by all defendants, but ultimately granted;
the Ontario class proceeding will be the only class proceeding to go to trial; and

except for defendants represented by the same counsel, there will be no general

cost sharing arrangements between defendants.

TR ans
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19.  The establishment of the Unresolved Claims Reserve is not an admission by the
Company, the Monitor or any other party (including the ICNs) as to the validity of any

such Claims and all rights to dispute such Claims are reserved.
THE MEETING
Meeting Date

20. On November 28, 2012, the Company issued a press release (Appendix D) announcing it
had further amended its plan dated October 19, 2012 (the “October 19 Plan”) and that,
to provide creditors with time to review this amended plan (the “November 28 Plan™),
the Meeting would be postponed to 10am on Friday November 30, 2012, The Company
also announced the change in location of the meeting to the offices of Gowling Lafleur
Henderson ILLP (“Gowlings™) at 1 First Canadian Place, 100 King Street West, Suite
1600, Toronto, Ontario. The Monitor provided notice of these changes to the service list
and posted the revised plan and the new time for the Meeting on its website (Appendix

E).

21.  On November 30, 2012, the Company issued a further press release (Appendix D)
announcing that the Meeting would be postponed to 10am on Monday, December 3,
2012. The Monitor provided notice of the postponement of the Meeting to the service list

and posted notice of the new time for the Meeting on its website (Appendix E).

22, On December 3, 2012, the Company issued a further press release (Appendix D) that it
had further amended the November 28 Plan with the Plan. The Monitor provided a copy
of the Plan to the CCAA service list (Appendix E) and the press release stated that the
Plan would be posted on the Monitor’s website but that in the meantime, parties could

contact the Monitor for a copy of the Plan.
Summary of Meeting

23.  The Meeting was held at Gowlings office on December 3, 2012, starting shortly after

10am.

T



24.

25.

26.

27.

28,

- 10 -

In accordance with the Meeting Order, Greg Watson, an officer of FTI Consulting
Canada Inc., acted as chair (the “Chair”} of the Meeting. Stephen McKersie of
Gowlings acted as secretary of the Meeting and Jodi Porepa of FTI Consulting Canada

Inc. acted as scrutineer (the “Scrutineer™).

Quorum for the purposes of the Meeting was one Affected Creditor with a Voting Claim
present at the Meeting (in person or by proxy). The Scrutineer confirmed that there was
at least one (1) Affected Creditor with a Voting Claim present at the Meeting (in person
or by proxy). Accordingly, the Chair declared that the Meeting was properly constituted.

The Chair then provided an overview of the process for providing notice of the Plan and
dispensed with the reading of the Notice to Affected Creditors (as set out in the Meeting
Order) asked whether there was any person present with a Voting Claim or Unresolved
Claim who had not submitted a proxy and who wished to vote at the Meeting. No such

person responded.

The Chair then provided a brief overview of the CCAA proceedings and summarized the
amendments to the Plan since the October 19 Plan. Upon conclusion of the summary of
the Plan, the Chair asked whether anyone who was entitled to speak had any questions
regarding the Plan. Ken Dekker of Affleck Greene McMurtry LLP, counsel for BDO,
asked a question regarding the timeframe for further detail surrounding the mechanics
regarding the implementation of the Plan and the continuation of the Class Actions
including matters relating to documentary discovery and the impact of the release.
Derrick Tay of Gowlings, counsel for the Monitor, replied that while discussions may
take place prior to the Sanction Hearing, it was unlikely that all such issues would be

resolved prior to the Sanction Hearing.

Upon conclusion of the discussion of the Plan, the Chair reviewed the process for voting
on the Plan as set out in the Voting Procedures (Appendix F), The Chair then confirmed
that: (a) the result of the proxy count would be announced after proposal and
consideration of the motion and that results of both Voting Claims and Unresolved

Claims would be announced; and (b) the CCAA requires a majority in number and 2/3 in

EmoE.T.0
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30.

31.

i
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value of the voting class (present at the Meeting in person or by proxy) for approval of

the Plan.
The Chair then read out the proposed resolution (Appendix G), as follows:

(a) “The plan of compromise and reorganization (the "CCAA Plan") under the
Companies' Creditors Arrangement Act (Canada) and the Canada Business
Corporations Act concerning, affecting and involving Sino-Forest Corporation
("SEC"), substantially in the form dated December 3, 2012 (as such CCAA Plan
may be amended, varied or supplemented by SFC from time to time in accordance
with its terms) and the transactions contemplated therein be and it is hereby
accepted, approved, agreed to and authorized;

(b)  Notwithstanding the passing of this resolution by each Affected Creditor Class (as
defined in the CCAA Plan) or the passing of similar resolutions or approval of the
Ontario Superior Court of Justice (the "Court"), the board of directors of SFC,
without further notice to, or approval of, the Affected Creditors (as defined in
CCAA Plan), subject to the terms of the CCAA Plan, may decide not to proceed
with the CCAA Plan or may revoke this resolution at any time prior to the CCAA
Plan becoming effective, provided that any such decision after the issuance of a
sanction order shall require the approval of the Monitor and the Court; and

(c) Any director or officer of SFC be and is hereby authorized, for and on behalf of
SFC, to execute and deliver, or cause to be executed and delivered, any and all
docurnents and instruments and to take or cause to be taken such other actions as
he or she may deem necessary or desirable to implement this resolution and the
matters authorized hereby, including the transactions required by the CCAA Plan,
such determination to be conclusively evidenced by the execution and delivery of
such documents or other instruments or taking of any such actions.”

Robert Chadwick of Goodmans LLP, holder of a number of proxies on behalf of

Noteholders, then proposed the motion.

The Monitor then advised that it had tabulated the proxies indicating votes received for
both Voting Claims and Unresolved Claims in connection with the Plan (as amended up

to December 3, 2012). The following tables show:

(a) the number of Voting Claims and their value for and against the Plan (table 1):

Number of Votes Yalue of Votes
Total Claims Voting For 250 98.81%| § 1,465,766204 | 99.97%
Total Claims Voting Against 3 Li%%)| § 414,087 0.03%
Total Claims Voting 253 100.00%| $ 1,466,180,201 | 100.00%

CONSULTING
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the number of votes for and against the Plan in connection with Class Action
Indemnity Claims in respect of Indemnified Noteholder Class Action Claims up

to the Indemnified Noteholder Limit (table 2):

Vote For Vote Against Total Votes
Class Action Indemmity Claims 4 1 5

the number of Defence Costs Claims votes for and against the Plan and their value

(table 3):

Total Claims Voting For

Number of Votes
12

%o
92.31%

Value of Votes

3 8375016

Yo
96.10%

Total Claims Vofing Against

1

7.65%

§ 340,000

3.90%

Total Claims Voting

13

100.00%

5 8715016

100.00%

(d)

the overall impact on the approval of the Plan if the count were to include Total
Unresolved Claims (including Defence Costs Claims) and if the entire $150
million of the Indemnified Noteholder Class Action Limit had been voted a “no”

vote (table 4):

a
! 1 1 ) 0 0

98.50%

Total Claims Voting For 263 5 1,474,149,082 | 90.72%
Total Claims Voting Against 4 1.50%| § 150,754,087 9.28%
Total Claims Voting 267 100.00%| $ 1,624.903,169 | 100.00%

32. A copy of the Minutes of the Meeting including a copy of the scrutineer’s report is
attached as Appendix H.

33, The motion was carried and Meeting was terminated at approximately [0:34am.

ADDITIONAL UPDATES

OSC Proceedings vegarding EY

34.

On December 3, 2012, the OSC issued a statement of allegations and notice of hearing

against EY (Appendix I). The hearing was set for January 7, 2013.

Appeal of the Equity Decision

i

CONSULTING
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On November 28, 2012, the Underwriters provided notice of their intention to seek leave
of the Supreme Court of Canada to appeal the Ontario Court of Appeal’s decision
dismissing the appeal of the Equity Claims Decision. The Underwriters have now

advised of their decision to not further pursue leave of the Supreme Court of Canada.

REMAINING OBJECTIONS TO THE PLAN

36.

37.

38.

I

<

o

The Company and the ICNs have made significant progress in resolving issues relating to
the Plan such that, neither the Ontario Plaintiffs nor the Quebec Plaintiffs are opposed to
the Plan; and both Emst & Young and the Underwriters are supportive of the Plan. As of
the date of this Report, the Monitor is aware of objections to the Plan from only from
BDO and one former director and one former officer. The Company and the ICNs intend
to continue to work to see if the objections of BDO can be resolved prior to the Sanction

Hearing.

As of the date of this Supplemental Report, the former director and former officer
referred to above have written letters indicating their intention to object to the Plan. For

the reference of the Court, attached are the foliowing documents:

(a) Letter from Wardle Daley Bernstein re Claim of David Horsley dated November
29, 2012 and responding letter of Bennett Jones LLP dated November 30, 2012
(Appendix J);

(b) Proof of Claim (excluding Tab 1 and 2) of David Horsley for vacation pay,

termination and severance pay dated November 1, 2012 (Appendix K); and

(c) Letter from Davis LLP re Kai Kit Poon dated November 28, 2012 and responding
letter of Gowling Lafleur Henderson LLP dated November 29, 2012 (Appendix
L).

Additionally, the Monitor is aware that an individual, Mr. Lam, who the Monitor
understands was a purchaser of shares after the release of the MW Report (and therefore
not part of the Class Actions) has requested changes to the Plan to, among other things,

expressly preserve his claims against the Third Party Defendants. The Monitor has

l-.
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written to Mr. Lam and indicated that it was not prepared to recommend any of the

changes requested.

RECOMMENDATION AND CONCLUSIONS

39.  The Thirteenth Report contained the Monitor’s analysis as to the reasonableness of the
Plan. The Monitor remains of the view that liquidation or bankruptcy would not be more

beneficial to the Company’s Affected Creditors.

40.  As set out above, a number of outstanding objections to the Plan have now been settled
and an overwhelming majority in number and in value of Affected Creditors with Voting

Claims present in person or by proxy at the Meeting voted in favour of the Plan.

41.  Accordingly, for the reasons set out in the Thirteenth Report and this Supplemental
Report, the Monitor believes that the Plan is fair and reasonable and respectfully
recommends that this Honourable Court grant the Company’s request for sanction of the

Plan.

TR a)
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Dated this 4™ day of December, 2012.

FTI Consulting Canada Inc.
In its capacity as Monitor of
Sino-Forest Corporation, and not in its personal capacity

Greg Watson Jody Porepa
Senior Managing Director Managing Director
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INTRODUCTION

[

On March 30, 2012 (the “Filing Date”), Sino-Forest Corporation (the “Company” or
“SFC”) filed for and obtained protection under the Companies’ Creditors Arrangement
Aet, R.S.C. 1985, c. C-36, as amended (the “CCAA”). Pursuant to the Order of this
Honourable Court dated March 30, 2012 (the “Initial Order”), FTI Consulting Canada
Inc. was appointed as the Monitor of the Company (the “Monitor”) in the CCAA
proceedings. By Order of this Court dated April 20, 2012, the powers of the Monitor
were expanded in order to, among other things, provide the Monitor with access to

information concerning the Company’s subsidiaries.

On December 10, 2012, the Court granted an Order (the “Sanction Order™) approving
the Company’s Plan of Compromise and Reorganization dated December 3, 2012 (the
“Plan™),

The following appendices have been attached to this Fifteenth Report:
(a) Appendix A - the Minutes of Settlement (as defined below);
(b) Appendix B - the Plan;

(c) Appendix C - the Monitor’s Thirteenth Report dated November 22, 2012 (the
“Thirteenth Report”) (without appendices);

(d) Appendix D - the Monitor’s Supplemental Report to the Thirteenth Report dated
December 4, 2012 (the “Supplemental Report™) (without appendices);

(e) Appendix E - the Monitor’s Second Supplemental Report to the Thirteenth Report
dated December 6, 2012 (the “Second Supplemental Report”) (without

appendices);
) Appendix F - the Claims Procedure Order;
(2) Appendix G - the Mediation Order;

(h) Appendix H - the Meeting Order;
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(i) Appendix I - Notice of Appearance of Kim Orr;

() Appendix J - the Sanction Order;

(k) Appendix K - Endorsement of Justice Morawetz re Sanction Hearing;
)] Appendix L - Notice of Motion re Leave to Appeal the Sanction Order;

(m)  Appendix M - (i) letter from Bennett Jones to Kim Orr dated January 3, 2013; (ii)
letter from Kim Orr to Bennett Jones dated January 3, 2013; (iii) letter from
Lenczner Slaght to Kim Orr dated January 3, 2013;

(n) Appendix N - E&Y Notice Order (as defined below);
(0) Appendix O - Company’s press release dated January 24, 2013; and

(p)  Appendix P - (i) letter from Gowling Lafleur Henderson dated January 11, 2013
regarding the addition of Allen Chan and Kai Kit Poon as Named Third Party
Defendants; (ii) letter from Gowling Lafleur Henderson dated January 21, 2013
regarding the addition of David Horsley as a Named Third Party Defendant.

The objections received to the Ernst & Young Settlement up to January 21, 2013 have
been filed separately in the Monitor’s fourteenth report dated January 22, 2013 (the
“Fourteenth Report”). Any subsequent Notices of Objection or other correspondence
expressing objections have or will be attached in a supplement or supplements to the

Fourteenth Report.

The proceedings commenced by the Company under the CCAA will be referred to herein
as the “CCAA Proceedings”.

The purpose of this Fifteenth Report is to report on certain matters relating to the Ernst &

Young Settlement.

In preparing this Fifteenth Report, the Monitor has relied upon unaudited financial
information of Sino-Forest, Sino-Forest’s books and records, certain financial

information prepared by Sino-Forest, the Reports of the Independent Committee of the



10.

Company’s Board of Directors dated August 10, 2011, November 13, 2011, and January
31, 2012, and discussions with Sino-Forest’s management. The Monitor has not audited,
reviewed or otherwise attempted to verify the accuracy or completeness of the
information. In addition, the Monitor notes that on January 10, 2012, the Company
issued a press release cautioning that the Company’s historic financial statements and
related audit reports should not be relied upon. Accordingly, the Monitor expresses no
opinion or other form of assurance on the information contained in this Fifteenth Report
or refied on in its preparation. Future oriented financial information reported or relied on
in preparing this Fifteenth Report is based on management’s assumptions regarding

future events; actual results may vary from forecast and such variations may be material.

Unless otherwise stated, all monetary amounts referred to herein are expressed in CDN

Dollars.

The term “Sino-Forest” refers to the global enterprise as a whole but does not include
references to Greenheart (as defined in the Plan). “Sino-Forest Subsidiaries™ refers to all
of the direct and indirect subsidiaries of the Company, but does not include references to

Greenheart.

Capitalized terms used herein and not otherwise defined have the meaning given to them
in the Plan, the Thirteenth Report, the Supplemental Report and/or the Second
Supplemental Report. '

' See Appendices B, C, D and E for copies of the Plan, the Thirteenth Report, the Supplemental Report and the
Second Supplemental Report.
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BACKGROUND

Overview of the CCAA Proceedings

11.

12,

The description of the Company’s business as well as the background to these

proceedings has all been set out in previous reports of the Monitor as well as affidavits

filed by the Company in connection with the CCAA Proceedings and is therefore not

repeated herein.

A brief chronology of certain of the significant events in the CCAA Proceedings to date

is as follows:

(@)

(b)

(©

(d)

(e)

On March 30, 2012, the Company sought and the Court granted the Initial Order
the terms of which included a stay of proceedings (the “Stay”) against the
Company, its directors and officers and the Sino-Forest Subsidiaries. The Stay
has been extended from time to time and is currently extended through to

February 1, 2013.

As part of its application for the Initial Order, the Company advised that it had
entered into the RSA which provided for the terms on which certain Initial

Consenting Noteholders would consent to a restructuring transaction.

On the same day, the Court granted the Sale Process Order pursuant to which the
Company was authorized to conduct a sale process, in part, as a market test of the

transactions contemplated under the RSA.

On April 20, 2012, the Court granted an Order expanding the Monitor’s powers in

these proceedings.

On May 8, 2012, on a motion by the Company (the “Third Party Stay Motion™),
the Court granted an Order confirming that the Stay extended to the Third Party

Defendants (as defined below) in the Class Actions.
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(g)

(h)

@

@

(k)

0

On May 14, 2012, the Court granted the Claims Procedure Order which provided
for the calling of claims against the Company, its directors and officers and the

Sino-Forest Subsidiaries and established a claims bar date.

On June 26, 2012 the Company brought a motion relating to a determination on
“equity claims” and on July 27, 2012, the Court granted the motion and issued the
Equity Claims Order. An appeal from the Equity Claims Order was dismissed by
the Ontario Court of Appeal on November 23, 2012.

On July 25, 2012, the Monitor sought and the Court granted the Mediation Order,
directing a mediation of the Class Action Claims against the Company and the
Third Party Defendants. The Mediation took place over the course of September
4 and 5, 2012. While no settlements were reached during the Mediation,
settlement discussions among parties to the Mediation continued following the

Mediation.

On August 31, 2012, the Company sought and the Court granted the Meeting
Order which provided for the filing of the Plan and the calling of a meeting of

creditors.

On October 28, 2012, the Ontario Class Action Plaintiffs brought a motion
seeking a lifting of the stay against Ernst & Young, BDO, the Underwriters, Allen
Chan and Kai Kit Poon. The motion was not opposed by the Company or the
Monitor. In an endorsement released on November 6, 2012, the Court dismissed
the motion without prejudice to the Ontario Class Action Plaintiffs to renew their
request on December 10, 2012 (which was the scheduled date for the Sanction

Hearing).

On December 3, 2012, the Meeting took place at which time the Plan was

approved by the Required Majority (also discussed in more detail below).

On December 7, 2012, the Company sought the Sanction Order, which was
granted by the Court on December 10, 2012. A notice of motion for leave to

appeal the Sanction Order has been served by counsel to a group of shareholders
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(“Kirn Orr”). To date, Kim Orr has not perfected its leave motion nor has leave

been granted by the Ontario Court of Appeal.

{m)  On December 21, 2012, the Court granted an Order approving the notice process
for the approval of the Ernst & Young Settlement.

As of the date of this Fifteenth Report, the Company is continuing to work towards the

implementation of the Plan, the details of which are discussed in more detail below.

THE CLAIMS PROCESS, MEDIATION AND PARTICIPATION OF THE CLASS
ACTION PLAINTIFFS IN THE CCAA PROCEEDINGS

Claims, the Class Actions and the Mediation

14,

15.

From the outset of the CCAA Proceedings, it was apparent that addressing the contingent
claims against the Company (and related claims against the Sino-Forest Subsidiaries)
would be important given the extent of the litigation against the Company and resulting
indemnification claims from others named in the Class Actions. To further that process,
on May 14, 2012, the Company obtained the Claims Procedure Order,? which provided
for the calling of claims against the Company, its directors and officers and its
subsidiaries. The call for Claims included a call for “equity claims”. Claims (other than
Restructuring Claims) and D&O Claims {as such terms are defined in the Claims
Procedure Oxrder) were to be filed prior to June 20, 2012 (the “Claims Bar Date”). Any

Claim not filed by the Claims Bar Date is now forever barred.

In developing the terms of the Claims Procedure Order, the Company and the Monitor
were both cognizant of the relatively unique nature of the claims that were anticipated to
be asserted in the claims process. As set out above, as a holding company, unlike many
CCAA debtors, the Company does not have many, if any, trade creditors. Instead, aside
from the claims in respect of the Notes, it was anticipated that most or all of the

remaining claims filed would be in connection with the Class Actions either directly by

? See Appendix F for a copy of the Claims Procedure Order.
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17.

18.

the plaintiffs in the Class Actions or by way of indemnity claims from the Third Party
Defendants.

In that regard, the C6mpany and the Monitor had extensive discussions with class action
counsel for the Ontario Class Action Plaintiffs and the Quebec Class Action Plaintiffs
(collectively, the “Canadian Plaintiffs”) (among others) as to certain terms of the
Claims Procedure Order. Ultimately, numerous changes were made to the Claims
Procedure Order that was proposed to the Court including paragraphs ordering that the
Canadian Plaintiffs were entitled to file representative Proofs of Claim and D&Q Proofs
of Claim (as both terms are defined in the Claims Procedure Order) in respect of the
substance of the Ontario Class Action and the Quebec Class Action, respectively

(collectively, the “Canadian Class Actions™).?

On June 26, 2012, the Company brought a motion seeking a direction that Claims by the
plaintiffs in the Class Actions in respect of the purchase of securities® and resulting
indemnification claims by the Third Party Defendants constituted “equity claims”
pursuant to section 2(1) of the CCAA. The motion as opposed by Ernst & Young, BDO
and the Underwriters. The motion was not opposed by the Canadian Plaintiffs who
conceded that their Class Action claims in respect of the purchase of securities were

“equity claims™.’

On July 27, 2012, the Court issued its decision determining that such claims did
constitute “equity claims” under section 2(1) of the CCAA (the “Equity Claims
Decision”). The Equity Claims Decision was appealed by Ernst & Young, BDO and the
Underwriters. The appeal was heard by the Ontario Court of Appeal on November 13,
2012. On November 23, 2012, the Ontaric Court of Appeal issued its reasons and
dismissed the appeal. The Equity Claims Decision was not appealed to the Supreme

Court of Canada.

* See paragraphs 27 and 28 of the Claims Procedure Order.
? The motion did not deal with claims in respect of the purchase of debt securities.
% Kim Orr did not appear at or in any way oppose the motion on the Equity Claims Decision.
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20.

21.

Early in the CCAA Proceedings, it became apparent to the Monitor that the nature,
complexity and number of parties involved in the litigation claims surrounding the
Company had the potential to cause extensive delay and additional costs in the CCAA
Proceedings. As such, it was the view of the Monitor (with the agreement of the
Company) that there was merit in a global resolution of not only the Class Action Claims
against the Company, but also against the other defendants named in the Class Actions

other than P&yry Beijing (the “Third Party Defendants”).5

On July 25, 2012 the Court granted an order (the “Mediation Order”), directing a
mediation (the “Mediation”) of the class action claims against the Company and the
Third Party Defendants.” The parties directed to participate in the mediation were the
Company, the Canadian Plaintiffs, the Third Party Defendants, the Monitor, the Initial
Consenting Noteholders and relevant insurers. The Monitor is aware and believes that the
parties took the Mediation seriously and relied on the ability of those in attendance to
bind their respective constituents as was required by the Mediation Order. The Mediation
was conducted on September 4 and 5, 2012. No settlements were reached during the

Mediation.

Although no settlements were reached during the Mediation, the Monitor was aware that
many of the Third Party Defendants remained focused on determining whether a
resolution within the CCAA Proceedings was possible. Specifically, the Monitor notes
the description of the ongoing settlement discussions between the Canadian Plaintiffs and
Ernst & Young in the affidavit of Charles Wright sworn January 10, 2013 (the “Wright
Affidavit”), which ultimately resulted in the Ernst & Young Settlement.

® The Third Party Defendants are: EY, BDO, the Underwriters, Allen Chan, Judson Martin, Kai Kit Poon, David
Horsley, William Ardell, James Bowland, James Hyde, Edmund Mak, Simon Murray, Peter Wang and Garry West,
7 See Appendix G for a copy of the Mediation Order,
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THE PLAN, MEETING OF CREDITORS AND SANCTION ORDER

The Plan and the Plan Filing and Meeting Order

22,

23.

24.

On August 14, 2012, the Company announced that it had filed a draft plan of compromise
and reorganization (the “August 14 Draft Plan™) with the Court.® On August 15, 2012,
the Company filed a draft information circular with the Court. In connection with the
filing of the August 14 Draft Plan, the Company also brought a motion seeking approval
of a plan filing and meeting order (the “Meeting Order”) which, among other things,
provided for the calling of a meeting of creditors (the “Meeting”).” It was agreed that the

Meeting Date would be subsequent to the completion of the Mediation.

The motion for the Meeting Order was returnable on August 28, 2012. Due to concerns
raised by certain of the Third Party Defendants, the motion was postponed to determine
whether the parties could agree to changes that would result in a mutually satisfactory
proposed order, which was ultimately achieved. On August 31, 2012, the Court granted
the Meeting Order.

On October 19, 2012, the Company filed a revised plan of compromise and
reorganization and information statement. Further revised versions of the Plan were filed
on November 28, 2012 and December 3, 2012. The December 3, 2012 version of the
Plan (being the final version of the Plan that was put to creditors at the Meeting and the
Court at the Sanction Hearing) included amendments relating to the Third Party
Defendants including the new Article 11.1 which provided for a mechanism through

which the release contemplated by the Emst & Young Settlement could be achieved. 10

The Meeting

25.

The details regarding the calling of the Meeting as well as the conduct of the Meeting are
set out in detail in the Supplemental Report and therefore not repeated herein. Briefly, the

Meeting Order provided for:

® A further draft of the Plan dated August 27, 2012 was filed prior to the return of the motion for the Meeting Order.
® See Appendix H for a copy of the Meeting Order.
'® See Appendix B for a copy of the Plan,
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26.

27.

(a) notice and mailing of the Company’s plan, supplements and amendments thereto;
(b)  the solicitation of proxies;
(c) the calling of a meeting of creditors; and

(d)  those Persons who were entitled to attend and vote on the plan at the meeting —
specifically, holders of equity claims were not (in such capacity) entitled to attend

the Meeting, nor were they entitled to vote on the Plan.

The Meeting was held at Gowlings® office on December 3, 2012, starting shortly after
[0am. By the time the Meeting was conducted, the Company (with the assistance of
others) had made considerable progress in obtaining support for its Plan. Notably, with
those holding Voting Claims, there were only three (3) votes against the Plan
(representing approximately .03% in value) and there was only one vote against the Plan

in respect of Unresolved Claims (namely, BDO).

In accordance with the Meeting Order, persons who were entitled to vote submitted their
proxies which were used to vote on the Plan in the form presented at the Meeting. Asa
result, the Plan received overwhelming approval by creditors with Voting Claims who
voted in person or by proxy (99.96% in value and 98.81% in number) and even if the
results of the votes on the Unresolved Claims counted towards the Required Majority, the
Plan still would have received overwhelming approval (90.72% in value and 98.5% in
number).!!  Further, as discussed below, subsequent to the Meeting and prior to the
Sanction Hearing, BDO (the only party with Unresolved Claims that voted “no”), became
a Named Third Party Defendant under the Plan and supported approval of the Plan at the
Sanction Hearing. Lastly, as set out above, holders of equity claims (including the

Canadian Plaintiffs) were not entitled to attend the Meeting or vote on the Plan.

The Sanction Order

28.

The Sanction Hearing was held on December 7, 2012. At the Sanction Hearing, there

were no claimants who filed Claims, D&O Claims or D&O Indemnity Claims (all as

!! See paragraph 31 of the Supplemental Report (Appendix D) for a full summary of the voting results.
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defined in the Claims Procedure Order) under the Claims Procedure Order and/or who
voted at the Meeting who opposed the sanctioning of the Plan. Specifically, the following

parties were supportive of the Plan:

(a) the Company;

(b)  the Company’s board of directors;
(©) the Monitor;

(d) the Initial Consenting Noteholders;
(e) Emnst & Young;

® the Underwriters; and

(g) BDO.

There were also a number of parties, including counsel for the Canadian Plaintiffs and the
U.S. Plaintiffs, who did not oppose the sanctioning of the Plan. The only parties who
expressed any opposition to the sanctioning of the Plan were three shareholders of the
Company, Invesco Canada Ltd., Northwest & Ethical Investments L.P. and Comité
Syndical National De Retraite Batirente Inc. (collectively, the “Objecting
Shareholders”), which were represented by Kim Orr, who served a notice of appearance
on December 6, 2012, one (1) day prior to the Sanction Hearing in these CCAA
Proceedings. 2 Notwithstanding the fact that Kim Orr acknowledged during the Sanction
Hearing that it had been monitoring the CCAA Proceedings on behalf of its clients, none
of the Objecting Shareholders had previously objected to the Claims Procedure Order, the
Mediation Order, nor did any of them file Claims or D&Q Claims under the Claims
Procedure Order independent of the representative Claims and D&QO Claims that were

filed by the Canadian Plaintiffs as authorized by paragraphs 27 and 28 of the Claims

12 See Appendix I for a copy of the notice of appearance of Kim Orr.



30.

Procedure Order. The Court issued its endorsement on the Sanction Hearing and the

Sanction Order was granted on December 10, 2012."°

A notice of motion for leave to appeal the Sanction Order has been served by Kim Orr."
However, in an exchange of correspondence between the Company and Kim Orr, Kim
Orr confirmed that they did not intend to seek a stay of the implementation of the Plan

pending appeal. '’

Plan Implementation

31.

32.

Since the granting of the Sanction Order, the Company, with the assistance of the
Monitor and the Initial Consenting Noteholders, has worked towards fulfilling all of the
conditions precedent to the implementation of the Plan. On January 24, 2013, the
Company announced that it anticipated that the Plan Implementation Date will occur on

or about January 29, 2013 and, in any event, prior to the end of January 2013.'6
Subsequent to the Sanction Order being granted,

(a) Allen Chan, Kai Kit Poon and David Horsley have been added as “Named Third
Party Defendants” to the Plan which means, among other things, that none of
those three individuals will be entitled to receive any distributions under the

Plan; 17

(b)  As a result of the addition of Mr. Chan, Mr. Poon and Mr. Horsley as Named
Third Party Defendants to the Plan, the Unresolved Claims Reserve was reduced
from Plan consideration sufficient to address $162.5 million of Unresolved
Claims to Plan consideration sufficient to address $1.2 million of Unresoived

Claims;

! See Appendices J and K for copies of the Sanction Order the Court’s endorsement,
' See Appendix L for a copy of the notice of motion seeking leave to appeal the Sanction Order.

5 See Appendix M copies of correspondence from Bennett Jones to Kim Orr; a responding letter from Kim Orr to

Bennett Jones; and a responding letter from Lenczner Slaght to Kim Orr all dated January 3, 2013,

'S See Appendix O for a copy of the Company’s press release announcing that it anticipates that Plan
implementation will occur on or about January 29, 2013.

'7 See Appendix P for Ictters dated January 11, 2013 and January 21, 2013,
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(c) On January 15, 2013, the Company obtained an Order of the Court with respect to
certain document retention matters (the “Document Retention Protocol

Order™); and

(d) On January 21, 2013, the Company obtained an Order to approve certain
administrative changes to the Plan including providing for the creation of an
additional escrow to be maintained by the Monitor in connection with certain

Hong Kong stamp duty matters.

THE ERNST & YOUNG SETTLEMENT

The Ernst & Young Settlement and Article 11 of the Plan

33.

34,

As set out above, Emst & Young is one of the Third Party Defendants named in the
Canadian Class Actions (as well as the class action proceeding commenced in the U.S.).
In turn, in connection with the claims process conducted pursuant to the Claims
Procedure Order, Ernst & Young filed both Claims and D&O Claims against the
Company, the Sino-Forest Subsidiaries and numerous individuals for indemnity,
contractual damages and other matters. The Monitor notes that the Proof of Claim and
D&O Proof of Claim (each as defined in the Claims Procedure Order) filed by Ernst &
Young are attached as Exhibits C and D to the affidavit of Mike P. Dean sworn January
11, 2013.

Prior to the Meeting, the Canadian Plaintiffs reached a settlement with Ernst & Young
pursuant to certain minutes of settlement dated November 29, 2012 (the “Minutes of
Settlement™).’® The Minutes of Settlement provided for the settlement of all claims
against Ernst & Young and, in turn, resulted in amendments to the Plan and, in that
context, Ernst & Young agreed, among other things, that it would not receive any
consideration under the Plan, waived all rights to appeal and also resulted in Ernst &

Young being supportive of and voting in favour of the Plan.

18 See Appendix A for a copy of the Minutes of Settlement.
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35.

36.

A detailed outline of the Ernst & Young Settlement is set out in the affidavit of Charles
Wright sworn January 10, 2013 and therefore not repeated herein. In general terms, the
Emst & Young Settlement provides for the payment by Ernst & Young to a settlement
trust of a $117 million settlement amount (the “Settlement Fund”) upon the satisfaction
of certain conditions including: (a) approval of the court of the Ernst & Young Settlement
(the “Ernst & Young Settlement Approval Order™); and (b) recognition by the U.S.
court of the Ernst & Young Settlement Approval Order pursuant to chapter 15 of title 11
of the United States Code.

In exchange for payment of the Settlement Fund, the Minutes of Settlement provide for
the requirement that Ernst & Young receive a full release of all claims against it to be
effected pursuant through the CCAA Plan mechanism. As such, amendments to the
November 28 Plan were required in order to incorporate this structure. Details of the
changes to the Plan relating to Emnst & Young are set out in the Supplemental Report. A

brief description is as follows:

(a) Any and all indemnification rights and entitlements of Ernst & Young and any
indemnification agreement between Ernst & Young and the Company shall be
deemed to be valid and enforceable in accordance with their terms for the
purposes of determining whether the Claims of Emst & Young for
indemnification in respect of the Noteholder Class Action Claims are valid and

enforeeable within the meaning of section 4.4(b) the Plan.'’
(b) Emst & Young shall not be entitled to any distributions under the Plan.

(c) The Sanction Order shall contain a stay against Ernst & Young between the Plan
Implementation Date and the earlier of the Emst & Young Settlement Date (as
defined in the Plan) or such other date as may be ordered by the Court on a

motion to the Court.

® Section 4.4(b) of the P lan, among other things, establishes the Indemnified Noteholder Class Action Limit.
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(d) Section 1.1 of the Plan contains provisions that provide a framework pursuant to
which a release of the Ernst & Young Claims®® under the Plan would happen if
several conditions were met. That release will only be granted if all conditions

are met including further court approval. A summary of those terms is as follows:

(i) Notwithstanding anything to the contrary in the Plan, subject to (A) the
granting of the Sanction Order; (B) the issuance of the Settlement Trust
Order (as may be modified in a manner satisfactory to the parties to the
Ernst & Young Settlement and the Company (if occurring on or prior to
the Plan Implementation Date), the Monitor and the Initial Consenting
Noteholders, as applicable, to the extent, if any, that such modifications
affect the Company, the Monitor or the Initial Consenting Noteholders,
each acting reasonably); (C) the granting of an Order under Chapter 15 of
the United States Bankruptcy Code recognizing and enforcing the
Sanction Order and the Settlement Trust Order in the United States; (D)
any other order necessary to give effect to the Ernst & Young Settlement
{(the orders referenced in (C) and (D) being collectively the “Ernst &
Young Orders”); (E) the fulfillment of all conditions precedent in the
Ernst & Young Settlement and the fulfillment by the Ontario Class Action
Plaintiffs of all of their obligations thereunder; and (F) the Sanction Order,
the Settlement Trust Order and all Ernst & Young Orders being final
orders and not subject to further appeal or chatlenge, Emst & Young shall
pay the settlement amount as provided in the Ernst & Young Settlement to
the trust established pursuant to the Settlement Trust Order (the
“Settlement Trust”);

(i1) Upon receipt of a certificate from Ermnst & Young confirming it has paid
the settlement amount to the Settlement Trust in accordance with the Ernst

& Young Settlement and the trustee of the Settlement Trust confirming

2 «Bmst & Young Claims” has the definition given to it in the Plan and does not include any proceedings or
remedies that may be taken against Emst & Young by the Ontario Securities Commission or by staff of the Ontario
Securities Commission and the jurisdietion of the Ontario Securities Commission is expressly preserved,
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37.

receipt of such settlement amount, the Monitor shall deliver to Ernst &
Young the Monitor’s Emst & Young Settlement Certificate. The Monitor
shall thereafter file the Monitor’s Ernst & Young Settlement Certificate

with the Court;

(ili)  Notwithstanding anything to the contrary in the Plan, upon receipt by the
Settlement Trust of the settlement amount in accordance with the Emst &
Young Settlement: (A) all Ernst & Young Claims shall be fully, finally,
irrevocably and forever compromised, released, discharged, cancelled,
barred and deemed satisfied and extinguished as against Ernst & Young;
(B) section 7.3 of the Plan shall apply to Ernst & Young and the Emst &
Young Claims mutatis mutandis on the Emst & Young Settlement Date;
and (C) none of the plaintiffs in the Class Actions shall be permitted to
claim from any of the other Third Party Defendants that portion of any
damages that corresponds to the liability of Ernst & Young, proven at trial

or otherwise, that is the subject of the Ernst & Young Settlement; and

(iv) In the event that the Emst & Young Settlement is not completed in
accordance with its terms, the Ernst & Young Release will not become
effective (and any claims against Ernst & Young will be assigned to the

Litigation Trust).

The focus of Kim Orr’s objections at the Sanction Hearing related to the inclusion of
Article 11.1 relating to the Emst & Young Settlement. At the Sanction Hearing, it was
made clear by all parties that approval of the Emst & Young Settlement (including the
potential for a release under Article 7 of the Plan) was not being sought on that date and
would be the subject of a further motion. However, the Company (and others) did take
the view that the Plan, as a whole (not in part), was being considered for Court approval.
Ultimately, the Court, in the Sanction Order, approved the Plan, in its entiréty. In his

endorsement, Justice Morawetz notes:

The Plan was presented to the meeting with Article 11 in place. This was

the Plan that was subject to the vote and this is the Plan that is the subject
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of this motion. The alternative proposed by the Funds was not considered
at the meeting and, in my view, it is not appropriate to consider such an

alternative on this motion.

The Monitor participated in the development of the Plan as a whole and is of the view
that it is clearly reflected in the Court’s endorsement that the Plan, as a whole, be

approved.

The E&Y Notice Order

39.

40.

41.

The parties took the view that this Court was the appropriate court for hearing the motion
to approve the Ernst & Young Settlement. Upon direction from the Regional Senior
Justice on December 13, 2012, it was determined that the Court would hear the motion
for approval of the Ernst & Young Settlement. On December 21, 2012, the Court granted
an order (the “E&Y Notice Order”) approving the notice process regarding the approval
of the Ernst & Young Settlement and scheduled the motion date for the Ernst & Young
Settlement Motion to be February 4, 2013.*!

The E&Y Notice Order set out the required methods for providing notice of the Ernst &
Young Settlement as well as an objection process pursuant to which any person wishing
to object to the approval of the Ernst & Young Settlement at the Ernst & Young
Settlement Motion was required to file a notice of objection in the prescribed form on or
prior to January 18, 2013. The Monitor was also required to attach all objections

received to a report to court.

The Monitor has filed its Fourteenth Report that contained all Notices of Objections or
other correspondence expressing objections received up to the date of the Fourteenth
Report. The Monitor has or will provide any further Notices of Objection or other

correspondence expressing objections in further supplements to the Fourteenth Report.

The Benefits of Ernst & Young Settlement to the Company and the CCAA Proceedings

2! ee Appendix N for a copy of the E&Y Notice Order.
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42.

43.

44,

Although the Ernst & Young Settlement resolves class action litigation claims against
Emst & Young, the settlement was reached in the context of the Company’s CCAA
Proceedings and has provided a benefit to the Company, the Plan and the CCAA

Proceedings for the following reasons. In particular:

(a) It eliminated the chance that Emst & Young would seek leave to appeal the
Equity Claims Decision to the Supreme Court of Canada which might have been

costly and time consuming;

(b)  Given that the Equity Claims Decision did not address the entirety of Ernst &
Young’s indemnity claims, the settlement results in the elimination of further
litigation relating to the acceptance, disallowance or revision of the Claim and
D&O Claim filed by Emst & Young, which litigation could have been extensive,

lengthy and costly;
(c) Emst & Young has agreed to forego any distributions under the Plan which; and

(d) It eliminated the possibility that Ernst & Young would vote against the Plan,
object to the Sanction Hearing and appeal the Sanction Order which could have
caused delay in implementing the Plan and result in significant additional cost to

the estate.

Further, the Monitor has consistently recognized the potential benefit of settlement within
the CCAA Proceedings of the litigation claims surrounding the Company, inciuding those
against the Third Party Defendants. This view was evident not only in the Monitor’s
Reports but also through the Monitor’s support of the Third Party Stay Motion as well as
the bringing of the motion for Mediation. The Monitor has, throughout, encouraged the
settlement of these claims within the CCAA framework which, in the Monitor’s view,

provides for an efficient legal regime through which such settlements may be effected.

The Monitor has also consistently expressed its views regarding urgency in the CCAA
Proceedings and is of the view that the Emst & Young Settlement has assisted in

eliminating a potential delay in the implementation of the Plan.
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MONITOR’S RECOMMENDATION

45.  For the reasons set out above, the Monitor recommends approval of the Ernst & Young
Settlement including the granting of the proposed release as set out in Articles 7 and 11
of the Plan.
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Dated this 28" day of January, 2013.

FTI Consulting Canada Inc.
In its capacity as Monitor of
Sino-Forest Corporation, and not in its personal capacity

= O

Greg Watson Jodi Porepa
Senior Managing Director Managing Director

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

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

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

MONITOR’S CERTIFICATE
(Plan Implementation)

All capitalized terms not otherwise defined herein shall havc the meanings ascribed
thereto in the Plan of Compromise and Reorganization of Sino-Forest Corporation (“SFC™)
dated December 3, 2012 (the “Plan”), which is attached as Schedule “A™ to the Order of the
Honourable Mr. Justice Morawetz made in these proceedings on the 10" day of December, 2012
(the “Order™), as such Plan may be further amended, varied or supplemented from time to time

in accordance with the terms thereof,

Pursvant to paragraph 12 of the Order, FTI Consulting Canada Inc. (the “Monitor™) in its
capacity as Court-appointed Monitor of SFC delivers to SFC and Goodmans LLP this cerlificate
and hereby certifies that:

1. The Monitor has received written notice from SFC and Goodmans LLP (on behalf
of the Initial Consenting Noteholders) that the conditions precedent set out in section 9.1 of the

Plan have been satisfied or waived in accordance with the terms of the Plan; and

TOR_LAWL 367738541



2, The Plan Implementation Date has occurred and the Plan and the Plan Sanction

Order are effective in accordance with their terms.

DATED at the City of Toronto, in the Province of Ontario, this _319,]_ 1'day of January, 2013.

TOR_LAWABOTTI85

FTI CONSULTING CANADA INC,, in its
capacity as Court-appointed Monitor of the Sino-

Forest 221&011 and not in its personal capacity

Name: 6:?‘-'. =L %_%
Tltle 'Su«.tof f\'\a-u & “\\'Q«—&\‘D
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Court File No. CV-12-9667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE COMPANIES’ CREDITORS
ARRANGEMENT ACT, R.5.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR

ARRANGEMENT OF SINO-FOREST CORPORATION

FACTUM OF THE UNDERWRITERS
NAMED IN CLASS ACTIONS
(motion for a Sanction Order,
returnable December 7 and 10, 2012)

36184-2001 14520168 4

TORYS LLP

79 Wellington Street West
Suite 300, TD Centre
Toronto, Ontario MSK IN2

Fax: 416.865.7380
David Bish (LSUCH#: 41629A)

Tel: 416.865.7353
Email ; dbish@torvs.com

Adam M. Slavens (LSUC#: 54433])
Tel: 416.865.7333
Email : aslavens{@torys.com

Lawyers for the Underwriters
named in Class Actions
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Court File No. CV-12-9667-00CL.

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

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

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

FACTUM OF THE UNDERWRITERS
NAMED IN CLASS ACTIONS
(motion for a Sanction Order,
returnable December 7 and 10, 2012)
1. This brief factum is filed by the Underwriters' in connection with the motion of Sino-Forest
Corporation (“SFC”) for an order (the “Sanction Order), among other things, sanctioning the Plan of
Compromise and Reorganization pursuant to the Companies’ Creditors Arrangement Act and the

Canada Business Corporations Act concerning, affecting and involving SFC (the “Plan™).?

2. The Underwriters are among the Third Party Defendants in the Class Actions, with enforceable
rights of indemnification against SFC and its subsidiaries in respect of claims in the Class Actions

made by certain Noteholders (i.e., the “Noteholder Class Action Claims™).

3. The Underwriters consent to the granting of the Sanction Order in respect of the Plan. This
position is based on, among other things, the following features of the Plan and, where applicable,

corresponding provisions in the Sanction Order:
The “Cap” on Noteholder Class Action Claims

(@  The Plan includes a “cap” on the liability that Underwriters and other Third Party

Defendants have in the Class Actions in respect of the Noteholder Class Action Claimus.

! The Underwriters are Credit Suisse Securitics (Canada) Inc., TD Securities Inc., Dundee Securities Corporation, RBC
Dominion Securities Inc., Scotia Capital Inc., CIBC World Markets Inc., Merrill Lynch Canada Inc., Canaccord Financial
Ltd. (pow known as Canaccord Genuity Corp.), Maison Placements Canada Inc., Credit Suisse Securities (USA)LLC and
Merrill Lynch, Pierce, Fenner & Smith Incorporated, successor by merger to Banc of America Securities LLC.

2 Unless otherwise defined, capitalized terms used herein have the meanings attributed to those terms in the Plan.

36184-2001 14520163.4
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(®)  The collective aggregate amount of all rights and claims asserted or that may be
asserted against the Third Party Defendants in respect of any Noteholder Class Action
Claims for which any there is a valid and enforceable Class Action Indemnity Claim
against SFC shall not exceed, in the aggregate, the Indemnified Noteholder Class
Action Limit of $150 million, and all Persons shall be permanently and forever barred,
estopped, stayed and enjoined, on and after the Effective Time, from seeking to enforce
any liability in respect of the Indemnified Noteholder Class Action Claims that exceeds
the Indemnified Noteholder Class Action Limit.

(©)  The “cap” is also subject to downward adjustment. In the event that any Third Party
Defendant is found to be liable for or agrees to a settlement in respect of a Noteholder
Class Action Claim (other than a Noteholder Class Action Claim for fraud or criminal
conduct) and amounts are paid by or on behalf of the applicable Third Party Defendant,
then the amount of the Indemnified Noteholder Class Action Limit applicable to the
remaining Third Party Defendants will be reduced.

(d)  To ensure the “cap” is effective, it is agreed that the Claims of the Underwriters for
indemnification in respect of any Noteholder Class Action Claims (other than
Noteholder Class Action Claims against the Underwriters for fraud or criminal conduct)
shall, for purposes of the Plan, be deemed to be valid and enforceable Class Action
Indemnity Claims against SFC, and that: (i) any and all indemmnification rights and
entitlements of Ernst & Young at cominon law and any and all indemnification
agreements between Ernst & Young and SFC shall be deemed to be valid and
enforceable in accordance with their terms for the purpose of determining whether the
Claims of Emst & Young for indemnification in respect of Noteholder Class Action
Claims are valid and enforceable; and (ii) any and all indemnification rights and
entitlements of BDO Limited at common law and any and all indemnification
agreements between BDO Limited and SFC shall be deemed to be valid and
enforceable in accordance with their terms for the purpose of determining whether the

Claims of BDO Limited for indemnification in respect of Noteholder Class Action

36184-2001 14520168.4



1272

Claims are valid and enforceable. In addition, all indemnification rights and
entitlements of the Named Third Party Defendants at common law and any and all
indemnification agreements between the Named Third Party Defendants and SFC shall
be deemed to be valid and enforceable in accordance with their terms for the purpose of
determining whether the Claims of the Named Third Party Defendants for

indemnification in respect of Noteholder Class Action Claims are valid and enforceable.

Release of Noteholder Class Action Claims Against
the Underwriters in Excess of the “Cap”

(e) Noteholder Class Action Claims that exceed the “cap” are released as against the

Underwriters.

@ Any portion or amount of liability of the Underwriters for the Noteholder Class Action
Claims (other than any Noteholder Class Action Claims against the Underwriters for
fraud or criminal conduct), on a collective, aggregate basis in reference to all
Noteholder Class Action Claims together, that exceeds the Indemnified Noteholder
Class Action Limit shall be fully, finally, irrevocably and forever compromised,

released, discharged, cancelled and barred on the Plan Implementation Date.

Release from Litigation Trust Claims

() The Underwriters are released from Litigation Trust Claims, and therefore face no
litigation opposite the Litigation Trust (and claims it will have from Noteholders or

SFC), subject only to claims for fraud or criminal conduct.

(h)  Litigation Trust Claims exclude Causes of Action (other than claims for fraud or
criminal conduct) against the Underwriters by SFC or the Trustees (on behalf of the
Noteholders), and all such Causes of Action shall be deemed to be Excluded Litigation
Trust Claims that are fully, finally, irrevocably and forever compromised, released,

discharged, cancelled and barred on the Plan Implementation Date.

36184-2001 14520168.4



@) Excluded Litigation Trust Claims shall be fully, finally, irrevocably and forever
compromised, released, discharged, cancelled and barred on the Plan Implementation
Date,

G) The Underwriters, together with their respective present and former affiliates, partners,
associates, employees, Servants, agents, contractors, directors, officers, insurers and
successors, administrators, heirs and assigns, excluding any Director or Officer and
successors, administrators, heirs and assigns of any Director or Officer in their capacity
as such, are Named Third Party Defendants.

(k) Upon delivery of a Monitor’s Named Third Party Settlement Certificate and to the
extent provided for by the terms of the applicable Named Third Party Defendant
Release, the applicable Causes of Action against the applicable Named Third Party
Defendant shall be fully, finally, irrevocably and forever compromised, released,
discharged, cancelled, barred and deemed satisfied and extinguished as against the

applicable Named Third Party Defendant.

Document Preservertion

@ SFC has document preservation obligations to protect the Underwriters in their defence

of the Class Actions.

(m)  Prior to the Effective Time, SFC shall: (i) preserve or cause to be preserved copies of
any documents (as such term is defined in the Rules of Civil Procedure (Ontario)) that
are relevant to the issues raised in the Class Actions; and (ii) make arrangements
acceptable to SFC, the Monitor, the Initial Consenting Noteholders, counsel to Ontario
Class Action Plaintiffs, counsel to Emst & Young, counsel to the Underwriters and
counsel to the Named Third Party Defendants to provide the parties to the Class Actions
with access thereto, subject to customary commercial confidentiality, privilege or other
applicable restrictions, including lawyer-client privilege, work product privilege and
other privileges or immunities, and to restrictions on disclosure arising from s. 16 of the

Securifies Act (Ontario) and comparable restrictions on disclosure in other relevant

36184-2001 145201684
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Jurisdictions, for purposes of prosecuting and/or defending the Class Actions, as the
case may be, provided that nothing in the foregoing reduces or otherwise limits the
parties’ rights to production and discovery in accordance with the Rules of Civil
Procedure (Ontario) and the Class Proceedings Act, 1992 (Ontario).

(n})  The Underwriters will seck discovery rights as against Emst & Young if the Emst &
Young Settlement of the Class Actions is subsequenfly approved by the court. The
discovery rights the Underwriters will seek will be at least as expansive as those ordered

inrespect of an earlier settlement of the Class Actions.

Chapter 15 Recognition

(0)  The Plan contemplates an application for Chapter 15 recognition of the Plan and

Sanction Order.

(r)  As promptly as practicable, but in no event later than the third Business Day following
the Plan Implementation Date, a foreign representative of SFC (as agreed by SFC, the
Monitor and the Initial Consenting Noteholders) shall commence a proceeding in a
court of competent jurisdiction in the United States seeking recognition of the Plan and
the Sanction Order and confirming that the Plan and the Sanction Order are binding and
effective in the United States, and the Foreign Representative shall use its best efforts to

obtain such recognition order.

The Ernst & Young Settlement and the
Underwriters’ Class Action Defence

(@)  The Plan preserves the Underwriters’ right to apportion liability in respect of Ernst &

Young’s fault as proven in trial or otherwise in the Class Actions.

6] To the extent that the Third Party Defendants are found to have any liability, the
Underwriters are entitled to seek to have liability apportioned to Emst & Young to
reduce the damages the Underwriters may be required to pay, subject to the limitation

on the right of the plaintiffs in the Class Actions to collect any damages from Ermnst &

36184-2001 14520168.4
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Young in excess of the amount paid by way of the Ernst & Young Settlement. The
Underwriters will also require that this be a term of any approval of the Ernst & Young
Settlement by the court.

4. On the basis of the foregoing, the Underwriters consent to the granting of the Sanction Order.
The Underwriters’ position may change if the Plan is amended in any manner prejudicial to their

Interests.

ALL OF WHICH 1S RESPECTFULLY SUBMITTED

DVl Do), e KO

David Bish

A M. @ens

Lawyers for the Underwriters
named in Class Actions

361842001 14520168.4
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Coust File NolCV=1d- T4 2—-0 0 L

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
) FRIDAY, THE 30"
' )
JUSTICE MORAWETZ ) DAY OF MARCH, 2012

IN THE MATTER OF THE COMPANIES' CREDITORS
ARRANGEMENT ACT, R.8,C, 1985, o, C-36, AS AMENDED

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

INITIAL ORDER

THIS APPLICATION, made by Sino-Foerest Corporation (the “Applicant™), pursuant to
the Companies' Creditors drrangement Act, R.5.C, 1985, ¢, C-36, as amended (the “CCAA™)
was heard this day at 330 University Avenue, Toronto, Ontatlo,

ON READING the affidavit of W, Judson Martin sworn March 30, 2012 and the Exhibits
thereto (the “Martin Affidavit’”) and the Pre-Filing Report of the Proposed Monitor, RTI
Congulting Canada Ine. ("FTT") (the “Moniltor's Pre~Fillng Report"), and on being advised that
thers are no secured oreditors who are likely to be affected by the charges created hetein, and on
hearing the submissions of ceunsel for the Applicant, the Applicant's directors, FTI, the ad hoe
commitiee of holdess of notes lssued by the Applioant (the “Ad Hoe Notsholders™), and no one
else appearing for any otherparty, and on reading the consent of FTT to act as the Monitor,



SERYICE

I, THIS COURT ORDERS that the time for service of the Notice of Application, the
Application Record and the Monitor's Pre-Filing Report is hereby abridged and validated so that
thig Application ig properly refurnable foday and hereby dispenses with further service thereof,

APPLICATION

2, THIS -COURT ORDERS AND DECLARES that the Applicant is a cempany to which
the CCAA applies,

PLAN:OQOF ARRANGEMENT

3. THIS COURT ORDERS that the Applicant shall have the authorlty to file and may,
subject to further erder of this Court, file with this Court a plan of compromise or arrangement
(herelnafter referred to as the “Plan”),

4. THIS COURT ORDERS that the Applicant shell be entliled to sesk any ancillary or other
reflef from this Court in respect of any of lts subsidiaties in connectlon with the Plan or

otherwise in respect of these proceedings,
POSSESSION OF PROPERTY AND OPERATIONS

3, THIS COURT ORDZIRS that the Applicant shall remaln in possession and control of its
curtent and future assets, undertaldngs and propertles of every nature and kind whetsoever, and
wherever situate including all proceeds thersof (the “Property™), Subject to further Order of this
Court, the Applicant shall confinue fo catry on buslness in 4 manner conslstent with the
presetvation of its busihess (the “Business™) and Property, The Applicant shall be authorized
and empowered te continue to retain and employ the employees, consuliants, agents, experts,
accountants, oounssl and such other persons (collectively “Assistants”) ourrently retained or
employed by it, with liberty to retain such forther Asslstants as it deems reasonably necessary or
destrable In the ordinary course of business or for the carrying out of the terms of thig Order,

6. THIS COURT ORDERS that the Apploant shall be entitled but not required to pay the
following expenses, whether incutred prior to or after this Orders
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(a)

(b)

©

{d)

T

all -outstanding and future wages, salarles, employee and pension benefits, vacation
pay and expenses payable on or after the date of this Order, in each case incurred in
the ordinary course of business and congistent with existing compensation policies
and arrangements;

the fees and disbursements of any Assistants retained or employed by the Applicant
In regpect of thege proceedings, at thelr standard rates end charges;

the fees and disbursements of the directors and counsel to the directors, at their
standerd rates and charges; and

such other amounis as are set out in the March 29 Forecast (as defined in the
Monitor's Pre-Filing Report and afiached as Exhibit "DD" to the Martin Affidavit),

THIS -COURT ORDERS that, except as otherwise provided to the contrary herein, the

Applicent shall be entitled but not required to pay all reasonable expenses incurred by the

Applicent in carrying on the Business In the ordinery course after this Order, and in carrying out

the provisions of this Order, which expenses shall include, without limitation:

(8)

(b)

. 8,

all expenses and capitel expenditures reasonably necessary Tor the preservation of the
Property or the Business including, without limitation, paymenis on account of
insurance (including directers and officers insurance), maintenance and secutily
services; and

payment for goods or servioes aotually supplied to the Applicant following the date of
this Order. :

THIS COURT ORDERS that the Applicant shall remit, in accordance with legal

requitements, or pay:

@

any statutory deemed frust amounts in favour of the Crown in right of Canada or of
any Provinee thereof or any ofher taxatlon authority which are requited to be
deducted from employees’ wages, including, without limitation, amounis in respect of
(1) employment insurance, (ii) Canada Pension Plan, (ili) Quebec Pension Plan, and
(1v) income taxes;
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(v)  all goods and services or other applicable sales taxes (collectively, “Sales Taxes™)
required to be remitted by the Applicant in connection with the sale of goods and
services by the Applicant, but only where such Sales Taxes are-acciued or collected
after the date of this Order, or whete such Sales Taxes wete accrued or collected prior
to the date of thig Order but not required to be remitted until on or after the date of
this Order; and

()  any amount payable to the Crown in right of Canada or of any Province thereof or
any politlcal subdivision thereof or any other taxation authorlty in respect of
municipal realty, municipal business or other faxes, assessments or levies of any
nature o1 kind which are eulitled at law to be paid In pribrlty to clalms of secured
creditors and which are atfributable to or in respect of the carrying on of the Business
by the Applicant,

9, THIS COURT ORDERS that uniil a real property lease is disclaimed or resillated in
accordance with the CCAA, the Applicant shall pay all amounts constituting rent or payable as

rent uynder real property leases (including, for greater oertainty, common aree mainfenance -

charges, utilities and tealty taxes and any other amounts payable to the landlord under the lease)
or as otherwise may be negotiated between the Applicant and the landlord from time to time
(“Rent™), for the period commencing frorm and inoluding the date of this Order, twice-monthly in
equal payments on the first and fifleenth day of each month, in advance (but not in arrears). On
the date of the first of such payments, any Rent relating to the perlod commencing from and
inoluding the date of this Order shall also be paid,

10, THIS COURT ORDERS that, exoept ag specifically permitied herein, the Applicant is
hereby directed, until further Otder of this Court: (a) to make no payments of prinoipal, interest

thereon or otherwise on account of amounts owing by the Applicant to any of its crediters as of

this date; (b) fo grent no security interests, trust, liens, charges or encurnbrances upon or in
respect-of gy of its Property; and (¢) to not grant credit or incur labilitles exeept in the ordinary
coutse of the Business.
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RESTRUCTURING

11, THIS COURT ORDERS that the Applicant shall, subject fo such requirements as are
impoged by the CCAA and such covenantg as may be conifained in the Support Agreement (as
defined below), have the right to

()  permanently or temporailly cease, downsize or shut down any of its business or
operations, and to dispose of redundant or non-material asseis not exceeding
US$500,000 In any one transactlon or US$1,000,000 In the aggregate;

(b)  terminate the employment of such of its employees or temporarily lay off such of its
employees as it deems appropriate; and

()  pursueall avenves of refinancing of its Business or Property, 1n whole or patt, subject

to priorapproval of this Court being obtained before any material refinancing

all of the Toregoing to pernit the Applicant to proceed with an orderly restructuning of the
Business.

12, THIS COURT ORDERS that the Applicant shall provide each of the relevant landlords
with notlos of the Applicant's Intention to remove any fixtures from any leased premises af least
seven (7) days prior to the date of the intended removal, The relevant landlord shall be entitled
to have a 1*ep1'esenta£ive present In the leased premises to observe such removal and, If the
landlord -disputes tlie Applicant's entitlement to remove any such fixture under the provisions of
the lease, such fixture ghall remain on the premises and shall be dealt with as agreed between any
applicable secured oreditors, such landlord and the Applicant, or by further Order of this Court
upon application by the Applicant on at least two (2) days notice to such landlord and any such
secuted credltors, If the Applicant dlsclaims or resillates the lease governing such leased
premises in accordance with Section 32 of the CCAA, it shall not be required to pay Rent under
such lease pending tesolution of any such dispute (other than Rent payable for the notlce petiod
provided for in Section 32(5) of'the CCAA), and the disolaimer o1 resiliation of the leage shall be
without prejudice to the Applicant's claim to the fixtures in dispute,

13, THIS COURT ORDERS that if a notice of disclaimer or esiliation is delivered pursnant
to Seetlon 32 of the CCAA, then (r) during the notice period prior to the effective time of the
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disclaimer or resiliation, the landlord may show the affected leased premises to prospective
tenants during normel buginess howrs, on giving the Applicant and the Monitor 24 hours' prior
written notloe, and (b) af the effective time of the disclaimet or resiliafion, the relevant 1a11d101jd
shall be entitled to take possession of any such leased premises without walver of or prejudics fo
any claims or rights sueh landlord mey have against the Applicant in respect of such lease or
leased premises and such landlord shall be entitled fo notify the Applicant of the basis on which
it is taking possession and fo gain possession of and re-lease such leased premises to any third
party or parties on such terms as such landlord oonsiders advisable, provided thaf nothing herein
shall relieve such landlord of its obligation to mitigate any damages claimed. in connection
therewdth,

RESTRUCTURING SUPPORT AGREEMENT

14,  THIS COURT ORDERS that the-Applicant and the Monitor are authorized and directed
to engage in the following procedures to notify noteholders of the restructuring support
agreement dated as of March 30, 2012 (the "Suppoert Agreement") between, among others, the
Applicant and certain noteholders (the "Initial Consenting Noteholders"), appended ag Exhibit
"B" to the Martin Affidavit, fo enable any additlonal noteholders to execute a Joinder Agreement
in the form attached as Schedule "C" to the Support Agreement and to become bound thereby as
Congenting Noteholdets (as defined in the Support Agreement):

(@)  the Monitor shall without delay post a copy of the Support Agresment on its website
at httpil/cfeanada. ftloonsulting,com/sfo (the "Monltor's Website'); and

(b)  the notice to be published by the Monitor pursuant to paregreph 51 of this Order shall
Include a statement ih form and substance acceptable to the Applicant, the Monitor
and counse! to the Ad Hoc Noteholders, each aeting reasonably, notlfying noteholders
of the Support Agreement and of the deadline of 5:00 p.n. (Totonto time) on May 15,
2012 (the "Consent Date") by which any noteholder (other then an Initial Consenting
Noteholder) who wishes to become entltled to the Early Consent Conslderation
pursuant to the Support Agreement (if such Early Consent Consideration becomes
payable pursuent to the terms thereof) must execute and return the Joinder Agresment
to the Applicant, and shall direct noteholders to the Monitor's Webslte whers a eoﬁy
of the Support Agreement (including the Joinder Agreement) can be obtalned.
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15,  THIS COURT ORDERS that any nofeholder (other fhan an Initial Consentlng
Noteholder) who wishes to become a Consenting Noteholder and become entitled to the Rarly
Consent Congslderation (if such Early Consent Consideration becomes payable pursuant to the
termg thereof, and subject to such noteholder demonstrating its holdings to the Monifor 1n
accordence with the Support Agreement) must execute a foinder Agreement and return if to the
Applicant and the Noteholder Advisors (as defined belew) in accordance with the instructions set
out in the Support Apreement such that it is veceived by the Applicant and the Noteholder
Advisors prior to the Consent Deadline and, upon so doing, such notsholder shell become &

Consonting Notelolder and shall be bound by the terms of the Support Agreement,

16, THIS COURT ORDERS that as soon as practicable after the Consent Deadline, the
Applicant shall provide to the Monltor coples of all executed Joinder Agreements received from
noteholders prior to the Consent Deadline,

NO PROCEEDINGS AGAINST THE APPLICANT OR THE PROPERTY

17, THIS COURT ORDERS that until and including April 29, 2012, or such later date as this
Court may order (the “Stay Perlod™), no proceeding or enforcement process in any court -or
tribunal ((each, a “Proceeding”) shall be commenced or continued against or in respeoct of the
Applicant or the Monitor, or affecting the Business or the Property, except with the wiltten
consent of the Applicant and the Monifor, or with leave of this Court, end any and sall
Proceedings -currently under way against or in respeot of the Applicant or affecting the Business
or the Property ate hereby stayed and suspended pending furfher Qeder of this Count,

18,  THIS COURT ORDERS that uniil and including the Stay Perled, no Proceeding shall be
commeniced or continued by any noteholder, indenture trustee or security trustee (each in respect
of the notes issued by the Applicant, collectlvely, the "Noteholders") against or In respect of any
of the Applicant’s subsidiaifes listed on Schedule "A" (each a "Subsidiary Guarantor”, and
collectively, the "Subsidiaty Guarantors"), except with the written consent of the Applicant and
the Monttor, or with leave of this Court, and any and all Proceedings currently undet way by a
Noteholder against or in respect of any Subsidiary Guarantors are hereby stayed and suspended
pending further Order of this Court,
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NO EXERCISE OF RIGHTS OR REMEDIES

19,  THIS COURT ORDERS that during the Stay Period, all rights and remedies of any
individual, firm, corporation, governmental body or agency, or any other entitles (all of the
foregoing, collectively being “Persons” and each being a “Person™) agalnst or in respect of the
Applicant or the Monitor, or affecting the Business or the Property, are hereby stayed and
suspended and shall not be commenced, proceeded with or continued, except with the written
consent of the Applicant and the Monitor, or leave of this Court, provided that nothing in this
Order shall (1) empower the Appllcant to cairy on any business which the Applicant is not
lawfully entitled to carry on, (i) affect such investigations, actions, suits or proceedings by a
regulatory body as are permitted by Section 11.1 of the CCAA, (ill) prevent the fillng of any
registration fo proeserve or perfect e socurity interest, (iv) prevent the registration of a ¢laim for
lien, or (v) prevent the exetcise of any terminetion rpghts of the Consenting Noteholders under
the Support Agteement, '

20, THIS CQURT ORDERS that during the Stay Period, all tights and remedies of the
Noieholders against or in respect of the Subsidiary Guarantors are hereby stayed and suspended
and shall not be commenced, proceeded with or oontin'ued, except with the written consent of the
Applicant and the Monitor, or leave of this Court, provided that nothing in this Order shall (i)
empowet any Subsidiary Guarantor te catry on any business which such Subsidimy Guarantor is
not lawfully entitled to carry on, (il) affect such investigations, actions, suils or proceedings by a

regulatory body as are permitted by Section 11.1 of the CCAA, (iii) prevent the filing of any -

registration, to preserve o1 perfect a securlty Interest, or (iv) prevent the registration of a-claim for
lien,

NO INTERFERENCE WITH RIGHTS

21, THIS CQURT ORDERS that durlng the Stay Perlod, no Person shall discontinue, fail to
honour, alter, interfere with, repudiate, terminate or csase to perform any right, renewal right,
contract, agreement, Heence or permit in favour of or held by the Applicant, exeept with the
written consent of the Applicant and thé Monitor, or legve of this Court,
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CONTINUATION OF SERVICES

22,  THIS COURT ORDERS that during the Stay Perlod, all Persons having oral .or written
agreements with the Applicant. or statutory or regulatory mandates for the supply of goods and/or
services, including without limitation all computer software, communication and other data
services, centralized banking services, payroll services, Insurancs, fransportation services, utility
or-other services to the Business or {he Applicaut, are hereby restrained untll further Order of $his
Court from discontlnuing, altering, interfering with. or terminating the supply of such goods or
setyioes a9 may be requited by the Applicant or exercising any other remedy provided under
such agreement or arrangements, and that the Applicant shall be entitled fo the continved use of
its current premiges, telephone numbers, facsimile numbers, internet addresses and domain
names, provided in each oase that the normal prices or charges for all such goods or services
received after the date of this Order are paid by the Applicant in mccordance with normal
payment practices of the Applicant or such ether practices as may be agreed upon by the supplier
or service provider and each of the Applicant and the Monttor, or as may be ordered by this
‘Coutt,

NON-DEROGATION OF RIGHTS

23,  THIS COURT ORDERS that, netwithstanding enything else in this Order, no Person
shall be prohibited from requiring immediate payment for goods, services, use of lease or
licensed property -or other valuable consideration provided on or afier the date of this Qrder, nor
shall any Person be under any obligation on or after the date of this Order to advance or re-
advance any monies or otherwise extend any oredit to the Applicant, Nothing in fhis Order shall
derogats from the rlghts conferred and obligafions imposed by the CCAA.

PROCEEDINGS AGAINST DIRECTORS AND OFFICERS

24, THIS COURT ORDERS that during fhe Stay Perlod, end exoept as permitted by
subseotlon 11.03(2) of the CCAA, no Proceeding may be commenced or coniitued against any
of the former, current or futute directers or officers of the Applicant with respect to any claim
agalnst the directoxrs or officers that arose before the date hereof and that relates to any
obligations of the Applicant whereby the directors or officers are alleged under any law to be
liable in their capaolty as directors or officers for the payment or performance of such
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obligations, until a compromise or arrangement in respect of the Applicant, if one is filed, is
sanctioned by this Court or is refused by the affected creditors of the Applicant orthis Court.

DIRECTORS’ AND OFFICERS® INDEMNIFICATION AND CHARGE

25.  THIS COURT ORDERS that the Applicant shall (i) indemnify its directors and officers
agalnst obligations and Habilities that they may inour as directors or officets of the Appiloant
gfter the commencement -of the within proceedings, and (if) meke payments of amounts for
which its directors and officers may be lable as obligations they. may Inour as directors or
officers of the Applicant after the commenocement of the within proceedings, except to the extent
that, with respect to any officer or director, the oblipation or liability was incurred as a result of

the director’s or offlcer’s gross negligence or wilful misconduoct,

26,  THIS COURT ORDERS that the directors and officers of the Applicant shall be entifled
to the benefit of and atre hereby granted a oharge (the “Directors’ Charge™) on the Praperty (other
than the Applicant's assets which are subject to the Personal Property Securlty Act registiations
on Schedule "B" hereto (the "Excluded Property™), which charge shall not exceed an aggregate
amount of $3,200,000, as seourtty for the indemnity provided in paragraph 25 of this Order, The
Direotors’ Charge shall have the priority set out in paragraphs 38 and 40 herein,

27,  THIS COURT ORDERS that, notwithstanding any language in any applicable insurance
policy to the conirary, (a) no Insurer shall be entitled fo be subrogated to or claim the benefit of
the Directors’ Charge, and (0) the Applicant's directors and officers shall only be entitled to the
benefit of the Directors’ Chatge to the extent that they do not have coverage under any directors’
and officers’ insuranoce polioy, or to the extent that such coverage is insufficlent to pay amounts
indemnified in accordance with paragraph 25 of this Order,

APPOINTMENT OF MONITOR

28, THIS COURT ORDERS that FTI is hereby appointed pursuant to the CCAA as the
Monitor, an officer of this Court, fo monttor the business and financisl affeirs of the Applicant
with the powers and obligations set ouf in the CCAA or set forth herein and that the Applicant
and its shareholders, officers, directors, and Assistants shall advise the Monitor of all material
steps talcen by the Applicant pursuant fo this Order, and shall co-operate fully with the Monitor
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in the exercise of its powers and dlscharge of its obligations and provide the Monitor with the

assistance fhat is necessary to enable the Monitor to adequately carry out the Monitor's functions,

29,

THIS COURT ORDERS that the Monitor, in addition fo its prescrlbed rights and

obligations under the CCAA, is hereby directed and empowered to:

(8)
(b)

©

(d)
(e)

®

®)

(h)

nonitor the Applicant's receipts and disbursements;

report to this Court at such times and intervals as the Monitor may deem appropriate
with respect fo matters relating to the Property, the Business, and suoh other mattors
as may be relevant to the proceedings herein;

advise the Applicant In lts preparation of the Applicant's cash flow statements, as

required from time to flmo;
advise the Applicant in its development of the Plan and any amendments to the Plan:

assist the Applicant, to the exient required by the Applicant, with the holding and
administering of creditors’ or shareholders’ meeiings for voting on the Plen, as
applicable;

have full and complete access to the Property, Including the premises, books, records,
data, including data in electrondc form, and other financlal documents of the
Applicant to the extent that is necessaty to adequately assess the Applicant's business
and fnanciel affairs or to perform its dutles arising under this Order;

be at libetty to engage ihdependent legal counsel or such other persons as the Montior
deems necessaty or advisable respecting the oxerclse of its powers and performance

of its obligations under this Order;

carry out and fulfill its obligations under the Support Agreement In accordance with
Its terms; and

perforim suoh other duties as are required by this Otdet or by this Cowrt from time to
time,
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30, THIS COURT ORDERS that without limiting patagraph 29 above, in catrying out its
rights and o'bli.gaﬁons in connectlon with this Order, the Monitor shall bes entitled to take such
reasonable steps and use such services as it deems necessary in discharging its powers and
obligations, including, without limitation, utilizing the services of FTI Consulting (Hong Kong)
Limited ("FTT HK™),

31,  THIS COURT ORDERS that the Monitor shall not take possession of the Preperty (or
any property or assets of the Applicant's subsidiaries) and shall take no part whatsoever in the
management or supervision of the ma.naéement of the Business (or any business of the
Applicant's subsidiaries) and shall not, by fulfilling lts obligations hereunder, be deemed to have
taken or maintained possession or gontrol of the Buslness or Property, or any part thereef (or of

any buslness, property or assets, orany part thereof, of any subsidiary of the Applicant),

32,  THIS COURT ORDERS that nothing hereln contained shall requite the Moniior to
occupy or to take control, cars, charge, possession or management (separately andfor
oollectlvely, “Possession”) of any of the Property (or any propetty of any subsidiary of the
Applicant) that might be environmentally contaminated, might be a pollutant or a contaminant,
or might cause or contribute to a spill, dlsohargs, release or deposit of a substance contrary to
any fedeval, provincial or other law respectlng the protectien, conservation, enhancement,
remediation or rehabilitation of the environment or relating to the disposal of waste or other
00-11tamiuatio.n including, without lmitatlon, the Canadlan Environmental Protection Act, the
Ontatlo Environmental Protection Act, the Oniario Water Resources Acf, or the Ontarlo

Oooupational Health and Sefety Act and regulations thereunder (the “Buvironmental.

Leglslation™), provided however that nothing herein :shall exempt the Monitor from any duty to
report or make disclosure imposed by applicabls Environmental Legislation. The Monitor shall
not, ag a result of this Order or anything dons in pursuance of the Monltor’s dutles and powers
undet this Order, be deemed to be in Pogsession of any of the Property (or of any property of any
subsldlary of the Applleant) within the meaning of any Environmental Legislation, unless it is
actually in possession.

33, THIS COURT ORDERS that the Monitor shall provlds any creditor of the Applicant .

with information provided by the Applicant in response to regsonable requests for information
made in writing by such oreditor addressed to the Moniter, The Monitor shall not have any
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responsibility or liability with respect fo the iiformation disseminated by it pursuant to this
parageaph, In the case of information that the Monitor has been advised by the Applicant is
confidential, the Monitor shall not proyide such information to creditors unless otherwise
directed by this Court or on such termis as the Monitor and the Applicant may agree,

34, THIS COURT ORDERS that, in addition to the rights and protections afforded the
Monitor under the CCAA or as an officer of this Court, the Monitor shall incnr no liability or
obligatlon as a result of it appolntment or the carrylng out of the provisions ef this Order, save
and except for any gross negligence or wilful misconduct on its part. Nothing in this Order shall
derogate from the proteotions afforded the Monitor by the CCAA or any applicable legislation,

35, THIS COURT ORDERS that the Monitor, counsel to the Mounitor, oounsel {o the
Applicant, counsel to the directors, Houlihan Lokey Capital Ing, (the "Financlal Advisor"), FTI
HK, counsel to the Ad Hoc Noteholders and the financial advisor to the Ad Hoo Noteholders
(together with counsel to the Ad Hoc Noteholders, the "Nofeholder Advisors") shall be paid their
reasonable foos and disburserents, in -each case af their standard rates and charges, by the
Applicant, whether incurred prior to or subsequent to the date of this Order, as part of the costs
of these procesdings, The Applleant 1s hereby aufhorized and directed to pay the accounts of the
Monitor, counsel for the Monitor, counsel for the Applicant, counsel to the directors, the
Financial Advisor, FTI HK, .and the Nofcholder Advisers on & weokly basis or otherwise in
aecotrdance with the terms of thelr engagement letters,

36, THIS COURT ORDERS that the Monitor and its legal counsel shall pass their accounts
from time to tlme, and for thls purpose the accounts of the Monitor end its legal counsel are
hereby referred to a judge of the Commerolal List of the Ontailo Superior Court of Justice,

37, THIS COURT ORDERS that the Monitor, counsel to the Monitor, the Applicant's
counsel, counsel fo the directors, the Financlal Advisor, FTI HK, and the Notsholder Advisors
shall be entlfled fo the benefit of and are hereby granted a charge (the “Admlinistration Charge™)
on flie Property (other than the Exoluded Property), which charge shall not exceed an aggregate
amount-of $15,000,000 as securlty for thelr professional fees and disbursements incurred at their
tespectlve standatd rates and charges In respect of such services, both before end afler the
inaking of this Order in respsot of these procsedings, Tho Administration Charge shall have the
prlotity set out in paragraphs 38 and 40 heteof,
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VALIDITY AND PRIORITY OF CHARGES CREATED BY THIS ORDER

38, THIS COURT ORDERS that the priomties of the Directors’ Charge and the
Administration Charge, as between them, shall be as follows:

First — Administration Charge (fo the maximum amount of'$15,000,000); and
Second ~ Directors’ Charge (to the maximum armount of $3,200,000).

39,  THIS COURT ORDERS that the filing, reglstratlon or perfection of the Directors’
Charge or the Administration Charge (collectively, the “Charges®) shall not be required, and that
the Charges shall be valid and enforceable for all purposes, including as against any right, title or
inferest filed, 1‘cgistered,. recorded or perfecied subsequent to the Charges coming info existence,
notwithstanding-any such failure to file, register, record or perfect. '

40, THIS 'COURT ORDERS that each of the Cherges shall constliute a charge on the
Property (other than the Excluded Property) and shall rank in priority to all other seourity
Interests, trusts, Hens, charges and emcumbrances, claims of .secured creditors, statutory or
otherwise (collectively, “Bncumbrances™) in favour of any Person,

41, THIS COURT ORDERS that except as otherwise expressly provided for herein, or as
may be approved by this Court, the Applicant shall not grant any Encunibrances over any
Property that rank in priority to, or par! passu with, eny of the Charges, unless the Applicant also
obtains the prior written consent of the Monitor, the beneficlaries of the Directors’ Charge and
the beneficiarles of the Administration Charge, or further Order of this Coutt,

42,  THIS COURT ORDERS. that the Charges shall not be rendered invalid or unenforceable
and the rights and remedles of the chargees entltled to the benefit of the Charges (collectively,
the “Chargees™), shall not otherwise be Hmlfed or impalred in any way by (a) the pendency of
these proceedings and the declaratlons of insolvency made hereln; (b) any application(s) for
bankiuptey order(s) issued pursuant to the BIA, or any bankruptey order made pursuant to such
applications; (o) the filing of any assignments for the general benefit of creditors made pursuant
to the BIA; (d) the provisions of any federal or provinclal statutes; or (&) any negative covenants,
prohibifions or other similar provisions with respect to borvowlngs, incurring debt or the creation
of Bncumbrances, oontalned in any existing loan documents, lease, sublease, offer to lease or



L

otlier agreement (colleotively, an “Agresment”) which binds the Applicant, and notwithstanding
any provision to the contrary in any Agreement:

(a)  neither the creatlon of the Charges not the executlon, delivery, perfection, registrailon
or performence of any documents in respect thereof shall create or be deemed to

constituie a breach by the Applleant of any Agresment to which it is 8 party;

(b)  none of the Chargees shall have any lability to any Person whatsoever as a result of
" any breach of any Agreement caused by or resulting from the ereation of the Charges;
and

(¢)  the payments made by the Applicant pursuént to this Owder and the granting of the
‘Charges, do not and will not constitute preferences, fraudulent conveyances, transfers
at undervalue, oppressive conduct, or other challengeable or voldable {ransactions
under any applicable law,

43,  THIS COURT ORDERS fthat any Charge created by this Order over leages of real
property in Canada shall only be a Charge in the Applicant's interest in such real property leases,

APPROVAIL OF FINANCIAL ADVISOR AGREEMENT

44,  THIS COURT ORDERS that the letter agteement dated as of December 22, 2012 with
respect to the Flnancial Advylgor in the form attached as Exhibit “CC» to the Martin Affidavit {the
“Financial Advisor Agreement”) and the retentlon of the Financial Adviser under the terms
thereof, including the payments to be made to the Finanolal Advisor thereunder, are hereby
approved,

45,  THIS COURT ORDERS that the Applicant is authorized and -directed to make the
payments coutemplated in the Financial Advisor Agreesnent in :accordance with the terms and
conditions thereof,
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POSTPONEMENT OF ANNUAL GENERAL MEETING

46,  THIS COURT ORDERS that the Applicant bs and ig hereby relieved of any obligation to
call and hold an anmial mesting of its shareholdersuntil further Order of this Court,

FOREIGN PROCEEDINGS

47, THIS COURT ORDERS that the Monitor is hereby authorized and empowered to act a3
the foreign representative in respect of the within proceedings for the purpose of having these

proceoadings recognized In a Jurisdiction outside of Caneda.

48, THIS COURT ORDERS that the Monitor is hereby authorized, as the foreign
representative of the Applicant and of the within proceedings, 1o apply for foreign recognition of
thess proceedings, as necossary, in any jurisdiction outslde of Canada, Including as *Forelgn
Main Proceedings” in the United States pursuant to Chapler 13 of the U.S Barlrupicy Code,

49, THIS COURT HEREBY REBRQUESTS the aid and recognition of any court, fiibunal,
regulatery or administrative body having jurlsdiction in Canada, the United States, Barbades, the
Britlsh Virgin Islanes, Cayman Islands, Hong Keng, the Peopls’s Republic of Ching or in any
other foreign jurlsdiction, to give effect to this Order and 1o assist the Applicant, the Monlior and
thelr respective agents In carrying out the {erms of this Order, All courts, tribunals, regulatory
and administratlve bodles are hereby respectfully requested to make such orders and to provide
such assistauce fo the Applleant and to the Monifor, as an officer of this Court, as may be
neoessary or desirable to give effeet to this Order, to grant representative status to the Monitor In
any forelgn proceeding, or to assist the Applicant and the Monltor and their respective agents in
carrylng out the terms of this Order,

50, THIS COURT ORDERS that each of the Applicant and the Monltor be at liberly and is
hereby authorlzed and empowered to apply to any oourt, tribunal, regulatory or administrative
body, wherever located, for the recognition of this Order and fer asslstance in carrylng out the
terms of this Ovder and any other Order issued in these proceedings,
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SERVICE AND NOTICE

51, THIS COURT ORDERS that the Monitor shall (i) without delay, publish in the Globe
and Mail and the Wall Stroef Journal a notiee contalning the information prescribed under the
CCAA, (ii) within seven days after the date of this Order, (A) make this Order publicly available
in the manner presoribed under the CCAA, (B) send, in the prescribed manner, a notice to every
known oreditorwho has a olaim against the Applicant of more than $1,000, and (C) prepare a list
showing the names and addresses of those oreditors and the estimated amounts of those claims,
and make it publicly available in the presoribed mennes, all in accordance with Section 23(1)(a)
of the CCAA and the regulations made thersunder.

52; THIS COURT ORDERS that each of the Applicant-and the Monitor be at liberty to serve
this Order, any other materials and orders in these proceedings, any notlees or other
correspondence, by forwarding true coples theteof by prepaid ordinary mall, courier, petsonal
delivety, facsimile transmission or emall to the Applicent's creditors or other interested pariles at
their respective addresses as last shown on the records of the Applicant and that any such service

ot notlee by oaurier, personal delivery or slectronio transmissfon shall be deemed to be received

on the next business day following the date of forwarding thereef, or if sent by ordinary mail, on -

the third business day after mailing,

53,  THIS COURT ORDERS that the Applicant, the Monitor, and any party who has filed a
Notlee of Appearance may serve any court materials in these proceedings by e-mailing a PDF or
other electronio copy of such materials to oounsels’ emall addresses ag recorded on the Service

List fiom time to time, and the Monitor may post & copy of any or all suoch materials on the
Monitor's Webslis,

GENERAL

54,  THIS COURT ORDERS that the Applicant or the Monlfor may from time fo time appiy
to this Court for advice and directions in the discharge of its powers and duties hereundes,

55.  THIS COURT ORDERS that nothing in this Order shall prevent the Monitor from acting
as an interim receiver, a receiver, a receiver and manager, or a trustes in bankruptey of the
Applicant, the Business ot the Propexty,
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56, THIS COURT ORDERS that any interested party (Including the Applicant and the
Monitor) may apply to this Coust to vary or amend this Order on not less fhan seven (7) days
notice to any other party or parties likely o be affected by the order sought or upon such other

notice, if any, as this Cowt may order.

57, THIS COURT ORDERS that this Order and all of its provisions are effectlve as of
12:01 a.m. Bastern Standard/Daylight Time on the date of this Order,

,/WW "-C//

ENTERED AT / INSCRIT A TORONTO

ON / BOOK NO:
LE / DANS LE REGISTRE NO.;
APR 2 - 2012
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Schedule "A"

Sino-Panel Holdings Limited (BVI)
Sino-Global Holdings Inc, (BYT)
Sino-Wood Partnets, Limited (HK)
Grandeur Winway Limited (BVI)
Stnowin Investments Limited (BVT)
Sinowood Limited (Cayman Islands)
Slno-Forest Bio-Sclence Limited (BVT)
Sino-Forest Resourees Ine, (BVI)
Sino-Plantation Limited (HK)

10 Suri-Wood Ino, (BVI)

11, Sino-Forest Investments Limited (BVT)
12, Sino-Wood (Guangxi) Limited (HK)

13. Sino-Wood (Jlangxi) Limited (HK)

14, Sino~Wood (Guangdong) Limited (HK)
15, Sino-Wood (Fujlan) Limited (HXK)

16, Sino-Panel (Asia) Inc, (BVI)

17, Sino-Panel (Guangxi) Limited (BVI)
18, Sino-Panel (Yununan) Limited (BVI)

19, Sino-Panel (North East China) Limited (BVT)
20, Sino-Panel [Xlangxi] Limited (BVI)

21, 8ino-Panel [Hunan] Limited (BVI)

22, SER (China) Ine, (BVI)

23, Sino-Panel [Suzhou] Limited (BVI)

24, Sino~Panel (Gaoyao) Lid, (BVI)

25, Sino-Panel (Guangzhou) Limited (BVI)
26, Sino-Panel (North Sea) Limited (BVYI)
27, Sino-Panel (Guizhou) Limited (BVI)
28, Sino-Panel (Huaihua) Limited (BVD
29, Sino-Panel (Qinzhou) Limited (BYT)
30, Sino-Panel (Yongzhou) Limited (BVI)
31, Sino-Panel (Fujian) Limited (BVT)

32. Sino-Panel (Shaoyang) Limited (BVI)
33, Amplemax Worldwide Limited (BVT)
34, Ace Supteme International Limited (BVI)
35, Express Point Holdings Limited (BVI)
36, Glory Billion International Limited (BYI)
37, Smart Sure Buterprises Limited (BVI)
38, Bxpert Bonus Investment Limited {BVT)
39, Dynamie Profit Holdings Limited (BVT)
40, Alllance Max Limited (BVT)

41, Brain Force Limited (BVY)

42, General Excel Limited (BVI) -

43, Poly Market Limited (BVI)

44, Prlme Kinetic Limited (BVI)

45, Trillion Edge Limited (BVI)

46, Sino-Panel (China) Nursery Limited (BVT)

VPN AU R LN
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47, Sino~Wood Trading Limlted (BVT)

48, Homix Limited (BVY)

49, Sino-Panel Trading Limited (BYI)

50, Sino-Panel (Russia) Limited (BVI)

51, 8ino-Global Management Consulting Ine, (BVI)
52, Value quest International Limited (BY)

53, Well Keen Worldwlde Limited (BVD

54, Harvest Wonder Worldwide Limited (BVI)

55, Cheer Gold Worldwide Limited (BVI)

56, Regal Win -Capital Limited (BVI)

57, Rich Choice Worldwide Limilted (BYI)

58, Sino-Forest International (Barbados) Corporation
59, Mandra Forestry Holdings Limited (BYT)

60, Mandra Forestry Finance Limited (BVI)

61, Mandra Forestry Anhul Limited (BVT)

62, Mandrg Forestry Hubet Limited (BVI)

63. 8no-Capital Global Inc, (BVI)

64, Elite Legacy Timited (BVI)
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PERSCONAL PROPERTY SECURITY REGISTRATION SYSTEM
SEARCH RESULTS

Date Search Conducted: 3/29/2012
File Currency Date: 03/28/2012
Family(ies): 6

Page(s}: 8

SEARCH : Businees Debtor : SINO-FOREST CORPORATICN

The attached report has been created based on the data received by Cyberbahn,

a Thomson Reuters business from the Province of Ontario, Ministry of Government
Services. No liability is assumed by Cyberbahn regarding its correctness,
timeliness, completeneas or the interpratation and use of the report. Use of

the Cyberbahn service, including this report 1s subject to the terms and conditions
of Cyberbahn'se subscription agreement.



PERSONAL PROPERTY SECURITY REGISTRATION SYSTEM
SEARCH RESULTS

Date Séarch Conducted: 3/29/2012
File Currency Date: 03/28/2012
Family{ies): &

Page(s): B

SEARCH : Business Debtorxr : SINO-FOREST CORPORATION

FAMILY 1 OF & ENQUIRY PAGE : 1l OF 8
SEARCH : BD : SINO-FOREST CORPORATION

00 FILE NUMBER : 603324408 EXPIRY DATE ; 27S8SEP 2015 STATUS :

01 CAUTION FILING ;: PAGE : 001 OF 1 MV SCHEDULE ATTACHED :
REG NUM : 20040927 1631 1793 0430 REG TYP: P PPSA REG PERIOD: 10

02 IND DOB : IND NAME:

03 BUS NAME: SINO-FOREST CORPORATION

OCN :
04 ADDRESS : 920 BURNHAMTHORPE ROAD WEST, SUITE 1208
. CITY i MISSISSAUGA PROV; ON POSTAL CODE: L5B3C3
05 IND DOB : IND NAME:
06 BUS NAME:
OCN :
07 ADDRESS
CITY : ' PROV: POSTAL CODH:
08 SECURED PARTY/LIEN CLAIMANT :
LaW DEBENTURE TRUST COMPANY OF NEW YORK
09 ADDRESS : 767 THIRD AVENUE, 31ST FLOOR
CITY : NEW YORK PROV: NY POSTAL CODE: 10017
CONS, MV DATE OF OR NO FIXED
GOODS INVTRY. EQUIP ACCTS OTHER INCL AMOQUNT MATURITY MAT DATE
10 X X .
YEAR MAKE MODEL V.I.N.
11
12

GENERAL COLLATERAL DESCRIPTION
13 PLEDGE OF SHARES OF CERTAIN SUBSIDIARIES OF THE DEBTOR PURSUANT TO
14 A PLEDGE AGREEMENT AND SHARE CHARGE,
15
16 AGENT: AIRD & BERLIS LLP #2
17 ADDRESS : 181 BAY STREET, SUITE 1800
CITY 1+ TORONTO PROV: ON POSTAL CODE: M5J2T9

Page 1
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FAMILY : 1 OF 6 ENQUIRY PAGE : 2 OF 8
SEARCH : B} : SINO-FOREST CORPORATICN
FILE NUMBER 6035324408
PAGE TOT REGISTRATION NUM REG TYPE
01 CAUTION : 001 OF 1 MV SCEED: 20090720 1614 1793 6085
21 REFERENCE FILE NUMBER : 609324408
22 AMEND PAGE: NO PAGE: CHANGE: A AMNDMNT REN YEARS: CORR PER:
23 REFERENCE DEBTOR/ IND NAME:
24 TRANSFEROR: BUS NAME: SINO-FOREST CORPORATION

25 OTHER CHANGE:

26 REASON: TO AMEND SECURED PARTY ADDRESS AND TO AMEND GENERAL COLLATERAL

27 /DESCR: DESCRIPTION TO DELETE THE WORDS "PURSUANT TO A PLEDGE AGREEMENT AND
28 t SHARE CHARGE!

02/05 IND/TRANSFEREE:

03/06 BUS NAME/TRFEE:

OCN:
04/07 ADDRESS:
CITY: PROV: POSTAL CODE:
29 ASSIGNOR:
08 SECURED PARTY/LIEN CLAIMANT/ASSIGNEE
LAW DEBENTURE TRUST COMPANY OF NEW YORK

09 ADDRESS : 400 MADISON AVENUE, 4TH FLOOR

CITY 1 NEW YORK PROV ; NY POSTAL CODE : 10017

CONS, MV DATE OF NO FIXED

GOODS INVTRY EQUIP ACCTS OTHER INCL AMOUNT MATURITY OR MAT DATE
190
11
12
13 PLEDGE OF SHARES OF CERTAIN SUBSIDIARIES OF THE DEBTOR
14
15
16 WNAME :; ATIRD & BERLIS LLP
17 ADDRESS : 181 BAY STREET, SUITE 1800, BOX# 754

CITY + TORONTO . PROV : ON POSTAL CODE : M5J2TS

Page 2
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FAMILY 1 0F 6 ENQUIRY PAGE : 3 QF 8
SEARCH : BD : SINO-FOREST CORPORATION

FILE NUMBER 602324408

PAGE TOT REGISTRATION NUM REG TYPE
01 CAUTION 001 OF 1 MV SCHED; 20080720 1le616 1793 6087
21 REFERENCE FILE NUMBER : 608324408
22 AMEND PAGE: NO PAGE: CHANGE: B RENEWAL REN YEARS: 1 CORR PER:
23 REFERENCE DEBTOR/ IND NAME:
24 TRANSFEROR: BUS NAME: SINO-FOREST CORPORATION

25 OTHER CHANGE:

26 REASON:

27 /DESCR:

28 H

02/05 IND/TRANSFEREE:
03/06 BUS NAME/TRFEE:

OCN:
04/07 ADDRESS:
CITY: PROV: POSTAL CODE:
29 ASSIGNOR:
08 SECURED PARTY/LIEN CLAIMANT/ASSIGNEE :
0% ADDRESS :
CITY H PROV POSTAL CODE :
CONS. mMv DATE OF NO FIXED
GOODS INVTRY EQUIP ACCTS QOTHER INCL AMOUNT MATURLITY OR MAT DATE
10
11
12
i3
14
15
16 NAME : AIRD & BERLIS LLP
17 ADDRESS : 181 BAY STREET, SUITE 1800, BOX# 754
CITY : TORONTO PROV : ON POSTAL CODE : M5J2TS

Page 3
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FAMILY : 2 OF 6 ENQUIRY PAGE : 4 OF ]
SEARCH : BD : SINO-FOREST CORPORATION

00 FILE NUMBER : 650314305 EXPIRY DATE : O3DEC 2013 STATUS :

01 CAUTION FILING : PAGE : 001 OF 1 MV SCHEDULE ATTACHED :
REG NUM : 20081203 1055 1783 8576 REG TYP; P PPSA REG PERIOD: 5
02 IND DOB : IND NAME:
03 BUS NAME: SINO-FOREST CORPORATION
OCN
04 ADDRESS : 1208-90 BURNHAMTHORPE RD W
CITY ; MISSISSAUGA PROV: ON POSTAL CODE: LG5B3C3
05 IND DOB : IND NAME:
06 BUS NAME:
OCN :
07 ADDRESS :
CITY H PROV: POSTAL CODE:
08 SECURED PARTY/LIEN CLAIMANT ;:
XEROX CANADA LTD
09 ADDRESS : 33 BLOCR ST. E. 3RD FLOCR
CITY : TORONTO PROV: ON POSTAL CODE: M4W3HL
CONG, MV DATE OF OR NO FIXED
GOODS INVTRY., EQUIP ACCTS OTHER INCL AMOUNT MATURITY MAT DATE
10 X X X
YEAR MAKE MODEL V.I.N,
11
12 .
GENERAL COLLATERAL DESCRIPTION
13
14
15
le AGENT: XEROX CANADA LTD
17 ADDRESS : 33 BLOOR S8T. E. 3RD FLOOR
CITY + TORONTO PROV: ON POSTAL CODE: M4W3HL

Page 4
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FAMILY : 30F -6 ENQUIRY PAGE : 5 QF 8
SEARCH : BD : SING-FOREST CORPORATION

00 FILE NUMBER : 655022304 EXPIRY DATE : 20JUL 2015 STATUS :

01 CAUTION FILING : PAGE : 001 OF 1 MV SCHEDULE ATTACHED :
REG NUM : 20090720 1615 1793 6086 REG TYP: P PPSA REG PERIOD: 6
02 IND DOB IND NAME:
03 BUS NAME; SINO-FOREST CORPORATION
oCN
04 ADDRESS : 90 BURNHAMTHORPE ROAD WEST, SUITE 1208
CITY : MISSISSAUGA PROV: ON POSTAL CODE: L5B3C3
05 IND DOB IND NAME:
06 BUS NAME;:
OCN
07 ADDRESS :
CITY : PROV: POSTAL CODE:
08 SECURED PARTY/LIEN CLAIMANT :
LAW DEBENTURE TRUST CCMPANY OF NEW YORK
09 ADDRESS : 400 MADISON AVENUE, 4TH FLOOR
CITY : NEW YORK FROV: NY POSTAL CODE: 10017
CONS . MV DATE OF OR NO FIXED
GOODS INVTRY. EQUIP ACCTS OTHER INCL AMOUNT MATURITY MAT DATE
A0 X X
YEAR MAKE MODEL V.I.N.
11
12
GENERAL COLLATERAL DESCRIPTION
13 PLEDGE OF SHARES OF CERTAIN SUBSIDIARIES OF THE DEBTOR
14
15
16 AGENT; AIRD & BERLIS LLP - SUSAN PAK
17 ADDRESS : 181 BAY STREET, SUITE 1800
CITY : TORONTO PROV: ON POSTAL CODE: MS5J2T9

Page 5
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FAMILY : 4 OF 6 ENQUIRY PAGE : 6 OF 8
SEARCH : BD : SINO-FOREST CORPORATION

00 FILE NUMBER : 659079036 EXPIRY DATE ; O3FEB 2016 STATUS :

01 CAUTION FILING : PAGE : 001 OF 1 MV SCHEDULE ATTACHED :
REG NUM :; 20100203 1535 1793 2023 REG TYP: P DPPSA REG PERIOD: 6
02 IND DOB : IND NAME:
03 BUS NAME: SINO-FOREST CORPORATION
OCN
04 ADDRESS ; 90 BURNEAMTHORPE ROAD WEST, SUITE 1208
CITY + MISSISSAUGA PROV: ON POSTAL CODE: LSB3(C3
05 IND DOB : IND NAME:
06 BUS NAME:
OCN :
0'7 ADDRESS :
CITY : PROV: POSTAL CODE:
08 SECURED PARTY/LIEN CLAIMANT :
LAW DEBENTURE TRUST COMPANY OF NEW YORK
09 ADDRESS : 400 MADISON AVENUE, 4TH FLOOR
CITY + NEW YORK PROV: NY POSTAL CODE: 10017
CONS. MV DATE OF OR NO FIXED
GOODS INVTRY. EQUIP ACCTS OQOTHER INCL AMOUNT MATURITY MAT DATE
10 X X
YEAR MAKR MODEL V.I.N,
11
12
GENERAL COLLATERAL DESCRIPTION
13 PLEDGE OF SHARES OF CERTAIN SUBSIDIARIES OF THE DEETOR
14
15
16 AGENT: AIRD & BERLIS LLP (3PAK -~ 102288)
17 ADDRESS : 181 BAY STREET, SUITE 1800
CITY : TORONTO PROV: ON POSTAL CODE: M5J2T9

Page 6



FAMILY 5 QF & ENQUIRY PAGE : 7 QF 8
SEARCH : BD : SINCO-FOREST CORPORATION

00 FILE NUMBER : 6651B6285 EXPIRY DATE : 150CT 2020 STATUS :

01 CAUTION FILING : PAGE : 001 OF 1 MV SCHEDULE ATTACHED
REG NUM : 20101015 1215 1793 1245 REG TYP:; P PPSA REG PERIOD: 10

02 IND DOB : IND WAME:

03 BUS NAME: SINO-FOREST CORPORATION

OCN
04 ADDRESS : 90 BURNHAMTHORPE ROAD WEST, SUITE 1208
CITY + MISSISSAUGA FPROV:; ON POSTAL CODE: L5SB3C3
05 IND DOB : IND NAME:
06 BUS NAME:
OCN
07 ADDRESS :
CITY H PROV: POSTAYL: CODE:
08 SECURED PARTY/LIEN CLAIMANT :
LAW DEBENTURE TRUST COMPANY OF NEW YCORK
09 ADDRESS ; 400 MADISON AVENUE, 4TH FLOOR
CITY i NEW YORK PROV: NY POSTAL CODE: 10017
CONS. MV DATE CF OR NOQ FIXED
GOODS INVTRY. EQUIP ACCTS OTHER INCL AMOUNT MATURITY MAT DATE
10 X X )
YEAR MAKE MODEL VvV.I.N.
11
12
GENERAY: COLLATERAL DESCRIPTICN .
13 PLEDGE OF SHARES OF CERTAIN SUBSIDIARIES OF THE DEBTOR,
14
is
16 AGENT: AIRD & BERLIS LLP [RMK-106760)
17 RDDRESS : 181 BAY STREET, SUITE 1800
CITY + TORONTO PROV: ON POSTAL CODE: M5J2T2

Page 7
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FAMILY & OF 6
SEARCH : BD : SINO-FOREST CORPORATION

ENQUIRY PAGE : 8 OF 8

00 FILE NUMBER : 665328963 EXPIRY DATE : 17NOV 2016 STATUS

01 CAUTION FILING : PAGE : 01 OF 001
REG NUM : 20101117 1007 1462 0113 REG TYP:

02 IND DOB : IND NAME:

03 BUS NAME: STINO-FOREST CORPORATION

04 ADDRESS : 1208-350 BURNHAMTHORPE RD W

CITY 1 MISSISSAUGA PROV: ON
05 IND DOB : IND NAME:
06 BUJ NAME:
07 ADDRESS

CITY : PROV:

08 SECURED PARTY/LIEN CLAIMANT :
XERCX CANADA LTD
09 ADDRESS : 33 BLOOR 8T. E. 3RD FLOOR

CITY : TORONTO PROV: ON
CONS , My
GOODS INVTRY. EQUIP ACCTS OTHER INCL

10 X X

YEAR MAKE MODEL

11

12

GENERAL COLLATERAL DESCRIPTION

13

14

15

16 AGENT: PPSA CANADA INC. - (3992)

17 ADDRESS : 110 SHEPPARD AVE EAST, SUITE 303

CITY : TORDNTO PROV: ON

Page 8

MV SCHEDULE ATTACHED :
PPSA REG PERIOD: &

OCN :

POSTAL CODE: L5B3C3

ocH

POSTAL CODE:

POSTAL CODE: M4W3H1
DATE OF OR NO FIXED

AMOUNT MATURITY MAT DATE

X
V,I.N,

POSTAL CODE: M2NeY8
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