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

COURT OF APPEAL FOR ONTARIO

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

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

NOTICE OF MOTION FOR LEAVE TO APPEAL

THE APPELLANTS, Credit Suisse Securities (Canada) Inc., TD Securities Inc.,
Dundee Securities Corporation (now known as DWM Securities Inc.), RBC Dominion Securities
Inc., Scotia Capital Inc., CIBC World Markets Inc., Merrill Lynch Canada Inc., Canaccord
Financial Ltd. (now known as Canaccord Genuity Corp.), Maison Placements Canada Inc.,
Credit Suisse Securities (USA) LL.C and Merrill Lynch, Pierce, Fenner & Smith Incorporated,
successor by merger to Banc of America Securities LLC, (the “Underwriters”) seek leave to

appeal from the order of Mr. Justice Morawetz, dated July 27, 2012 (the “Order”).
THE APPELLANT ASKS that leave be granted to appeal from the Order.

THE GROUNDS FOR THE MOTION are as follows:

1) Justice Morawetz erred in concluding that “Related Indemnity Claims” (as
defined in the Order) are “equity claims” as defined in section 2 of the Companies

Creditors Arrangement Act (“CCAA”), and the appeal is therefore meritorious;

(i)  the proposed appeal raises serious issues that are of significance to the parties, the

CCAA proceeding, and insolvency practice generally;
(iii)  the proposed appeal will not unduly hinder the progress of the CCAA proceeding;

(iv)  the CCAA, and, in particular, sections 2 and 13 thereof;

36184-2001 140557121
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(v)  rule 61 of the Rules of Civil Procedure; and

(vi)  such further and other grounds as counsel may advise and this Court may permit.

THE BASIS OF THE APPELLATE COURT’S JURISDICTION IS:

(i) section 13 of the CCAA.

THE FOLLOWING DOCUMENTARY EVIDENCE will be used in the hearing of

the motion:

) the motion materials filed below on the hearing before Justice Morawetz and

orders made and Monitor’s reports filed in the CCAA proceedings.

August 16, 2012

TO: SERVICE LIST

36184-2001 14055712.1
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Court File No. CV-12-9667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE MR. ) FRIDAY, THE 27"
)
JUSTICE MORAWETZ ) DAY OF JULY, 2012

MATTER OF THE COMPANIES’ CREDITORS
T,§1MENT ACT, R.5.C. 1985, ¢.C-36, AS AMENDED
)

E MATTER OF A PLAN OF COMPROMISE OR
NGEMENT OF SINO-FOREST CORPORATION

ORDER

THIS MOTION made by the Applicant, Sino-Forest Corporation ("SFC")
regarding the status of shareholder claims and related indemnity claims was heard this
day, at the courthouse at 330 University Avenue, Toronto, Ontario,

ON READING the Motion Record of the Applicant, the Responding Motion
Record of Ernst & Young LLP, the Book of Previously Filed Materials and Court Orders,
and the Responding Motion Record of BDO Limited and the facta of the parties, and on
hearing the submissions of counsel for the Moving Party, Sino-Forest Corporation, the
Monitor, the Ad Hoc Committee of Noteholders, Ernst & Young, BDO, and certain
underwriters named as defendants in the Ontario Class Action:

1. THIS COURT ORDERS that further service of the Notice of Motion and
Motion Record on any party not already served is hereby dispensed with,
such that this motion is properly returnable today.

2. THIS COURT ORDERS that the claims against SFC resulting from the
ownership, purchase or sale of an equity interest in SFC, including, without
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limitation, the claims by or on behalf of current or former shareholders
asserted in the proceedings listed in Schedule "A", (collectively, the
"Shareholder Claims") are "equity claims" as defined in section 2 of the
Companies' Creditors Arrangement Act (the "CCAA"}, being claims in respect
of monetary losses resulting from the ownershi-p, purchase or sale of an
equity interest.

THIS COURT ORDERS that any indemnification claims against SFC related
to or arising from the Shareholder Claims, including, without limitation, by or
on behalf of any of the other defendants to the proceedings listed in Schedule
"A" (the "Related Indemnity Claims") are "equity claims" under the CCAA,

being claims for contribution or indemnity in respect of claims that are equity
claims.

THIS COURT ORDERS that nothing in paragraph 3 determines whether this
Order extends to the aspect of any Related Indemnity Claims that
corresponds to defence costs in connection with the defence of any
Shareholder Claims.

THIS COURT ORDERS that the order is without prejudice to SFC's right to
apply for a similar order with respect to (i) any claims that are in respect of
Securities other than shares and (ii) any indemnification claims against SFC
related thereto.
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Schedule “A”
. Trustees of the Labourers' Pension Fund of Central and Eastern Canada et al. v. Sino-

Forest Corporation et al. (Ontario Superior Court of Justice, Court File No, CV-11-
431153-00CP) :

. Guining Liu v. Sino-Forest Corporation et al. (Quebec Superior Court, Court File No:
200-06-000132-111)

. Allan Haigh v. Sino-Forest Corporation et al, (Saskatchewan Court of Queen's Bench,
Court File No. 2288 of 2011)

. David Leapard et al. v. Allen T.Y. Chan et al. (District Court of the Southern District of
New York, Court File No. 650258/2012)
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Overview

1] Sino-Forest Corporation (“SFC” or the “Applicant”) secks an order directing that ¢laims
against SFC, which result from the ownership, purchase or sale of an equity intcrest in SFC, are
“cquity claims” as defined in section 2 of the Companies ' Creditors Arrangement Act (“CCAA™)
including, without limitation: (i) the claims by or on behalf of current or former sharcholders
asserted in the proceedings listed in Schedule “A™ (collectively, the “Shareholder Claims™); and
(i1) any indemnification claims against SFC related to or arising from the Sharcholder Claims,
including, without limitation, those by or on behalf of any of the other defendants to the
proceedings listed in Schedule “A™ (the “Related Indemnity Claims™).

[2] SFC takes the position that the Shareholder Claims are “equity claims™ as defined in the
CCAA as they are claims in respect of a monetary loss resulting from the ownership, purchase or
sale of an equity interest in SFC and, therefore, come within the definition. SFC also takes the
position that the Related Indemnity Claims are “equity claims™ as defined in the CCAA as they
are claims for contribution or indemnily in respect of a claim that is an equity claim and,
therefore, also come within the definition.

[3]  On March 30, 2012, the court granted the Initial Order providing for the CCAA stay
against SFC and certain of its subsidiaries. FTI Consulting Canada Inc. was appointed as
Monitor.

[4] On the samc day, the Sales Process Order was granted, approving Sales Process
procedures and authorizing and directing SFC, the Monitor and Houlihan Lokey to carry out
the Sales Process.

[5] On May 14, 2012, the court issued a Claims Procedure Order, which established June 20,
2012 as the Claims Bar Date

[6]  The stay of procecdmgs has since becn cxtended to September 28, 2012.

[7]  Since the outset of the proceedings, SFC has taken the position that it is important for
these proceedings to be completed as soon as possible in order to, among other things, (i) cnable
the business operated in the Peoples Republic of China (“PRC”) to be separated from SFC and
put under new ownership; (ii) cnable the restructured busincss to participate in the Q4 salcs
scason in the PRC market; and (iii) maintain the confidence of stakeholders in the PRC
(including local and national governmental bodies, PRC lenders and other stakeholders) that the
business in the PRC can be successfully separated from SFC and operate in the ordinary course
in the near future.

I8] SFC has negotiated a Support Agreement with the Ad Hoc Committee of Noteholders
and-intends to file a plan of compromisc or arrangement {(the “Plan™) under the CCAA by no
later than August 27, 2012, based on the deadline set out in the Support Agreement and what
they submit is the commereial reality that SFC must complete its restructuring as soon as

possible.
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[9] Noteholders holding in excess of $1.296 billion, or approximately 72% of the
approximatcly $1.8 billion of SFC’s notcholders® debt, have executed written support
agreements to support the SFC CCAA Plan as of March 30, 2012.

Shareholder Claims Asserted Against SFC
(i)  Ontario

[10] By Fresh as Amended Statement of Claim dated April 26, 2012 (the “Ontario Statement
of Claim™), the Trustees of the Labourcrs' Pension Fund of Central and Eastern Canada and
other plaintiffs asserted various claims in a class proceeding (the “Ontario Class Proccedings™)
against SFC, ccrtain of its current and former officers and directors, Emst & Young LLP
(“E&Y™), BDO Limited (“BDO”), Poyry (Beijing) Consulting Company Limited (“Poyry”) and
SFC’s underwriters {collectively, the “Underwriters™),

[11]  Section 1(m) of the Ontario Statement of Claim defines “class” and “class members” as:

All persons and entities, wherever they may reside who acquired Sino’s Sccurities
during the Class Period by distribution in Canada or on thc Toronto Stock
Exchange or other secondary market in Canada, which securities include those
acquircd over the counter, and all persons and entitics who acquired Sinc’s
Securities during the Class Period who are resident of Canada or were resident of
Canada at the time of acquisition and who acquired Sino’s Securities outside of
Canada, except the Excluded Persons.

[12] The term “Securities” is defincd as “Sino’s cormumon shares, notes and other securities, as
defined in the OSA”. The term “Class Period” is defined as the period from and including
March 19, 2007 up to and including June 2, 2011.

[13] The Ontario Class Proceedings seek damages in the amount of approximately $9.2 billion
against SFC and the other defendants.

[14] The thrust of the complaint in the Ontario Class Proceedings is that the class members are
alleged to have purchased securities at “inflated prices during the Class Period” and that absent
the alleped misconduct, sales of such securities “would have occurred at prices that reflected the
true value™ of the securities. It is further alleged that “the price of Sino’s Securities was directly
affected during the Class Pcriod by the issuance of the Impugned Documents™.

(i) Quebec

{15] By eaction filed in Quebec on June 9, 2011, Guining Liu commenced an action (the
“Quebec Class Proceedings”) against SFC, certain of its current and former officers and
dircctors, E&Y and Poyry. The Quebec Class Proceedings do not name BDO or the
Underwritcrs as defendants. The Quebec Class Proceedings also do not specify the quantum of
damages sought, but rather reference “damagcs in an amount equal to the losses that it and the
other members of the group suffered as a result of purchasing or acquiring securities of Sino at
inflatcd prices during the Class Period™.
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[16] The complaints in the Quebec Class Proceedings centre on the effect of alleged
misrepresentations on the sharc price. The duty allegedly owed to the class members is said to
be based in “law and other provisions of the Securities Aet”, to ensure the prompt dissemination
of truthful, complcte and accurate statements regarding SFC's business and affairs and to correct
any previously-issued materially inaccurate statements.

(ili) Saskatchewan

[17] By Statement of Claim dated December 1, 2011 (the “Saskatchewan Statement of
Claim™), Mr. Allan Haigh commenced an action (the “Saskatchewan Class Procecdings™) against
SFC, Allen Chan and David Horslcy.

[18] The Saskatchewan Statement of Claim does not specify the quantum of damages sought,
but instead states in more general tcrms that the plaintiff seeks “aggravated and compensatory
damages against the defendants in an amount to be determined at trial”.

[19] The Saskatchewan Class Proceedings focus on the effect of the alleged wrongful acts
upon the trading price of SFC’s securities:

The price of Sino’s securities was dircctly affected during the Class Period by the
issuance of the Impugned Documents. The defendants were aware at all material
times that the effect of Sino’s disclosure documents upon the price of its Sino’s
[sic) securities.

(iv)  New York

{20] By Verified Class Action Complaint dated January 27, 2012, (the “New York
Complaint™), Mr. David Leapard and IMF Finance SA commenced a class proceeding against
SFC, Mr. Allen Chan, Mr. David Horsley, Mr. Kai Kit Poon, a subset of the Underwriters, E& Y,
and Emst & Young Global Limited (the “New York Class Proceedings™).

[21] SFC contends that the New York Class Proccedings focus on the cffect of the alleged
wrongful acts upon the trading price of SFC’s securities.

[22] The plaintiffs in the various c¢lass actions have named parties other than SFC as
defendants, notably, the Underwriters and the auditors, E&Y, and BDO, as summarized in the
table below, The positions of thosc parties are detailed later in these reasons.

Ontario | Quebec | Saskatchewan | New York

E&YLLP |X X . X

E&Y Global |- - - X

BDO X - - -
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Poyry X X - ' -
Underwriters | 11 - - 2

Legal Framework

{23] Even beforc the 2009 amendments to the CCAA dealing with equity claims, courts
recognized that there is a fundamental difference between shareholder equity claims as they
relate to an insolvent entity versus creditor claims. Essentially, sharcholders cannot reasonably
expect to maintain a financial interest in an insolvent company where creditor claims are not
being paid in full. Simply put, shareholders have no economic interest in an insolvent enterprise:
Blue Range Resource Corp. (Re), (2004) 4 W.W.R. 738 (Alta. Q.B.) [Blue Range Resources];
Stelco Inc. (Re), (2006) CanlIl 1773 (Ont. 8.C.1.} [Steleo]; Royal Bank of Canada v. Central
Capital Corp. (1996), 27 O.R. (3d) 494 (C.A.).

[24] The basis for the differentiation flows from the fundamentally different nature of debt
and equity investments. Shareholders have unlimited upside potential when purchasing shares.
Creditors have no corresponding upside potential: Nelson Financial Group Limited (Re), 2010
ONSC 6229 [Nelson Financial].

[25] As a result, courts subordinated cquity claims and denied such claims a vote in plans of
arrangement: Blue Range Resource, supra, Stelco, supra; EarthFirst Canada Inc. (Re) (2009), 56
C.B.R. (5") 102 (Alta, Q.B.) [EarthFirst Canada); and Nelson Financial, supra,

[26] In 2009, significant amendments were made to the CCAA. Specific amendments were
made with the intention of clarifying that equity claims arc subordinated to other claims.

[27] The 2009 amendments define an “equity claim” and an “equity interest”. Section 2 of the
CCAA includes the following definitions:

“Equity Claim” means a claim that is in respect of an equity interest, including a
claim for, among others, (...)

(d) a monetary loss resulting from the ownership, purchase or sale
of an equity interest or from the rescission, or, in Quebec, the
anpulment, of a purchasc or sale of an equity interest, or

{(e) contribution or indemnity in respect of a claim referred to in
any of paragraphs (2) to (d);

“Equity Interest” means

(2) in the case of a company other than an income trust, a share in the
company - or a warrant or option or another right to acquire a share in the
company — other than one that is derived from a convertible debt,
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[28]  Section 6(8) of the CCAA prohibits a distribution to equity claimants prior to payment in
full of all non-equity claims.

[29]  Section 22(1) of the CCAA provides that equity claimants are prohibited from voting on
a plan unlcss the court erders otherwise.

Position of Ernst & Young

[30] E&Y opposes the relief sought, at least as against E&Y, since the E&Y proof of claim
evidence demonstrates in its view that E&Y’s ¢laim: ’

(a) is not an equity clajm;
(b) does not derive from or depend upon an equity claim (in whole or in part);

(c) represents discrect and independent causes of action as against SFC and its directors
and officers arising from E&Y’s direct contractual relationship with such parties (or
certain of such parties) and/or the tortious conduct of SFC and/or its directors and
officers for which they are in law responsible to E&Y; and

(d) can succeed independently of whether or not the claims of the plaintiffs in the class
actions succeed.

(31] Inits factum, counsel to E&Y acknowledges that during the periods relevant to the Class
Action Proceedings, E&Y was retaincd as SFC’s auditor and acted as such from 2007 untif it
resigned on April 5, 2012,

(32] OnJune 2, 2011, Muddy Waters LLC (“Muddy Waters™) issued a report which purported
to reveal fraud at SFC. In the wake of that report, SFC’s share price plummetcd and Muddy
Waters profited from its short position.

[33] E&Y was served with a multitude of class action claims in numerous jurisdictions.

[34] The plaintiffs in the Ontario Class Proceedings claim damages in the aggregate, as
against all defendants, of $9.2 billion on behalf of resident and non-resident shareholders and
notcholders. The causes of action alleged are both statutory, under the Securities Act (Ontario)
and at common Jaw, in negligcnce and negligent misrepresentation.

[35] Inits factum, counsel to E&Y acknowledges that the central claim in the class actions is
that SFC made a series of misrepresentations in respect of its timber assets. The claims against
E&Y and the other third party defendants are that they failed to detect these misrepresentations
and note in particular that E&Y’s audit did not comply with Canadian generally accepted
accounting standards. Similar claims are advanced in Quebec and the U.S.

[36] Counsel to E&Y notes that on May 14, 2012 the court granted a Claims Procedure Order

which, among other things, requires proofs of claim to be filed no later than Junc 20, 2012. E&Y

takes issuc with the fact that this motion was then brought notwithstanding that proofs of claim
. and D&O proofs of claim had not yet been filed,
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[37] E&Y has filed with the Monitor, in accordance with the Claims Procedure Order, a proof
of claim against SFC and a proof of claim against the directors and officers of SFC.

[38] E&Y takes the position that it has contractual claims of indemnification against SFC and
its subsidiaries and has statutory and common law claims of contribution and/or indemnity
against SFC and its subsidiaries for all relevant years. E&Y contends that it has stand-alone
claims for breach of contract and ncgligent and/or fraudulent misrepresentation against the
company and its directors and officers.

{391 Counscl submits that E&Y"s claims against Sino-Forest and the SFC subsidiarics are:

(a) creditor claims;

(b) derived from E&Y retainers by and/or on bchalf of Sino-Forest and the SFC
subsidiaries and E&Y’s relationship with such parties, all of which are wholly
independent and conceptually different from the claims advanced by the class action
plaintiffs;

(¢) claims that include the cost of defending and responding to various proceedings, both
pre- and post-filing; and

(d) not equity clajms in the sensc contemplated by the CCAA. E&Y’s submission is that
equity holders of Sino-Forest have not advanced, and could not advance, any claims
against SFC’s subsidiaries.

{40}  Counsel] further contends that E&Y’s claim is distinct from any and all potential and
actual claims by the plaintiffs in the class actions against Sino-Forest and that E&Y's ¢laim for
contribution and/or indemnity is not based on the claims against Sino-Forest advanced in the
class actions but rather only in part on those claims, as any success of the plaintiffs in the class
actions against E&Y would not neccssarily lead to success against Sino-Forest, and vice versa.
Counsel contends that E&Y has a distinct claim against Sino-Forest independent of that of the
plaintiffs in the class actions. The success of E&Y’s claims against Sino-Forest and the SFC
subsidiaries, and the success of the claims advanced by the class action plaintiffs, are not co-
dependent. Consequently, counsel contends that E&Y’s claim 1s that of an unsecured creditor.

[41] From a policy standpeint, counsel to E&Y contends that the nature of the relationship
between a shareholder, who may be in a position to assert an cquity ¢laim (in addition to ather
claims) is fundamentally different from the relationship existing between a corporation and its

auditors.
Positian of BDO Limited

[42]) BDO was auditor of Sino-Forest Corporation between 2005 and 2007, when it was
replaced by E&Y.

[43] BDO has a filed a proof of claim against Sino-Forest pursuant to the Claims Procedure
Order.
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[44] BDO’s claim against Sino-Forest is primarily for breach of contract.

[45] BDO takes the position that its indemnity clajms, similar to those advanced by E&Y and
the Underwriters, are not equity claims within the meaning of's. 2 of the CCAA.

[46] BDO adopts the submissions of E&Y which, for the purposcs of this endorsement, are
not repeated.

Position of the Undcrwriters

[47] The Underwriters take the position that the court should not decide the equity claims
motion at this time because it is premature or, alternatively, if the court decides the equity claims
motion, the equity claims order should not be granted because the Related Indemnity Claims are
not “equity claims” as defined in s. 2 of the CCAA.

[48) The Underwriters are among the defendants named in some of the class actions. In
connection with the offerings, certain Underwriters entered into agreements with Sino-Forest and
certain of its subsidiaries providing that Sino-Forest and, with respect to certain offerings, the
Sino-Forest subsidiary companies, agree to indemnify and hold harmless the Underwriters in
connection with an array of matters that could arise from the offcrings.

[49] The Underwriters raise the following issues:
(1)  Should this court decide the equity claims motion at this time?

(1)  If this court decides the equity claims motion at this time, should the equity
claims order be granted?

[50]  On the first issue, counsel to the Underwriters takes the position that the issue is not yet
ripe for determination.

[51] Counscl submits that, by secking the equity claims order at this time, Sino-Forest is
attempting to pre-empt the Claims Proccdure Order, which already provides a process for the
determination of claims, Until such time as the claims procedure in respect of the Related
Indemnity Claims is completed, and those claims are detcrmined pursuant to that process,
counsel contends the subject of the equity claims motion raises a mercly hypothetical question as
the court is being asked to determinc the proper interpretation of s. 2 of the CCAA before it has
the benefit of an actual claim in dispute before it.

[52] Counsel further contends that by asking the court to render judgment on the proper
interpretation of s. 2 of the CCAA n the hypothetical, Sino-Forest has put the court in a position
where its judgment will not be made in the context of particular facts or with a full and complete
evidentiary record.

[53]1 Even if the court determines that jt can decide this motion at this time, the Underwriters
submit that the relief requested should not be granted.
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Position of the Applicant

[S4] The Applicant submits that the amendments to the CCAA relating to equity claims
closely parallel existing U.S. law on the subject and that Canadian courts have looked to U.S.
courts for guidance on the issue of equity claims as the subordination of equity claims has long
been codified there: see e.g. Blue Range Resources, supra, and Nelson Financial, supra.

[551 The Applicant takes the position that based on the plain language of the CCAA, the
Sharcholder Claims are “equity claims” as defined in 5. 2 as they are claims in respect of a
“monetary loss resulting from the ownership, purchase or sale of an equity interest™.

[56] The Applicant also submits the following:

(a) the Ontario, Quebec, Saskatchewan and New York Class Actions
(collectively, the “Class Actions”) all advance claims on behalf of
shareholders.

(b) the Class Actions also allege wrongfu! conduct that affected the trading price
of the shares, in that the alleged misrepresentation “artificially inflated” the
share price; and

(c) the Class Actions scck damages relating to the trading price of SFC shares
and, as such, allege a “monectary loss™ that resulted from the ownership,
purchase or sale of shares, as defined in 5. 2 of the CCAA.

[57] Counsel further submits that, as the Sharcholder Claims are “equity claims”, they are
expressly subordinated to creditor claims and are prohibited from voting on the plan of
arrangement.

[58] Counsel to the Applicant also submits that the definition of “equity claims” in s. 2 of the
CCAA expressly includes indemnity claims that relate to other equity claims. As such, the
Related Indemnity Claims are equity claims within the meaning of s, 2. :

[59] Counsel further submits that there is no distinction in the CCAA between the source of
any claim for contribution or indemnity; whether by statute, common law, contractual or
otherwise. Further, and to the contrary, counsel submits that the legal characterization of a
contribution or indemnity claim depends solely on the characterization of the primary claim upon
which contribution or indemnity is sought.

[60] Counsel points out that in Return on Innovation Capital v. Gandi Innovations Limited,
2011 ONSC 5018, leave to appeal denied, 2012 ONCA 10 [Return on Innovation] this court
characterized the contractual indemnification claims of directors and officers in respect of an
equity claim as “equity claims”.

[61] Counsel also submits that guidance on the treatinent of underwriter and auditor
indemnification claims can be obtained from the U.S. experience. In the U.S., courts have held
that the indemnification claims of underwriters for liability or defence costs constitute equity
claims that are subordinated to the claims of general creditors. Counsel submits that insofar as
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the primary source of liability is characterized as an equity claim, so too is any claim for
contribution and indemnity based on that equity claim. ‘

[62] In this case, counsel contends, the Related Indcmnity Claims are clearly claims for
“contribution and indemnity” based on the Shareholder Claims.

Position of the Ad Hoc Noteholders

[63] Counsel to the Ad Hoc Noteholders submits that thc Shareholder Claims are “equity
claims” as they are claims in respect of an equity interest and are claims for “a monetery loss
resulting from the ownership, purchase or sale of an equity interest” per subsection (d) of the
definition of “equity claims” in the CCAA.

[64]) Counsel further submits that the Related Indemnity Claims are also “equity claims” as
they fall within the “clear and unambiguous™ language used in the definition of “equity claim™ in
the CCAA. Subsection (e) of the definition refers expressly and without qualification to claims
for “contribution or indemnity™ in respect of claims such as the Sharcholder Claims.

[65] Counsel further submits that had the legislature intended to qualify the reference to
“contribution or indemnity” in order to exempt the claims of certain parties, it could have donc
s0, but it did not.

[66] Counsel also submits that, if the plain language of subsection (¢} is not upheld,
shareholders of SFC could potentially create claims to receive indirectly what they could not
rcceive directly (i.e., payment in respect of equity claims through the Related Indemnity Claims)
— a result that could not have been intended by the legislature as it would be inconsistent with the
purposes of the CCAA.

[67] Counsel to the Ad Hoc Notcholders also submits that, before the CCAA amendments in
2009 (the “CCAA Amendments”), courts subordinated claims on the basis of:

(a) the general expectations of creditors and shareholders with respect to priority and
assumption of risks; and

(b) the equitable principles and considerations set out in certain U.S. cases: see e.g. Blue
Range Resources, supra.

[68] Counsel firther submits that, before the CCAA Amendments took effect, counts had
expanded the types of claims characterized as equity claims; first to claims for damages of
defraudcd shareholders and then to contractual indemnity claims of shareholders: see Blue Range
Resources, supra and EarthFirst Canada, supra.

[69] Counsel for the Ad Hoc Noteholders also submits that indemnity claims of underwriters
have becn treated as equity claims in the United States, pursuant to section 510(b) of the U.S.
Bankruptey Code. This submission is detailed at paragraphs 20-25 of their factum which reads
as follows: '
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20. The desire to more closely align the Canadian approach to equity claims with
the U.S. approach was among the considerations that gave rise to the codification
of the treatment of cquity ¢laims, Canadian courts have also looked to the U.S.
law for puidance on the issue of equity claims where codification of the
subordination of equity claims has been long-standing,

Janis Sarra at p. 209, Ad Hoc Committee’s Book of Authorities, Tab 10.

Report of the Standing Senate Committee on Banking, Trade and
Commerce, “Debtors and Creditors Sharing the Burden: A Review of the
Bankruptcy and I[nsolvency Act and the Companies' Creditors
Arrangement act” (2003) at 158, [...]

Blue Range [Resources) at paras. 41-57 [...]

21. Pursuant to § 510(b) of the U.S. Bankruprcy Code, all creditors must be paid
in full before sharcholders are entitled to receive any distribution. § 510(b) of the
U.S. Bankruptcy Code and the relevant portion of § 502, which is referenced in §
510(b), provide as follows:

§ 510. Subordination

(b) For the purpose of distribution under this title, a claim arising from
rescission of a purchase or sale of a security of the debtor or of an affiliate
of the debtot, for damages arising from the purchase or sale of such a
security, or for reimbursement or contribution allowed under 502 on
account of such a claim, shall be subordinated to all ¢claims or interests that
are senior to or equal the claim or interest represented by such security,
except that if such security is common stock, such claim has the same
priority as common stock.

§ 502. Allowance of claims or intercsts

(&) (1) Notwithstanding subsections (a), (b) and (c) of this section and
paragraph (2) of this subsection, the court shall disallow any claim for
reimbursement or contribution of an entity that is liable with the debtor on
or has secured the claim of a creditor, to the extent that

(B) such claim for reimbursermnent or contribution is contingent as
of the time of allowance or disallowance of such claim for
reimbursement or contribution; or

(2} A claim for reimbursement or contribution of such an entity that
becomes fixed after the commencement of the case shall be determined,

P.0O12

018
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and shall be allowed under subsection (a), (b), or (c) of this section, or
disallowed under subsection (d) of this section, the same as if such ¢laim
had become fixed before the date of the filing of the petition.

22. U.S. appellate courts have interpreted the statutory language in § 510(b)
broadly to subordinate the claims of sharcholders that have a nexus or causal
rclationship to the purchase or sale of securitics, including damages arising from
alleged illegality in the sale or purchase of securities or from corporate
misconduct whether predicated on pre or post-issuance conduct.

Re Telegroup Inc. (2002), 281 F. 3d 133 (3" Cir. U.S. Court of Appeals)
[...]

American Broadcasting Systems Inc. v. Nugent, U.S. Court of Appeals for
the Ninth Circuit, Case Number 98-17133 (24 January 2001) [...]

23. Further, U.S. courts have held that indemnification claims of undervriters
against the corporation for liability or defence costs when shareholders or former
shareholdets have sucd underwriters constitute equity claims in the insolvency of
the corporation that are subordinated to the claims of general creditors based on:
(a) the plain language of § 510(b), which references claims for “reimbursement or
contribution” and (b) risk allocation as between general creditors and those parties
that play a role in the purchase and sale of securities that give rise to the
shareholder claims (i.e., directors, officers and underwriters).

In re Mid-American Waste Sys., 228 B.R. 816, 1999 Bankr. LEXIS 27

(Bankr. D. Del. 1999) [Mid-dmerican] [...]}

In re Jacom Computer Servs., 280 B.R. 570, 2002 Bankr. LEXIS 758
(Bankr. S.D.N.Y. 2002) [...]

24. In Mid-American, the Court stated the following with respect to the “plain
language” of § 510(b), its origins and the inclusion of “reimbursement or
contribution™ claims in that section:

... 1find that the plain language of § 510(b), its legislative history, and
applicable case law clearly show that § 510(b} intends 10 subordinate the
indemnification claims of officers, directors, and underwriters for both
liability and expenses incurred in connection with the pursuit of claims for
rescission or damages by purchasers or sellers of the debtor's securities.
The meaning of amended § 510(b), specifically the language "for
reimbursement or contribution . . . on account of [a claim arising from
rescission or damages arising from-the purchase or sale of a security],” can
be discemed by a plain reading of its language.

... it is readily apparent that the rationale for section 510(b) is not limited
to preventing shareholder claimants from improving their position vis-a-

P.013
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vis general creditors; Congress also made the decision to subordinate
based on risk allocation. Consequently, when Congress amended § 510(b)
to add reimbursement and contribution claims, it was not radically
departing from an equityholder claimant treatment provision, as NatWest
.suggests; it simply added to the subordination treatment new classes of
persons and entities invelved with the securities transactions giving rise to
the rescission and damage claims. The 1934 amendment to § 510(b}Yis a
logical extension of onc of the rationales for the onginal scction —
because Congress intended the holders of securities law claims 1o be
subordinated, why not also subordinate claims of other parties (e.g.
officers and directors and underwriters) who play a role in the purchase
and sale transactions which give rise to the securities law claims? As 1
view it, in 1984 Congress made a legislative Jjudgment that claims
emanating from tainted securities law transactions should not have the
same priority as the claims of general creditors of the estate. [emphasis
added]

[-]

25. Further, the U.S. courts have held that the degree of culpability of the
respective parties is a non-issue in the disallowance of claims for indemnification
of underwriters; the equities are meant to benefit the debtor's dircet creditors, not
secondarily liable creditors with contingent claims.
In re Drexel Burnham Lambert Group, 148 B.R. 982, 1992 Bankr, LEXIS
2023 (Bankr. S.D.N.Y. 1992) [...) :

[70]  Counsel submits that there is no principled basis for treating indemnification claims of
auditors differently than those of underwriters, -

Analysis

Is it Premature to Determine the Issue?

[71]  The class action litigation was commenced prior to the CCAA Proceedings. It is clear
that the claims of shareholders as set out in the class action claims against SFC are “equity
claims” within the meaning of the CCAA.

[72] In my view, this issue is not premature for determination, as is submitted by the
Underwriters.

[73] The Class Action Proceedings preceded the CCAA Proceedings. It has been clear since
the outset of the CCAA Proceedings that this issue — namely, whether the claims of E&Y, BDO
and the Underwriters as against SFC, would be considered “equity claims” — would have to be
determined.
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[74] It has also been clear from the outset of the CCAA Proceedings, that a Sales Process
would be undertaken and the expected proceeds arising from the Sales Process would generate
proceeds insufficient to satisfy the claims of creditors.

[75] The Claims Procedure is in place but, it seems to me that the issue that has been placed
before the court on this motion can be determined independently of the Claims Procedure. 1do
not accept that any party can be said to be prejudiced if this threshold issue is determined at this
time. The threshold issue does not depend upon a determination of quantification of any claim.
Rather, its effect will be to establish whether the ¢laims of E&Y, BDO and the Underwriters will
be subordinated pursuant to the provisions of the CCAA. This is independent from a
determination as to the validity of any claim and the quantification thereof.

Should the Equity Claims Order be Granted?

[76] 1 am in agreement with the submission of counsel for the Ad Hoc Noteholders to the
effect that the characterization of claims for indemnity turns on the characterization of the
underlying primary claims.

[77] In my view, the claims advanced in the Shareholder Claims are clearly equity claims.
The Shareholder Claims underlie the Related Indemnity Claims.

[78] In my view, the CCAA Amendments have codified the treatment of claims addressed in
pre-amendment cases and have further broadened the scope of equity claims.

[79] The plain language in the definition of “cquity claim” does not focus on the identity of
the claimant. Rather, it focuses on the nature of the claim. In this case, it scems clear that the
Sharcholder Claims led to the Related Indemnity Claims. Put another way, the inescapable
conclusion is that the Related Indemnity Claims are being used to recover an equity investment,

[80] The plain language of the CCAA dictates the outcome, namely, that the Shareholder
Claims and the Related Indemnity Claims constitute “equity claims™ within the meaning of the
CCAA. This conclusion is consistent with the trend towards an expansive interpretation of the
definition of “cquity claims” to achiecve the purpose of the CCAA.

[81] 1In Return on Innovation, Newbould J, characterized the contractual indemnification
claims of directors and officers as “cquity claims”. The Court of Appeal denied leave to appeal.
The analysis in Refurn on Innovation leads to the conclusion that the Related Indemnity Claims
are also equity claims under the CCAA.

(82] It would be totally inconsistent to arrive at a conclusion that would enable either the
auditors or the Underwriters, through a claim for indemnification, to be treated as creditors when
the underlying actions of the shareholders cannot achieve the same status. To hold otherwise
would indeed provide an indirect remedy where a direct remedy is not available.

[83] Further, on the issuc of whether the claims of E&Y, BDO and the Underwriters fall
within the definition of equity claims, there are, in my view, two aspects of these claims and it is
necessary to keep them conceptually separate.
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[84) The first and most significant aspect of the claims of E&Y, BDO and the Underwriters
constitutes an “equity claim” within the meaning of the CCAA. Simply put, but for the Class
Action Proceedings, it is inconceivable that claims of this magnitude would have been launched
by E&Y, BDO and the Underwriters as against SFC. The class action plaintiffs have launched
their actions against SFC, the auditors and the Underwriters. In turn, E&Y, BDO and the
Underwriters have launched actions against SFC and its subsidiaries. The claims of the
sharehalders are clearly “equity claims” and a plain reading of s. 2(1)(e) of the CCAA leads to
the same conclusion with respect to the claims of E&Y, BDO and the Underwriters. To hold
otherwise, would, as stated above, Jead to a result that is inconsistent with the principles of the
CCAA. Tt would potentially put the shareholders in a position to achieve creditor status through
their claim against E&Y, BDO and the Underwriters even though a direct claim against SFC
would rank as an “equity claim”.

[85] I also recognize that the legal construction of the claims of the auditors and the
Underwriters as against SFC is different than the claims of the shareholders against SFC.
However, that distinction is not, in my view, reflected in the language of the CCAA which
makes no distinction based on the status of the party but rather focuses on the substance of the
claim.

[80]  Critical to my analysis of this issue is the statutory language and the fact that the CCAA
Amendments came into force after the cases relied upon by the Underwriters and the auditors.

(87] It has becn argued that the amendments did nothing mote than codify pre-existing
common law. In many respects, I accept this submission. However, I am unable to accept this
submission when considering s. 2(1) of the CCAA, which provides clear and specific language
directing that “equity claim™ means a claim that is in respect of an equity interest, including a
claim for, among other things, “(c) contribution or indemnity in respect of a claim referred to in
any of paragraphs (a) to (d)”.

[88] Given that a shareholder claim falls within s, 2(1)(d), the plain words of subscctions (d)
and (¢) lcad to the conclusions that I have sct out above, '

[89] I fail to sec how the very clear words of subsection (e) can be seen to be a codification of
existing law. To arrive at the ¢conclusion put forth by E&Y, BDO and the Underwriters would
require me to ignore the specific words that Parliament has recently ¢nacted,

(90] I cannot agree with the position put forth by the Underwriters or by the auditors on this
point. The plain wording of the statutc has persuaded mc that it does not matter whether an
indemnity claim js seecking no more than allocation of fault and contribution at common law, or
whether there is a free-standing contribution and indemnity claim based on contracts.

[91] However, that is not to say that the full amount of the claim by the auditors and
Underwriters can be characterized, at this time, as an “equity ¢laim”,

[92] The second aspect to the claims of the auditors and underwriters can be illustrated by the
following hypothetical: if the claim of the shareholders does not succeed against the class action
defendants, E&Y, BDO and the Underwriters will not be liable to the class action plaintiffs.
However, these parties may be in a position 10 demonstrate that they do have a claim against
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SFC for the costs of defending those actions, which claim does not arise as a result of
“contribution or indemnity in respect of an cquity claim®.

[93] It could very well be that each of E&Y, BDO and the Underwriters have expended
significant amounts in defending the claims brought by the class action plaintiffs which, in turn,
could give risc to contractual claims as against SFC. If there is no successful equity claim
brought by the class action plaintiffs, it is arguable that any claim of E&Y, BDO and the
Underwriters may legitimately be characterized as a claim for contribution or indemnity but not
necessarily in respect of an cquity elaim. If so, there is no prineipled basis for subordinating this
portion of the claim, At this point in time, the quantification of such a claim cannot bc
determined. This must be determined in accordance with the Claims Procedure.

[94] However, it must be recognized that, by far the most significant part of the claim, is an
“equity claim™.

[95] In arriving at this determination, I have taken into account the arguments set forth by
E&Y, BDO and the Underwriters. My conclusions recognize the separate aspects of the Related
Indemnity Claims as submitted by counsel to the Underwriters at paragraph 40 of their factum
which reads:

...it must be recognized that there are, in fact, at least two different kinds of
Related Indemnity Claims:

(2) indemnity claims against SFC in respect of Sharcholder Claims against the
auditors and the Underwriters; and

(b) indemnity claims against SFC in respect of the defence costs of the auditors
and the Underwriters in connection with defending themselves against
Shareholder Claims.

Pisposition

[96] In the result, an order shall. issue that the claims against SFC resulting from the
ownership, purchase or sale of equity interests in SFC, including, without limitation, the claims
by or on behalf of current or former shareholders asserted in the proceedings listed in Schedule
“A” are “equity claims” as defined in s. 2 of the CCAA, being claims in respect of monetary
losses resulting from the ownership, purchase or sale of an equity interest, It is noted that
counsel for the class action plaintiffs did not contest this issue.

[97] In addition, an order shall also issue that any indemnification claim against SFC related
to or arising from the Shareholders Claims, including, without limitation, by or on behalf of any
of the other defendants to the proceedings listed in Schedule “A” are “equity claims” under the
CCAA, being claims for contribution or indemnity in respect of a claim that is an equity claim.
However, I feel it is premature to determine whether this order extends to the aspect of the
Related Indemnity Claims that corresponds to the defence costs of the Underwriters and the
auditors in connection with defending themselves against the Shareholder Claims.
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[98] A direction shall also issue that these orders are made without prejudice to SFC's rights
to apply for a sx'xr.nlar order with respect to (i) any claims in the statement of claim that are in
respect of securities other than shares and (ii) any indemnification claims against SFC related

thereto.

7 MORAWETZ .

Date: July 27,2012
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SCHEDULE “A” —- SHAREHOLDER CLAIMS

Trustees of the Labourers’ Pension Fund of Central and Eastern Canada er al. v. Sino-
Forest Corporation et al. (Ontario Superior Court of Justice, Court File No. CV-11-
431153-00CP)

CGluining Liu v. Sino-Forest Corporation et al. (Quebec Superior Court, Court File No.:
200-06-000132-111)

Allan Haigh v. Sino-Forest Corporation et al. (Saskatchewan Court of Queen’s Bench,
Court File No. 2288 of 2011)

David Leapard et al. v. Allen T.Y. Chan et al, (District court of the Southern District of
New York, Court Filc No. 650258/2012)
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Court File No. CV-12-9667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF THE COMPANIES CREDITORS'
ARRANGEMENT ACT, R.8.C. 1985, ¢, C-36, AS AMENDED
AND IN THE MATTER OF A PLAN OF COMPROMISE OR

ARRANGEMENT IN THE MATTER OF SINO-FOREST
CORPORATION

AFFIDAVIT OF ELIZABETH FIMIO
(Sworn June 8, 2012)
I, ELIZABETH FIMIO, of the City of Burlington, in the Regional Municipality of

Haiton, MAKE OATH AND SAY:

1. I am an assistant of Bennett Jones LLP, counsel for Sino-Forest Corporation ("SFC"). 1
therefore have personal knowledge of the matters set out below, except where otherwise stated.
Where I do not possess personal knowledge, I have stated the source of my information and I

believe such information to be true.

2. SFEC and certain of its current and former officers, directors and employees, along with
SFC's current and former auditors, technical consultants and various underwriters involved in
prior equity and debt offerings, have been named as defendants in class actions in Ontario,

Quebec, Saskatchewan and New York.

3. A copy of this Fresh as Amended Statement of Claim in the Ontario class action is attached

as Exhibit "A".
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4.  Copies of the originating documents in the Quebec and Saskatchewan class actions are

attached as Exhibits "B and "C" respectively.
5. A copy of the complaint in the New York class action is attached as Exhibit "D".

SUPPORT OF THE NOTEHOLDERS

6. On June 8, 2012, SFC issued a press release advising that as of that date, noteholders
holding in excess of $1,296,000 and approximately 72% of the total debt of approximately $1.8
billion of SFC's noteholder debt have executed written support agreements to support the plan
outlined in the announced SFC CCAA plan dated March 30, 2012. A copy of the June 8, 2012
press release is attac_:hed as Exhibit "E",
SWORN BEFORE ME at the City of

Toronto, in the Province of Ontario, this 8"
day of June, 2012

sl

O D

Efizabeth Fimio

R N e T N

o

Daniel Holdel!
Barrister & Solicitor
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THIS IS EXHIBIT “A” TO
THE AFFIDAVIT OF ELIZABETH FIMIO
SWORN JUNE 8, 2012

<

- S

A Commissioner, etc.

Daniel Holden
Barrister & Solicitor
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Court File No.: CV-11-431153-00CP

ONTARIO
SUPERIOR COURT OF JUSTICE

BETWEEN:

THE TRUSTEES OF THE LABOURERS' PENSION FUND OF CENTRAL AND EASTERN
CANADA, THE TRUSTEES OF THE INTERNATIONAL UNION OF OPERATING
ENGINEERS LOCAL 793 PENSION PLAN FOR OPERATING ENGINEERS IN ONTARIO,
SJUNDE AP-FONDEN, DAVID GRANT and ROBERT WONG

Plaintiffs

-and -

SINO-FOREST CORPORATION, ERNST & YOUNG LLP, BDO LIMITED (formerly known
as BDO MCCABE LO LIMITED), ALLEN T.Y. CHAN, W. JUDSON MARTIN, KAI KIT
POON, DAVID J. HORSLEY, WILLIAM E. ARDELL, JAMES P, BOWLAND, JAMES M.E.
HYDE, EDMUND MAK, SIMON MURRAY, PETER WANG, GARRY J, WEST, POYRY
(BEIJING) CONSULTING COMPANY LIMITED, CREDIT SUISSE SECURITIES
(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., 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)

Defendants

Proceeding under the Class Proceedings Act, 1992
FRESH AS AMENDED STATEMENT OF CLATM
(NOTICE OF ACTION ISSUED JULY 20, 2011)

1

: , \8\ \QPURSUANT T0
&%Ea?g‘é%g WS GONFORMEMENT A

] hULE/LA REGLE 26,02 (__p__Q Q
ORDER GF (Y4

>@%§ DORAANCE DT [“WC \A&bﬁo |~

DATED / FAITLE ,

................

) GREFFIE
g:E!I;?LSRI(‘R GOURT OF JUBTICE  COUR sus’tﬁiEUHE DE JUSTICE
s c,ha\'\d‘adat
geg\s\war
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TO;

AND TO:

AND TO;

AND TO:

AND TO:

AND TO;

AND TO:

AND TO:

AND TO:

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

David Horsley

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

Allen Chan

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

William Ardell

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

James Bowland

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

James Hyde

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

Edmund Mak

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

W, Judson Martin
Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

Simon Murray

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3
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AND TO;

AND TO:

AND TO:

AND TO:

AND TO:

AND TO:

AND TO:

AND TO:

AND TO:

Kai Kit Poon

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

Peter Wang

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

Garry West

Sino-Forest Corporation
1208-90 Burnhamthorpe Rd W
Mississauga, ON L5B 3C3

Ernst & Young LLP
222 Bay Street
Toronto, ON MSK 1J7

BDO Limited

25th Floor, Wing On Centre
111 Connaught Road Central
Hong Kong, China

Poyry (Beijing) Consulting Company Limited
2208-2210 Cloud 9 Plaza

No. 1118 West Yan'an Road

Shanghai 200052

PR CHINA

Credit Suisse Securities (Canada), Inc,
1 First Canadian Place

100 King Street West, Suite 2900
Toronto, Ontario MSX 1C9

TD Seccurities Inc,

66 Wellington Street West
P.O, Box 1, TD Bank Tower
Toronto, Ontarioc MSK 1A2

Dundee Securities Corporation
I Adelaide Street East
Toronto, ON MSC 2V9
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AND TO:

AND TO:

AND TO:

AND TO:

AND TO:

AND TO:

AND TO:

AND TO;

RBC Dominion Securities Inc,
155 Wellington Street West, 17" Floor
Toronto, Ontaric M35V 3K7

Scotia Capital Inc,

40 King Street West, Scotia Plaza
P.O, Box 4085, Station A
Toronto, Ontario M3W 2X6

CIBC World Markets Ine,

161 Bay Street, Brookfield Place
P.O. Box 300

Toronto, Ontaric M5J 288

Merrill Lynch Canada Inc,
BCE Place, Wellington Tower
181 Bay Street, 4" and 5" Floors
Toronto, Ontarioc M5]J2V8

Canaccord Financial Ltd.
161 Bay Street, Suite 2900
P.O.Box 516

Toronto, Ontario M5J 251

Maison Placements Canada Inc,
130 Adelaide Street West, Suite 906
Toronto, Ontario M5H 3P5

Credit Suisse Securities (USA) LL.C
Eleven Madison Avenue
New York, NY 10010

Merrill Lynch, Pierce, Fenner & Smith Incorporated

100 N, Tryon St., Ste, 220
Charlotte, NC 28255
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L DEFINED TERMS

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

following terms have the following meanings:
(a) “AT” means Authorized Intermediary;

(b)  “AlF” means Annual Information Form;
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“Ardell” means the defendant William E. Ardell;

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

Incorporated;

“BDO” means the defendant BDO Limited;

“Bowland” means the defendant James P, Bowland;

“BVI"” means British Virgin Islands;

“Canaccord” rr;eans the defendant Canaccord Financial Ltd.;

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

amended;

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

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

“Class” and “Class Members” all persons and entities, wherever they may reside
who acquired Sino's Securities during the Class Period by distribution in
Caneda or on the Toronto Stock Exchange or other secondary market in Canada,
which includes securities acquired over-the-counter, and all persons and entities
who acquired Sino’s Securities during the Class Period who are resident of
Canada or were resident of Canada at the time of acquisition and who acquired

Sino's Securities outside of Canada, except the Excluded Persons;

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

“Code” means Sino's Code of Business Conduct;

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

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

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

the Undeririters;

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

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

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

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

of the immediate family of an Individual Defendant;

“Final Report” means the report of the IC, as that term is defined in paragraph 1{

hereof;

“GAAP" means Canadian generally aceepted accounting principles;
“GAAS” means Canadian generally accepfed auditing standards;
“Forsley” means the defendant David J, Horsley;

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

“Impugned Documents” mean the 2005 Annual Consolidated Financial
Statements (filed on SEDAR on March 31, 2006), Q1 2006 Financial Statements
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(filed on SEDAR on May 11, 2006), the 2006 Annual Consolidated Financial
Statements (filed on SEDAR on March 19, 2007), 2006 AIF (filed on SEDAR on
March 30, 2007), 2006 Annual MD&A (filed on SEDAR on March 19, 2007),
Management Information Circular dated April 27, 2007 (filed on SEDAR on May
4, 2007), Q1 2007 MD&A (filed on SEDAR on May 14, 2007), Q1 2007
Financial Statements (filed on SEDAR on May 14, 2007), June 2007
Prospectus, Q2 2007 MD&A (filed on SEDAR on August 13, 2007), Q2 2007
Financial Statements (filed on SEDAR on August 13, 2007), Q3 2007 MD&A
(filed on SEPAR on November 12, 2007), Q3 2007 Financial Statements (filed
on SEDAR on November 12, 2007), 2007 Annual Consolidated Financial
Statements (filed on SEDAR on March 18, 2008), 2007 AEF (filed on SEDAR on
March 28, 2008), 2007 Annual MD&A (filed on SEDAR on March 18, 2008),
Amended 2007 Annual MD&A (filed on SEDAR on March 28, 2008),
Management Information Circular dated April 28, 2008 (filed on SEDAR on May
6, 2008), Q1 2008 MD&A (filed on SEDAR on May 13, 2008), Q1 2008
- Financial Statements (filed on SEDAR on May 13, 2008), July 2008 Offering
Memorandum, Q2 2008 MD&A (filed on SEDAR on August 12, 2008), Q2
2008 Financial Statements (filed on SEDAR on August 12, 2008), Q3 2008
MD&A (filed on SEDAR on November 13, 2008), Q3 2008 Financial Statements
(filed on SEDAR on November 13, 2008), 2008 Annual Consolidated Financial
Statements (filed on SEDAR on March 16, 2009), 2008 Annual MD&A (filed on
SEDAR on March 16, 2009), Amended 2008 Annual MD&A (filed on SEDAR
on March 17, 2009), 2008 AIF (filed on SEDAR on March 31, 2009),
Management Information Circular dated April 28, 2009 (filed on SEDAR on May
4, 2009), Q1 2009 MD&A (filed on SEDAR on May 11, 2009), Q! 2009
Financial Statements (filed on SEDAR on May 11, 2009), June 2009
Prospectus, June 2009 Offering Memorandum, Q2 2009 MD&A (filed on
SEDAR on August 10, 2009), Q2 2009 Financial Statements (filed on SEDAR on
August 10, 2009), Q3 2009 MD&A (filed on SEDAR on November 12, 2009),
Q3 2009 Financial Statements (filed on SEDAR on November 12, 2009),
December 2009 Prospectus, December 2009 Offering Memorandum, 2009
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Annual MD&A (filed on SEDAR on March 16, 2010), 2009 Audited Annual
Financial Statements (filed on SEDAR on March 16, 2010), 2009 AIF (filed on
SEDAR on March 31, 2010), Management Information Circular dated May 4,
2010 (filed on SEDAR on May 11, 2010), Q1 2010 MD&A (filed on SEDAR on
May 12, 2010}, Q1 2010 Financial Statements (filed on SEDAR on May 12,
2010), Q2 2010 MD&A (filed on SEDAR on August 10, 2010), Q2 2010
Financial Statements (filed on SEDAR on August 10, 2010), October 2010
Offering Memorandum, Q3 2010 MD&A (filed on SEDAR on November 10,
2010), Q3 2010 Financial Statements (filed on SEDAR on November 10, 2010),
2010 Annual MD&A (March 15, 2011), 2010 Audited Annual Financial
Statements (filed on SEDAR on March 15, 2011), 2010 AIF (filed on SEDAR on
March 31, 2011}, and Management Information Circular dated May 2, 2011 (filed
on SEDAR on May 10, 2011);

“Individual Defendants” means Chan, Martin, Poon, Horsley, Ardell,

Bowland, Hyde, Mak, Murray, Wang, and West, collectively;

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

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

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

“June 2009 Prospectus” means Sino’s Final Short Form Prospectus, dated June
1, 2009, which Sino filed on SEDAR on June 1, 2009;
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“Maison” means the defendant Maison Placements Canada Inc.;
“Martin" means the defendant W, Judson Martin;

“Mak” means the defendant Edmund Mak;

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

“Murray” means the defendant Simon Murray;

“October 2010 Offering Memorandum” means the Final Offering
Memorandum dated October 14, 2010, relating to the distribution of Sino's 6.25%
Guaranteed Senior Notes due 2017;

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

collectively;
“OS5A” means the Securities Act, RSO 1990 ¢ 8.5, 85 amended;
“OSC” means the Ontario Securities Commission;

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

“Poon” means the defendant Kai Kit Poon;
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“Pdyry” means the defendant, PYyry (Beijing) Consulting Company Limited;
“PRC” means the People’s Republic of China;

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

YRBC” means the defendant RBC Dominion Securities Inc.;
“Scotia” means the defendant Scotia Capital Inc.;

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

defined in paragraph 10 hereof;

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

“Sccurities Legisiation” means, collectively, the 0S4, the Securities Act, RSA
2000, ¢ S-4, as amended; the Securities Act, RSBC 1996, ¢ 418, as amended; the
Securities Act, CCSM ¢ 8§50, as amended; the Securities Act, SNB 2004, ¢ §-5.5,
as amended; the Securities Act, RSNL 1990, ¢ §-13, as amended; the Securities
Act, SNWT 2008, ¢ 10, as amended; the Securities Act, RSNS 1989, ¢ 418, as
amended; the Securities Act, § Nu 2008, ¢ 12, as amended; the Securities Act,
RSPEI 1988, ¢ §-3.1, as amended; the Securities Act, RSQ ¢ V-1.1, as amended;
the Securities Act, 1988, SS 1988-89, ¢ 5-42.2, as amended; and the Securities
Aet, 8Y 2007, ¢ 16, as amended;

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

Canadian Securities Administrators;

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

collectively,;

“TD” means the defendant TD Securities Inc.;
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“TSX” means the Toronto Stock Exchange;

“Underwriters” means Banc of America, Canaccord, CIBC, Credit Suisse,
Credit Suisse USA, Dundee, Maison, Merrill, RBC, Scotia, and TD,

collectively;

“Wang” means the defendant Peter Wang;

“West” means the defendant Garry J. West; and

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

foreign investors,
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., CLAIM

The Plaintiffs claim:

(a)

(b)

(c)

(d)

(e

(f

(g)

(h)

An order certifying this action as a class proceeding and appointing the Plaintiffs
as representative plaintiffs for the Class, or such other class as may be certified by
the Court;

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

Legislation;

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

meaning of the Securities Legislation;

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

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

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

and employees;

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

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

On behalf of all of the Class Members who purchased Sino common shares in the
distribution to which the June 2007 Prospectus related, and as against Sino, Chan,
Poon, Horsley, Martin, Mak, Murray, Hyde, P8yry, BDO, Dundee, CIBC, Merrill
and Credit Suisse general damages in the sum of $175,835,000;

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

distribution to which the June 2009 Prospectus reiated, and as against Sing, Chan,
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Poon, Hortsley, Wang, Martin, Mak, Murray, Hyde, Poyry, E&Y, Dundee,
Merrill, Credit Suisse, Scotia and TD, general damages in the sum of
$330,000,000;

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

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

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

milllon;

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

On behalf of all the Class Members who purchased Sino’s 6.25% Guaranteed
Senior Notes due 2017 pursuant to the October 2010 Offering Memorandum, and
as against Sino, Chan, Poon, Horsley, Wang, Mak, Murray, Hyde, Ardell, Ptyry,
E&Y, Credit Suisse USA and Banc of America, general damages in the sum of
US$600 million;
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On behalf of all of the Class Members, and as against Sino, Chan, Poon and
Horsley, punitive damages, in respeet of the conspiracy pled below, in the sum of
$50 million;

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

Underwriters were unjustly enriched;

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

Underwriters;

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

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

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

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

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

III. OVERVIEW

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

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

Sino has also claimed to have experienced breathtaking growth,
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4, Beguiled by Sino’s reported resuits, and by Sino’s constant refrain that China constituted

an extraordinary growth opportunity, investors drove Sino’s stock price dramatically higher, as

appears from the following chart;

TR ity 0 SHRYanES ] O oRP finlly <34 il
303
i |
WlaaPus 43l . h
Tiflgh en 3734701, 2504 i
+ Kekidph M5 | T
LLov @ /01 L1 N’\J‘m _ W\‘ b
- :
f\ "
| e
. 500
/ o
5
= 4.00
m j o
; | o
k)
: i
. 100
| Starl of Class Period End of Class Period| 1
Mareh 19, 2007 June 2, 20M !
k.00
104 ' w07 bl e pLL] »i)
3. The Defendants profited handsomely from the market’s appetite for Sino's securities.

Certain of the Individual Defendants sold Sino shares at lofty prices, and thereby reaped millions

of dollars of gains. Sino’s senior management also used Sino’s illusory success to justify their

lavish salaries, bonuses and other perks. For certain of the Individual Defendants, these outsized

gains were not enough. Sino stock options granted to Chan, Horsley and other insiders were

backdated or otherwise mispriced, prior fo and during the Class Pericd, in violation of the TSX

Rules, GAAP and the Securities Legislation,

046



32

15

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

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

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

This was false,

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

had a catastrophic effect on Sino's stock price.

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

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

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

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

| Dollar figures are in Canadian dollars (unless otherwiss Indicated) and are rounded for convenienoe.
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“Independent Committee” or “IC”), to examine and review the allegations contained in the
Muddy Waters’ report of June 2, 2011. The initial members of the 1C were the Defendants
Ardell, Bowland and Hyde. The IC subsequently retained legal, accounting and other advisers to

assist it in the fulfillment of its mandate,

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

perpetuate a fraud.

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

such Suppliers in their SAIC filing”; (7) “[njone of the BVI timber purchase contracts have as
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attachments either (i) Plantation Rights Certificates from either the Counterparty or original
owner or (ii) villager resolutions, both of which are contemplated as attachments by the standard
form of BVI timber purchase contract employed by the Company; and (8) “[t]here are

indications in emails and in interviews with Suppliers that gifts or cash payments are made to

17

forestry bureaus and forestry bureau officials.”

13.
revealed that, despite having conducted an investigation over nearly eight months, and despite

the expenditure of US$50 mitlion on that investigation, it had failed to refute, or even to provide

On January 31, 2012, the IC released its Final Report. Therein, the IC effectively

plausible answers to, key allegations made by Muddy Waters:

14,

This Final Report of the 1C sets out the activities undertaken by the IC since mid-
November, the findings from such activities and the 1C's conclusions regarding its
examination and review. The IC's activities during this period have been limited
as a result of Canadian and Chinese holidays (Christmas, New Year and Chinese
New Year) and the extensive involvement of IC members in the Company’s
Restructuring and Audit Committses, both of which are advised by different
advisors than those retained by the [C, The IC believes that, notwithstanding
there remain issues which have not been fully answered, the work of the IC is
now at the point of diminishing returns because much of the information which it
is seeking lies with non-compellable third parties, may not exist or is apparently
not retrievable from the records of the Company.

(-]

Given the circumstances described above, the 1C understands that, with the
delivery of this Final Report, its review and examination activities are terminated.
The IC does not expect to undertake further work other than assisting with
responses to regulators and the RCMP as required and engaging in such further
specific activities as the IC may deem advisable or the Board may instruct. The
IC has asked the IC Advisors to remain available to assist and advise the IC upon
its instructions

34

Sino failed to meet the standards required of a public company in Canada, Aided by its

auditors and the Underwriters, Sino raised billions of dollars from investors on the false premise

that they were investing in a well managed, ethical and GAAP-compliant corporation, They
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were not, Accordingly, this action is brought to recover the Class Members' losses from those

who caused them: the Defendants,

IV. THE PARTIES
A, The Plaintiffs

15.  Labourers are the trustees of the Labourers’ Pension Fund of Central and Eastern Canada,
a multi-employer pension plan providing benefits for employees working in the construction
industry. The fund is a union-negotiated, collectively-bargained defined benefit pension plan
established on February 23, 1972 and currently has approximately $2 billion in assets, over
39,000 members and aver 13,000 pensioners and beneficiaries and approximately 2,000
participating employers. A board of trustees representing members of the plan governs the fund.
The plan is registered under the Pension Benefits Act, RSO 1990, ¢ P.8 and the Income Tax Act,
RSC 1983, 5th Supp, ¢,1. Labourers purchased Sino’s common shares over the TSX during the
Class Period and continued to hold shares at the end of the Class Period. In addition, Labourers
purchased Sine common shares offered by the December 2009 Prospectus and in the distribution

to which that Prospectus related.

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

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

end of the Class Period,

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

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

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

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

B. The Defendanis
20.  Sino purports to be a commercial forest plantation operator in the PRC and elsewhere.

Sino is a corporation formed under the CBCA.

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

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

securities that are traded in Canada and elsewhere,

22, As areporting issuer in Ontario, Sino was required throughout the Class Period to issue
and file with SEDAR:
(a) within 45 days of the end of each quarter, quarterly interim financial statements

prepared in accordance with GAAP that must include a comparative statement to

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

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

{¢)  contemporancously with each of the above, 8 MD&A of cach of the above

financial statements; and

(d)  within 90 days of the end of the fiscal year, an AIF, including material
information about the company and its business at a point in time in the context of

its historical and possible fitture development,

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

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

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

external factors that impact the company specifically.
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25.  Sino controlled the contents of its MD&As, financial statements, AIFs and the other

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

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

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

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

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

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

miltlion,

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

Chan has made in excess of $10 million through the sale of Sino sharcs.
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30, Horsley is Sino’s Chief Financial Officer, and has held this position since October 2003,
In his position as Sino’s CFO, Morsley has signed and certified the company’s disclosure
documents during the Class Period, Horsley resides in Ontario. Horsley has made in excess of

$11 million through the sale of Sino shares.

31, Horsley certified each of Sino’s Class Period annual and quarterly MD&As and financial
statements, each of which is an Impugned Document, In so doing, he adopted as his own the
false statements such documents contained, as particularized below. Horsley signed each of
Sino’s Class Period annual financial statements, each of which is an Impugned Document. In so
doing, he adopted as his ow;1 the false statements such documents contained, as particularized

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

32, Since becoming Sino’s CFO, Horsley has also received lavish compensation from Sino,
For 2006 to 2010, Horsley’s total compensation (other than share-based compensation) was,
respectively, US$1.1 million, US$1.4 million, US$1.7 million, US$2.5 million, and US$3.]

miltion,

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

make the misrepresentations particularized below,

34, As at May 1, 1995, shortly after Sino became a reporting issuer, Poon held 18.3% of

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

of Sino shares.

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

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

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

particularized below,

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

caused Sino to make the misrepresentations particularized herein,

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

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

055



41

24

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

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

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

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

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

beginning of 2007 to the close of 2010.

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

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

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

43.  Bowland was a director of Sino from February 2011 until his resignation from the Board
of Sino in November 2011, While on Sino’s Board, Bowland was a member of Sino’s Audit
Committee, He was formerly an employee of a predecessor to E&Y. Bowland resides in
Ontario. As a board member, he adopted as his own the false statements made in each of Sino’s
annual financial statements released while he was a board member, particularized below, when
such statements were signed on his behalf, As a board member, he caused Sino to make the

misrepresentations particularized below,

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

misrepresentations particularized below.

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

fiduciaries, and in viclation of their fiduciary duties. In addition, Chan, Poon, Horsley, Martin,
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Mak and Murray were unjustly enriched in the manner and to the extent particularized below

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

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

matters, be reported.

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

within the meaning of the Securities Legislation,

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

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

particularly below,

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

expert of Sino within the meaning of the Securities Legislation.

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

they did to their detriment.

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

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

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

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

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

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

Sino-Forest by resolutions passed on May 16, 2005, June 5, 2006 and May 28, 2007.

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

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

financial statements constituted Impugned Documents,

57.  P8yry is an international forestry consulting firm which purported to provide certain
forestry consultation services to Sino. Pdyry is an expert of Sino within the meaning of the

Securities Legislation.

58, POyry, in providing what it purported to be “forestry consulting” services to Sino, made
statements that it knowingly intended to be, and which were, disseminated to Sino’s current and
prospective security holders. At all material times, P8yry was aware of that class of persons,
intended to and did communicate with them, and intended that that class of persons would rely

on P8yry’s statements relating to Sino, which they did to their detriment.
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59.  Pdyry consented fo the inclusion in the June 2007, June 2009 and December 2009
Prospectuses, as well as the July 2008, June 2009, December 2009 and October 2010 Offering

Memoaranda, of its various reports, as detailed below in paragraph @.

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

more of the Offerings.

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

purported due diligence examination of Sino’s business and .affairs,

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

losses that they sustained on their Sino investments.
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V. THE OFFERINGS

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

during the Class Period. In particular:

(&)

(b}

(c)

On June 5, 2007, Sino issued -and filed with SEDAR the June 2007 Prospectus
pursvant to which Sino distributed to the public 15,900,000 common shares at a
price of $12.65 per share for gross proceeds of $201,135,000. The June 2007
Prospectus incorporated by reference Sino’s: (1) 2006 AIF; (2) 2006 Audited
Annual Financial Statcménts; (3) 2006 Annual MD&A; (4) Management
Information Circular dated April 27, 2007; (5) Q1 2007 Financial Statements; and
(6) Q1 2007 MD&A;

On July 17, 2008, Sino issued the July 2008 Offering Memorandum pursuant to
which Sino sold through private placement US$345 million in aggregate principal
amount of convertible senior notes due 2013. The July 2008 Offering
Memorandum included: (1} Sino’s Consolidated Annual Financial Statements for
2005, 2006 and 2007; (2) Sino's unaudited interim financial statements for the
three-month periods ended March 31, 2007 and 2008; (3) the section of the 2007
AIF entitled “Audit Committee” and the charter of the Audit Committee attached

~ as an appendix to the 2007 AIF; and (4) the PSyry report entitled “Sino-Forest

Corporation Valuation of China Forest Assets Report as at 31 December 2007”
dated March 14, 2008;

On June 1, 2009, Sino issued and filed with SEDAR the June 2009 Prospectus
pursuant to which Sino distributed to the public 34,500,000 common shares at &
price of $11.00 per share for gross proceeds of $379,500,000. The June 2009
Praspectus incorporated by reference Sino’s: (1) 2008 AIF; (2) 2007 and 2008
Annual Consolidated Financial Statements; (3) Amended 2008 Annual MD&A,;
(4) Q1 2009 MD&A; (5) Q1 2008 and 2009 Financial Statements; (6) Q1 2009
MD&A; (7) Management Information Circular daied April 28, 2009; and (8) the
P&yry report titled “Valuation of China Forest Corp Assets As at 31 December
2008 dated April 1, 2009,
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On June 24, 2009, Sino issued the June 2009 Offering Memorandum for exchange
of certain of its then outstanding senior notes due 2011 with new notes, pursuant
to which Sino issued US$212,330,000 in aggregate principal amount of 10.25%
Guaranteed Senior Notes due 2014, The June 2009 Offering Memorandum
incorporated by reference: (1) Sino’s 2005, 2006 and 2007 Consolidated Annual
Financial Statements; (2) the auditors’ report of BDO dated March 19, 2007 with
respect to Sino's Consolidated Annual Financial Statements for 2005 and 2006,
(3) the auditors’ report of E&Y dated March 12, 2008 with respect to Sino's
Consolidated Annual Financial Statements for 2007 except as to notes 2, 18 -and
23; (4) Sino’s Consolidated Annual Financial Statements for 2007 and 2008 and
the auditors’ report of E&Y dated March 13, 2009; (5) the section entitled “Audit
Committee” in the 2008 AIF, and the charter of the Audit Committee attached as
an appendix to the 2008 AlF; and (6) the unaudited interim financial statements
for the three-month periods ended March 31, 2008 and 2009;

On December 10, 2009, Sino issued the December 2009 Offering Memorandum
pursuant to which Sino sold through private placement US$460,000,000 in
aggregate principal amount of 4,25% convertible senior notes due 2016, This
Offering Memorandum incorporated by reference: (1) Sino’s Consolidated
Annuz] Financial Statements for 2003, 2006, 2007; (2) the auditors’ report of
BDO dated March 19, 2007 with respect to Sino's Annual Financial Statements
for 2005 and 2006; (3) the auditors’ report of E&Y dated March 12, 2008 with

respect to Sino’s Consolidated Annual Financial Statements for 2007, except as to

notes 2, 18 and 23; (4) Sino’s Consolidated Annual Financial Statements for 2007
and 2008 and the auditors’ report of E&Y dated March 13, 2009; (5) the
unaudited interim consolidated financial statements for the nine-month periods
ended September 30, 2008 and 2009; (6) the section entitled “Audit Committee”
in the 2008 AIF, and the charter of the Audit Committee attached to the 2008
AIF; (7) the Pdyry report entitled “Sino-Forest Corporation Valuation of China
Forest Assets as at 31 December 2007"; and (8) the Pbyry report entitled “Sino-
Forest Corporation Valuation of China Forest Corp Assets as at 31 December
2008” dated April 1, 2009;
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On December 10, 2009, Sino issued and filed with SEDAR the December 2009
Prospectus (together with the June 2007 Prospectus and the June 2009 Prospectus,
the “Prospectuses”) pursuant to which Sino distributed to the public 21,850,000
common shares at & price of $16.80 per share for gross proceeds of $367,080,000.
The December 2009 Prospectus incorporated by reference Sino’s: (1) 2008 ATF,
(2) 2007 and 2008 Annual Consolidated Financial Statements; (3) Amended 2008
Annual MD&A; (4) Q3 2008 and 2009 Financial Statements; (5} Q3 2009
MD&A; (6) Management Information Circular dated April 28, 2009, and (7) the
P8yry report titled “Valuation of China Forest Corp Assets As at 31 December
2008” dated April 1, 2009;

On February 8, 2010, Sino closed the acquisition of substantially all of the
outstanding common shares of Mandra Forestry Holdings Limited, Concurrent
with this acquisition, Sino completed an exchange with holders of 99.7% of the
USD$195 million notes issued by Mandra Forestry Finance Limited and 96.7% of
the warrants issued by Mandra Forestry Holdings Limited, for new 10.25%
guaranteed senior notes issued by Sino in the aggregate principal amount of
USDS$187,177,375 with a maturity date of July 28, 2014, On February 11, 2016,
Sino exchanged the new 2014 Senior Notes for an additional issue of
USD$187,187,000 in aggregate principal amount of Sino’s existing 2014 Senior

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

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

financial statements for the six-month periods ended June 30, 2009 and 2010,

064



50

33

64.  The offering documents referenced in the preceding paragraph included, or incorporated
other documents by reference that included, the Representation and the other misrepresentations
in such documents that are particularized elsewhere herein, Had the truth in regard to Sino’s
management, business and affairs been timely disclosed, securities regulators likety would not

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

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

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

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

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

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

for 2008 and 2009,

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

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

V1. THE MISREPRESENTATIONS
70.  During the Class Period, Sino made the misrepresentations particularized below. These

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

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

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

F. Sino’s cash flows;

G. Certain risks to which Sino was exposed; and

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

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

(1} Sino Overstates the Value of, and the Revenues Generated by, the Leizhou Joint
Venture

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

purpose of Leizhou, established in 1994, was:

Managing forests, wood processing, the production of wood products and wood
chemical products, and establishing & production facility with an annual
production capacity of 50,000 m’ of Micro’ Density Fiber Board (MDP),
‘managing & base of 120,000 mu (8,000 ha) of which the forest annual utilization
would be 8,000 m’.

72.  There are two types of joint ventures in the PRC relevant to Sino: equity joint ventures
(*EJV") and cooperating joint ventures (“CIV”), In an EJV, profits and assets are distributed in
proportion to the parties’ equity holdings upon winding up. Ina CJV, the parties may contract to

divide profits and assets disproportionately to their equity inferests.
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73, According to a Sino prospectus issued in January 1997, Leizhou, an EIV, was responsible
for 20,000 hectares of the 30,000 hectares that Sino claimed to have “phased-in.” Leizhou was

the key driver of Sino's purposted early growth,

74, Sino claimed to hold 53% of the equity in Leizhou, which was to total US$10 million,
and Sino further claimed that the Leizhou Forestry Bureau was to contribute 20,000 ha of
forestry land, 1In reality, however, the terms of the EJV required the Leizhou Forestry Bureau to

contribute .a mere 3,533 ha.

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

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

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

complained:

To: Zhanjiang Municipal Foreign Economic Relations & Trade Commission

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

I. Information of the investment of both sides
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The investment of our side: according to the contract and articles of
association signed by both sides and approved by your commission, our
side has paid in RMB95,481,503.29 (equivalent to USD11,640,000,00) to
the Joint Venture on 20“' June 1995 through an in-kind contribution. The
payment was made in accordance with the prescribed procedures and
confirmed by signatures of the legal representatives of both parties.
According to the Capital Verification Report from Yuexi (BFE)
Accounting Firm, this payment accounts for 99.1% of the agreed capital
contribution from our side, which is USD11,750,000, and accounts for
46.56% of the total investment.

The investment of the foreign party: the foreign party has paid in
USD1,000,000 on 16" March 1994, which was in the starting period of the
Joint Venture. According to the Capital Verification Report from Yuexi
(B 7) Accounting Firm, this payment only accounts for 7.55% of the
agreed capital contribution from the foreign party totaling
USD13,250,000, and accounts for 4% of the total investment. Then, in the
prescribed investment period, the foreign party did not further pay capital
into the Joint Venture. In view of this, your commission sent a “Notice on
Time for Capital Contribution” to the foreign party on 30" January 1996,
In accordance with the notice, the foreign party then on 10™ April sent a
letter to your commission, requesting for postponing the deadline for
capitel contribution to 20™ December the same year, On 4™ May 1996,
your commission replied to Allen Chan (ff{#R), the Chairman of the
Joint Venture, stating that “postponement of the deadline for capital
contribution is subject to the consent of our side and requires amendment
of the term on the capital contribution time in the original contract, and
both parties shall sign a bilateral supplementary contract; after the
application has been approved, the postponed deadline will become
effective.”, Based on the spirit of the letter dated 14" May from your
commission and for the purpose of achieving mutual communication and
dealing with the issues of the Joint Venture actively and appropriately, on
11" June 1996, Chan Shixing (BEiA2%) and two other Directors from our
side sent a joint letter to Allen Chan (BR{275), the Chairman of the Joint
Venture, to propose a meeting of the board to be convened before 30"
June 1996 in Zhanjiang, in order to discuss how fo deal with the issues of
the Joint Venture in accordance with the relevant State provisions,
Unfortunately, the foreign party neither had discussion with our side
pursuant to your commission’s [etter, nor replicd to the proposal of our
side, and furthermore failed to make payment to the Joint Venture. Now, it
has been two years beyond the deadline for capital contribution (29™
January 1996), and more than one year beyond the date prescribed by the
Notice on Time for Capital Contribution issued by your commission (30"
April 1996), However, the foreign party has been evading the discussion
of'the capital contribution issue, and moreover has taken no further action.
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11, The Joint Venture is not capable of attaining substantial
operation

According to the contract and articles of association, the main purposes of
setting up the Joint Venture are, on the one hand, to invest and construct a
project producing 50,000 cubic meter Medium Density Fiberboard (MDF)
a year; and on the other hand, to create a forest base of 120,000 mu, with
which to produce 80,000 cuble meter of timber as raw material for the
production of medium density fiberboard. The contract and articles of
association also prescribed that the whole funding required for the MDF
board project should be paid by the foreign party in cash; our side should
pay in-Kind the proportion of the fund prescribed by the contract. Affer
contributing capital of USDI1,000,000 in the early stage, the foreign
party not only failed to make subsequent capital contributions, but also
In their own name successively withdrew a total amount of
RMB4,141,045.02, from the funds they contributed, of which
USD270,000 was pald to Huadu Baixing Wood Products Factory
(TEBBATET ARG ), which has no business relationship with the
Joint Venture. This amount of money equals 47.6% of [the foreign
party’s] paid in capital. Although our side has almost pald off the agreed
capital contribution (only short 0.9% of the total committed), due to the
limited contribution from the foreign party and the fact that they
withdrew a huge amount of money from those funds originally
coniributed by them, it is impossible for the Joint Venture to construci or
set up productlon projects and to commence production operation while
the funds have been insufficient and the foreign party did not pay in the
majority of the subscribed capital. In fact, the Joint Venture therefore Is
merely a shell, existing in name only,

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

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

1. The cancellation of the approval certificate for *“Zhanjiang
Eucalyptus Resources Development Co, L1d.”, i.e, WIMZHZZZ
No, 065[1994], based on the relevant provisions of Certain
Regulations on the Subscription of Capital by the Parties to Sino-
Foreign Joint Equity Enterprises,
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2 Direct the Joint Venture to complete the deregistration procedures
for “Zhanjiang Eucalyptus Resources Development Co. Ltd.” at
the local Administration for Industry and Commerce, and for the
teturn of its business license.

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

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

77,  Inits 1996 Annual Financial Statements, Sino stated:

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

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

was wodnd-up in 1998.

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

revenues and profits.

(i)  Sino's Fictitious Investment in SJXT
80. In Sino's audited financial statements for the year ended December 31, 1997, filed on

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

equity interest in “Shanghai Jin Xiang Timber Ltd.” (“SJXT*). Sino then described SJIXT as an
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EJV that had been formed in 1997 by the Ministry of Forestry in China, and declared that its
function was to organize and manage the first and only official market for timber and log trading
in Eastern China, It further stated that the investment in SIXT was expected to provide the
Company with good accessibility to a large base of potential customers and companies in the

timber and log businesses in Eastern China.

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

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

82. According to the 1997 Audited Annual Financial Statements, the total investment of
SIXT was estimated to be US$9.7 million, of which Sino would be required to contribute
approximately US$1.9 million for a 20% equity interest. The 1997 Audited Annual Financial
Statements stated thaf, as at December 31, 1997, Sino had made capital contributions to SJXT in
the amount of US$!1.0 million, In Sino’s balance sheet as at December 31, 1997, the SXJT

investment was shown as an asset of $1,0 million.

83, In October 1998, Sino announced an Agency Agreement with STXT. At that time, Sino
stated that it would provide 130,000 m® of various wood products to SIXT over an 18 month
period, and that, based on then-current market prices, it expected this contract to generate
“significant revenue” for Sino-Forest amounting to approximately $40 million. The revenues
that were purportedly anticipated from the SJXT contract were highly material to Sino. Indeed,

Sino’s total reported revenues in 1998 were $92.7 million,

84, In Sino’s Audited Annual Financial Statements for the year ended December 31, 1998,
which statements were filed on SEDAR on May 18, 1999 (the “1998 Financial Statements™),

Sino again stated that, in 1997, it had acquired a 20% equity interest in SIXT, that the total
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investment in SJXT was estimated to be US$9.7 million, of which Sino would be required to
contribute approximately $1.9 million, representing 20% of the registered capital, and that, as at
December 31, 1997 and 1998, Sino had made contributions in the amount of US$1,0 million to
SIXT, In Sino’s balance sheet as at December 31, 1998, the SXJT investment was again shown

as an asset of US$1.0 million,

85, Sino also stated in the 1998 Audited Annual Financial Statements that, during 1998, the
sale of logs and lumber to SJXT amounted to approximately US$537,000. These sales were

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

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

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

SJIXT represents a very significant development for our lumber and wood
products trading business. The market Is prospering and continues to look very
promising, Phase I, consisting of 100 shops, is completed. Phases II and III are
expected to be completed by the year 2000, This expansion would triple the size
of the Shanghai Timber Market.

The Shanghal Timber Market Is important to Sino-Forest as a generator of
significant new revenue, In addition to supplying various forest products to the
market from our own operations, our direct participation in SJXT Increases our
activities in sourcing a wide range of other wood products both from inside
China and internationally.

The Shanghal Timber Market is also very beneficial to the development of the
Sforest products industry in China because It is the first forest products national
sub-market In the eastern reglon of the country.

[..]

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

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

expected to generate approximately $40 million over 18 months.”

88,

89.

90.

In Sino’s Annual Report for 1999, Sino stated:

There are also promising growth opportunities as Sino-Forest’s investment in
Shanghai Jin Xiang Timber Ltd. (SJXT or the Shanghai Timber Markel),
develops, The Company also continues to explore opportunities to establish and
reinforce ties with other international forestry companies and to bring our e-
commerce technology into operation.

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

[Emphasis added.]
In Sino’s MD&A for the year ended December 31, 1999, Sino also stated that:

Sales from lumber and wood products trading Increased 264% to $§34.2 million
compared to $9.4 million in 1998, The increase in lumber and wood producits
trading is atiributable largely to the increase in new business generated from
our investment in Shanghal Jin Xiang Timber Ltd, (SJXT) and a larger sales
Sforce in 1999, Lumber and wood products trading on an agency basis has
increased 35% from $2.3 million in 1998 to $3.1 million in 1999. The increase in
commission income on lumber and wood products trading is aftributable to
approximately $1.8 million of fees earned from a new customer.

[Emphasis added.]

59

That same MD&A, however, also states that “The investment in SJXT has contributed to

the significant growth of the lumber and wood products trading business, which has recorded an

increase in sales of 219% from 311.7 million In 1998 to $37.2 million in 1999” (emphasis

added).

91,

In Sino’s Audited Annual Financial Statements for the year ended December 31, 1999,

which statements were filed on SEDAR on May 18, 2000 (the “1999 Financial Statements™),

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

[Emphasis added.]

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

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

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

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

94, [n Sine’s Audited Annual Financial Statements for the year ended December 31, 2000,

which statements were filed on SEDAR on May 18, 2000 (the “2000 Financial Statements”),

Sino stated:

In 1999, Shanghai Jin Xiang Timber Ltd. (*SJXT") applied to increase the
original total capital contributions of $868,000 [Chinese renminbi 7.2 million] to
$1,509,000 [Chinese renminbi 12.5 million]. Sino-Wood is required to make an
additiona! contribution of $278,000 as a result of the increase in total capital
contributions. The additional capital contribution of $278,000 was made in 1999
increasing its equity interest in SJXT from 27.8% to 34.4%. The principal activity
of SIXT is to organize the trading of timber and logs in the PRC market. During
the year, advances to SJXT of $796,000 were repaid.
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95. In Sino’s balance sheet as at December 31, 2000, the SIXT investment was shown as an
asset of $519,000, being the sum of Sino’s purported SIXT investment of $1,315,000 as at
December 31, 1999, and the $796,000 of “advances” purportedly repaid to Sino by SIXT during

the year ended December 31, 2000,

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

were reckless in not knowing of] that fact,

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

therein.

(i) Sino's Materially Deficient and Misleading Class Period Disclosures regarding
Sino’s History

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

were ¢ither grossly inflated or fictitious.

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

throughout the Class Period, Sino's senior management and Board purported to be governed by
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the Code, which touted the “high standards of ethical conduct, in both words and actions”, of

Sino’s senior management and Board,

100,

investment was fictitious, or that the revenues generated by Leizhou were non-existent or grossly

In ‘the Prospectuses, Sino described its history, but did not disclose that the SJXT

overstated,

101,

102.

103.

In particular, the June 2007 Prospectus stated merely that:

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

Similarly, the June 2009 Prospectus stated only that:

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

Finally, the December 2009 Prospectus stated only that;

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

shares, On June 25, 2002, the Corporation filed articles of continvance to continue

under the Canada Business Corporations Act (the “CBCA™), On June 22, 2004,

the Corporation filed articles of amendment whereby its class A subordinate-

voting shares were reclassified as Common Shares and its class B multiple-voting

shares were eliminated, :
104, The failure to disclose the true nature of, and/or Sino’s revenues and profits from, SJXT
and Leizhou in the historical narrative in the Prospectuses rendered those Prospectuses materially
false and misleading. Those historical facts would have alerted persons who purchased Sino
shares under the Prospectuses, and/or in the secondary markets, to the highly elevated risk of
investing in a company that continued to be controlled by Chan and Poon, both of whom were
founders of Sino, and both of whom had knowingly misrepresented the true nature of Leizhou
and SJXT from the time of Sino’s creation. Thus, Sino was required to disclose those historical
facts to the Class Members during the Class Period, but failed to do so, either in the Prospectuses
or in any other Impugned Document,
B. Misrepresentations relating to Sino’s Forestry Assets

(i)  Sino Overstates its Yunnan Forestry Assets
105, In a press release issued by Sino and filed on SEDAR on March 23, 2007, Sino

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

that Agreement, Sino-Panel would acquire approximately 200,000 hectares of non-state owned
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commercial standing timber in Lincang City and surrounding cities in Yunnan for US$700

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

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

holdings, as particularized below.

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

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

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

Statements, the 2006 Annual MD&A,

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

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

Exchange (“Greenheart”).

110, In August 2010, Greenheart issued an aggregate principal amount of US8$25,000,000
convertible notes for gross proceeds of US$24,750,000. The sole subscriber of these convertible

notes was Greater Sino Holdings Limited, an entity in which Murray has an indirect interest. In

079



65

48

addition, Chan and Murray then became members of Greenheart's Board, Chan became the

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

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

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

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

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

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

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

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

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

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

hhkwh

312,000 hectares now under Greenheart management

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

[Emphasis added.]
115, Inits 2010 AJF, filed on SEDAR on March 31, 201 1, Sino stated:

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

[Emphasis added.]

116, The statements reproduced in the preceding paragraph were false and/or materially
misleading when made. Under the Suriname Forest Management Act, it is prohibited for one
company or a group of companies in which one person or company has a majority interest to
controf more than 150,000 hectares of land under concession. Therefore, either Greenheart’s
concessions under management in Suriname did not exceed 150,000 hectares, or Greenheart’s
concessions under management in Suriname violated the laws of Suriname, which was a material

fact not disclosed in any of the Impugned Documents.

117. Ineach of the October 2010 Offering Memorandum, the 2010 Annual MD&A, the 2010

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

of 150,000 hectares on Greenheart and its subsidiaries.

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

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

(iii)  Sino overstates its Jiangxi Forestry Assets

119.  OnJune 11, 2009, Sino issued a press release in which it stated:

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

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

In addition to securing the maximum tree acquisition price, Sino-Panel has pre-emptive
rights to lease the underlying plantation land at a price, permitted under the relevant PRC
laws and regulations, not to exceed RMB450 per hectare per annum for 30 years from the
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time of harvest. The land lease can also be extended to 50 years as permitted under PRC
laws and regulations, The specific terms and conditions of purchasing or leasing are to be
determined upon the execution of definitive agreements between the PRC subsidiaries of
Sino-Panel and Jiangxi Zhonggan upon the authorisation of original plantation rights
holders, and subject to the requisite governmental approval and in compliance with the
relevant PRC laws and regulations.

Sino-Forest Chairman and CEQ Allen Chan said, “We are fortunate 1o have been able
to capture and support investment opportanities in China’s developing forestry sector
by locking up a large amount of fibre at competitive prices. The Jiangxi Master
Agreement is Sino-Forest’s fifth, long-term, fibre purchase agreement during the past
two years. These five agreements cover a total plantation area of over one million
hectares in five of China’s most densely forested provinces.”

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

million).

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

acquisitions through Zhonggan are materially smaller than Sino has claimed.

(iv)  Poyry makes Misrepresentations in relation to Sino’s Forestry Assets

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

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

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

(a)

®)

(c)

In a report dated March 14, 2008, filed on SEDAR on March 31, 2008 (the “2008
Valuations™), POyry: (a) stated that it had determined the valuation of the Sino
forest assets to be US$3.2 billion as at 31 December 2007, (b) provided tables and
figures regarding Yunnan; (c) stated that “Stands in Yunnan range from 20 ha to
1000 ha,” that “In 2007 Sino-Forest purchased an area of mixed broadleaf forest
in Yunnan Province,” that “Broadleaf forests already acquired in Yunnan are all
mature,” and that “Sino-Forest is emberking on a series of forest
acquisitions/expansion efforts in Hunan, Yunnan and Guangxi;” and (d) provided
a detailed discussion of Sino’s Yunnan “holdings” at Appendixes 3 and 5.
PSyry's 2008 Valuations were incorporated in Sino’s 2007 Annual MD&A,
amended 2007 Annuel MD&A, 2007 AlF, cach of the Q1, Q2, and Q3 2008
MDé&As, Annual 2008 MD&A, amended Annual 2008 MD&A, each of the Q1,
Q2 and Q3 2009, annual 2009 MD&A, and July 2008 end December 2009

Offering Memoranda;

In a report dated April 1, 2009 and filed on SEDAR on April 2, 2009 (the “2009
Valuations™), P8yry stated that “[t]he area of forest owned in Yunnan has
quadrupled from around 10 000 ha to almost 40 000 ha over the past year,”
provided figures and tables regarding Yunnan, and stated that “Sino-Forest has
increased its holding of broadleaf crops in Yunnan during 2008, with this
province containing nearly 99% of its broadleaf resource.” Poyry’s 2009
Valuations were incorporated in Sino’s 2008 AIF, each of the Q1t, Q2, Q3 2009
MD&As, Annual 2009 MD&A, June 2009 Offering Memorandum, and June
2009 and December 2009 Prospectuses;

In a “Final Report” dated April 23, 2010, filed on SEDAR on April 30, 2010 (the
“2010 Valuations™), Poyry stated that “Guangxi, Hunan and Yunnan are the three
largest provinces in terms of Sino-Forest’s holdings. The largest change in area

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

Memorandum;

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

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

In 4 press release titled “Summary of Sino-Forest’s China Forest Asset 2010
Valuation Reports” and which was “jointly prepared by Sino-Forest and P8yry to
highlight key findings and outcomes from the 2010 valuation reports,” P8yry
reported on Sino's “holdings” and estimated the market value of Sino’s forest
assets on the 754,816 ha to be approximately US$3.1 billion as at December 31,
2010.
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C. Misrepresentations relating to Sino’s Related Party Transactlons
(i)  Related Party Transactions Generally
124, Under GAAP and GAAS, a *velated party” exists “when one party has the ability to

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

is economically dependent upon another,

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

present,

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

shareholders,

(i} Stno fails to disclose that Zhonggan was a Related Farty
127. Irrespeetive of the true extent of Zhonggan®s transactions in Jiangxi forestry plantations,

Sino failed to disclose, in violation of GAAP, that Zhonggan was a related party of Sino. More
particularly, according to AIC records, the legal representative of Zhonggan is Lam Hong Chiu,

who is an executive vice president of Sino. Lam Hong Chiu is also a director and a 50%
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shareholder of China Square Industrial Limited, a BVI corporation which, according to AIC

records, owns 80% of the equity of Zhonggan.,

128, The Impugned Documents that omitied that disclosure were thé Q2 2009 MD&A, the Q2
2009 interim financial statements, the Q3 2009 MD&A, the Q3 2009 interim financia!
statements, the December 2009 Prospectus, the 2009 Annual MD&A, the 2009 Audited Annual
Financial Statements, the 2009 AIF, the Q1 2010 MD&A, the QI 2010 interim financial
statements, the Q2 2010 MD&A, the Q2 2010 interim financial statements, the Q3 2010 MD&A,
the Q3 2010 interim financial statements, the 2010 Annual MD&A, the 2010 Audited Annual

Financial Statcments, and the 2010 AIF,

(i) Sino fails to disclose that Homix was a Related Party
129.  On January 12, 2010, Sino issued e press release in which it announced the acquisition by

one of its wholly-owned subsidiaries of Homix Limited (“Homix™), which it described as a
company engaged in research and development and manufacturing of engineered-wood products

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

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

[...]

Mr. Allen Chan, Sino-Forest’s Chairman & CEO, said, “As we continue to ramp up our
replanting programme with improved eucalyptus species, it is important for Sino-Forest
to continue investing in the research and development that maximizes all aspects of the
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forest product supply chain. Modernization and improved productivity of the wood
processing industry in China is also necessary given the country's chronic wood fibre
deficit. Increased use of technology improves operation efficiency, and maximizes and
broadens the use of domestic plantation wood, which reduces the need for logging
domestic natural forests and for importing logs from strained tropical forests, HOMIX
has significant technological capabilities in engineered-wood processing.”

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

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

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

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

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

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

Report, Sino stated:
HOMIX acquisition

In accordance with our strategy to focus on research and development and to improve the
end-use of our wood fibre, we acquired HOMIX Ltd, in January 2010 for $7.1 million.
This corporate acquisition is small but strategically important adding valuable
intellectual property rights and two engineered-wood processing facilities located in
Guangdong and Jiangsu Provinces to our operations. Homix has developed
environment-friendly technology, an efficient process using recomposed technology to
convert small-diameter plantation logs into building materials and furniture, Since we
plan to grow high volumes of eucalypt and other FGHY species, this acquisition will help
us achieve our long-term objectives of maximizing the use of our fibre, supplying a
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variety of downstream customers and enhancing economic rural development, [Emphasis
added]

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

materials and furniture,

(iv)  Sino fails to disclose that Yunan Shunxuan was a Related Party
134, In addition, during the Class Period, Sino purportedly purchased approximately 1,600

hectares of timber in Yunnan province from Yunnan Shunxuan Forestry Co. Ltd. Yunnan
Shunxuan was part of Sino, acting under a separate label. Accordingly, it was considered a
related party for the purposes of the GAAP disclosure requirements, a fact that Sino failed to

disclose.

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

Audited Annual Financial Statements, and the 2010 AIF,

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

GAAP, and a misrepresentation,

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

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

4.94 billion.

138, During that period, Yuda Wood was a related party of Sino, Indeed, in the Second
Report, the 1C acknowledged that “there is evidence suggesting close cooperation [between
Sino and Yuda Wood] (including administrative assistance, possible payment of capital at the
time of establishment, joint conirol of certaln of Yuda Wood’s RMB bank accounts and the
numerous emalls indicating coordination of funding and other business activities)” [emphasis

added.]

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

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

(vi)  Sino fails to Disclose that Major Suppliers were Related Parties
140. At material times, Sino had at least thirteen suppliers where former Sino employees,

consultants or secondees are or were directors, officers and/or shareholders of one or more such
suppliers. Due to these and other connections between these suppliers and Sine, some or alt of

such suppliers were in fact undisclosed related parties of Sino,

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

Sino’s purported plantation purchases between 2006 and the first quarter of 2011,

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

would have enabled the investing public to ascertain that those supplicrs were related parties.
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D. Misrepresentations relating to Sino’s Relations with Forestry Bureaus and its
Purporied Title to Forestry Assets in the PRC

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

industry in its jurisdiction.

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

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

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

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

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

that forestry bureau did not issue confirmations to any company.

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

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

Sino’s most important market, the PRC.

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

and a misrepresentation:

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

149, In respect of Sino’s purported title to standing timber in the PRC, Sino possessed
Plantation Rights Certificates, or registered title, only in respect of 18% of its purported holdings
of standing timber as at December 31, 2010, a fact nowhere disclosed by Sino during the Class
Period. This fact was highly material to Sino, inasmuch as standing timber comprised a large
proportion of Sino’s assets throughout the Class Period, and in the absence of Plantation Rights

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

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

in the following Impugned Documents:

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

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

[emphasis added];

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

{emphasis added]; and

(c) In the 2010 AlIF: “We have obtalned the plantation rights certificates or
requisite approvals for acquiring the relevant plantation rights for most of the
purchased plantations and planted plantations currently under our
management, and we are in the process of applying for the plantation rights
certificates for those plantations for which we have not obtained such certificates”
[emphasis added],

151, In the absence of Plantation Rights Certificates, Sino relies principally on the purchase

contracts entered into by its BVI subsidiaries ("BVIs”") in order to demonstrate its ownership of

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

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

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

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

misrepresentations in relation to its purported title to standing timber:

(a)

(b)

(c)

(d)

(e

®

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

legally own our purchased plantations™;

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

legally own our purchased plantations”;

In the October 2010 Offering Memorandum, Sino stated *Based on the relevant
purchase contracts and the approvals issued by the relevant forestry bureaus, we

legally own our purchased plantations”;

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

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

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

own our purchased tree plantations”;

In the 2008 AIF, Sino stated “Based on the relevant purchase contracts and the
approvals issued by the relevant forestry bureaus, we legally own our purchased

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

plantations™,

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

legally own ourpurchased plantations™; and

In the 2010 AIF, Sino stated “Based on the relevant purchase contracts and the
approvals.issued by the relevant forestry burcaus, we legally own our purchased

plantations,”

In addition, during the Class Period, Sino never disclosed the material fact, belatedly

revealed in the Second Report, that “in practice it Is not able to obtain Plantation Rights

Certificates for standing timber purchases when no land transfer rights are transferred’

[emphasis added].

156.

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

each of the 2006 and 2007 AlFs:

Since 2000, the PRC has been improving its system of registering plantation land
ownership, plantation land use rights and plantation ownership rights and its
system of issuing certificates to the persons having plantation land use rights, to
owners owning the plantation trees and to owners of the plantation land, In April
2000, the PRC State Forestry Bureau announced the ‘“Notice on the
Implementation of Nationwide Uniform Plantation Right Certificates” (Lin Zi Fa
[2000] No. 159) on April 19, 2000 (the “Notice™). Under the Notice, 8 new
uniform form of plantation rights certificate is to be used commencing from the
date of the Notice. The same type of new form plantation rights certificate will
be issued to the persons having the vight to use the plantation land, lo persons
who own the plantation land and plantation trees, and to persons having the
right to use plantation frees, '

[Emphasis added]
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157.  Under PRC law, county and provincial forestry bureaus have no authority to issuc
confirmation letters, Such letters cannot be relied upon in a court of law to reselve a dispute and
are not a guarantee of title. Notwithstanding this, during the Class Period, Sino made the

following misrepresentations:

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

certificates” [emphasis added}; and

(b)  In the 2007 AIF: “For our Purchased Tree Plantations, we have applied for the
relevant Plantation Rights Certificates with the competent local foresiry
departments. As the relevant locations where we purchased our Purchased Tree
Plantations have not fully implemented the new form Plantation Rights
Certificate, we are not able to obtain all the corresponding Plantation Rights
Certificates for our Purchased Tree Plantations. In this connection, we obtained
confirmation on our ownership of our Purchased Tree Plantations from the

relevant forestry departments.” [emphasis added]
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E. Misrepresentations relating to Sino’s Relationships with lis Als
158. In addition to the misrepresentations alleged above in relation to Sino’s Als, including

those alleged in Section VI.C hereof (Misrepresentations relating to Sino's Related Party
Transactions), Sino made the following misrepresentations during the Class Period in relation to

its relationships with it Als.

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

stated:

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

[Emphasis added.]

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

reduce its reliance upan Als,

161. These statements were false and/or materially misleading when made, inasmuch as Sino.

had no intention to reduce materially its reliance on Als, because its Als were critical to Sino’s
ability to inflate its revenue and net income. Rather, these statements had the effect of mitigating

any investor concern arising from Sino’s extensive reliance upon Als,
Y

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

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

from its use of Als,

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

criminal’s personal properties maybe also imposed.

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

disclosure documents, as alleged more particularly below,

166. Based upon Sino’s reported results, Sino’s tax accruals in all of its Impugned Documents
that were interim and annual financial statements were materially deficient. For example,
depending on whether the PRC tax authorities would assess interest at the rate of 18.75% per
annum, or would assess no interest, on the unpaid income taxes of Sino’s BVI subsidiaries, and
depending also on whether one assumes that Sino’s Als have paid no income taxes or have paid
50% of the income taxes due to the PRC, then Sino’s tax accruals in its 2007, 2008, 2009 and
2010 Audited Annual Financial Statements were understated by, respectively, US$10 million to
US$150 million, US$50 million to US$260 million, US$81 million to US$371 million, and
US$83 million to US$493 million. Importantly, were one to consider the impact of unpaid taxes

other than unpaid income taxes (for example, unpaid value-added taxes), then the amounts by
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which Sino’s tax accruals were understated in these financial statements would be substantially

larger.

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

violated GAAP, and constituted misrepresentations.

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

period.

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

the gains from non-payment of texes to the PRC,

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

statements a misrepresentation:
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In the 2006 Annual Financial Statements, note 11 [b] “Provision for tax related

liabilities” and associated text;

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

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

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

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

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

Liabilities,” and associated text;

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

Liabilities,” and associated text;

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

liabilities,” and associated text;

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

Estimates,” and associated text;

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

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

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

Related Liabilities,” and associated text;

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

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

In the July 2008 Offering Memorandum, the subsection “Taxation™ in the section
“Management’s Discussion and Analysis of Financial Condition and Results of

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

ligbilities,” and associated text;

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

Estimates,” and associated text;

In the AJF dated March 31, 2009, the section *We may be liable for income and
related taxes to our business and operations, particularly our BVI Subsidiaries, in
amounts greater than the amounts we have estimated and for which we have

provisioned,” and associated text;

In the Q1, Q2 and Q3 2009 Financial Statements, note 13 “Provision for Tax
Related Liabilities,” and associated text;

In the QI, Q2 and Q3 2009 MD&As, the subsection “Provisien for Tax Related

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

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

liabilities,” and associated text;

In the 2009 Annual MD&A, the subsection “Provision for Tax Related

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

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

provisioned,” and associated text;

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

Liabilities,” and associated text;

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

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

Tax Related Liabilities,” and associated text; and

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

text;

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

section “Selected Financial Information,” and associated text;

(¥) in the 2010 Annual Financial Statements, note 18 “Provision and Contingencies

for Tax Related Liabilities,” and associated text;

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

text; and

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

171,  In every Impugned Document that is & financial statement, the line item “Accounts

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

to properly account for Sino’s tax accruals and is 8 misrepresentation, and a violation of GAAP,

172, During the Class Period, Sino also failed to disclose in any of the Impugned Documents
that were AJFs, MD&As, financial statements, Prospectuses or Offering Memoranda, the risks
relating to the repatriation of its earnings from the PRC. In 2010, Sino added two new sections
to its AIF regarding the risk that i would not be able to repatriate earnings from its BVI
subsidiaries (which deal with the Als), The amount of retained earnings that may not be able to

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

71

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

173,

(iii)  Sino Misrepresents its Accounting Treatment of its Als

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

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

174,

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

[Emphasis added.]

Sino's disclosures were consistent in that regard up to and including 8Sino’s first AIF

issued in the Class Period (the 2006 AJF), which states:

175.

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

[Bmphasis added.]

In subsequent AIFs, Sino ceased without explanation to disclose whether it treated Als

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

176,

Following the issuance of Muddy Waters® report on the last day of the Class Period,

88

however, Sino declared publicly that Muddy Waters was “wrong” in its assertion that, for

accounting purposes, Sino treated its Als as being both supplier and customer in transactions.

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

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

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

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

given the nature of Sino's business.

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

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

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

& violation of GAAP,

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

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

Members, the market and the public at large.

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

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

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

Flows From Operating Activities would materially impact the market’s valuation of Sino,

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

been included.
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G. Misrepresentations relating to Certain Risks to which Sino was exposed
(i)  Sino is conducting "business activities” in Ching
184, At material times, PRC law required foreign entities engaging in “business activities” in

the PRC to register to obtain and maintain a ticense. Violation of this requirement could have
resulted in both administrative sanctions and criminal punishment, including banning the
unlicensed business activities, confiscating illegal income and properties used exclusively
therefor, end/or an adminisirative fines of no more than RMB 500,000, Possible criminal

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

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

that were highly material to Sino.

186, Under PRC law, the term “business activities” generally encompasses any for-profit
activities, and Sino’s BV1 subsidiaries were in fact engaged in unlicensed “business activities” in
the PRC during the Class Period. However, Sino did not disclose this fact in any of the
Impugned Documents, including in its AIFs for 2008-2010, which purported to make full

disclosure of the material risks to which Sino was then exposed.

(i)  Sino fails to disclose that no proceeds were paid to it by its Als
187. Inthe Second Report, Sino belatedly revealed that:

In practice, proceeds from the Entrusted Sale Agreements are not paid to SF but
are held by the Als as instructed by SF and subsequently used to pay for further
purchases of standing timber by the same or other BYIs. The Als will continue to
hold these proceeds until the Company instructs the Als to use these proceeds to
pay for new BVI standing timber purchases. No proceeds are directly paid to the
Company, either onshore or offshore.

[Emphasis added]
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188. This materia! fact was never disclosed in any of the Impugned Documents during the

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

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

therefore a misrepresentation:

(a)

(b)

(c)

(@

(&)

(H

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

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

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

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

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

In the 2007 financial statements, Sino stated; “As a result, the mafority of the
accounts receivable arising from sales of standing timber are realized through
nstructing the debtors to settle the amounts payable on standing timber and other

liabilities denominated in Renminbi;”

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

liabilities denominated in Renminbi” [emphasis added];

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

liabilities denominated in Renminbi” [emphasis added]; and
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() In the 2010 financial statements, Sino stated: “As a result, the majority of the
accounts receivable arising from sales of standing timber are realized through
instructing the debtors to settle the amounts payable on standing timber and other

liabilities denominated in Renminbi” [emphasis added].

H.  Misrepresentations velating to Sino’s GAAP Compliance and the Auditors’ GAAS
Compliance

(i)  Sino, Chan and Horsley misrepresent that Sino complied with GAAP
189, In each of its Class Period financial statements, Sino represented that its financial

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

herein,

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

compliant as follows:

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

accounting principles”;

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

generally accepted accounting principles”™;

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

generally accepted accounting principles”;
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{d) In the annual financial statements fited on March 16, 2010, at note 1: “The
consolidated financial statements of Sino-Forest Corporation (the “Company™)
have been prepared in United States dollars and in accordance with Canadian

generally accepted accounting principles”; and

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

generally accepted accounting principles”,

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

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

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

follows:

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

Canadian generally accepted accounting principles (GAAP)”;

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

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

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

Canadian generally accepted accounting principles (“GAAP”)",

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

Canadian generally accepted accounting principles (“GAAP”)”;
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In the annual MD&A filed on March 18, 2008: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

Canadian generally accepted eccounting principles (GAAP)";

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

Canadian generally accepted accounting principles (GAAP)";

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

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

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

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

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

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

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

Canadian generally accepted accounting principles (GAAP)";

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

Canadian generally accepted accounting principles (GAAP)”;

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

Canadian generally accepted accounting principles (GAAP)”;

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

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

Canadian Generally Accepted Accounting Principles (“"GAAP™)”,

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

Cenadian Generally Accopted Accounting Principles (“GAAP”™)™;

In the quarterly MD&A filed on May 12, 2010; “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

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

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

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

In the quarterly MD&A filed on November 10, 2010: “Except where otherwise
indicated, all financial information reflected herein is determined on the basis of

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

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

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

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

misrepresentation for the reasons set out elsewhere herein.

194, In particular, Sino misrepresented in the Offerings that it was GAAP-compliant as

follows;

()

In the July 2008 Offering Memorandum; “We prepare our financial statements on
a consolidated basis in accordance with accounting principles generally accepted

in Canada (“Canadian GAAP™)[...],” “Our auditors conduct their audit of our
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financial statements in accordance with auditing standards generally accepted in
Canada” and “Each of the foregoing reports or financial statements will be
prepared in accordance with Canadian generally accepted accounting principles
other than for reports prepared for financial periods commencing on or after
January 1, 2011 [...J";

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

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

prepared in accordance with Canadian GAAP”; and

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

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

195. In the Class Period Management’s Reports, Chan and Horsley represented that Sino’s

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

herein.

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

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

(a)

(b)

(©)

(d)

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

accounting principles”;

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

accepted acoounting principles”;

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

accepted accounting principles™;

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

accepted accounting principles™; and
P P

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

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

113



99

82 .

have been prepared by management in accordance with Canadian generally

accepted accounting principles,”

(ii) E&Yand BDO misrepresent that Sino complied with GAAF and that they complied
with GAAS

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

their audits in accordance with GAAS,

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

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

(a) In Sine’s annual financial staternents filed on March 19, 2007, BDO stated; “We
conducted our audit in accordance with Canadian generally accepted auditing
standards” and “In our opinion, these consolidated financial statements present
fairly, in all material respects, the financial position of the Company as at
December 31, 2006 and 20035 and the results of its operations and its cash flows
for the years then ended in accordance with Canadian generally accepted

accounting principles™;

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

documents”;

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

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

those statements in their report dated March 19, 20077;

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

accordance with Canadian generally accepted accounting principles” and E&Y

stated *“We conducted our audit in accordance with Canadian generally accepted

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

principles™;

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

accounting principles”;

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

December 31, 2009 and 2008 and the results of its operations and its cash flows
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for the years then ended in accordance with Canadian generally accepted

accounting principles™; and

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

accounting principles.”

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

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

with GAAS. Neither was true.

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

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

reliable.

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

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

cash flows of the issuer.”

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

minimum, recklessly.

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

therein:
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Sino-Forest Corp (TSE: TRE) is the granddaddy of China RTO frauds, It has
always been a fraud — reporting excellent results from one of its early joint
ventures — even though, because of TRE's defaull on its investment obligations,
the JV never went into operation. TRE just lied,

The foundation of TRE’s fraud is a convoluted structure whereby it claims to run
most of its revenues through “authorized intermediaries” (“AI”). Als are
supposedly timber trader customers who purportedly pay much of TRE's value
added and income taxes. At the same time, these Als allow TRE a gross margin of
35% on standing timber merely for TRE having speculated on trees,

The sole purpose of this structure is to fabricate sales transactions while having an
excuse for not having the VAT invoices that are the mainstay of China audit
wark. If TRE really were processing over one bitlion dollars in sales through Als,
TRE and the Als would be In serious legal trouble. No legitimate public company
would take such risks — particularly because this structure has zero upside,

[...]

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

{..]
[..]
Valuation

Because TRE has $2.1 biltion in debt outstanding, which we believe exceeds the
potential recovery, we value its equity at less than $1.00 per share,
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Muddy Waters® report also disclosed that (a) Sino’s business is & fraudulent scheme; (b)

Sino systemically overstated the value of its assets; (¢) Sino failed to disclose various related

party transactions; (d) Sino misstated that it had enforced high standards of governance; (¢) Sino

misstated that its reliance on the Als had decreased; (f) Sino misrepresented the tax risk

associgted with the use of Als; and (g) Sino failed to disclose the risks relating to repatristion of

earnings from PRC.

206.

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

point trading was halted (a decline of 20.6% from the pre-disclosure close of $18.21). When
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trading was allowed to resume the next dey, Sino’s shares fell to a close of $5.23 (a decline of

71.3% from June 1),

207.

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

Committee summarized its findings;

B. Qverview of Principal Findings

The following sets out & very high level overview of the IC’s principal findings
and should be read in conjunction with the balance of this report.

Timber Ownership

[..]

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

Forestry Bureau Confirmations and Plantation Rights Certificates

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

The IC Advisors reviewed forestry bureau confirmations for virtually all BVIs
assets and non-Mandra WFOE purchased plantations held as at December 31,
2010. The IC Advisors, in meetings organized by Management, met with a
sample of forestry bureaus with a view to obtaining verification of the Company’s
rights to standing timber in those jurisdictions. The result of such meetings to date
have concluded with the forestry bureaus or related entities having issued new
confirmations as to the Company's contractual rights to the Company in respect
of 111,177 Ha. as of December 31, 2010 and 133,040 Ha. as of March 31, 2011,
and have acknowledged the issuance of existing confirmations issued to the
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Company as to certain rights, among other things, in respect of 113,058 Ha. as of
December 31, 2010,

Forestry bureau confirmations are not officlally recognized documents and are
not issued pursuant to a legislative mandate or, to the knowledge of the IC, a
published policy. It appears they were iIssued at the request of the Company or
its Suppliers. The confirmations are not title documents, in the Western sense of
that term, although the IC believes they should be viewed as comfort indicating
the relevant forestry bureau does not dispute SF's claims to the standing timber to
which they relate and might provide comfort in case of disputes, The purchase
contracts are the primary evidence of the Company’s interest in timber assets,

In the meetings with forestry bureaus, the IC Advisors did not obtain significant
Insight into the internal authorization or diligence processes underfaken by the
Jorestry bureaus In issuing confirmations and, as reflected elsewhere in this
report, the IC did not have visibility into or complete comfort regarding the
methods by which those conflrmations were obfained. 1t should be noted that
several Suppliers observed that SF was mare demanding than other buyers in
requiring forestry bureau confirmations,

Book Value of Timber

Based on its review to date, the IC is satisfied that the book value of the BVIs
timber assets of $2.476 billion reflected on its 2010 Financial Statements and of
SP WFOE standing timber assets of $298.6 million reflected in its 2010 Financial
Statermnents reflects the purchase prices for such assets as set out in the BVIs and
WFOE standing timber purchase contracts reviewed by the IC Advisors. Further,
the purchase prices for such BVIs timber assets have been reconciled to the
Company’s financial statements based on set-off documentation relating to such
contracts that were reviewed by the IC. However, these comments are also
subject to the conclusions set out above under “Timber Ownership” on title and
other rights to plantation assets.

The IC Advisors reviewed documentation acknowledging the execution of the
set-off arrangements between Suppliers, the Company and Als for the 2006-2010
petiod. However, the IC Advisors were unable to review any documentation of
Als or Suppliers which independently verified movements af cash in connection
with such set-off arrangements between Suppliers, the Company and the Als
used to settle purchase prices pald to Suppliers by Als on behalf of SF, We note
also that the independent valuation referred to in Part VIIT below has not yet been
completed.

Revenue Reconciliation

As reported in its First Interim Report, the IC has reconciled reported 2010 total
revenue to the sales prices in BVIs timber sales contracts, together with macro
customer level data from other businesses. However, the IC was unable to review
any documentation of Als or Suppliers which independently verified movements
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of cash in connection with sei-off arrangements used to settle purchase prices
paid, or sale proceeds received by, or on behalf of SF.

Relationships

* Yuda Wood: The IC is satisfied that Mr. Huang Ran is not currently an
employee of the Company and that Yuda Wood is not a subsidiary of the
Company. However, there is evidence suggesting close cooperation (including
administrative assistance, possible payment of capital at the time of
establishment, joint control of certain of Yuda Wood’s RMB bank accounts and
the numerous emails Indicating coordination of funding and other business
activities). Management has explained these arrangements were mechanisms that
allowed the Company to monitor its interest in the timber transactions, Further,
Huang Ran (a Yuda Wood employee) has an ownership and/or directorship in
a number of Suppliers (See Section V1.B). The IC Advisors have been introduced
to persons identified as influential backers of Yuda Wood but were unable to
determine the relationships, if any, of such persons with Yuda Wood, the
Company or other Suppliets or Als. Management explanations of a number of
Yuda Wood-related emails and answers to E&Y's questions are being reviewed
by the IC and may not be capable of independent verification.

» Other; The IC's review has identified other situations which require further
review, These sifuations suggest that the Company may have close relationships
with certain Suppllers, and certain Suppliers and Als may have cross-
ownership and other relationships with each other. The IC notes that in the
interviews conducted by the 1C with selected Als and Supptliers, all such parties
represented that they were independent of SF. Management has very recently
provided information and analysis intended to explain these situations, The IC is
reviewing this material from Management and intends to report its findings in this
regard in its final report to the Board, Some of such information and explanations
may not be capable of independent verification.

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

(..
BV Structure

The BVI structure used by SF to purchase and sell standing timber assets could be
challenged by the relevant Chinese authorities as the undertaking of “business
activities” within China by foreign companies, which may only be undertaken by
entities established within China with the requisite approvals. However, there is
no clear definition of what constitutes “business activities” under Chinese law and
there are different views among the IC's Chinese counsel and the Company's
Chinese counse! as to whether the purchase and sale of timber in China as
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undertaken by the BVIs could be considered to constitute “business activities”
within China. In the event that the relevant Chinese authorities consider the BVls
to be undertaking “business activities” within China, they may be required to
cease such activities and could be subject to other regulatory action. As
regularization of foreign businesses in China is an ongoing process, the
government has in the past tended to allow foreign companies time to restructure
their operations in accordance with regulatory requirements (the cost of which is
uncertain), rather than enforcing the laws strictly and imposing penalties without
notice. See Section 11.B.2

C. Challenges

Throughout its process, the IC has encountered numerous challenges in its
attempts to implement a robust independent process which would yield reliable
results, Among those challenges are the following:

(a) Chinese Legal Regime for Forestry:
» national laws and policies appear not yet to be implemented at all local levels;

* in practice, none of the local jurisdictions tested in which BVTs hold standing
timber appears to have instituted a government registry and documentation system
for the ownership of standing timber as distinct from a government registry
system for the ownership of plantation land use rights;

+ the registration of plantation land use rights, the issue of Plantation Rights
Certificates and the establishment of registries, is incomplete in some jurisdictions
based on the infoermation available te the IC;

* as a result, title to standing timber, when not held in conjunction with a land
use right, cannot be definitively proven by reference to a government
maintained register; and

* Sino-Forest has requested confirmations from forestry bureaus of its acquisition
of timber holdings (excluding land leases) as additional evidence of ownership.
Certain forestry bureaus and Suppliers have indicated the confirmation was
heyond the typical difigence practice in China for acquisition of timber holdings.

(b) Obtaining Information from Third Parties: For a variety of reasons, all of them
outside the control of the IC, it is very difficult to obtain information from third
parties in China, These reasons include the following:

« many of the third parties from whom the IC wanted information (e.g., Als,
Suppliers and foresiry bureaus) are nof compeliable by the Company or
Canadlan legal processes,

+ third parties appeared to have concerns relating to disclosure of information
regarding their operations that could become public or fall into the hands of
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Chinese government authorities: many third parties explained their reluctance to
provide requested documentation and information as being “for tax reasons”
but declined 1o elaborate; and

« awareness of MW allegations, investigations and information gathering by the
OSC and other parties, and court proceedings; while not often explicitly
articulated, third parties had an awareness of the controversy surrounding SF and
a reluctance to be associated with any of these allegations or drawn into any of
these processes.

[.]

(e) Corporate Governance/Operational Weaknesscs: Management has asserted
that business in China Is based upon relationships. The IC and the 1C Advisors
have observed this through their efforts to obtain meetings with forestry bureaus,
Suppliers and Als and their other experience in China, The importance of
relationships appears to have resulted in dependence on a relatively small group
of Management who are integral to maintaining customer relationships,
negotiating and finalizing the purchase and sale of plantation fibre contracts and
the settlement of accounts receivable and accounts payable associated with
plantation fibre contracts. This concentration of authority or lack of segregation of
duties has been previously disclosed by the Company as a control weakness. As &
result and as disclosed in the 2010 MD&A, senior Management in their ongoing
evaluation of disclosure controls and procedures and internal controls over
financlal reporting, recognizing the disclosed weakness, determined that the
design and controls were ineffective. The Chairman and Chief Financial Officer
provided annual and quarterly certifications of their regulatory filings. Related to
this weakness the following challenges presented themselves in the examination
by the IC and the IC Advisors:

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

v Incomplete or inadequate record creation and retention practices;
« contracts not maintained in a central location;

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

« data on some servers in China appearing to have been deleted on an
irregular basis, and there is no back-up system;

* no integrated accounting system: accounting data is not maintained on a
single, consolidated application, which can require extensive manual
procedures to produce reports; and
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+ a treasury function that was centralized for certain major financial
accounts, but was not actively involved in the control or management of
numerous local operations bank accounts;

» no Internal audit function shhough there is evidence the Company has
undertaken and continues to assess its disclosure controls and procedures and
internal controls over financial reporting using senior Management and
independent control consultants;

« SF employees conduct Company affairs from time to {ime using personal
devices and non-corporate email addresses which have been observed to be
shared across groups of staff and changed on a periodic and organized basis; this
complicated and delayed the examination of email data by the 1C Advisors; and

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

(f) Complexity, Lack of Visibility into, and Limitations of BVIs Model: The use
of AIs and Suppliers as an essential feature of the BVIs standing timber
business model contributes to the lack of visibility Into title documentation, cash
movements and tax liability since cash settlement in respect of the BVIs
standing timber transactions takes place outside of the Company’s books.

(g) Cooperation and openness of the Company’s executives throughout the
process: From the outset, the IC Advisors sought the full cooperation and support
of Allen Chan and the executive management tearmn. Initially, the executive
management team appeared ill-prepared to address the IC’s concerns in an
organized fashion and there was perhaps a degree of culture shock as
Management adjusted to the IC Advisors’ examination. In any event, significant
amounts of material information, particularly with respect to the relationship
with Yuda Wood, interrelationships between Als and/or Suppliers, were not
provided to the IC Advisors as requested. In late August 2011 on the instructions
of the IC, interviews of Management were conducted by the 1C Advisors in which
documents evidencing these connections were put to the Management for
explanation, As a result of these interviews (which were also attended by BI) the
Company placed certain members of Management on administrative leave upon
the advice of Company counse!l. At the same time the OSC made allegations in
the CTO of Management misconduct,

{]

(h) Independence of the IC Process: The cooperation and collabaration of the IC
with Management (operating under the direction of the new Chief Executive
Officer) and with Company counsel in completing certain aspects of the IC’s
mandate has been noted by the OSC and by E&Y. Both have questioned the
degree of independence of the IC from Management as a result of this
interaction, The IC has explained the practical impediments to its work in the
context of the distinct business culture (and associated issues of privacy) in the
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forestry sector in China in which the Company operates. Cooperation of third
parties in Hong Kong and China, including employees, depends heavily on
relationships and trust, As noted above, the Company’s placing certain members
of Management on administrative feave, as well as the OSC’s allegations in the
CTO, further hampered the IC's ability to conduct its process. As a result, the
work of the IC was frequently done with the assistance of, or in reliance on, the
new Chief Executive Officer and his Management team and Company counsel,
Given that Mr, Martin was, in effect, selected by the IC and BJ was appointed in
late June 2011, the IC concluded that, while not ideal, this was a practical and
appropriate way to proceed in the circumstances. As evidenced by the increased
number of scheduled meetings with forestry bureaus, Suppliers and Als, and, very
recently, the delivery to the IC of information regarding Als and Suppliers and
relationships among the Company and such parties, it is acknowledged that Mr.
Martin's involvement in the process has been beneficial. 1t is also acknowledged
that in executing his role and assisting the IC he has had to rely on certain of the
members of Management who had been placed on administrative leave.

[Emphasis added]

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

This Final Reportof the IC sets out the activities undertaken by the IC since mid-
November, the findings from such activities and the IC's conclusions regarding its
examination and review. The IC’s activities during this period have been limited
as a result of Canadian and Chinese holidays (Christmas, New Year and Chinese
New Year) and the extensive involvement of IC members in the Company’s
Restructuring and Audit Committees, both of which are advised by different
advisors than those retained by the IC. The IC belleves that, notwithstanding
there remain issues which have not been fully answered, the work of the IC is
now at the point of diminishing returns because much of the information which
it is seeking lies with non-compellable third parties, may not exist or is
apparently not vetrievable from the records of the Company.

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

Given the circumstances described above, the 1C understands that, with the
delivery of this Final Report, its review and examination activities are terminated,
the IC does not expect to undertake further work other than assisting with
responses to regulators and the RCMP as required and engaging in such further
specific activities as the IC may deem advisable or the Board may instruct. The
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IC has asked the IC Advisors to remain available to assist and advise the IC upon
its instructions,

[
II. RELATIONSHIPS

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

*» book lts timber assets at cost in its 2011 and prior years’ financial statements,
both audited and unaudited

* recognize revenue from standing fimber sales as currently reflected in lts 2011
and prior years’ financial statements, both audited and unaudited.,

A, Yuda Wood

Yuda Wood was founded in April 2006 and was until 2010 & Supplier of SF. Its
business with SF from 2007 to 2010 totalled approximately 152,164 Ha and RMB
4.94 billion. Section VI.A and Schedule V1,A.2(a) of the Second Interim Report
described the MW allegations relating to Yuda Wood, the review conducted by
the IC and its findings to date. The IC concluded that Huang Ran is not currently
an employee, and that Yuda Wood is not a subsidiary, of the Company., However,
there is evidence suggesting a close cooperation between SF and Yuda Woeod
which the IC had asked Management to explain, At the time the Second Interim
Report ‘was issued, the IC was continuing to review Management’s explanations
of a number of Yuda Wood-related emails and certain questions arising there-
from,

Subsequent to the issuence of its Second Interim Report in mid-November, the IC,
with the assistance of the IC Advisors, has reviewed the Management responses
provided to date relating to Yuda Wood and has sought further explanations and
documentary support for such explanations. This was supplementary to the
gctivities of the Audit Committee of SF and its advisors who have had during this
period primary carriage of examining Management’s responses on the interactions
of SF and Yuda Wood. While many answers and explanations have been
obtained, the IC believes that they are not yet sufficlent to allow it to fully
understand the nature and scope of the relationship between SF and Yuda
Wood., Accordingly, based on the information it has obtalned, the IC is still
unable to independently verlfy that the relationship of Yuda Wood Is at arm’s
length to SF, Tt is 10 be noted that Management is of the view that Yuda Wood is
unrelated to SF for accounting purposes, The IC remains satisfied that Yuda is
not a subsidiary of SF. Management continues to undertake work related to Yuda
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Wood, including seeking documentation from third parties and responding to e-
mails where the responses are not yet complete or prepared. Management has
provided certain banking records to the Audit Committee that the Audit
Committee advises support Management's position that SF did not capitalize
Yuda Wood (but that review is not yet completed). The IC anticipates that
Management will continue to work with the Audit Committee, Company counsel
and E&Y on these issuss.

B. Other Relationships

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

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

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

[..]

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

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

(ii) Suppliers and Als with Former SF Personnel: The appendices to the
Kaliong Report list certain Suppliers that have former SF personnel as
current shareholders.

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

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

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

1. Backers to Suppliers and Als
(]

Giventhe general lack of information on the backers or the nature and scope of
the relationships between the Suppliers or Als and their respective backers and the
absence of any documentary support or independent evidence of such
relationships, the IC has been unable to reach any conclusion as to the existence,
nature or importance of such relationships. As a result, the IC is unable to assess
the implications, if any, of these backers with respect lo SF’s relationships with
its Suppliers or Als. Based on its experience to date, including interviews with
Suppliers and Als involving persons who have now been identified as backers
in the Kaitong Report, the IC believes that It would be very difficuit for the IC
Advisors o arrange interviews with either the Als or Suppliers or their
respective backers and, if arranged, that such interviews would yleld very little,
if any, verifiable information to such advisors. The IC understands Management
is continuing to seek meetings with its Als and Suppliers with the objective of
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obtaining information, to the extent such is available, that will provide further
background to the relationships to the Audit Committee.

L]
2, Suppliers and Als with Former SF Personnel

The Appendices to the Kaitong Report list the Suppliers with former SF personnel
as current shareholders, According to the information previously obtained by the
IC Advisors, the identification of former SF personne! indicated in the Kaitong
Report to be current shareholders of past or current Suppliers is correct.

(a) Suppliers with former SF personnel

The Kaitong Report, which is limited to examining Suppliers where ex-SF
employees are current shareholders as shown in SAIC filings, does not provide
material new information concerning Suppliers where former SF employees were
identified by the 1C in the Second Interim Report as having various past or present
connections to current or former Suppliers except that the Kaitong Report
provides an explanation of two transactions identified in the Second Interim
Report. These involved purchases of stending timber by SF from Suppliers
controlled by persons who were employees of SF at the time of these transactions.
Neither of the Suppliers have been related to an identified backer in the Kaitong
Report. The explanations are similar indicating that neither of the SF employees
was an officer in charge of plantation purchases or ong of SF’s senior
management at the time of the transactions, The employees in question were
Shareholder #14 in relation to a RMB 49 million purchase from Supplier #18 in
December 2007 (shown in SAIC filings to be 100% owned by him) and
Shareholder #20 in relation to a RMB 3,3 million purchase from Supplier #23
(shown in SAIC filings to be 70% owned by him) in October 2007, The Kaitong
Report indicates Shareholder #20 Is a current employee of SF who then had
responsiblilities in SF’s wood board production business.

The 1C is not aware that the employecs’ ownership positions were brought to the
attention of the Board at the time of the transactions or, subsequently, until the
publication of the Second Interim Report and understands the Audit Committee
will consider such information.

(b) Als with former SF personnel

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

There was one other instance where a past shareholding relationship has been
identified between an Al #10 and persons who were previously or are still shown
on the SF human resources records, Sharcholder #26 and Sharcholder #27.
Management has explained that such entity sold wood board processing and other
assets to SF and that the persons associated with that company consulted with SF
after such sale in relation to the purchased wood board processing assets, Such
entity subsequently also undertook material timber purchases as an AI of SF in
2007-2008 over a time period in which such persons are shown as shareholders
of such Al in the SAIC filing reviewed (as to 47.5% for Shareholder #26 and as
to 52.5% for Sharcholder #27). That time period also intersects the time that
Sharehiolder #26 is shown in such human resources records and partially
intersects the tlme that Shareholder #27 is shown on such records.
Management has also explained that Shareholder #26 subsequent to the time of
such Al sales became an employee of a SF wood board processing subsidiary.
Management has provided certain documentary evidence of its explanations.
The IC understands that the Audit Commiitee will consider this maiter,

3. Common Shareholders between Supplier and Als

The Kaitong Report states that there are 5 Suppliers and 3 Als that respectively
have certain common current shareholders but also states that there is no cross
control by those current shareholders of such Suppliers or Als based on SAIC
filings. The Kaitong Report correctly addresses current cross shareholdings in
Suppliers and Als based on SAIC filings but does not address certain other
shareholdings. With the exception of one situation of cross control in the past, the
IC has not identified a circumstance in the SAIC filings reviewed where the same
person controlled a Supplier at the time it controfled a different Al The one
exception Is that from April 2002 to February 2006, Al #13 is shown in SAIC
filings as the 90% shareholder of Supplier/AI #14. AI #13 did business with SF
BVIs from 2005 through 2007 and Supplier/Al #14 supplied SF BVIs from
2004 through 2006, However, the IC to date has only identified one contract
involving timber bought from Suppliet/AI #14 that was subsequently sold (o AI
#13, It involved a parcel of 2,379 Ha. timber sold to AI #13 in December 2005
that originated from a larger timber purchase contract with Supplier/AI #14
earlier thal year Management has provided an explanation for this
transaction. The IC understands that the Audit Committee will consider this
matter,

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

The Kaitong Report states that where SF has had transactions with 5 Suppliers
and 3 Als that have current sharcholders in common (but no one controlling
shareholder) as shown in SAIC filings, the subject timber in the transactions they
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each undertook with SF is not the same; that is, the timber which SF buys from
the Suppliers and the timber which SF sells to the Als where the Supplier and Al
have a current common sharcholder were located in different areas and do not
involve the same plots of timber. The Kaitong Report further states that where
SF has had trensactions with 5 Suppliers and 3 Als with current shareholders in
common as shown in SAIC filings, SF had transactions with those Als prior to
having transactions with those Suppliers, thus SF was not overstating its
transactions by buying and selling to the same counterparties,

(]

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

L.
Y1. OUTSTANDING MATTERS

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

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

(b) such other specific activities as it may deem advisable or the Board may
instruct.

[Emphasis added]

IX. SINO REWARDS ITS EXPERTS

116

Bowland, Hyde and West are former E&Y partners and employees. They served on

Sino’s Audit Comsmittee but purported to exercise oversight of their former E&Y colleagues, In

addition, Sino’s Vice-President, Finance (Corporate), Thomas M., Maradin, is a former E&Y

employee,
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210.  The charter of Sino’s Audit Committee required that Ardell, Bowland, Hyde and West
“review and take actjon to eliminate all factors thal might impair, or b¢ perceived to impair, the
independence of the Auditor,” Sino's practice of appointing E&Y personnel to its board — and
paying them handsomely (for example, Hyde was paid $163,623 by Sino in 2010, ${15,962 in
2009, $57,000 in 2008 and $55,875 in 2007, plus options and other compensation) — undermined

the Audit Committee’s oversight of E&Y,

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

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

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

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

213, George Ho, Sino’s Vice President, Finance (China), 1s a former Senior Manager of the

BDO.

X. THE DEFENDANTS’ RELATIONSHIP TO THE CLASS
214, By virtue of their purported accounting, financial and/or managerial acumen and

qualifications, and by virtue of their having assumed, voluntarily and for profit, the role of
gatekeepers, the Defendants had a duty at common law, informed by the Securities Legislation
and/or the CBCA, to exercise care and diligence to ensure that the Impugned Documents fairly

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

215. Sino is & reporting issuer and had an obligation to make timely, full, true and accurate

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

which these Prospectuses and Offering Memoranda related,

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

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

release of the Impugned Documents,

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

assurances about the material accuracy of the financial statements,

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

defendants as principals.

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

because of their involvement,
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X1. THE PLAINTIFFS’ CAUSES OF ACTION
A. Negligent Misrepresentation
221.  As against all Defendants except Poyry and the Underwriters, and on behalf of all Class

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

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

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

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

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

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

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

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

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

the decision to purchase Sino securities,

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

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

in the Impugned Documents.

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

in accordance with GAAP,

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

above,

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

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

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

resulting in damage to the Plaintiffs and Class Members.

B, Statutory Claims, Negligence, Oppression, Unjust Enrichment and Conspiracy
(i)  Statutory Liability— Secondary Market under the Securities Legislation
231, The Plaintiffs plead the claim found in Part XXIII1 of the OSA, and, if required, the

equivalent sections of the Securities Legislation other than the 0S84, against all Defendants

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

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

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

the purposes of the Securities Legislation,

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

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

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

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

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

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

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

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

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

contained other of the misrepresentations that are alleged above to have been contained therein.

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

240. As against Sino, Chan, Horsley, Wang, Martin, Mak, Murray, Hyde, P8yry, BDO, E&Y,

Dundee, Merrill, Credit Suisse, Scotia, CIBC, RBC, Maison, Canaccord and TD, and on behalf
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of those Class Members who purchased Sino shares in one of the distributions to which the June
2009 or December 2009 Prospectuses related, Labourers and Wong assert the cause of action set
forth in s, 130 of the OSA and, if necessary, the equivalent provisions of the Securities

Legislation other than the OS54,

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

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

fiti)  Statutory Liability — Primary Market for Sino's Notes under the Securities
Legislation

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

than the OSA,

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

(iv)  Negligence Simpliciter — Primary Market for Sino’s Securities
244. Sino, Chan, Poon, Horsley, Wang, Martin, Mak, Murray, Hyde, BDO, E&Y, Péyry and
the Underwriters (collectively, the “Primary Market Deferdants”) acted negligently in

connection with one or more of the Offerings.

245.  As against Sino, Chan, Horsley, Poon, Wang, Martin, Mak, Murray, Hyde, BDO, E&Y,

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

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

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

which the Offering Memoranda related, Grant asserts negligence simpliciter.

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

misrepresentation,

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

Representation and the other misrepresentations particularized above.

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

management of the business and affairs of Sino. Poon was a dircctor for the June 2007 share

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

aware of §ino’s business and affairs.

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

facts relating to the shares offered,

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

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

252, P8yry had a duty to ensure that its opinions and reports reflected the true nature and value
of Sino’s assets, Poyry, at the time it produced each of the 2008 Valuations, 2009 Valuations,
and 2010 Valuations, specifically consented to the inclusion of those valuations or a summary at
any time that Sino or its subsidiaries filed any documents on SEDAR or issued any documents

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

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

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

misrepresentations.

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

Members and as directors of Sino,

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

on a timely basis.

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

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

758, Had the Primary Market Defendants exercised reasonable care and diligence in
connection with the distributions to which the Offering Memoranda related, then those
distributions would not have occurred, or would have occurred at prices that reflected the true

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

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

(v)  Unjust Enrichment of Chan, Martin, Poon, Horsley, Mak and Murray
260.  As a result of the Representation and the other misrepresentations particularized above,

Sino’s shares traded, and were sold by Chan, Martin, Poon, Horsley, Mak and Murray, at

artificially inflated prices during the Class Period.

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

Defendants suffered a corresponding deprivation,

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

Mak and Murray.

263, The Class Members who purchased 8ino shares from Chan, Martin, Poon, Horsley, Mak
and Murray during the Class Period are entitled to the difference between the price they paid to
such Defendants for such shares, and the price that they would have paid had the Defendants not
made the Representation and the other misrepresentations particularized above, and had not

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

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

misrepresentations particularized above.

265. The Sccuritics sold by Sino via the Offerings were sold at artificially inflated prices as a

result of the Representation and the others misrepresentations particularized above.

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

particularized above.

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

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

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

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

the Offerings.

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

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

some of them,

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

connection with the Offerings.

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

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

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

earned on such secondary markst trades.

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

that Sino and the Individual Defendants would use their powers to direct the company for Sino’s
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best interests and, in turn, in the interests of its security holders. More specifically, the Plaintiffs

and the other Class Members had a reasonable expectation that:

275,

{a)

(b)

©

@

(e)
6

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

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

Sino’s business and affairs;

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

basis;

Sino and the Individual Defendants would not meke the misrepresentations

particularized above;

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

the Individual Defendants would adhere to the Code.

Such reasonable expectations were not met as:

(a)

®

(©)
(d)
(e)
®

Sino did not comply with GAAP,

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

developments in Sino’s business and affairs;

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

stock options were backdated and/or otherwise mispriced; and

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

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

(2)] the integrity of Sino’s management and its ability to run the company in the

interests of all shareholders;
(c)  Sino's compliance with its disclosure obligations;

(d)  Sino’s ongoing representation that its corporate governpance procedures met with
reasonable standards, and that (he business of the company was subjected to

reasonable scrufiny; and

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

conducted in accordance with GAAP,

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

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

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

(a)

&
©

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

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

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

upon the performance of Sino and its securities.

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

out or caused to be carried out by the Conspirators:

(2)
(b)

(c)

(d)

(e)

they agreed to, and did, meke the Representation, which they knew was false;

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

which they knew were false;

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

materially misleading;

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

respect of which the strike price was impermissibly low; and

they authorized the sale of securities pursuant to Prospectuses and Offering

Memoranda that they knew to be materially false and misleading.

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

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

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

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

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

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

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

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

all material times;

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

prior to the grant; and

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

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

and have been at all material times,

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

irrespective of whether the company’s stock price rises subsequent to the grant date.
285, At al! material times, the Sino Option Plan (the “Plan™) prohibited in-the-money options,

286. The Conspirators backdated and/or otherwise mispriced Sino stock options, or caused the
backdating and/or mispricing of Sino stock options, in violation of, inter alia: (a) the OS4 and the

rules and regulations promuligated thereunder; (b) the Plan; (¢} GAAP; (d) the Code; (¢) the TSX
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Rules; and (f) the Conspirators® statutory, common law and contractual fiduciary duties and

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

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

other than the Conspirators.

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

stock price, This pattern could not plausibly be the result of chance.
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289, The conspiracy was unlawful because the Conspirators knowingly and intentionally
committed the foregoing acts when they knew such conduct was in violation of, inter alia, the
OSA, the Securities Legislation other than the OSA4, the Code, the rules and requirements of the
TSX (the “TSX Rules”) and the CBCA. The Conspirators intended to, and -did, harm the Class

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

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

revealed on June 2, 2011,

XII, THE RELATIONSHIP BETWEEN SINQO’S DISCLOSURES
AND THE PRICE OF SINO’S SECURITIES

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

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

292. The Impugned Documents were filed, among other places, with SEDAR and the TSX,
and thereby became immediately available to, and were reproduced for inspection by, the Class

Members, other members of the investing public, financial analysts and the financial press,

293, Sino routinely transmitted the documents referred to above to the finencial press,
financial analysts and certain prospective and actual holders of Sino securities. Sino provided

either copies of the above referenced documents or finks thereto on its website.
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294. Sino regularly communicated with the' public investors and financial analysts via
established market communication mechanisms, including through regular disseminations of
their disclosure documents, including press releases on newswire services in Canada, the United
States and elsewhere. Each time Sino communicated that new material information about Sino

financial results to the public the price of Sino securities was directly affected.

295. Sino was the subject of analysts’ reports that incorporated certzin of the material
information contained in the Impugned Documents, with the effect that any recommendations to
purchase Sino securities in such reports during the Class Period were based, in whole or in part,

upon that information,

296, Sino's securities were and are traded, among other places, on the TSX, which is an
efficient and automated market. The price at which §ino’s securities traded promptly
incorporated material information from Sino’s disclosure documents about Sino’s business and
affairs, including the Representation, which was disseminated to the public through the

documents referred to above and distributed by Sino, as well as by other means,

XII, VICARIOUS LIABILITY
A, Sino and the Individual Defendants
297. Sino is vicariously liable for the acts and omissions of the Individual Defendants

particularized in this Claim,

298. The sacts or omissions particuiarized and alleged in this Claim to have been done by Sino
were authorized, ordered and done by the Individual Defendants and other agents, empl_oyees
and representatives of Sino, while engaged in the management, direction, confrol and transaction
of the business and affairs of Sino. Such acts and omissions are, therefore, not only the acts and

omissions of the Individual Defendants, but are also the acts and omissions of Sino,
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299, At all material times, the Individual Defendants were officers and/or directors of Sino,
As their acts and omissions are independently tortious, they are personally liable for same to the

Piaintiffs and the other Class Members.

B. E&Y
300, E&Y is vicariously liable for the acts and omissions of each of its officers, directors,

partners, agents and employees as set out abave,

301.  The acts or omissions particularized and alleged in this Claim to have been done by E&Y
were authorized, ordered and done by its officers, directors, partners, agents and employees,
while engaged in the management, direction, control and transaction of the business and afTairs
of E&Y. Such acts and omissions are, therefore, not only the acts and omissions of those

persons, but are also the acts and omissions of E&Y,

C. BDO
302. BDO is vicariously liable for the acts and omissions of each of its officers, directors,

partners, agents and employees as set out above.

303. The acts or omissions particularized and alleged in this Claim to have been done by BDO
were authorized, ordered and done by its officers, directors, partners, agents and employees,
while engaged in the management, direction, contro! and transaction of the business and affairs
of BDO. Such acts and omissions are, therefore, not only the acts and omissions of those

persons, but are also the acts and omissions of BDO.

D, Péyry
304, P8yry is vicariously liable for the acts and omissions of each of its officers, directors,

partners, agents and employees as set out above,
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305. The acts or omissions particularized and alleged in this Claim to have been done by
P8yry were authorized, ordered and done by its officers, directors, partners, agents and
employees, while engaged in the management, direction, contro! and transaction of the business
and affairs of PSyry. Such acts and omissions are, therefore, not only the acts and omissions of

those persons, but are also the acts and omissions of P3yry.

E. The Underwriters
306, The Underwriters are vicariously liable for the acts and omissions of each of their

respective officers, directors, partners, agents and employees as set out above,

307. The acts or omissions particularized and alleged in this Claim to have been done by the
Underwriters were authorized, ordered and done by each of their respective officers, directors,
partners, agents and employees, while engaged in the management, dircction, control and
transaction of the business and affairs such Underwriters. Such acts and omissions are,
therefore, not only the acts and omissions of those persons, but are also the acts and omissions of

the respective Underwriters.

XIV, REAL AND SUBSTANTIAL CONNECTION WITH ONTARIO
308. The Plaintiffs plead that this action has a real and substantial connection with Ontario

because, among other thing:
(a) Sino is a reporting issuer in Ontario;
(b) Sino’s shares trade on the TSX which is lpcated in Toronto, Ontario;
(¢)  Sino’s registered office and principal business office is in Mississauga, Ontario;

(d)  the Sino disclosure documents referred to herein were disseminated in and from

Ontario;

(¢)  a substantial proportion of the Class Members reside in Ontario;
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Sino carries on business in Ontario; and

a substantial portion of the damages sustained by the Class were sustained by

persons and entities domiciled in Ontario.

XV, SERVICE OUTSIDE OF ONTARIO

309, The Plaintiffs may serve the Notice of Action and Statement of Claim outside of Ontario

without leave in accordance with rule 17.02 of the Rules of Civil Procedure, because this claim

is:
(8)
(b}
(c)

(d)

()

a claim in respect of personal property in Ontario (para 17.02(a));
a claim in respect of damage sustained in Ontario (para 17.02(h));

a claim authorized by statute to be made against a person outside of Ontario by a

proceeding in Ontario (para 17.02(n)}); and

a claim against a person outside of Ontario who is a necessary or proper party to a
proceeding properly brought against another person served in Ontario (para
17.02(0)); and

& claim against & person ordinerily resident or carrying on business in Ontario
(para 17.02(p)).

XVI. RELEVANT LEGISLATION, PLACE OF TRIAL, JURY TRIAL AND

HEADINGS

310. The Plaintiffs plead and rely on the CJ4, the CPA, the Securitics Legislation and CBCH,

all as amended.

311. The Plaintiffs propose that this action be tried in the City of Toronto, in the Province of

Ontario, as a proceeding under the CPA.

154



140

123

155

312, The Plaintiffs will serve a jury notice.

313. The headings contained in this Statement of Claim are for convenience only. This
Statement of Claim is intended to be read as an integrated whole, and not as a series of unrelated

componernts.
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London, ON N6A 3V8
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THIS IS EXHIBIT “B” TO
THE AFFIDAVIT OF ELIZABETH FIMIO
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CANADA
PROVINCE OF QUEBEC
DISTRICT OF QUEBEC
NO: 200-06-000132-111
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(Class Action)
SUPERIOR COURT

GUINING LIU, residing at 6580
Monkland Ave, Unlt 103, Montreal,
Quebec, HAB 2N4;

Petitioner;
V.

SINO-FOREST CORPORATION, legal
persoh estabiished pursuant to the Canada
Business Corparations Act, having its head
office at 1208-90 Burnhamthorpe Rd W,
Mississauga, Ontario, L5B 3C3 ;

and

ERNST & YOUNG LLP, legat person
having Its head office at 222 Bay Street,
Toronto, Ontario, M5K 137 ;

and

ALLEN T.Y. CHAN, Sino-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontarlo, L5B 3C3 ;

and
W, JUDSON MARTIN, Sino-Forest

Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontarlo, L5B 3C3 ;

and

KAI KIT POON, Sino-Forest Corporation,
1208-90 Burnhamthorpe Rd W,
Mississauga, Ontario, L5B 3C3 ;

and

DAVID ). HORSLEY, Slnho-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Misslssauga, Ontario, L5B 3C3 ;

and
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WILLIAM E. ARDELL, Sino-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontario, L58 3C3 ;

and

JAMES P. BOWLAND, Sino-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontario, 1.5B 3C3 ;

and

JAMES M.E, HYPE, Sino-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontario, L5B 3C3 ; A

and

EDMUND MAK, Sino-Forest Corporation,
1208-90 Burnhamthorpe Rd W,
Mississauga, Ontario, L5B 3C3 ;

and

SIMON MURRAY, Sino-Forest

Corporation, 1208-90 Bumhamthorpe Rd

W, Mississauga, Ontario, L5B 3C3 ;
and

PETER WANG, Sino-Forest Corporation,
1208-90 Burnhamthorpe Rd W,
Misslssauga, Ontario, L.58 3C3 ;

and

GARRY J. WEST, Siho-Forest
Corporation, 1208-90 Burnhamthorpe Rd
W, Mississauga, Ontarjo, L5B 3C3 ;

and

POYRY (BEIJING) CONSULTING
COMPANY LIMITED, legal person
having its head office at 2208-2210 Cloud
9 Plaza, No. 1118 West Yan’an Road,
Shanghal 200052, PR China ;

Defendants;
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MOTION TO AUTHORIZE THE BRINGING OF A CLASS ACTION AND TO OBTAIN THE
STATUS OF REPRESENTATIVE
(Article 1002 C.C.P. and following)

TO ONE OF THE HONOURABLE JUSTICES OF THE QUEBEC SUPERIOR COQURT,
SITTING IN AND FOR THE DISTRICT OF QUEBEC, YOUR PETITIONER STATES AS
FOLLOWS :

General presentation

1. The Petitioner wishes to institute a class action on behalf of the following group,

of which he is a member (the “Group"):

“All persons or entltles domiciled in Quebec (other than the Defendants,
their past and present subsidlaries, affiliates, officers, directors, senior
employees, pariners, legal representatives, heirs, pi'edecessors,
successors and assigns, and any Individual who is an Immediate member
of the families of the individual named defendants) who purchased or
otherwise acquired, whether In the secondary market, or under a
prospectus or other offering document In the primary market, equity,
debt or other securities of or relating to Sino-Forest Corporation, from
and including August 12, 2008 to and [ncluding June 2, 2011 (the “Class

Pertod”).”
or such other group definition as may be approved by the Court.

2, Sino-Forest Corporation (along with its subslidiaries, “Sino™) is a public company

and its shares were listed for trading at all materlal times on the Toronto Stock

Page 3
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Exchange {the “TSX") under the ticker symbol “TRE,” on the Berlin exchange as
“SFJ GR,” on the OTC market in the United States as “SNOFF” and on the

Tradegate market as “SF) TH.”

3. At all matetial times, Sino purported to be a legltimate enterprise operating as a
commercial forest plantation operator in the People’s Republic of China ("PRC").
At all materfal times, Sino overstated the nature of its forestry operations and
milsrepresented the fact that Its financial reporting had complied with Canadlan

GAAP, when In fact it had not done so.
4. The relief that the Petitioner seeks Includes the following:

a) damages In an amount equal to the losses that It and the other
Members of the Group suffered as a result of purchasing or acquiring

the securitles of Sino at Inflated prices during the Class Perlod;

b) a declarétlon that every prospectus, management's discussion and
analysis, annual Information form, Information circular, annual
financial statement, interim financlal report, Form 52;109F2 and Form
52-109F1 Issued by Sino-Forest Corporation after August 12, 2008
(the “Impugned Documents”) contalned one or more

misrepresentations;

¢) a declaration that Sino-Forest Corporation Is vicarlously liable for the
" acts and/or omissions of Allen T.Y. Chan, W. Judson Martin, Kal Kit
Poon, David J. Horsley, Willlam E. Ardell, James P. Bowland, James

M.E. Hyde, Edmund Mak, Simon Murray, Peter Wang, Garry J. West

Page 4
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(the “Individual Defendants™), and of its other officers, directors and

employees;

d) a declaration that Ernst and Young LLP Is vicarlousty llable for the acts
andfor omissions of each of its officers, directors, partners and

employees; and

e) a declaration that Pdyry (Beljing) Consulting Company Limited is
vicarlously liable for the acts and/or omlssions of each of its officers,

directors and employees.
The Petitioner

5, The Petitioner Is one of thousands of Investors who purchased shares of Sino
during the Class Perlod and continued to hold shares of Slho when the price of
Sino's securitles declined due to the correction of the misrepresentations alleged

herein,

6. During the Class Period, the Petitioner made net purchases of 1,000 Sino shares
over the TSX, [Particulars of the Petitioner’s Class Period transactions

are attached hereto as P-1].
The Defendants

7. The defendant Sino purports to he a commerclal forest plantation operator in the PRC.
Sine Is a corporation formed under the Canada Business Corporations Act, RSC 1985, ¢

C-44 (the "CBCA")

Page 5
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At the material imes, Sino was a reporting issuer in all provinces of Canada, and had Its
registered offlce located in Mississauga, Ontario. At the materlal times, Sino’s shares

were listed for trading on the TSX under the ticker symbol “TRE,” on the Berlin

. exchange as “SFJ GR,” on the OTC market in the United States as “SNOFF" and on the

Tradegate market as “SF} TH.” Slno securities are also listed on altérnative trading
systems in Canada and elsewhere Including, without limitation, AlphaToronto and
PureTrading. Sino also has various debt Instruments, derivatives and other securities

which are publicly traded In Canada and elsewhere.

The defendants Allen T.Y. Chan, W. Judson Martin, Kal Kit Poon, David J. Horsley,
Willlam E. Ardell, James P. Bowland, James M.E. Hyde, Edmund Mak, Simon Murray,
Peter Wang and Garry J. West (the “D&QOs") are officers and/or directors of Sino, Each
of them are directors and/or officers of Sino within the meaning of the Securitles Act,

RSQ ¢ V-1.1 (the “Securities Act" ).

The defendant Ernst & Young LLP ("E&Y") Is Sino’s auditor. E&Y is an expert of Sino

within the meaning of the Securities Act.

The defendant PGyry (Beljing) Consulting Company Limited ("P&yry”) Is an international

forestry consulting firm. Poyry Is an expert of Sino within the meaning -of the Securitfes

Act;

Sino’s Continuous Disclosure Obligations

12.  As a reporting Issuer in Quebec, Sino was required throughout the Class Period

to Issue and file with SEDAR:

SISKINDS, DESMEULES|H
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« within 60 days of the end of each quarter, quarterly interim financlal
statements prepared In accordance with GAAP Including a comparative
statement to the end of each of the corresponding periods in the previous

financial year;

» within 140 days of the end of the flscal year, annual financial statements
prepared In accordance with GAAP, Including comparative financial
statements relating to the perlod covered by the preceding financlal year;

and

e contemporaneously with each of the above, management’s discussion
and analysis of each of the above financial statements.
13, The Defendants Issued the disclosure documents referenced hereln pursuant to
their statutory obligation to do so, and also for the specific purpose of attracting
investment in Sino’s securities, and Inducing members of the public to purchase

those securities,
The Defendants’ Misrepresentations

14,  Throughout the Class Perlod, Sino falsely purported to be a legitimate enterprise
operaﬁng as a commerclal forest plantation operator In the PRC. As part of its
obligations as a reborting Issuer in Quebec (and elsewhere), Sino lssued the
Impugned Documents. In those documents, Sino made statements concerning
the nature of Its business, Its revenues, profitabllity, future prospects and
compliance with the laws of the PRC and of Canada, Implicitly and explicitly and

through documents incorporated by reference.

Page 7
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15.  In fact, such statements were materially false and/or misleading. During the
Class Perlod, Sino overstated its forestry assets, misrepresented Its revenue
recognitlon practices, falsely maintained that Its financlal statements complied
with Canadian GAAP and issued materially misleading statements regarding

Chinese {aw and Sino's compliance therewith, ameng other misrepresentations.

16.  Onlune 2, 2011, however, the truth was at least partially revealed. As a result,
the market value of Sino’s securltles fell dramatically, and the market vaiue for
Sino's shares in particular fell by In excess of 70% on, extraordinarily heavy
trading volume. Trading of Sino common shares was halted on the TSX after a
decline in excess of 24% on June 2. When trading resumed on the TSX on June
3, Sino shares fell In excess of a further 63%, for a two-day drop in excess of

nearly 73%.

The Defendants’ Fault

The Defendants Owed Dutles to the Members of the Group

17.  The Defendants owed a duty to the Petitioner and to persons and entitles
similarly situated, at law and under provisions of the Securities Act (chapter V-~
1.1), to disseminate promptly, or to ensure that prompt dissemination of truthful,
complete and accurate statements regarding Sino’s business and affairs, and
promptly to correct previously-issued, materially Inaccurate information, so thaf
the price of Sinos publicly-traded securltles was based on complete, accurate

and truthful Information,

18. . At all imes material to the matters complained of hereln, each of the Defendants

knew or ought reasonably to have known that the trading price of Sino’s publicly

Page 8
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traded securities was directly influenced by the statements disseminated by the

Defendants conceming the business and affairs of Sino,

19, As such, the Defendants knew or ought reasonably to have known that a failure
to ensure that Sino’s disclosures referenced herein were materially accurate and
materially complete would cause Sino's securltles to become inflated, and thus
wolld cause damage to persons who Invested In Sino's securiies while thelr

price remalned Inflated by such false statements.
The Defendants Violated their Duties

20,  Certain statements made by Sino and the D&0Os in the Impugned Documents
were materially false and/or misleading. The Petitioner and the Members of the
éroup relied on such statements directly or indirectly or via the Instrumentality of
the markets on which Sino securitles traded. When the truth was revealed and
true value of Sino's securities became clear, the Petitioner and the Members of
the Group were Injured thereby. The Petitioner and the Group plead negligent

misrepresentation as against Slno and the D&O0s.

21.  Sino's internal controls, which were deslgned and/or maintained by the D&0s,
were Inadequate or Ignored. The D&Os owed a duty of care to the Petitioner
and the Members of the Group to properly design and/or malntain such internal
controls. The Petitioner and the Group plead negligence as against the D&0s In

connection thereto.

22. EXY made statements In certain of the Impugned Documents that were
continuous disclosure documents that the audited financial statements contained

or Incorporated by reference thereln “present faltly, and In all materfal respects,

Page ©
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the financia! posltion of [Sino] [...] and the results of 1ts operations and cash
flows [...] in accordance with Canadian generally accepted accounting principles”
(or similar language). Such statements were materfally false and/or misleading,
and E&Y lacked a reasona‘ble.basis to make such statements when E&Y made
them, E&Y knowingly prepared Its reports for use by Sino’s securlty holders and
prospective security holders, The Petitioner and the Group relled on such
statements directly or indirectly or via the Instrumentality of the markets .on
which Sino securities traded. When the truth was revealed and the true value of
Sino’'s securities became clear, the Petitioner and the Group were injured
thereby. In respect of Sino's continuous disclosure documents, the Petitioner

and the Group plead negligence and negligent misrepresentation as against E&Y,

E&Y made statements in those of the Impugned Documents that are
prospectuses that the Slno financial statements contalned or incorporated by
reference thereln “complied with Canadian generally accepted'standards for an
audltor’s Involvement with offering documents” (or similar language). Such
statements were materially false andfor misleading, and E&Y lacked a reasonable
basls to make such statements when E&Y made them, E&Y knowingly prepared
its reports for use by Sino's securlty holders and prospective security holders.
The Petitioner and the Group relied on such statements directly or Indirectly or
via the instrumentality of the markets on which Sino securities traded. When the
truth was revealed and true value of Sino’s securities became clear, the
Petitioner and the Group were Injured thereby. The Petitioner and the Group
plead negligence and negligent misrepresentation as agalnst E&Y In respect of

Sino's Class Petlod prospectuses,

Page 10
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26.

27.

28,
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Poyry made statements regarding the nature of Sino’s operations in reports
dated on or about May 31, 2011, May 27, 2011, April 23, 2010 and Aprli 2, 2009,
Such statements were materlally false and/or misleading, and Poyry lacked a
reasonable basis to make such statements when POyry made such statements,
P&yry knowingly prepared its reports for use by Sino’s security holders and
prospective security holders, The Petitioner and the Members of the Group
relied on such statements directly or indirectly or via the instrumentality of the
markets on which Sino securities traded. When the truth was revealed and true
value of Sino's securities became clear, the Petitioner and the Members of the
Group were Ihjured thereby. The Petitioner and the Members of the Group plead

negligence and negligent misrepresentation as agalnst Poyry.

At all times material to the matters complained of herein, each of the Defendants
ought to have known that Sinos disclosure documents described hereln were
materially misleading as detailed above. Accordingly, the Defendants have

violated thelr duties to the Petitioner and to persons or entitles similarly situated.

The reasonable standard of care expected in the drcumstances required the
Defendants to act fairly, reasonably, honestly, candldly and In the best interests

of the Petitioner and the other Members of the Group.

The Defendants failed to meet the standard of care required by Issuing Sino's
disclosure documents during the relevant perlod, which were materially false

and/or misleading as described above.

The negligence of the Defendants resulted In the damage to the Petitioner and

Members of the Group as pleaded.

Page 11
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The Relationship Between Sino’s Disclosures and the Price of Sino's Securities

29.  The price of Sino's securities was directly affected during the Class Period by the
Issuance of the disclosure documents described herein. The Defendants were
aware at all material times of the effect of Sino’s disclosures upon the price of its

Sino’s securities,

30. The disclosure documents referenced above were filed, among other places, with
SEDAR and the TSX and thereby became immediately available to, and were
reproduced for Inspection by, the Members of the Group, other members of the

investing public, financlal analysts and the financial press.

31.  Sino routinely transmitted the documents referred to above to the flnanclal
press, financlal analysts and certain prospective and actual holders of Sino's
securities, Sino provided elther copies of the above referenced documents or

links thereto on its webslte.

32.  Sino regularly communicated with the public Investors and financial analysts via
established market communication mechanisms, Including through regular
dissemlﬁations of press releases on newswire services in Canada, the United
States and elsewhere, The price of Sino’s securities was directly affected each
time SINO communicated new material information about Sino’s financlal results

{o the public.

33,  Sino was the subject of analysts’ reports that Incorporated material information
contained in the disclosure documents referred to above, with the effect that any
recommendations in such reports during the Class Period were based, in whole

or In part, upon that Information.

Page 12
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Sino’s securities were and are traded on efficlent and automated markets. The
price at which Sino’s securitles traded promptly incorporated material information
about Sino’s business and affalrs, Including the omisslons andfor
misrepresentations described herein, which were disseminated to the public
through the documents referred to above and distributed by Sino, as well as by

other means.

Statutory Liability for Misrepresentations — Secondary Market

35.

36.

371

38.

39.

40,

41,

Each of the Impugned Documents Is a “"Core Doecument” within the meaning of

the Securities Act.
Each of the Impugned Bocuments contalned one or more misrepresentations.

Each of the D&0Os was an officer and/or director of Sino at all materlal times,
Each of the D&0s authorized, permitted or acqulesced in the release of some or

all of the Impugned Documents,

Sino is a reporting Issuer within the meaning of the Securities Act,
POyry Is an expert within the meaning of the Securities Act.

E&Y Is an expert within the meaning of the Securitles Act.

The Petitioner and the Group assert the causes of actlon set forth in Title VIII,
Chapter II, Division II of the Securities Act as against Sino, Pdyry, the D&Os and

E&Y and will seek leave, if and as required, in connection therewith.
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Statutory Liahility for Misrepresentations ~ Primary Market

42,

13,

45,

Sino Issued prospectuses on December 11, 2009 and June 1, 2009 (the

“Prospectuses,” both of which are Impugned Documents).
The defendants E&‘i’, Chan, Horsley, Martin and Hyde signed the Prospectuses.

The Prospectuses contalned one or more misrepresentations within the meaning

of the Securities Act.

The Petitioner and the Group plead the cause of action found in Title VIII,

Chapter 11, Divislon I of the Securities Act as agalnst all Defendants.

Vicarious Liability of Sino

46.

47.

Sino Is vicariously llable for the écts and omisslons of the Individual Defendants

particularized in this Claim.

The acts or omissions partlcularized and alleged hereln to have been done by
Sino were authorized, ordered and done by the Defendants and other agents,
employees and representatives of Sino, while engaged In the management,
direction, control transaction of the business and affairs of Sino, Such acts and
omissfons are, therefore, not only the acts and omissions of the Individual

Defendants, but are also the acts and omissions of Sino.

Damages

48.

As a result of the acts and omisslons described above, the Petitioner and the

other Members of the Group were Induced to over-pay substantially for Sino's
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securities. Such persons and entities have suffered damages equivalent to the

loss In market value that occurred when Sino corrected the Mﬁrepresentatlons.

L}

49,  The Petitioner and other Members of the Group are also entitled to recover, as

| damages or costs, the costs of administering the plan to distribute the recovery

5 In this action.
Conditions required to institute a class action

50.  The composition of the Group makes the application of article 59 or 67 C.C.P.

Impracticable for the following reasons:

+ The number of persons Included in the group s estimated to be several

thousand;

* The names and addresses of persons Included in the group are not

known to the Petitioner (but are likely to be known to Defendants);

o All the facts alleged in the preceding paragraphs make the application of

articles 59 or 67 C.C.P. Impossible.

51.  The claims of the Members of the Group ralse identical, similar or related

questions of fact or law, namely:

+ Did the Defendants authorize or Issue false and/or misleading public

information?

¢ Did the Defendants’ Misrepresentations cause the share price of Sino's

stock to be artificlally Inflated during the Class Period?
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» Did the Defendants therefore commit a fault towards the Petitioner and

the Members of the Group, thereby engaging their Hability?

* What prejudice was sustained by the Petitioner and the Members of the

Group as a result of the Defendants’ faults?

» Are the Defendants jointly responsible for the damages sustained by each

of the membears?

52. The Interests of justice weigh In favour of this motion being granted In

-accordance with Its conclusions.,
Nature of the action and conclusions sought

53.  The action that the Petitioner wishes to Institute for the benefit of the Members

of the Group is an action [n damages;

54.  The conclusions that the Petitloner wishes to Introduce by way of a motion to

Institute proceedings are:
GRANT the Petitioner’s action against the Defendants;

CONDEMN Defendants to pay to the Members of the Group compensatory

damages for all monetary losses;

GRANT the class action of the Petitioner on behalf of all the Members of the

Group;

ORDER the treatment of Individual claims of each Member of the Group in

accordance with articles 1037 to 1040 C.C.P.;
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THE WHOLE with Interest and additional Indemnity provided for In the CAVY
Code of Quebec and with full costs and expenses including expert fees and

notice expenses;

55.  The Petitioner suggests that this class action be exercised before the Superior

Court in the district of Quebec for the following reasons:

» A great number of the Members of the Group resides In the judicial

district of Montreal and in the appeal district of Quebec;
« The Petitioner and his lawyers are domiclled In the district of Quebec,

56.  The Petitioner, who Is requesting to obtaln the status of representative, will fairly
and adequately protect and represent the Interest of the Members of the Group

for the following reasons:
* He understands the nature of the action;

¢ He is available to dedicate the time necessary for an action to collaborate

with Members of the Group; and

* His interests are not antagonistic to those of other Members of the

Group,
57.  The present motion Is well-founded In fact and In law.
FOR THESE REASONS, MAY IT PLEASE THE COURT:

GRANT the present motlon;
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AUTHORIZE the bringing of a class actlon In the form of a motion to Institute

proceedings In damages;

ASCRIBE the Petitioner the status of representative of the persons included In

the group hereln described as:

“All persons or entitles domiclled in Quebec (other than the Defendants,
thelr past and present subsldiaries, affiliates, officers, directors, senior
employees, partners, legal representatives, heirs, predecessors,
successors and assigns, and any individual who Is an immediate membet
of the famllies of the Individual named defendants) who purchased or
otherwise acquired, whether in the secondary market, or under a
prospectus or other offering document In the primary market, equity,
debt or other securities of or relating to Sino-Forest Corporation, from
and including August 12, 2008 to and including June 2, 2011 (the “Class

Period"”).”
or such other class definition as may be approved by the Court,

IDENTIFY the principle quesi:lons of fact and law to be treated collectively as the

followlng:
s Did the Defendants authorize or Issue false and/or misleading public information?

+ Did the Defendants’ Misrepresentations cause the share price of Siho’s stock to

be artificlally inflated during the Class Perlod?

o Did the Defendants therefore commit a fault towards the Petitloner and the

Members of the Group, thereby engaging thelr llability?
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o What prejudice was sustained by the Petitioner and the Members of the Group as

a result of the Defendants’ faults?

» Are the Defendants jointly responsible for the damages sustalned by each of the

Members of the Group?

IDENTIFY the conclusions sought by the class actloh to be instituted as being the

following:
GRANT the Petitloner's action agalnst the Defendants;

DECLARE that the Defendants made the Misrepresentations during the Class

Period;
DECLARE that the Defendants made the Misrepresentations negligently;

DECLARE that Sino is vicarlously liable for the acts and/or omissions of the

Individual Defendants;

CONDEMN Defendants to pay to the Members of the Group compensatory
damages In the amount of 4 billlon$, or such other sum as this Court finds

appropriate for all monetary losses;

GRANT the class action of the Petitioner on behalf of all the Members of the

Group;

ORDER the treatment of individual claims of each Member of the Group In

accordance with articles 1037 to 1040 C.C.P.;
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THE WHOLE with interest and additional Indemnity provided for In the &/
Code of Quebec and with full costs and expenses Including expert fees and

notice fees;

DECLARE that all Members of the Group that have not requested their exclusion
from the Group in the prescribed delay to be bound by any judgement to be

rendered on the class action to be Instituted;

FIX the delay of excluslon at 30 days from the date of the publication of the

notlce to the Members of the Group;

ORDER the publication of a notice to the Members of the Group in accordance

with article 1006 C.C.P,;

THE WHOLE with costs to follow.

Quebec, June 9, 2011

(s) SISKINDS, DESMEULES

SISKINDS, DESMEULES, AVOCATS
{Me Simon Hébert)
Lawyer for the Petitioner
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SCHEDULE 1

NOTICE TO DEFENDANT

Take notice that the plaintiff has filed this action or application In the office of
the Superlor Court of the judiclal district of Québec.

To file an answer to this action or application, you must first file an appearance,
personally or by advocate, at the courthouse of Québec located at 300, boul.
Jean-Lesage, Québec, G1K BK6 within 10 days of service of this motion.

If you fall to file an appearance within the time limit indicated, a judgment by
default may be rendered against you without further notice upon the explry of
the 10 day period.

If you file an appearance, the action or application will be presented before the
court on September 23, 2011, at 9h00 a.m., in room 3.14 of the courthouse, On
that date, the court may exercise such powers as are necessary to ensure the
orderly progress of the proceeding or the court may hear the case, unless you
have made a written agreement with the plaintiff or the plaintiff's advocate on a
timetable for the orderly progress of the proceeding. The timetable must be flled
in the office of the court.

These exhibits are available on request,

. Quebec City June 9, 2011

(s) SISKINDS, DESMEULES

SISKINDS, DESMEULES, AVOCATS
(Me Simon Hébert)
Lawyers for the Petitioner
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THIS IS EXHIBIT “C” TO
THE AFFIDAVIT OF ELIZABETH FIMIO
SWORN JUNE 8, 2012

o

VU

A Commissioner, etc.

Daniel Holden
Barrister & Solicitor
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Q.B. No. m of 2011

CANADA )
PROVINCE OF SASKATCHEWAN )

IN THE QUEEN'S BENCH
JUDICIAL CENTRE OF REGINA

Between:
ALLAN HAIGH

Plaintiff,
and

SINO-FOREST CORPORATION,
ALLEN T.Y. CHAN, and DAVID J, HORSLBY,
Defendants

Rrought under The Class Actions Act
STATEMENT OF CLAIM P

NOTICE TO DEFENDANT

1. The plaintiff may enter Judgment In accordance with this Statement of Clatm or such judgment es
may be granted pursuant to the Rules of Court unless
v within 20 days 1f you were served in Sasketoheowan; .
» within 30 deys if you were set'ved elsewhere in Cenada or In the United States of Amerios;
« within 40 days If you were strved outside Canzda and the United Siates of Amerjor
— —~-—€exuludlng-ih&day-ef-servioé)-yau-sam-a-.statament-ef-‘]&}afane&en-tha—plalntlﬁf—and-ﬁlw-eopy-mareoi‘—-—-—« et
in the office of the Joca] registrar of the Court for the judiclal cenire abovenamed.

2, Inmany oases a defendant may have the tris! of the action held at 8 Judictal centre other thaa the one
at whioh the Statoment of Claim is issued. Evary-defendant should consult his [awyer as to his rights,

3, Thip Statement of Clalm is to be served within six months from the dafe on which it s lssued,

4. This Statemant of Claim Is Issucd at the above-named judiolal centre the [ duy of Pacember, 2011,

-~ T, LANGFORD
DY. LOCAL REGISTRAR

Locel Reglstrar

amEAL.

180




DEFINED TERMS

1. In this Statement of Claim, in addition to the tarms that are defined elsewhere herein,
the following terms have the following meanings:
(8) *AI" means Authorized Intermediary;
(b) “AIF" means Annual Information Form;
(0) “CAA™ means The Class Aetions Acet, 8.8, 2001, o, C-12.01, as amended;
(d) *CBCA" means the Canada Business Corporations e, RSC 1985, ¢, C-44, es
amended;
{6) “Chan” means the defendant Allen T.Y, Chen,
() “Class” and “Class Members” means ell persons and entities wherover they may reside
who acquired securities of Sino during the Class Pertod either by primary distribution In
Canada or an acquisition on the TSX or other secondary market in Cenade, other than the
Defendants, their past and present subsidiaries, affiliates, officers, directors, senlor employess,
partners, legal representatives, helrs, predecessoss, successors and assigns, and any individual
‘who is an immedlate member of the family of an Individual Defendant;
(g) “Class Pexlod” meeans the perlod from and inoluding March 19, 2007 to and inoluding
June 2, 2011; )
(h) “Code” means Sino’s Code of Business Conduct;
(1) “Defendants” means Siuo and the Individual Defendants;

s em e () December2009 Brospectnsmeans.Sinols Final ShortBorm Prospectus, dated Decomber. .. ...
10, 2009, which Sine filed on SEDAR on Decernber 11, 2009;
(k) “B&Y" means Emst and Young LLP;
(1) “GAAP” means Canadian generally accepted accounting principles;
(1) “Globe" means The Globe and Mall;
(n) “Horsley” means the defendant David J. Hotsley;
(o) “Impugned Doctuments" means the 2006 Annual Consolidated Financial Statements (filed
on SEDAR on March 10, 2007), 2006 AIF (filed on SEDAR on March 30, 2007), 2006
Annual MD&A (filed on SEDAR on March 19, 2007), Management Information Cltoular
dated April 27, 2007 (filed on SEDAR on May 4, 2007), Q1 2007 MD&A (filed on SEDAR




"

on May 14, 2007), Q1 2007 Financis] Statements (filed on SEDAR on May 14, 2007), June
2007 Prospectus, Q22007 MD&A (filed on SEDAR on August 13,2007), Q2 2007 Financial
Statements (filed on SEDAR on August 13, 2007), Q3 2007 MD&A. (filed on SEDAR on
November 12, 2007), Q3 2007 Rinancia} Statements {(filed on SEDAR on November 12,
2007),2007 Annual Consolidated Financlal Stateraents (filed on SEDAR onMa.rohlS,ZOOS'),
2007 AIF (filed on SEDAR on March 28, 2008), 2007 Annual MD&A. (filed on SEDAR on
March 18, 2008), Amended 2007 Annual MD&A (filed on SEDAR on Maroh 28, 2008),
Management Information Cireular dated Aprll 28, 2008 (filed on SEDAR on May 6, 2008),
Q1 2008 MD&A (filed on SEDAR on May 13, 2008), Q1 2008 Financial Statements (filed
on SEDAR on May 13, 2008), Q2 2008 MD&A (filed on SEDAR on August 12, 2008), Q2
2008 Financial Statements (filed ocnSEDAR on Angust 12, 2008), Q3 2008 MD&A (filed on
SEDAR on November 13, 2008), Q3 2008 Hinancial Statements (filed on SEDAR on

‘November 13,2008), 2008 Annual Consolidated Rinancial Statements (filed on SEDAR on

March31,2009), 2008 Annugl MD&A (filed on SEDAR onMarch 16, 2009), Amended 2008
Annual MD&A (filed on SEDAR onMearch 17, 2009), 2008 AXF (filed on SEDAR on March
31, 2009), Management Information Clrenler dated April 28, 2009 ¢filod on SEDAR on May
4,2009), Q12009 MD&A (filed on SEDAR onMay 11,2009), Q1 2009 Finenclal Statements
(filed on SEDAR on May 11, 2008), June 2009 Prospectus, Q2 2009 MD&A. (filed on

SEDAR.on-August-10,-2000),.Q2.2009 Rinancial Statements.(filad on SEDAR onAugust 10, ...

2009), Q3 2009 MD&A. (filed on SEDAR on November 12, 2009), Q3 2009 PFinencial
Statements (filed on SEDAR on November 12, 2009), December 2009 Prospectus, 2000
Annual MD&A (filed on SEDAR on Merch 16, 2010), 2009 Audlited Annual Financial
Statements (filed on SEDAR on March 16, 2010), 2009 AYF (filed on SEDAR on Merch 31,
2010), Management Information Ciroular dated May 4, 2010 (filed on SEDAR on May 11,
2010), Q1 2010 MD&A. (filed on SEDAR on May 12, 2010), Q1 2010 Financlal Siatements
(filed on SEDAR onMay 12,2010}, Q2 2010 MD:&A (filed on SEDAR on August 10,2010),
Q22010 Financlal Statements (filed on SEDAR on August 10, 2010), Q3 2010 MD&A (filed
on SEDAR on November 20, 2010}, Q3 2010 Financial Statements (filed on SEDAR on
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November 20,2010), 2010 Annual MD & A (March 15, 2011), 2010 Annval Andited Financial
Statements (filed on SEDAR on March 15, 2011), 2010 AIF (filed on SEDAR on March 31,
2011) and Meanagement Information Circular dated May 2, 2011 (filed on SEDAR onMay 10,
2011 '
(p) “Individual Defendants” means Chan and Horsley;
(q) “Tune 2007 Prospectus” rueans 8ino's Short Form Prospectus, dated June 5, 2007, which
Sino filed on SEDAR on June 5, 2007; :
(r) “June 2009 Prospectus” means Sino’s Final Short Form Prospectus, dated Juns 1, 2009,
' which 8ino filed ot SEDAR on June 1, 2009;
(8) “MID&A" means Management's Discussion and Analysis;
(t) “Muddy Waters” means Muddy Waters LLC;
(u) “OSC" means the Ontarlo Securitles Commission;
(v) “Plaintiff” means the plaintiff Allan Haigh;
(W) “PRC” means the People’s Republic of China;
(x) “Representation” means the statement that Sino’s financial statements complied with
GAAP,
(¥) “SEDAR" means the system for elestronic dooument analysis and retrieval of the Canadian
Beouritles Administrators;

s e (Z) S0 02 means the defendant, Sino-Rorest Corporation;,. -

(a8) “SSAY means The Securitles Act, 8.5. 1988-89, o, 8-42.2, as amended;

(bb) “TSX" means the Toronto Stock Bxchange; |

(co) “WIFORE" means wﬁolly foreign owned enterprise or an enterprise established in China
in accordanoe with the relevant PRC laws, with capital provided solely by forelgn lnvestors.

CLAIM
(1) the parties
(a) plaintiff

2. The Plaintiff, Allan Halgh, resides in Saskatoon, Saskatchewan, My, Haigh purchased
200 shares of Sino on November 3™, 2010, at a cost of $20.14 per share.
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. e e itgrepistered office located. in Mississaugs,-Ontaria

-4.
(D) defendants :

3. The Pefendant Sino-Forest Corporétion (“Sino-Forest”), is incorporated pursuant to
the laws of Canade, with its head office at 1208-90 Burnhamthorpe Rd W, Mississaugs,
Ontario, 158 3C3,

4, The Defendant Chan resides in Ontario, At all material times, Chan was Sino’s
Chalrman, Chief Exeoutive Officer, and a dirsctor of the company.

5. The Defendant Horsley resides in Ontarlo, At all meterial times, Horsley was Sino’s
Chief Rinancial Officer,

(2) the class

6. The Plaintiff brings this action on behatf of all persons or entities who held cornmon

shares of Sino between March 19™, 2007 and Juns 2, 2011 (the “Class Petlod”) either by
ptimary distributien 3o Canada or an scquisition on the Toronto Stock Exchange or other
seoondary market in Canada.

(3) particulars
7 At all material times, Sino was a reporting issuer inall provinces of Canada, and had

a U ———

8, From the time of its establishment in 1994, Sino has clalmed to be a legltimate
business operating in the commerolal forestry industry in the PRC and elsewhere.

9, In 1994, Sino enteted Canada's capltal markets by way of a “reverse takeover.” This
allowed Sino to avold the serutiny of an Initlal Public Offering,

10, At all material times, Sino's shares were listed for trading om:
(e) the Toronto Stock Bxchange (the “TSX™) under the ticker symbol “TRE™;
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(b) on the Berlin exchange-as “SEJ GR”}
() on the OTC market in the United States as “SNOFF";
(d) on the Tradegate market as “SEY TH",;
(¢) on alternative frading systems in Canada and elsewhere including, without
limitation, AlphaToronto and PureTrading,

11, At all material times, Sino had various debt instruments, derlvatives and other
seourities that were publicly traded in Canada and elsewhere,

12.  The price of Sino’s securities was ditcotly affected during the Class Perlod by the
issuance of the Impugned Documents, The Defendants were aware at all materlal times of the
effect of Sino’s diselosure doouments upon the price of itz Sino’s secutlties.

13,  Thelmpugned Documents were filed, among other places, with SEDAR and the TEX,
and thereby became immediately available to, and were reproduced for inspeotion by, the
Plaintiff, Class Members, other members of the Investing public, financlal analysts and the

finenciel press.

14, Sino routlnely transmitted the documents referred to above to the financial press,

financial analysts and certaln prospective and actual holders of Sino securities, Sino pravided
elther copies of the Impugned Documents or links thereto on ity website.

15.  Sino regularly communicated with the public investors and financial analysts vie
established market commumication mechanisms, iholuding through regular disseminations of
thelr disclosure documents, incfuding press releases on newswire services in Cenada, the
United States and elsewhere. Each time Sino communicated that new material information
about Sino financial results to the publis the ptlce of Sino securities was dirsotly affected.
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16,  Sino was the subject of analysts’ reports that incorporated certain of the material
information contained in the Impugned Doocumments, with the effect that any recommendations
to purchase Sino securities in §uch reports during the Class Perlod were based, in whole or in
past, upon that information,

17, Theprice at which Sino's ssourities traded promptly incorporated matexial information
from Sino’s disclosnre documents about Sino’s busitess and affairs, including the
Representation, which was disseminated to the public throughthe documents referred to above
and distributed by Sino, as well a3 by other means,

18, In Sino's Initial Proxy Clroular of February 11", 1994, Sino putported to operate
through six jeint ventures formed in the PRC, By the early 2000's, Sino’s business structured
changed to include wholly-owned subsidiarles and so oalled authotized Infermediaries (“Als”).
By early 2011, Sino purported to conduct business through more than 60 subsidiaries, atleast
16 of which were formed in the Brifish Virgin Islands, and at teast 40 of which were formed
in the PRC,

19,  Sino conducted seven offerings during the Class Perlod (the “Offerings”), raising an
aggregate of more than $2.7 billion from investors:

(8) by short form prospectus dated June 5, 2007 (filed with SEDARY), Sino conducted
an offering of 15,900,000 common sharas at a price of $12.65 per shese, resulting in
gross proceeds of $201,135,000;

(b) by way of en “Offering Memorandum®, Sino sold through private placement
U8$345 milllon in aggregate principal amount of convertible senior notes dus 2013;
{0) by short form prospectus dated June I, 2009 (filed with SEDAR), Sino conducted
an offering of 34,500,000 common shares for $11.00 per chere, resulﬂng.in ErOss
proceeds of $379,500,000;
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(dy by way of an Bxchange Offer Memorandum, Sino exchanged certain of its then
outstanding senlor nofes with new notes, putsuant to which Sino issued
US$212,330,000 in aggregate princlpal emount of guaranteed senior notes due 2014
(e) by way of a final Offering Memorandum, Sino sold through private placement
US$460,000,000 in aggregate prinoipal amount of convertible senjor notes due 2016;
(f) 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 prooeeds of $367,080,000;

() On Febryary 8%, 2010, Sino closed the acquisition of substantially all of the
outstanding common shares of Mandta Forestry Holdings Limited, Conourrent 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 waztants
jssued by Mandra Forestry Holdings Limited, for new guaranteed senior notes issued
by Sino in the aggregate principal amount of USD$187,177,375 with a matutity date
of July 28, 2014,

{z) On October 14, 2010, Sino issued afinal Offering Memorandum pursuant to which
Sino sold through private placement US$600,000,000 in aggregate principal amount
of guatanteed sentor notes due 2017,
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20.

The offering doouments referenced in the preceding paragraph included and

incotporated other documents by reference that Included the Representation and other

mistepresentations that are partioulatized below, Had the truth in regard to Bino's

managemant, business and affairs been timely disolosed, securities regulators Hkely would not

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

(4) Sino’s class period misrepresentations

21,

Duting the class period, Sino misrepresented;
(a) Its 2006 Results and AL,
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(b) Its May 2007 Management Information Circular;
{c) Its tax-related risk's arising from its use of Als;
(d) Its Yunnan Forestty Assets;

{e) Its Suriname Forestry Assets;”

(f) Its Jiangx! Forestry Assets;

(g) Hs related parties;

(h) Its sales of standing timber;

(i) ks purcheses of Forestry Assets; and

(j) Its margins and taxes,

Sino’s 2006 Resulis and AIF

22.  Prlor to the opening of markets on March 19%, 2007, Sino issued and filed on SEDAR
1ts 2006 Annual Consolidated Finanoial Statements and 2006 Anmal MD&A, Bachdocument
contained the Representation, which wes false.

23, Inpartionlar, Sino materially ovetstated its results for 2006, and its assets as at year-
end 2008, Sino reported In-each such document, on a GAAP basts, that its revenues and net
income for the yesr ended December 31%, 2006 were, respectively, US$634.0 million and
U58111,6 million, and further teported, ona GAAP basls, that its assets as at December 319,
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2006 were US$1.2 billion,

24,  Qverthe tentrading days following the fssuance of Sino’sinflated 2006 tesults, Sino’s
share price rose substantially on unusually heavy trading volumne, At the olose of trading on
March 16, 2007 (the trading day prior to March 15%, 2007), Sino’s shares traded at $10,10
per share. Af the olose of trading on March 29", 2007, Sino’sshares tradedat $13 42 pet share,
which constituted an Increase of approsimately 33% from the March 19™ olosing price,
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Sino’s May 2007 Management Informatlon Cireular

25,  On March 30, 2007, 8ino issued and filed on SEDAR. its 2006 AIR, In that ATR, Sino
stafed: ’

«.PRC laws snd regulations require fotelgn companies 1o obtain licenses to
engage in any business activitles inthe PRC, Asa result ofthese requirements,
we ourtently engage in our trading activitles through PRC suthorized
intermediaries that have the requistte business licenses, There is no assurance
that the PRC government will not take action to restrlet our ability to engage
in trading aotivities through our authorized intermediaries, In oxder to reduce
our réliance on the authoxized intermediaries, we intend touse a WFOE
in the PRC fo enter into contracts divectly with suppliers of xaw timber,
and ther process the raw timber, or engnge others to process raw thnber
on its behalf, and sell logs, wood chips and wood-based products to
customers, afthough it would not be able to engage in pure trading
activitles, [Emphasis added.]

26, Inits 2007 AIF, which Sino filed on March 28, 2008, Sino agaln declared it intention
to reduce ifs rellance upon Als,

27,  These statements wore false and materlelly misleading when made, as 8ino had no
intention of reducing materally its reliance on Als, because Als were critical fo Sino’s ability
toinflate its reve;iue end net income, Rather, these statements had the effect of mitlgating any
investor concern arising from Sino’s extensive rellance upon Als,

28,  Throughout the Class Perled, Sino continued to depend heavily upon Als for its
purpotted sales of standing timber and Sino’s reliance on Als in fact increased during the
Clags Period.

Sino's toe-related risks arlsing from lis use of Als
29,  ‘Throughout the Class Petlod, Sino materlally understated the tax-related tisks arising
from its use of Als,
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30,  Tax evasion penslties in the PRC are severe and depending on the severity of the
offense can be punishable with unlimited fines,

31, Duringthe Class Pericd, Sino professed to be unable to determine whether its Als had
paid required taxes and so the tax-related risks arising from Sino’s use of Al were potentially
devastating, Sino failed to disolose these isks in its Class Period disolosure documents,

“including and particularly In its discussions of its tax provisiondng set forth in its Class Period
financial statements and ATFs,

32.  Based upon Sine's reported results, Slno’s tax acervals in it 2007, 2008, 2009 and
2010 Audited Anmual Finanolal Statements were matetially deficient and Sino’s inadequate
tex accruals violated GAAP.

33,  Sinoalso violated GAAP in its 2002 Andited Annual Financial Statements by failing
to apply to its 2009 financial results the PRC tax guidance that was issued in February 2010,
Although that guidanoe was issued after year-end 2009, GAAP required that Sino apply that
guidance to s 2009 financlal results, because that guldance was lssued in the subsequent
ovents period,
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34,  Based upon Sino’s reported profitmarging on its dealings with Als, which margins are
extraordinary both in relation to the profit margins of Bino's peers, and in relation o the
limited risks that Sino purports to assume In its transactlons with its Als, Sino’s Als were not
satisfying theirtax obligations, a fact that was either known to the Defendants or ought to have
been known. If Sino’s extraordinary profit margins are real, then Sino and its Als must be
dividing the gains from non-payment of taxes to the PRC,

... —————
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During the Class Period, Sino also failed to disclose the risks relating to the
repatriation of its earnings from the PRC. In 2010, Sino added two new sections to its AIR
regarding the risk that it would not be able to repairlate earnings from its BVI subsidiaries
(which deal with the Als). The amount of retajned earnings that may not be able to be
repatriated 15 stated therein to be US$1.4 blllion, Notwithstanding this disclosure, Sino did not
discloss that it would be unable to repatriate any earnings absent proof of payment of PRC

taxes, whioh it has admitted that it Tacks,

36,

In addition, there ars materlal disorepancies in Sino's descriptions of its accounting

ireatment of its Als, Beginning in the 2003 AJF, Sino deseribed ifs Als as follows;

571

Because of the provistons in the Operational Procedures that specify when we
and the authorized intermediary assurne the risks and obligations relating to the
raw timber or wood chips, asthe cage may be, we treat these trangactions for
acoounting purposes as providing that woe take title to the raw timber when it
18 delivered to the authorized intermediary, Title then passes to the avthorized
intermediary once the fimber is processed into wood ohips. Accordingly, we
trear the authorized infermadiaries for accounting purposes as being both
our suppliers and customersIn these transactions, (BEmphasis added.]

Sino’s disclosures were consistent in that regard up to and including Sino's first AIR

issued in the Class Pcriod, which states:
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38.

Beosause.of theprovisions.in.theOpetational Procedures. that specify when we
and the Al agsume the xisks and obligations relating to the raw timber or wood
chips, as the cese may be, ws treat these transactions for accounting purposes
as providlng that we take title to the raw timber when it is delivered to the AL
Title then passes to the Al once the timber 1s processed Into wood ohips.
Accordingly, we treat the AX for accounting purposes as being both our
supplier and customer in these transactions, [Braphasis added.]

In subsequent AlRs, Sino ceased without explanation to disclose whether it treated Als

for accounting purposes as being both the supplier and the customer,
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39.  Following the issyance of Muddy Waters® report on the last day of the Class Period,
however, Sino declared publicty that Muddy Waters was “wrong” in its assertion that, for
acoounting purposes, Sino treated s Als as being both supplisr and customer in transactions,
This claim by Sino implies either that Sino misrepresented its accounting treatment of Als in
its 2006 AIR (and in its AIFs for prior years), or that Sino changed its acoounting treatment
of its Als after the {ssuance of its 2006 AIR, If the latter is true, then Sino was obliged by
GAAP to disclose its change in its accounting treatment ofits Als, It failed to do so.

Sino Overstates lts ¥Yunnan Forestry Assels

40.  In a press release issued by Sino and filed on SEDAR on March 23, 2007, Sino
sonounced that it had enfered into an agresment to selt 26 million shares to several
Institutional investors for gross proceeds of US$200 million, and that the proceeds would be
used for the acquisition of standing timber, including pursuant to a new agreement io purchase
stending timber in Yunnan Province, It further steted in that press release that Sino-Panel
(Asig) Ino, (“Sino-Panel"), & wholly-owned subsidiary of Sino, hed entered on that same day
into an agreement with Gengma Dal and Wa Trlbes Autonomous Reglon Forestry Company
Ltd,, (“Gengma Forestry") established in Lincang City, Yunnan Provinoe inthe PRC, and that,
under that Agteement, Sino-Panel would acquire approximately 200,000 heotares of non-state
owned commercial standing timber in Lincang City and surrounding oities in Yunnan for
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US$700 miltion to US$1.4 biltion over a 10-year petiod.

41,  ThesesametermsofSino’s Agreement with Gengtna Foresiry were disolosed in Sino’s
Q1 2007 MD&A, Moreover, throughout the Class Perlod, Sino discussed its purported
Yunman acquisitions in the Impugned Doouments,

42,  However, the reported acquisitions did not take place, As the Globe latet revealed,
Sino “substantially overstated the size and value of its forestry holdings in China's Yunnan
Provincs, according to figures provided by senior forestry officials and a key business partnet
thers,” Sino simply does not own the trees it claims to own in Yunnan,
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Sino Overstates its Suriname Forestry Assets
43, In mid-2010, Sino became a majority shareholder of Greenheart Group Ltd., &

Bermuda corporation having its headquarters in Hong Kong and & listing on the Hong Kong
Stock Bxchange (“Greenheart”), '

44,  In August 2010, Greenheart issued an aggregate principal amount of US$25,000,600
convertible notes for gross proceeds of 1US$24,750,000, The sole subsctiber of these
convertibls notes was Greater Sino Holdings Limited, Chan became a member of Greenheart’s
Board and the Board's Chairman, Other officers and directors of Sino became officers and
direotors of Greenheatt.

45, On August 24, 2010 and Deosmber 28, 2010, Greenheart pranted to Chan options to
purchase approximately 6.8 miilion, The options ate exercisable for a five-year term,

46,  AsatMarch31,2011, General Roterprise Management Services International Limited,
a company in which some of Sino’s officers and directors have an {ndireot interest, held
7,000,000 shares of Greenheart, being 0.9% of the total issued and outstanding shares of
Greenbeart.
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47.  As aresult of the aforesaid transactions and interésts, Sino, Chan, end other officers
and directots of Sino, stood to profit handsomely from any inflation in the market price of
Greanheart’s shares,

48,  Atallmaterlal imes, Greenheart purported to have forestry assets in New Zealand and
Suriname. On March 1, 2011, Greenheart issued & press release in which it announced that:

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

W NEK

312,000 hectares now under Greeuheart management Hong Kong, March
1, 2011 — Greenheart Group Limited (“Greenheart” or “the Company")
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(HKSE: 00094), an investment holding corapany with forestry assels in

Surinatne and New Zealand (subject to certain closing conditions) feday

announced that the Company has acquired 60% of Vista Marine Services

N.V. (“Vista”}), a private company based in Sariname, South America that

controls certain hayvesting rights to o 128,000 hectares hardwood

corsoession. Visia will be rebranded as part of the Greephenrt Group, This

transaction will increass Greenheart's concessions under management in

Suringme 10 approximately 312,000 heciares. The oost of this acquisition is

not material fo the Company as & whole but the Compauy is optimistic about

the prospects of Vista and the positive impect that it will bring, The

corcession is located in the Slpalawind districtof Suriname, South America,

bordering Lake Brokopondo and has an estimated annual allowable out of
approximately 100,000 cubic meters, Mr. Judson Martin, Chlef Executive

Officer of Greenheart and Vice-Chairman of Sino- Forest Corporation, the
Company’s controlling shareholder sald, “This acquisition Is in line with our
growth strategy to expand our footprint in Suriname, In additlon fo increased
harvestable area, this aoquisition wlll bring synergies in sales, marketing,
administration, financial reporting end control, logistios and oversll
management, I' am pleased to welcome My, Ty Wilkinson to Greenheart as
our minovilty pariner, Mr. Wilkinson shares our respect for the people of
Suriname and the land and will be appointed Chief Executive Officer of ihis
Joint venture and be responsible for operating in w sustalnable and
responsible manner, This acquisition further advanoes Greenheart's strategy
of becoming a global agri~forestry company. We will continue to actively seck
well-pticed and sustainable ooncessions in Suriname and neighboring regions
in the coming menths.”

About Ty Willinson

VLY. WillGiB 0N 18 GvaT (7 enty years of experionce i e agriowiuriamd

foresiry business, He was awarded the prestigious “Farmer and Rancher
of thoe year” award in the US4, in recognition of his work on water
conservation, perfecting the commercial use of drip irrigation and
maximizing crop yield through the use of techuical soil research and
analysis, Mr. Wilkinson also has extensive knowledge In sustainable
forestry manngement, fovestry planning, nfrastructare development,
harvest schedales, humber drying, lumber processing, extensive local
knowledge as well as regional business networks. He has been living in
Suriname since 2001, [Brphasis added.]
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49,  Inits 2610 AIR, filed on SEDAR on March 31, 2011, Sino stated:

© We hold a majority interast in Greenheart Group which, together with its
subsidiaries, owns certain rights and manages approximately 312,000 hectares
of hardwood forest concessions in the Republic of Striname, South America
(“Suriname™) and 11,000 hectares of a radlate pine plantation on 13,000
heotares of frechold land in New Zealand as at March 31, 2011, We belleve
that our ownership in Greenhear! Group will strengthen our global
sowrcing network in supplying wood fibre for China in a sustainable and
responsible manner, [Emphasis-added].

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

I am honored to report to you for the fitst time as Vice Chedrman of Sino-
Porest and Chief Bxeoutive Officer of Gresnheert Group [...] Greenheart’s
strategy Is to be Sino-Forest's international growth vehiole for acquiring
sustainable and profiteble forestry assets located outside China to serve the
growing wood deficit within China while at the same time maintalning the
ebility to manage and operate it other markets around the world, At the end of
2010, Greenheart had three primary assets; a 60% interest in a 184,000 hectare
herdwood concession looated in western Sutlname (Sino-Forest currently owns
the remaining 40% rinotlty intexest); & commitmentto aoquire 13,000 hectares
of freshold land inoluding 11,000 hectares of softwood radiate pine plantations
in New Zealand (which was completed subsequent to year end); and US$78
million in cash, In the first quarier of 2011, we acquired 60% of Viste Marine
Services N.V,, which holds certain harvesting rights to a 128,000-hectare
concesslon in eastern Suriname, Thisacquisition expands Graenheart’s land
undermanagementin-Suriname-lo-approximataly 31.2,000-hectare, - Weare

currently building two large-scale wood processing facilities, which we
expect to complete late this year, which will ellow ns to process logs into
Tumber and other velue-added products such asflooring, decking and special
millwork, Greertheart’s strategy In Suriname is fo continue fo expand our
concession footprint and be theleader in thesustainable timber industry. We
are commitied to low-linpact harvesting and silvieulture methods as
prescribed bySurlname’s Centre forAgricultural Research (“CELOS’), and
we will be working towards Forest Stewardshlp Council (“FSC”)
certification in all our operations. The responsible care of people and the
environment s our corporate policy but also our stute of mind, [Bmphasis
added.]

s et 1
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51,  The foregoing statements wers false or materially misleading when made, for the
reasons set out below,

52.  Shortly before Gresnheart’s purported acquisition of Vista Marine Services N.V.
(“Vista”), Vista was founded by Ty Wilkinson, an Amerloan oitizen who formerly resided in
Sarasota, Florida, Altho'ugh Greenheart saw fit to disciose in its March 1, 2011 press release
. that Mr. Wilkinson, Greenheart’s fow Suriname CEO, was once named “Farmer and Rancher
of the year,” Greexheart failed to disclose that the Clrouit Court of Serasota County, Florida,
had issued a wartant for Mr, Wilkinson's arrest in Ootober 2009, and that Mr. Wilkinson
abandoned residence in the United States at least in part to avold arrest, and also to avoid
paying vatious debts Wikkinson ewes to a former business associate and others,

53.  There is no record of Greenheart in the Suriname Trade Reglster maintained by the
Chamber of Commerce In Suriname, nor is there any reoord of Greenheart with the Suriname
Poundation for Forest Management and Production Control,

54,  In addition, under the Suriname Forssé Management Ao, it is prohibiied for one
company or & group of companies in which one person or company has a majority intorest to
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control more than 150,000 heotares of land under concession.

55.  Finally, Vista's forestry concessions are looated in arogion of Suriname populated by
the Saramake, an indigenous people. Pursuant to the American Convention on Human Rights
and a decision ofthe Inter-Ametloan Court of Human Rights, the Sarameka people must have
offoctive conitol over ’.cheir land, ineluding the menagement of their reserves, and must be
effectively consulted by the State of Suriname, Neither Sino nor Greenheart has disclosed thet
Vista's purported concessions in Surinate, if they exist at all, are impaited due to the
unfulfilled rights of the Indigenous peoples of Surlname.
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Jiangxi Forestry Assels

56.

On June 11, 2009, Slno Issued a press release in which it stated:

Sino-Forest Corporation (TSX: TRE), a leading commercial forest plantation
operator in China, announced today thet its wholly-owned subsidiary, Sino-
Panel (Ching) Investments Litntted (“Sino-Panel®), has entered into a Master
Agteement for the Purshase of Pine and Chinese Fir Plantation Forests {the
“Jiangxi Master Agreement”) with Hangxi Zhonggen Induetrial Development
Compeny Limited (“Hangxi Zhonggan™), which will act as the authotized
agent for the original plantation rights holders. Under the Jiangxi Master
Agreement,,SinouPanelwill.ﬂzroughPRC.subsidiaries ofSino- Porest,acquire
between 15 million and 18 miliion cublo metres (m3) of wood fibre located In
plantations in Jiangxd Province over a three-year period with e price not to
exceed RMB300 per m3, to the extent permitted under the relevant PRC laws
and regulations, Tke plantations In which such amount of wood fibre to
aequire Is beaween 150,000 and 300,000 heelares to achieve an estimated
average wood fibteyield ofapproximately 10013 per heotare, and include treo
species such ag pine, Chinese fir and others, Hangxl Zhonggan will ensute.
plantation forests sold to Sino-Panel end Its PRC subsidiarles are non-state~
owned, non-natural, commerclal plantation forest trees. Inaddition to seouting
the maximum tree acquisition price, Sino-Panel haspre-emptive rightsto lease
the undetlying plantation land at & price, permitted under the relevant PRC
Jaws and regulatlons, not to exceed RMB450 per hectare per annum for 30
yaars from the tire of harvest. The land lease can also basextended to 50 years
as permitted under PRC laws and regulatlons, The speoific terms and
condifions of purchasing or leasing ate to be determined upon the exeoution of
definitive agreements betweenthe PRC subsidierles of Sino-Panel and Fingxi
Zhonggan upon the authorisation of original plantation rights holders, and

sabject to the tequisite governmental approval and in SompHance Wit (he
relevant PRC laws and yegulations. '

Sino-Forest Chairman and CEO Allen Chan sald, “We are fortunate to
have been able to capture and support investment opportunitles in
China’s doveloping forestry sector by locking up a large amount of fibre
atcompetitive prices, The Jinngxi Master A groement is Bino-Forest’sfifth,
long-term, fibre purchase agreement during the past (wo years. Thesofive
agreements cover a total plantation area of over oo million hectares in
five of China's most densely forested provinces.” [Emphasis added).

182

197




-18 -
57.  According to Sino’s 2010 Antuel MD&A, as of December 31, 2010, Sino had
acquired 59,700 he of plantation trees from Jiangxi Zhonggen [ndustriel Development
Company Limited (“Zhonggen™) for US$260.1 million undet the terms of the master
agreement, (I its Interim report for the second quarter of 2011, which was issued after the

Class Perlod, Sino claims that, s at June 30, 2011, this mumber had increased to 69,100 he,
for g purchase price of US$309.6 million).

58,  However, & was known to Sino, Chan, and Horsley, Sino's plantation asquisitions
through Zhonggan are far srodller thau Sino hes claimed,

59,  In August 2011, a supervisor of the Forestry Bureau of Nanchang, the capitol of
Jiangxi Province, affirmed that he had never heard of Zhonggan, In that same month, the
Jiangxi Fotestry Bureau, which has jurlsdiction over the Province of Jangxi, was able to
oonfinm only that Zhonggan had sented the land use rights of 3,333 ha from local farmers.

60,  Zhonggan's offives belie the purported scope and neture of Zhonggan's business,
During a visit to Zhonggan's offices in August 2011, no personnel were present during
buginess hours, there was no signage outside the office, and there was a CCTV cameraand a
fingerprint enfry machine installed near the office entrance,

61,  Zhonpggan was formed In January 2008, only 18 months befors agreeing to sell fo
Sino’s subsidiary up to 300,000 he of pleniation forest. Moreover, when it was sstablished,
Zhongpan was capltalized with a mere ¥5 million,

62, -Irrespective of the frue extent of Zhonggen's transaotions in Jiangxl forestry
plantations, Sino filed to disolose, in violation of GA AP, that Zhonggan wes 2 related party
of Sino. More partioulatly, acoording to AIC records, the legal representative of Zhonggan i3
Lam Hong Chiu, who 18 an exeoutive vice president of Sino. Lam Hong Chiu is also a director
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and a 50% shareholder of China Squere Industrial Limited, a BVI.corporation which,
according to AIC records, owns 80% of the equity of Zhonggen.

Miserepresentations Regard}r:g Related Pariles other than Zhonggaen

63,  OnJanuary 12,2010, Sinoissued a press release in which it announced:the acquisition
by one of {ts wholly-owned subsidiaries of Homix Limited (“Homix"), which it desoribed as
p 48 company engaged in research and development and manufacturing of engineered-wood
produots in China, for an aggregate amount of US$7,1 million, That presa release stated:

HOMIX hes an R&D laboratory and two engineered-wood production
operations based in Guangzhou and Jlangsu Provinces, covering easfern and
southern China wood product markets, The company has developed a numiber
of new technologles with patent rights, specifically suitable for domestic
plantation Jogs including poplar and evoalyptus specles, HOMIX specializes
in curing, drying and dyelng methods for englneered wood and has the know-
how to produoe recomposed wood produots and laminated veneer lumber.
Recomposed wood technology is considered to be environment-friendly and
versatile as 1t uses fibre from forest plantatlons, reoycled wood and/or wood
residue, This reduces the {raditional use of large-diametertrees from natural
forests, Thete is growing demand for recomposed wood technology as it
teduces cost forraw materlal while inoreases the utllization and sustainablouse
ofplantation fibre for the production of furniture and Interior/exterior bullding
materials,

L.

184

Mr, Allen Chan, Sino-Forest's Chairman & CEO, said, “As we continve to
tamp up out replanting programme with mproved eucelyptus speoies, it is
important for Sino-Forest to continue investing in the tesearch and
development that maximizes all aspects of the forest product supply chain.
Modornization end improved productivity of the wood processing industry in
Chine is also necessary given the couniry’s chronio wood fibre deficit.
Inoreased uss of technalogy improves operation efficlency, and meximizes and
broadens the use of domestle plantation wood, which reduces the need for
logging domestio natutel forests and for importing logs from stralned tropical
forests, HOMIX has slgnificant techuological capabilitles in englneered-wood
prooessing.”
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Mr, Chan added, “By acquiring HOMIX, we Intend to use six-year eucalypius
fibreinstend of 30-year tree fibre from other species to produce quality lumber
using recomposed technology. We believe that this will help preserve natural
forests as well as improve the demand for and pricing of our planted eucelyptus
traes.”

64,  Sino’s 2000 Annual Audited Financial Statements, Q1/2010 Unsudited Interim
Financial Stetements, 2010 Armual Audited Financlal Statements, the MD&Agrelated to each
oftheuforementioned financlal statements, and Sino's AIRs for 2009 and 2010, each discussed
the acquisition of Homix, but nowhere disolosed that Homix was in fact a party related to
Sino,

65.  More particularly, Hua Chen, a Senlor Vice President, Administration & Finance, of
Sino in the PRC, and whojoined Sino In 2002, is 8 30% shareholder of an operating subsidiary
of Homix, Jiangsu Dayang Wood Co,, Lid

66.  Pursuantio GAAP, Sino was required to provide, smong other things, a description
ofthe relationship between the transacting parties when dealing with related parties. GAAP
reoognizes that detail on related party transactions fs cruclal,

GAAP, and o misrepresentation,
68,  Finally, Homix has no patent designs registered with the PRC State Intellsctus]

Property Offioe, & fact elso not disclosed by Sino at the time of the Homix acquisition or
subsequently.
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e 67— Thus; Sino’s-failure-to-disclose-that Homix-was. a-related party_was.a-violation-of — ...
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Misrepresentations Regarding Sales of Standing Timber

69,  Every financlal statement and MD&A issued during the Class Period aversiates Sino’s
sales of standing timber to & materlal degree, and overstates to a materlal degree Sino’s
reported revenues and net income for the period in question,

70.  Throughout the Class Perlod, Sino purported to sell “standing timber” As
particularized above, such sales did not ocour, or did notocour in & meanner such that yevenne
could be recorded pursuant to GAAP,

Misrepresentations Regarding Purchases of Forestry Assets

71.  As partloularized above, Sino overstated itz acquisition of forestry assets in. Yunnan
and Jiengxl Provinces in the PRC and in Suriname, Accordingly, Sino’s total assets are
overstated to a meterial dagree in the Impugned Doouments in violstion of GAAP, and each
suoh statement of Sino’s totsl assets constitutes a misrepresentation.

72, In addition, durlng the Class Perlod, Sino oaused statements to be made that are
misrepresentations In regard to Sino’s Yunnan Province “assets,” namely;
{a) In & report dated March 15, 2008, filed on SBDAR on March 31, 2008, Sino:

(&) caused to bs stated that it had determined the valuation of the Sino forest essets to
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be US$3.2 billion as at 31 December 2007,

(b) vaused tables and figures regarding Yunnan to be published;

(c) caused to be statnd that “Stands in Yunnan rangs from 20 ha to 1000 he,” that “In
2007 Sino-Forest purchased an area of mixed broadleaf forest in YVunnan Provinee,”
that “Broadleaf forests already acquired in Yunnan are all mature,” and that “Sino-
Forest 13 embarking on a serles of forest acquisitiens/expansion efforts in Hunan,
Yunnen and Guengxi;” and

(d) provided a detailed-cutline of Sino’s Yunnan “holdings™ at Appendixes 3 and 5;
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(b) In a report dated April 1, 2009 and filed on SEDAR on April 2, 2009, Sino cansed to be
stated that:

“[t]hs area of forest ownad In Yunnan has quadrupled from avound 10 000 ha
to almost 40 000 ha over the past year,®

provided figures and tables regarding Yutmen, end stated that:

“Sino-Forest has increased its holding of broadleaf crops in Yunnan during
2008, with this provines containing nearly 99% of its broadlesf resource;”

(0} In & “Final Report” dated April 23, 2010, and filed on SEDAR on April 30, 2010, Bino
caused to be stated that;

“Guangxi, Hunan and Yunnan are the three largest provinees in fevms of Sino-
Porest's holdings, The latgest change in area by province, both in absolute and
relative terms [sic] has been Yonnan, where the atea of forest owned has
almost tripled, from around 39 000 ha to almest 106 000 ha over the past year,”

provided figures and tables regarding Yunnan, and stated that:

“Yunnan containg 106 000 ha, including 85 000 ha or 95% of the total
broadleaf forest,” stated that “the three provinces of Guangxl, Hupan and
Yunnen together contain 391 000 ha or about 80% of the total forest area of
491 000 ha” and that “[a]lmost 51 97% of the breadleaf forest is in"Yunnan,”

and provided a detailed discussion of Siho’s Yunnan “holdings” at Appendixes 3 and 44

(d) In a “Summaery Valuation Repori” segarding “Valuation of Purchased Forest Crops as at
31 December 2010" and dated May 27, 2011, Sino caused to be published tables and figures
regarding-Yunnan-and-stated-that: '
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“[t]he major chanpes in area by specles from Decembor 2009 t0 2010 hagbeen
in Yunnan pine, with acquisitions in ‘Yunnan and Sichusn provinces”

and that;

“Talnalysis of [Sino’s) inventory date for broadleaf forest in Yunnan, and
comparisons with an {nventory that Pyry undertook there in 2008 supported
the wpwards revision of prices epplied to the Yunnan broadlsaflargs size log,”

atd stated that:

“It]he yield table for Yunnan pine in Yunnan and Sichuean provinces was
derived from data collected in this specles in these provinces by P8yry duting
other work;”

and
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(¢) In & press releass titled “Summary of Sino-Forest’s China Forest Asset 2010 Valvetion
Reports” and which was “jointly prepared by Sino-Forest and Poyry to highlight key findings
and outcomes from the 2010 velustion réports," Sino eansed to be reported that the sstimated
market value of Sino’s forest assets on the 754,816 ha to be approximately US$3.1 billion as
at December 31, 2610,

73.  Statements cansed to be made by Sino regarding the value of Sino’s forestry “assets™
that wers misrepresentations were incorporeted into the 2007 Annual MD&A, the Amended
2007 Anoual MD&A, each of the 2008 Q1, Q2, Q3, Annwal and amended Anmvial MD&As,
each of the 2009 Q1, Q2, Q3 and Annual MD&As, and each of the 2010 Q1, Q2 and Q3
MD&As,

Misrepresentations Regarding Sino's Margins and Taxes

74.  Sino never disclosed the true source ofits elevated profit margins and the true nature
of the tax~related rlsks to which it was exposed, as particularized sbove, This omission
rendered each of the following statements a misrepresentation: .

(a) In the 2006 Annual Financial Statements, note 11 [b] “Provision for tax related liabilities”
and associated text;

(b) In the 2006 Annual MD&A, the subsection “Provision for Tax Related Liabilitles” in the
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soction “Critlea] Accounting Estimates,” and associated text;

(c) Inthe ATF dated March 30, 2007, the section “Estimation of the Company's provision for
income and related taxes,” and associated fext;

(d) In the Q1 and Q2 2007 Financial Statements, note S “Provision for Tex Related
Liabilities,” and assooiated text;

(e) In the Q3 2007 Financial Statements, note 6 “Provision for Tax Related Liabilities,” and
assoclated text;

() In the 2007 Annual Finavelal Statements, note 13 [b] “Provision for tax telated Uabllitles,”

and aspociated text;
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(2)In the 2007 Annuel MD&A and Amended 2007 Annual MD&A, the subsection “Provision
for Tax Related Liabilities” in the section “Critical Accounting Bstimates,” and associated
text;

(h) In the AIF dated March 2.8, 2008, the seotion “Bstimation of the Corporation’s provision
for income and related taxes,” and associated text;

() In the Q1, Q2 and Q3 2008 Finanolal Statements, note 12 “Provision for Tax Related
Liabilities,” end essoolated text;

() Inthe Q1, Q2 and Q3 2008 MD&As, the subseotion “Provision for Tax Related Liabilities™
n the seotion “Critical Accounting Bstimates,” and assoclated text;

(k) In the 2008 Annual Finencial Statements, note 13 [d} “Provision for tax related liabilities,”
and associated text;

(1) Inthe 2008 Annual MD&A and Amended 2008 Annnal MD&A, the subsection “Provision
for Tax Related Liabilifles” in the section “Critical Accounting Estimates,” and associated
text;

(m) In the AIF dated March 31, 2009, the section *We may be liable for income and related
taxes 10 our business and operations, particularly owr BV] Subsldiaries, In amounts greater
than the amounts we have estimated and for which we have provisioned,” end agsociated text;
(n) In the QI, Q2 and Q3 2009 Financlal Statements, hots 13 “Provision for Tax Related
Liabilitles,” and sssooiated text;

189

(0)Inthe Q1, Q2 and Q3 2009 MD&As, the subsestion “Provision for Tax Related Liabilitles™
in the section “Critioal Accounting Bstimates,” and associated toxs;

(p) In the 2009 Annual Finanoial Statements, note 15 {d] “Provision for tax related labilities,”
and assoolated text;

(q) In the 2009 Annual MD&A, the subssotion “Provislon for Tex Related Liabillties” in the
section “Critical Accounting Bstimates,” and associated text;

() In the ATF dated Maich 31, 2010, tie séction “Wé may be lieble for income and related
taxes to our business and operatlons, partionlarly our BVI Subsidlaries, in amounts greater
than the amounts we have estimated and for which we have provisioned,” and mssociated toxt;

204




“25 -

(s) In the Q1 and Q2 2010 Financlel Statements, note 14 “Provision for Tex Related
Liabilites,” and sssoviated text;

(8 Inthe Q1 and Q2 2010 MD&As, the subsection “Provision for Tax Related Lisbilities” in
the gection “Critical Accounting Bstimates,” and associated fext;

(u) In the Q3 2010 Financial Statements, note 14 “Provision and Contingencies for Tax
Related Liabilities,” and associated text; and

(v) In the Q3 2010 MD&As, the subsection “Provision and Contingencies for Tax Related
Liabilitles” in the seotlon “Critical Accounting Estimates,” and associated text;

(w) Inthe 2010 Annual Financial Statements, note 18 “Provision and Contingencies for Tax
Related Liabilities,” and associated fext;

(x) Inn the 2010 Annual MD&A, the subsection “Provision and Contingencies for Tax Related
Lisbilitles™ in the section “Critical Acoounting Bstimates,” and assoointed text; and

(y) In the AIR dated March 31, 2011, the section “We may be liable for Income and related
taxes o our business and operations, partioulacly our BV Subsidiaries, in amounts gteater
than the amounts we have estimated and for whfchwe havd provisioned,” and assoclated text.

75, In every Impugned Document that 19 & financial statement, the line item “Accounts
payable and acctued Habilities” and assoslated figures on the Consolldated Balence Shests
fails to propetly acoount for Sino’s tax accruals and is a misrepresentation.

190

CEQ AND CFO FALSE CERTIFICATIONS

76.  Pursuant to National Instrument 52-109, the defondants Chan, as CBO, and Horsley,
a8 CRO, were required atthe material times to certify Sino’s annual and quarterly MD&As and
Rinanclal Statements as well ag the ATRs (and all documents incorporated into the AIFs), Such
oertifications included statoments that the ﬁlinge; “do not condain any untrue stafement of a
material fact or omit to state a material fact required to be stated or that is neoessary to make
a statemont not misleading in light of the olroumstances under which it was mede” and that the
reports “fairly present 1n all matexlal respects the financiel condition, results of operations and
cash flows of the {ssuer
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77, As partionlarlzed elsewhere herein, however, the Impugned Documents contalned the
Representation, which wes false, as well as the other misrepresentations alleged above.
Accordingly, the certifications given by Chan and Horsley were false and were themselyes
misrepresentetions. Chen and Horsley meade such false cerﬁﬁcations knowingly or, at a
minimum, recklessly.

THE TRUTHIS REVEALED

78, On June 2, 2011, Muddy Waters 1ssued itg initlal report on Sino, and stated in part
thereln;

Sino-Rorest Corp (TSE; TRE) is the granddaddy of China RTCQ frauds, It has
always been a frand — teporting excellent results from ons of its early joint
ventures — even though, besause of TRE's defanit on ifs investment
pbligations, the JV never went into operation, TRE just Hed.

The foundation of TRE’s fraud i3 a convoluted struciure whereby it claits to
run rnost of its reverues through “anthorized intermediaries’ (“AT™), Als are
supposedly timbet trader customers who purportedly pay muchof TRE's value
added and jnoome texes, At the same time, these Als allow TRE & gross
margin of 55% on:standing timber merely for TRE having speculated on trees,

"The sole purpose ofthis structure is to fabricate sales ttansactions whilehaving
at exouse for nothaving the VAT Invoices that ete the mainstay of China audit
work, If TRE really were processing over one billion dollars in sales through

AdsTRE-and-the-Als-weuld-be-in-serlouslegal-rouble-Nolegltimate public—-——vi e
company would take such tisks —~ particularly because this structure has zero
upside. -

(]

On the other side of the books, TRE massively exaggerates its assefs. TRE
sighificantly falsifies its investments in plantation fiber (rees), It purports to
have purchased $2,891 billion in standing timber under master agreements
sinoe 2006

[.]

Valuation Because TRE has $2.1 billion in debf outstanding, which we believe
exceeds the potentie] recovery, we valus itg equity at less than $1,00 per share,
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79, Muddy Waters also disclosed in its initlal repert thet Sino had failed to disclose various
related party transaotions, including its dealings with Jiangxi Zhonggan Industtial
Development Company Lid.

80,  After Muddy Waters' initlal report became public, Sino shares fell to $14.46, at which
point trading was halted (a decline of 20.6% from the pre-disclosute close of $18.21), When
trading was allowed to resume the next day, Sino’s shares felt to a close 0£ §5.23 (a decline
of 71.3% from June 1).

81,  On June 3, 2011, Sino announced the formation of an. “Independent Comumittes,”
comptised of Willlara E. Ardell (Chelr), James P, Bowland and James M.E, Hyde, to
investigate Muddy Waters' allegations and xeporf to Sino’s Board in that regard,

82.  On June 14, Sinoissued is Q1 2011 Finanoial Statements, Those financial statements
contained the following notice:

Notice of no asuditor review of the condensed luterim consolidated
financial statements,

The ecoompanying unsudited condensed interim consolidated financlel
statements (the “Interim Financial Statements™) have not been reviewed by the
Company’s-externzl auditors, O June 2, 2011, Muddy Waters, LLC issued a

its assets, operations-end finanolal results, As a result of such report, on June
2, 2011, the Board of Directors of the Company appointed a committes of
independent directors (the “Independent Committes”) to thoroughly examine
and teview the allegations oontained in the Report, and rsport back to the
Board of Direotors, The Independent Committes has retained independent Jegal
counse] in Canada, Hong Kong and Ching as well as independent accounting
firm Pricewaterhouse Coopers LLP fo assist with the examination. The
Compeny’s external auditors were initially engaged to conduota reviewof the
scoompanying Interim Finanolal Statements in accordance with Cenadian
standards for the auditor review of interim financlel statements. The
Company's auditors have advised thet they are unable to complete a review of
these financial statements until the completion of the examination end review
by the Independent Committee and the auditors’ consideration 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 you that if we had the cholce, we cerlainly would at this siage” (emphasis
added), Ardell thereby confirmed that he had prejudged the outcome of his committee’s

w28~

thereof, The Board of Direotors and management believe that, based on
informetion currently available to thern, the Intetim Financial Statements were
compiled in accordance with Intemational Finanoial Reporting Standards
(“IFRS") and falrly deplet the financiel condition and results of operations of
the Company. However, inthe eveni that the allegations sot forth in the Report
prove to be accurate, in whole or in part, the information et forth in the
Infetim Pinanola! Statements may differ materially and the Interim Finencial
Statements could be subjeot to restatement. As e result, readers should exercise
cantion in reviewing such financial statements, See Note 2,1 of the Interim
Finanoia] Staterments,

Thet same day, Sino held its Q1 20'11 Eamings Call. On that call, Ardell stated that
“partioular reference wasmadeto a number of the directors thet this is an opportunity forthem

investigation, and that hls committee was not independent,

84.

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

investigative report on Sino,

85,  ‘The June 18 artlele, titled “Key partnet casts doubt on Sino-Forest olaim,” read, in

material patt:

Embattled Sino-Forest Corp., once Cznada’s biggest publioly-traded timber
company, eppeats to have substantially overstated the size and value of its
forestry holdinga in China’s Yunnan provinos, acoording to figures provided
by senior forestry officials and a key business partner there,

During two weoks of on-the-ground reporting that included interviews with
Chinese government officials, forestry experts, Jocal business operators and
brokers, The Globe and Mail uncovered a number of glaring inconsistencies
that ralse doubtsebout the company’s public statements regerding the value of
the assets that lo at the centre of the company's core business of buying and
selling Chinese timber rights,

[
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‘The ‘Globe's investigation ralses particularly hard questions about a key
agreement in March, 2007, that Sino-Forest says gave it the right o buy timber
rights for up t0 200,000 hectates of forest in Yunnan over4 10-year period for
between $700-million (U.8.) and $1.4-billion. The trees ware to be bought
through s serles of agreements with an entity called Gengma Del and Wa
Tribes Autonomons Region Forestry Co. Ltd., also known as Gengma Forestry,

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 Gengma Forestry, including the cheirman, dispute the
compeny’s sceount of the deal, telling The Globe and Mail that the actual
numbers are much smeller.

Xie Hongting, the ohairman of Gengrma Forestry, sald In an [nterview that the
transactions carried out so far by Sino-Forest amounted to less than 14,000
heotares,

Askedhow many deals Gengma had conducted with Sino-Forest, Mr. Xie said:
“[*ve told you thet we sold them almost 200,000 mw." (Mu is & Chinese unit
of land measurement; 15 mu equals one hectars,) Mr Xie’s account
corroborates the assertions of senlot forestry officialsin the province, 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,

]

While Cengma Forestry offiolalaquestion Sino-Forestry’s acoount ofthe 2007
deal, looel land brokers sald it would be difficult to find 200,000 heotares of
quality land leases to complete that agreement, :

L]

Senior forestey officials in the province challenged the company®s assertlon
that it controls about 200,000 heotares of forest in the region, Speaking on
condition they not be identified, thay sald their records showed Sino-Forest
manages far loss than that and said the Yunnan Forestry Bureau would begin
an investigetion almed at determining the company’s true holdings, In addition
to the questlons sbout Sino-Forest’s dlsclosures on the size of its holdings,
forestry officials, as well as looal timber brokers who spoke to The Globe
raised questionsregarding the value Sino-Forest athibutes to lts Yunnan assets,
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“It's very haxd for anyone to say what the value of their property is,” sald one
forestry offiolal, adding that forested land in Yunnan neéded to be evaluated
by & special body jointly appointed by the Forestry Bureau and the Ministry of
Pinance. Sino-Ferest has not requested such an officlal valuation of its land,
he said, “(The valvetiony must have two chops (officlal seals) and two forestry
resource evaluation experts and two licensed evaluators... . Bven I can’t just
go there and give it a value.”

-]

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

The deepening mystery surrounding Cenedian timber company Sino-Porest
Corp, leads to the regional oapital of Kunming in China'’s Yunnan provinee
and down Huashan West Road ~ to an address that doesn’t exist.

That address, No. 125 « 120 Huashan ‘West Rd., is listed as the office of &
forestry company that sofd 1,600 hestares of timber in Yunnan provines to a
Sino-Forest subsidiary in March. But the odd-numbered side of Huashan West
Road ends at 81,

Finding the buyer, the Sino-Forest subsidiary, proves almost as elusive, The
office is in a white thres-storey bullding with a green Sino-Panel sign on Bal
Tai Road on the northetn edge of Lincang, the administrative centre of the
region’s forestry industry, But it's empty. ’

The curious transactions fotallng $6-million and inked on March 7 betweeri o
Sino-Forest subsidiary with an emply office and a seller with no address

highlight the bigger questions surrounding Sino-Forest’s dealings in southern
China, Trying to penstrate Sino-Forest's complicated business in Yunnan oan
be like irying to spot the sun through the thick forests of oak, birch, pine and
other timber that carpet the mountains In this sprawling region along China’s
border with Myatumar,

[o]

Sentor forestry bureaucrats also told The Globe and Mail that there's no
officlal valuation of Sino-Forest's propertles, since the company has never
applied to have en evaluation conducted by the local government, The Yunnan
Forestry Bureau has sinoe Jaunched an Investigationinto the company’s olaims,

[
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Two wesks of travelling by car end plane to visit Sino-Forest offices,
properties and partners in Yunnan, Hunan and Belfing — and interviews with
forestry officials, industry experts and local residents — led to as many new
questions as answers,

Tn the series of deals inked on March 7, the buyet was named as Sino-Panel

(Yunnan) Forestry Co., the local affiliate of Sino-Forest, and the seller was
listed as Yunnan Shunxuan Forestry 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 a member of the neighbouthood ¢ommittes (a
hyperlocal and ususily omniscient arm of the zuling Communist Patty) that Is
responsibile for the street.

At the same time, neighbours sy the office of Sino-Panef onBed Tai Road sat
emptyuntil Thursday, June 2 ~hours before Muddy Waters released the repott
that tocked investor confidence in Sino-Forest and sent its share price
spitalling downwards. Then a moving vari amived at the long-vacant building
and began unloading desks, chairs, power bars and Internet cables, A week
later, however, thers was still no evidence of anyone working there, other than
asquashed cigarette butt and a cenlking gun that lay-on the dirty file floor amid
the bare wotkstations,

“We wouldn't have notioed, but (on June 2) my car was blocking the moving
van (and had to be moved), Before that, the building was empty,” sald Wu e,
managet of the regional office of Fanhua Forestry Investments Development
Co., which sits beside a massage parlour and an English training centre across
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{d
87,  In the latier article, tho Globe also discussed Sino’s failure to disclose cettain related
party transactions,
88,  On June?20, 2011, Muddy Waters released a follow-up report, “The Ties that Blind,

Part {; Huaihua Yuda,” which provided further detell on Sino’s undiselosed transactions with

the street from the deserted Sino-Panel bullding,

related partics Huaihua Yuda and Sonle Jite,
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89,  When the market closed on June 20, 2011, Sino’s shares traded at $2.73 (s decline of
85% from June 1, 2011).

90,  After the close of matkets on June 20, 2011, it was revealed that certain entities
affiliated with Paulson & Co., which had been Sino’s lavgest shareholder, had sold all of its
holdings and thereby realized a loss, on a mark-to-market basls, In excess of $560-million,
Ouly five days earlier, Horsley had sought to reassure Investors, saylng ‘“I've spoken. to
[Paulson & Co.] and they are very supportive.”

91.  Thenextday, Sine shares closed at $1,99 adecline of $16,22 or 89% from their closing
price on June I, 2011,

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

Fltch Ratings has withdrawn Sino-Forest Corporation’s (Sino-Forest) Foreign
Currency Issuer Defiult Rating and senforunsecured debtrating of ‘BB-'. The
ratings were on Negative Wetoh at the point of withdrawal, Fitch has
withdrawn the ratings as it is unable to obtain sufficlent information to
maintain them,

(]

requested from the oompany a more frequent and regalar update of s offshore
oash belances, as well as updates on management's progress/intentlons with
regard to the fiture onshore/offshore structure of the business, Fitoh viewed
this information as critlcal to monitoring the positlon of Sino-Forest offshore
creditors, partlcularly gtven that under the curtent business structurs offshore
obligors are unable to directly access the company’s onshore cash flows.
Management has informed Fitch that the company is wrnwilling to provide
any further information until the Committes of Tndependent Board Members
~which was formed to investigate the allegationsmade by Muddy Weters LI.C
~publishes its findings, The company has not provided a date for the
publication, Fitel does not consider these actions commensurate with being
able to mainfain the rating for investors,
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~33.
Fitoh will no longer provide ratings or enalytical coverage of this issuer.
[Bmphests added.]

93,  Atthe close of irading on August 25, 2011, Sino’s shares traded at $4.81 per share.
Shortly priot to the commnencement of trading on August 26, 2011, the OSC issued a cease-
trade order in relation fo Siho’s secwrities, and also took the unprecedented step of ordering,

without a hearing, that Chan and various other Sino officers resign.

04,

In its order, the OSC stated that in part:
L]

3. Albett Ip (“Tp”) Is the Senior Vice President Development and Opetatlons
North— East and South-West China of Sino-Forest;

4, Alfred C.T. Hung (“Hung") is Vice-President Corporate Planning and
Banking of Sino-Forest;

5, George Ho (“Ho") i3 Vico-President Finance of Sino-Forest;

6. Simon Yeung (“Yeung') is Vice President « Operstion within the Operation.
/ Project Management group of Sino-Panel (Asis) Ino,, & subsidiary of Sino-
Forest (FYeung™;

7. Sites 2003, Sino-Rarssthasraised approximately $2.986 billion from public
between 2004 and 2009 which approximately raised $1,05 billion,

8. Sino-Forest has over 150 subsidiaries, the majority of which are registered
in the British Virgin lslands and Peoples Republic of China (PRC™);

9, Sino~Forest’s operations are predominately in the PRC and its management
has offices in Hong Kong primarily and slso in the PRC and Ontatio;

10. Staff of the Commission is conducting an investigation into the activitics
and busihess of 8ino-Forest and its subsidiaries and thelr management;

11. The Independent Committee of Sino-Forest has also been conducting an
investigation into the aotivities and business of Sino-Forest and its subsidierles

i e e 1V S HR OB A 02~ dobt-geouritles-{ssues-including—four-pubHe-offetih gg . « mmimr—er
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96.

positions of Sino’s CEO and Board Chaitman and ag & member of the Sino Board,

v34 .

and their menagement. As & result, Sino-Forest has recently suspended Ho,
Hung, and Yeung tempotarily and curtadled Ip’s duties and responsibilities.

12. Sino-Forest, through its subsidiaries, appearato have engaged tn significant
ponerm’s length transactions which. may have been confrary to Ontario
secwities laws and the publio interest;

13, Sino-Porest and certain of its officers and directors appear to have
tnisrepresented some of its revemis and/or exaggerated some of its timber
holdings by providing information to the public in documents required to be
filed or furnished nnder Ontarlo seourities laws which may have been false or
misleading in a matetlal respeot cottrary to sectlon 122 or 126.2 of the Actand
contrary to the public Interest;

14, Sino-Forest and certain of its officers and directors including Chan appear
to be engaging or participating in acts, practices or a oourse of conduct related
to its securities which it and/or they know or ressonsbly ought to know
perpetuate & fraud on any person or company contrary to sestlon 126,1 of the
Act and contrary to the public Interest..,

Sevetal hours later, the OSC rescinded its order that Chen and the other Sino officers
referenced in the preceding paragraph resign, but maintained its cease-trade order.

On August 28, 2011, Sino announced that Chan had resigned “voluntarily” from the

T R TR ]

(6) the Plaintiff’s causes of action
Negligent Misrepreseniation

Ad sgainst all Defendants, and on behalfof all Class Mengbets, the Plaintiff pleads
negligent misrepresentetion, In support of that cause of action, the sole misrepresentation that
the Plaintiff pleads is the Representation, The Plaintiff does not plead any other
mistepresentation n support of their nogligent misrepresentation claim.

97,
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98,  TheRepresentation is contained inthe phrase “[e]xcept where otherwise indicated, all
financial information reflected hereln is determined on the basis of Canadiat generally
accepted acoounting principles (“GAAP™)." This phrase appears in the every anoual and
quarterly MDA that is en Impugted Document, Sino and the Individual Defendants made
this statement or caused it to be made,

99.  The Reprosentation is also confained in the phrase “[fthe consolidated financial
statements of Sino-Forest Corporation (the “Company”) have been propared [...] in acoordance
with Canadlen generally aocepted acoounting principles.” This phrase appeais in every
Audited Annuat Financlal Statement that is an Impugned Document. Bvery Interim Pinancial
Statement thatis an Impugned Document incorporated by reforence that section of the relevant
Audited Anmual Finaneial Statement which contained that phrase, Sino and the Individual
Defondants made this statement, approved it or caused it to be made,

100. The Representation is also contained in the phrase “Iilhe consolidated financial
statements contained in this Annual Reporthave been prepared by management in accordance
with Canadlan generally accepted aocounting principles.” This phrase appears in avery
Audited Annual Financial Statement thatis an Impogned Dooument. That statement wag made
by Sino, Chan and Horsley in the “Management's Report,”

101. The Representation is-contained in the phrase “[wjo prepare our finencial statements
in aocordance with Canadian GAAP” found in the ATFs &led on Matoh 31, 2009 and 2010,
The Representation Is also contained in the phrase “[pitior to Jeauary 1, 2011, we have
prepared our financial statements in socordance with Canadian GAAR" found in the AIF filed
on March 31, 2011, The Impugned Doouments that are Management Informatlon Ciroulars
inootporated the most recent AIF, Antual MD&A and Annual Financial Statements by
reference and thus the Representation, Sino and the Individual Defendants made these
statements, approved it, and caused them to be made.

e R Ll
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102. The Representation ig further conteined in the phrase *[tihe Corporation prepares its
financial statements in accordance with Canadian GAAP" found in the Prospectuses, Sino and
the Individual Defendants made this statement, approved it, and ceused it to be made, The
Representation i3 ocontained in the phrase “[i]h owr opinion, these consolidated financial
staterents present faitly, in all material respects, the finenolal position of the Company as at
December 31, [years vary between doouments] and the results-of its operations and its cash
flows for the year{s] then ended In accordance with Canadian generally accepted accounting
principles,” made by B&Y In every Audited Annugt Financlel Stetement that is an Impugned
Document,

103, The Representation wes untrue: the Impugned Doocuments violated GAAP by, among
other things, overstating to atnaterial degree Sino’s reverues, net income and assets, falling
to disclose changes in accounting policies, understating Sino’s tex accruals, and falling to
disclose related party transactions,

104, The fmpugned Documents were prepared for the purpose of attracting investment and
inducing members of the Investing public to purchese Sino securities, and all of the
Defendants knew at all material thmes that those documents had been prepared for that

purpose, and that the Class Membes would rely reasonably and to their detriment uponsuch

documents in making the decision to purchase Sino seouritles,

105. The Defendants further knew that the information contained in the Impugned
Documents would be incorporated into the prive of Sino’s publicly traded securitles such that
the trading price of those seourities would at alf times refleot the information contained in the
Impugned Documents.
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106. By virtus of thelr purported acoounting, financial, and manegerial acumen, the
Defendants had a duty at common law, informed by the Seourities Legislation, to exercise care
and diligence to ensure that the Impugned Documents fairly and acoutately disclosed Sino’s
finaneial condition and performance in eccordance with GAAP.

107. The Defendants or some of them breached that duty by meking the Representation ag
particulapized above,

108. The Plaintiff and the other Class Members directly or indirectly relied upon the
Representation in making & decision to putchase the securitles of Sino.

109,  Altenatively, the Plaintiffand the other Class Members relied upon the Representation
by the sot of purchasing Sino seourities in en efficlent market that promptly incorporated into
the price of those secvrities all publicly available mgterial information regarding the securitles
of 8ino. As s result, Sino’s repeated publication of the Representation in the Impugned
Docutnents caused the price of Sino’s shares to trade at inflated prices during the Class Period,
thus directly resulting in damage to the Plaintiff and Class Members,

Statutory Liability~ Secondary Market

110, The Plaintiff intends to deliver a notics of motion seeking, among other things, an
order granting leave to bring the statutory causes of action found in Part XXHL1 of the S54,
against ail Defendants,

Statutory Liability — Primary Market

111,  As against Chan and Hosley who signed the June 2009 and December 2009
Prospectuses, an'd on behalf of thoss Class Members who purchased Sino shares In one of the
dlstributions to which thoss Prospectuses related, the Plaintiffasserts the cause of action set
forth in &, 137 of the 5S4,
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112,  Sino issued the June 2009 and December 2009 Prospectuses, which contained the

Representation and the other mistepresentations that are alleged above to have been contained
in those Prospectuses or in the Sino disclosure documents Incorporated therein by reference,

Unfust Enrichment of Chan and Horsley

113,  Asaresultofthe Representationand the othermisrepresentations patticularized above,
Sino's shares traded, and were sold by Chan and Horsley at artificially inflated prioes during
the Class Period.

114.  Accordingly, Chan and Horsley were entiched by their wrongful acts and omisslons
during the Class Perfod, and the Class Members who purchased Sino shares from suoch
Defondants suffered a corresponding deprivation. '

115, There was no juristio reasen for the resulting enrichment.
116,  Accordingly, the Class Membets who purchased Sino shares from Chan-and Horsley

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

___made the Representation and the other mistepresentations partioularized ebove, and had not

committed the wrongful acts and oruiasions partionlarlzed above.

Unjust Enrichment-qf Sino

117. Throughout the Class Period, Sino made the Offerlngs. Such Offerings were made via
verious docwnents, particulatized above, that contalned the Represertation and the
misrepresentations particularized above.

118. The securities sold by Sino via the Offerings were sold at arfificially inflated prices as
a result of the Representation and the others misrepresentations particularized above,
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119, Sino was enriched by, and those Class Members who purchased securities via the
Offerings were deprived of, an amount equivalent to the difference between the amount for
which the securities offered were actually sold, and the amount for which such securlties
would have been sold had the Offesings nof Included the Represgentation and the
mistepresentations particularized above,

120, The Offerings violated 8ino's disclosure obligations under the Securities Legislation

and the various instruments proulgated by the securities regulators of the Provinees in which
such Offerings were made. There was no juristic reason for the enrichrent of Sino.

Oppression

121, In the cirournstances alleged herein, the Plaintiff end the other Class Members had &
reasonable and legitimate expectation that Sino and the Individual Defendants would use thelr
powers to direct the company for Sino’s best interests and, in turn, In the interests of ita
gecurity holders, More spesifically, the Plaintiff and the other Class Members had areasonable
expeoctation that:

(8) Sino and the Indlvidual Defendants would comply with GAAP, and cause Sino to-comply

with GAAR;

(b} 8ino and the Individual Defendants would take ;?_aionable steps to ensure that the Clasy

Members were made aware on atimely basls of materlal developments in Sino's business and
affairs;

(c) Sino and the Individual Defendants would implement adequate coxporate governance
procedures and internal controls to ensure that Sino disclosed materisl facts and material
changes in the company’s business and affairs on a timely basls;

(d) Sino and the Individual Defendants would not maks the misrepresentations particularized
above;

{e) Sino stock options would not be backdated or otherwiss mispriced; and

() the Individual Defendants would adhere to the Code,
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122, Such reasonable expeotations were not met as!

(e) Sino did not comply with GAAP;

{b) the Class Members were not made awate on a timely basis of material developments in
Sino's business and affaits; '
) Sino’s corporate govemnance procedures and interna! controls wete inadequate;

{d) the misrepresentations particularized above were made;

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

(f) the Individual Defendants did not adhere to the Code-

123, Sino’sand the Individual Defendants’ conduct was oppressive and unfalely prejudicial i
to the Plaintiff and the other Class Members and unfairly disregarded their interests, These i
defendants were charged with the operation of Sino for the benefit of all of it shareholders, '
The value of the shareholders’ invesiments 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 in the interests of all ;
sharsholders;
(c) Sino's compliance with its disclosure obligaticns; i
(d) Sino’s ongoing representation that its corporate governance procedures met with

__reagonable standards, and that the business of the company was subjected fo ressonable .

S
gorutiny; and g _ |
{e) Sino’s ongoing representation that its affairs and financial reporting were belng conducted :
in accordance with GAAP, '
124, This oppressive conduct impaired the ability of the Plaintiff and other Class Membets :
to make informed Investment decislons about Sino'y seourities, But for that conduct, the
Plaintiff and the other Class Members would not heve suffered the damages alleged hetein. ;
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(6) general
125. The Plaintiff pleads and relios on:
(&) The Class Actions Act, 8,8, 2001, ¢. C-12.01, as amended;
(b) The Canada Business Corporations Act, R.S. 1985, o, C-44, as am,, including ss.
238 and 241,
(c) The Pre-Judgment Interest Aot, 8,8, 1984-85-85, 0, P.22.2, a5 am., Including s.
(L)
(d) The Securities Act, 8.8, 1988-89, 0, 8-42.2, as amended; and
(d) The Queen’s Bench Rules, including rules 388 and 394,

(7} retief sought
126. 'The Plaintiff therefore clatms, on behalf of himself and the Class:

(a) an order that Sino’s affairs bave been condusted In & manner that is oppressive,
unfairly prejudicial to and which unfairly disregards the interests of Class Meimbers,
within the meaning of g, 241;

(b)aggravated end compensatory damages against the Defendants in an amount to be
determined at frial;

(c) punitive damages against the Defendants;

() prejudgment Interest;

recovery in this action plus applicable taxes; end
(6) such further and other reliof as this Honourable Court deems just.

DATYED at Regine, Saskatchewan, on the 1* day of Decernbet, 2011, .
11 ‘
/él wet= osdd d

)
Deliverad By: MERCHANT LAW GROUP LLP,
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100-2401 Saskatchewan Dxive
Regina, Saskatchewnn
S4P 4H8,

E. F. Anthony Merchant, Q.C,
Tel: (306) 359-7777
Pax: (306) 522-3299,

Counss! for the Plaintiffs,
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Plaintiffs, David Leapard and IMF Finance SA, on behalf of themselves and all others
similarly situsted (the “Class” or “Class Members”), allege the following upon personal
Inowledge 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 (i) government and regulatory documents relating to Defendant
Sino-Forest Corporation (“Sino-Forest” or the “Company™); (ii) press releases, Company filings
and other public statemnents by 'Sino—__Forest; (i) reports of securities analysts; and (iv) other
publicly available materials. Many of the facts related to Plaintiffs’ allegations are known only
to Defendants or are exclusively within theix custody or control. Plaintiffs believe that
substantial additional evidentiary support for the allegations set forth below will be developed

after reasonable opportunity for discovery.

L 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 (ii)
all persons or entities who, during the Class Period, purchased debt securities issued by Sino-
Forest other than in Canada and who were damaged thereby.

2. Sino-Forest is & Canadian company engaged in the commercial forest plantation
business whose principal operations ate jn 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 standn:ng timber and wood logs, and the manufacture of related wood products.
Substantially all of the Company’s sales for 2008, 2009 and 2010 were supposedly generated in

the PRC. The Company maintains offices in Toronto, Hong Kong and the PRC. Its common
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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 are 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 Form”™) Sino-Forest “had approximately 788,700 hectares
of forest plantations under management which are located primarily in southern and eastern
China” 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 revenues grew
from $555 million to $1.9 billion and net income more than tripled from $113 million to $395
million as reflected in the. Company’s financial statements® From 2007 through 2010, the
Company’s ﬁnaﬁcial 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 tree plantations and revenues gencrated from c:;pemtions relating to that
business. In addition, the Company’s escalating growth allowed it to raise enormous sums of
capital from investors around the world through the sele of debt securities and common stock,
including the sale of $600 million in notes which occurred in October 2010 (the “Note

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

' Bxcept where otherwise indicated, all amounts in this Complaint are in U.S. dollars.

2
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by Defendants Banc of America Securities LLC and Credit Suisse Securities (USA) LLC. In
total, the Cornpany issued over $1.8 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 investors and regulators. Sino-Forest's assets, revenues and income weie all
materially overstated. In addition, the Company’s financial statements' 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 frue terms of certain agreements it had entered into in
the PRC for the acquisition of plantation acreage, vastly overstating the amount of timber it had
acquired during the Class Period. In meny instances, no documentation or inadequate
documentation existed o support S‘ino-Forest’s timber heldings and related assets and the
valuations attributed to those properties on Sino-Forest’s financial statements. Sino-Forest failed
to disclose that the Company lacked adequate internal controls to substantiate its financial
performance or verify its assets and contractual relationships; that its operations were permeated
by upsubstantiated and undisclosed refated party transactions; and that its finaricial statements
were misleading and not prepared in accordance with the applicable accounting standards.

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

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

Company. Over the ensuing weeks, there was 2 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 end Mail reported on its own
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investigation regarding some of the allegations against Sino-Forest, finding that the_re_ were
“doubts about the company’s public statements regarding the value of [its] assets” and “broader
questions about its business practices,”

7. Ultimately, in late August 2011, the Ontario Stock Commission (“OSC”)
confirmed that there was evidence of fraud at Sino-Forest and ordered a halt in trading of Sino-
Forest’s commmon stock on the Toronto Stock Exchange, effective August 26th, Reportedly, the
OSC accused Sino-Forest of “fraudulently inflating its revenues and exa;ggcraﬁng the extent of
its timber holdings.”* The OSC also noted that the Company had “engaged in significant non-
arms-length transactions.” Simitarly, trading of Sino-Forest common stock was halted in the
U.S. on the OTC Bulletin Board. Two days later it was reposted that the Company’s CEO,
Defendant Chan, had zesigned; 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 Company announced that it was also the subject of a criminal
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
oiltSt&tJ:tding 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 caused the frading prices of
the Company’s stock and its debt securities to decline dramatically, thereby damaging Class

Members. Sino-Forest’s common stock, which traded as high as $26.64, last traded at $1.38
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. before trading was Mtcd inthe U.S, Moreover, Sino-Forest’s debt securities are now priced ata
fraction, of their original value.

9, The Individual Defendants earned miltions of dollars in compensation because of
Sino-Forest's artificially 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 ixlwestors. This was critical to the Company’s survival since the Company had a
negative cash flow -- it was spending more money than it was takmg in -- yet was spending
enormous sums purportedly to purchase néw assets, Sino-Forest’s inflated stock pn:ce also
allowed it to use its shares as currency 1o acquire other companies and assets.

16. It was only because of Defendants’ concealment 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 true
financial condition and business operations of Sino-Forest, causing 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 ef America Securities LLC, Credit Suisse
Securities (USA) LLC, Emst & Young Global Limited, and Emst & Young LLP, which are
based on negligence, negligent misrepresentation, gross negligence and breach of fiduciary duty,

Plaintiffs specifically disclaim any allegations of fraud or fraudulent intent.
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11, PARTIES

A. Plaindiffs

12.  Plaintiff David Leapard is a resident of South Carolina and purchased the
common stock of Sino-Forest during the Class Period in the OTC market and suffered damages
when the price of those shares declined as a result of Defendants” misconduct,

13.  Plaintiff IMF Finance SA (“IMF?) 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 & result of Defendants’ misconduct.

Plaintiff IMF asserts claims 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,
principally in the PRC but with additional operstions 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 “SNOFF." As a reporting issuer in
Ontaxio, Canada, Sino-Forest was required to file certain periodic reports regarding its business
and operations, including audited financial statements, which were made available to investors.
Sino-Forest’s common stock and various debt instruments are traded in Canada, the United
States and elsewhere.

5.  Sino-Forest derives substanijal revenue from interstate or international commerce.

16. Defendant Allen T. Y. Chan is & co-founder of Sino-Forest and 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 CEO, Chan certified the accuracy of the Company’s securifies filings, including its
financiel statements, during the Class Period. 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 unsuspecting investors.

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

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

20.  During the Class Period, Horsley received substantial compensation from Sino-
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 concerning the business and finences of Sino-Forest, Horsley sold almost §11

million worth of shares of Sino-Forrest common stock,
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21,  Defendant Xai Kit 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 inforreation and belief, is a citizen of the PRC. During the Class Period, while in possession
of material adverse information copeerning the business and finances of Sino-Forrest, Poon sold
almost $30 million worth of shares of Sino-Forest comrmon stock.

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

23.  Defendant Banc of America Securities LLC {“BOA”) is a financial services
company which, using the name “BofA Memill Lynch,” acted as one of two “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 its principal place of business in New
York County, New York, Defendant BOA. and Defendant Credit Suisse Securities (USA} LLC
are collectively referxed to as the Underwriter 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 Secuxities (USA) LLC (“Credit Suisse”™) is a financial
services company which acted as one of two “Joint Global Coordi»;lators and Lead Bookrunning
Managers” 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
Cormplaint seeks damages on behalf of the purchasers of the 2017 Notes against any and all

Credit Suisse entities that may be liable for the misconduct described herein.
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25. BOA and Credit Suisse are collectively referred to as the Underwriter
Defendants. The Underwriter Defendants who are located in New York, NY, offered and sold
the 2017 Notes pursvant to & maferially false and misleading Offering Memorapdum dated
October 14, 2010 (the “Offering Memorandum”) to certain Class Members in the United States
who purportedly satisfied the requirements to be coosidered a *‘qualified institutional 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
exernption set forth in SEC Regulation S.

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

27. BEranst & Young Global Limited and Brst & Young LLP are coliectively referred
to a8 “El&_Y” or as “the E&Y Defendants.” E&Y does busiress in New York.

28. F.or 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 staternents. At all material times, E&Y knew that its audit 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 meking their investment decisions. E&Y’s opinion informed the Company’s

investors and the purchasers of its securities that, based on its audit, Sino-Forest’s financial

234



220

. statements were presented in eccordance with Canadian GAAP eand that it had performed its
audit in accordance with applicable enditing 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
Pleintiffs and the Class because they knew of, directed and participated in the misconduet
described in this Complaint and also assisted and conspired with others involved in the
misconduct. Sino-Forest is liable for the misconduct of its employees and agents. Furthermore,
the represcmati'on.; made in the finaucial statements and in the Offering Memorandum were
materially inaccurate and inconsistent with the fruth such that their falsity would have been
discovered with minimal due diligence. Nevertheless, despite the obviously false and misleading
nature of these staternents, E&Y and the Underwriter Defendants tecklessly or negligently
facilitated the ‘imp'roper conduct of Sino-Forest and the Individual Defendants; B&Y by
certifying the Company’s financial statements; and the Underwriter Defendents by failing to
perform adequate -due diligence and disseminating the misleading Offering Memorandum to
investors.

C, Jurisdiction 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-*... irrevocably and unconditionally submits to the non-exclusive
jurisdiction of any New York Stats 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 1o this

10
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Indenture, any Note or any Subsidiary Guaraptee.” [o addition, the Indenture provides that “{a]s
long as any of the Notes remain Outstanding, the Compa;ny and each of the Subsidiary
Guarantors wil! 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 Indenture, “{elach of the
Notes, the Subsidiary Guarantees and the Indentuwre shall be govemed by, and construed 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 busimess in New York. All Defendants participated in certain
transactions and activities in New York relating to the Note Offering. Also, purchases and sales
of Sino-Forest common stock occurred on the OTC market 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,

. BACKGROUND

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

34,  Sino-Forest’s corporate structure is a complex web of dozens of interconmected
Canadian, Chinese, Hong Kong, Cayman Islands and British Virgin Islands subsidiaries, most of

which are wholly-owned or in which the Company has a majority inferest. Siio-Forest’s most

11

236



222

recently released corporate organizational chart, attached as EBxhibit 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 Ltd. (“Greenheart™). Sino-Forest's 64 percent
interest in Greenheart was acquired using shares of Company stock. Greenheart trades 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 Greenheart. GRH, in tum, Iindircctly OWDS
100 percent of Greenheart's forest assets and o'peraiions 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 “Authorized Intermediaries” (“Als”), supposedly
independent coxfapanies which are largely responsible for the actual sale of forestry products to
the users of these products. Despite the critical role that these Authorized Intermediaries play 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 convoluted
structure and business practices did not initially arouse investor suspicions. Because of the
unusual aspects of doing business in China, which tightly regulates foreign investment, a number
of legitimate foreign companies who operate in that country have unusually complex structures.
But, unbelmownst to investors, there was liftle or no business justification for the way Sino-

Forest structured itself and its operations. Sino-Forest’s structure was not meant to facilitate
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compliance with Chinese law, but to make it easier for Defendants to materially mislead
investors about the Company’s, operations, revenue, earnings and assets.

38,  Investors were further assured of the legitimacy of Sino-Forest's finances and
operations because of annually issued clean audit opinions from E&Y and by the due diligence
purportedly conducted by BOA and Credit Suisse in connection with the Company’s offering of
the 2017 Notes.

39,  The purported steady and impressive growth of Sino-Forest helped fuel a series of
capital rlajsing activities by the Company. By making the Corapany appearto be on a much more
econormically sound footing than was actually the case, Sino-Forest wes able to raise the funds it
needed to finance its rapid expension, 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
infiisions from debt and equity investors.

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

¢ On July 17, 2008, the Commpany closed an offering of convertible guarantesd
senior notes (the “2013 Convertible Notes”) for gross proceeds of $300,000,000.
On August 6, 2008, the Company issued an additional $45,000,000 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 outstanding Senior
Notes due in 2011 (the “2011 Senior Notes™) to exchange these notes for up to
$300,000,000 of new guaranteed senior notes due 2014 (the “2014 Senior
Notes™). On July 27, 2009, the Company completed this exchange offer, issuing
an aggregate principal amount of $212,330,000 of 2014 Senior Notes,
representing approximately 70.8% of the aggregate principal amount of the 2011
Senior Notes,

In June 2069, the Company completed a public offering and international private
placement of 34,500,000 common shares (including 4,500,000 common 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 offering of convertible
guaranteed semior notes (the #2016 Convertible Notes™) for gross proceeds of
$460,000,000,

In December 2009, the Company completed a public offering of 21,850,000
common shares (including an overallotment .cx‘ercise) for gross proceeds of
approximately $345,3; 18,000.

In May 2010, Sino-Forest issued 1,990,566 shares of comrmon stock as a $33.3
million paymest to acquire 34% of Greenheart Resources.

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

Company’s business. In connection with this acquisition of Mandra, the

14

239



225

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 stafements and other reports to investors, Sino-Forest was taking advantage
of the illusory growth portrayed to investors through these .Ia.rge debt and equity offerings, which

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

YV. FALSE AND MISUEADING STATEMENTS

42, During the Class Periodl, Defendants made numerous statements that were
materially false and misleading and which had the effect of artificially inflating the value of
Sino-Forest’s securities. These false statements were contained in the Comnpany’s public filings,
press releases, reports and other statements to the investing public. In general, during the Class
Period,_ the Company reported steadily increasing holdings of timber assets (mostly in the PRC}
achieved 'th'rough acquisitions and purchases, and increasing revenues and eamings, all of which
contributed to the Company’s rising stock price and its ability to issue additional debt and equify
seourities to investors. |

A, Misrepresentations and Omissions With Respect to Sino-Forest’s Financial
Statements

43.  Sino-Forest’s financial statements, which it published to investors on a guarterly
and annual basis via press releases and public filings, consistently portrayed Sino-Forest as a

profitable and rapidly expanding company. As set forth in Sino-Forest's 2006 Annual
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Consolidated Financial Statements, dated March 19, 2007; its 2007 Annual Consclidated
Financial Staterments dated March lé, 2008; its 2008 Annual Consolidated Financial Statements
dated March 16, 2009; its 2009 Annual Consolidated Financial Statements dated March 16,
2010; and its 2010 Anmual Consolidated Financial Statements dated March 15, 2011, the

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

2006 2007 2008 2009 2010

Assets | $1,207,255,000 | $1,837,497,000 | $2,603,924,000 $3,963,899,000 | $5,729,033,000

| Revenne | $555,480,000 | $713,866,000 | $896,045,600 | $1,238,185,000 | $1,923,536,000

Net ;
Yncome | $113,480,000 {3$152.273,000 | $228,593,000 | $286,370,000 $395,426,000

44, Bach of the annual financial statements, except for the 2006 statements, were
accompanied by an audit opinion from E&Y stating that E&Y had conducted annual andits in
accordance with Canadian GAAS and that these financial staternents were presented in
accordance with Canadian GAAP, Defendant Chan signed each annual financial statement.

45, The Company also issued materially false and misleading unaudited “Interim
]:?inancial Statements,” during the Class Period, which incorporated prier period audited financial
statements and similarly overstated the Company’s revenue, carmings and assets. The
Company’s materially false and misleading quarterly financial statements (through 2010) which,
like the an:nual financial statements, showed increasing revenue, earnings and assets, were

1

released on the following dates:

Date of
Docoment i Filing
2007 Q-1 Interim Financial Statements 5/14/2007
2007 Q-2 Interim Financial 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 Interim Financial Statements 8/12/2008
2008 Q-3 Interim Financial Statements 11/13/2008
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Date of

Docmment 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 i 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 anmual financial statements (through December 31,
2010) were materially false and misleading becanse they failed to comply with Canadian GAAP.
Specifically, at the time each of these financial statements was issued, they overstated the
Company’s assets, inflated the reported revenue and earnings and misled investors regarding the
Company’s then current financial situation and its future prospects. Because, among other
things, the Company lacked adequate internal controls to substantiate its finencial performance,
and its operations were permeated by unsubstantiated and undisclosed related party transactions,
these financial statements were not prepared in accordance with the applivable accounting
standards. Sino-Forest’s quarterly financial statements for the first two quarters of fiscal year
2011 also overstated the Company’s assets, revenues and net earnings at the time they were
issued and were not presented in accordance with the applicable Canadian accounting steltndards.

B. Other Misrepregntaﬁons and Omissions In Annual Aod Quarterly Filings

47.  In addition to filing false and misleading financial statements, the Company also
made numerous other false and misleading statements fo investors in other periodic securities
filings made pursuant to Canadian disclosure regulations. During the Class Period, the Sino-
Forest Defendants repeatedly made 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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The Company’s periodic reports to investors included (in addition to the

separately filed financial statements) a “Management Discussion and Analysis” (“MD&A”) that

Sino-Forest filed each quarter during the Class Period, “Annual Information Forms™ (“AlFs™)

and annual reports. These documents provided narrative explamations of the Company’s

business, operations and financial performance for the specific period, and of the Company’s

financial condition and future 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 ATF 3/30/2007
2006 Annual Report 5/4/2007
2007 Q-1 MD&A. 571412007
2007 Q-2 MD&A 8/13/2007
2007 Q-3 MD&A. 11/1272007
2007 MD&A 3/18/2008
2007 AIF 372812008
2007 Annual Report 51612008
2008 Q-1 MD&A 5/13/2008
2008 Q-2 MD&A 8/12/2008
2008 Q-3 MD&A. 11/13/2008
2008 MD&A. 3/16/2009
2008 AIF { 3/31/2009
2008 Annual Report 5/472009
2009 Q-1 MD&A 5/11/2009
2009 Q-2 MD&A. - 8/10/2009
2009 Q-3 MD&A | 11/12/2009
2009 MD&A 3/16/2010
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Document Date of Filiug
2009 AIF 3/31/2010
2009 Annual Report 5/11/2010
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 3/1572011
2010 AIF 37312011
2010 Annual Report 5/10/2011

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

C. Talse Certifications

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

1. Review: 1 have reviewed the AIF, if any, annual financial
statements and annual MD&A, including, for greater certainty, all
documents end informsation 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
exercised reasonable diligence, the annual filings do not contain
apy untrue statement of a material fact or omit to state a material
fact required to be stated or that is necessary to make a statement
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not misleading in light of the circumstances 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 annual filings.

230

Similarly, each of the quarterly interim financial statements and quarterly

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

asserted the following:

52.

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

2, No misrepresentations: Based on my knowledge, having
exercised reasonable diligence, the interim filings do not contain
any untrue statement of a material fact or omit to state & material
fact required to be stated or that is necessary to make a staternent
not risleading in light of the circumstances wnder 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 Hlows of the issuer, as of the date of and for
the periods présented in the interim filings,

However, these publicly filed certifications were materially false and misleading

becausge the Company’s quarterly and annnal financial statements overstated its assefs, revenues

and earnings, and the narrative statements were materially false and misleading. These

statements failed to disclose that the Company lacked adequate internal controls to substantiate

its financial performance or verify its assets and contractual business relationships, that the

Company and its operations were permeated by unsubstantiated and undisclosed related party
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transactions, and that the docoment being certified contained materially false and misleading
information which materally overstated the Company’s current financial situation and its future
prospects.

D. Misrepresentations and Omissions Relating To Yunnan Forestry Assets

53.  On Mazch 23, 2007 Sino-Rorest issued a press release announcing that it had
entered into an agreement fo sell 26 million shares to several institutional 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 agreement, the purchase of standing timber in China’s

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

Forest-Panel™), a wholly-owned subsidiary of Sino-Forest, had entered into (on that same day) an
agreement with Gengma Dai and Wa Tribes Autonomous Region Forestry Company Lid,,
(“Gengma Forestry”) in Lincang City, Yunnan Province in the PRC. Under that Agreement,
Sino-Forest-Papel would acquire approximately 200,000 hectares of non-state owned
commercial standing timber in Lincang City and surrounding cities in Yunnan for $700 million
to $1.4 billion 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
AIF, 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 US$925.9 million under the
terms of the master agreement” which had been entered into in March 2007. It made a similar

statemment in its 2010 annual report, which was filed on May 10, 2011.

21

246



232

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 assets purporfedly owned by
Sino-Forest was materjally overstated. As a result, the Company’s representations relating to its
financial results and business were materially misleading as Defendants failed to disclose the
true ambunt of timber acquired from Gengma Forestry, thersby overstating the assets carried on

the balance sheet,

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

and sold the 2017 Notes. The Underwriter Defendants served as Joint Global Coordinators and
Lead Bookrunning 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
jnstitutional buyers (including those in the U.S.), and in offshore transactions to investors other
than U.8. persons under SEC Regulation 8.

57. Thc 2017 Notes were sold pursuant.to the Offering Memorandum, which was
materially false and misleading as described below, and which was prepared by the Sino-Forest
Defendants and the Underwriter Defendants. The Offering Merorandum specifically
incorporates by reference Sino-Forest’s misleading 2007, 2008 and 2009 annual financial
statements, 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 March 13, 2009 and March 16, 2010
(with E&Y's consent). The Offering 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 Offering
Memorandurn. The Underwriter Defendants were reckless or negligent in performing due
diligence on the Note Offering by failing, among other things, to determine the legitimacy of the

multiple related party transactions at the Company or to ascertain the frue value of the assets,

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

misleading Offering Memorandum:.

59,  The Offering Docurnent was signed by the Underwriter Defendants and contained
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 Cpmpa.ny”s competitive
strengths including, among others, the following: (i) “Leading commercial forest plantation
operator in the PRC with established track record;™ (i) “First mover advantage with strong track
record of obiaining and developing commercial tree plantations and ability to leverage our
industry foresight;” (iif)} “Future growth supported by long-tpm master agreements at agreed
capped prices;” (iv) “Strong research and .devclopment capai)ility, with extensive forestry
management expertise in the PRC;” and (v) “Diversified revenue and assel base.”

60. As described above, the statements in the Offering Docurnent were materially
false and misleading because, contrary to the financial results reported in its financial statements,
and contrary to the description of Company with major strengths as a forest plantation operator,
the Company was engaged in fraudulent practices, resulting in the overstaternent of assels,

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

F. Misrepresentations and Omissions Relating to Code of Business Conduct

61. At all material times, Sino-Forest maintained it had in place a Code of Business
Conduct (the “Code™), which governed its employees, officers and directors, lele full text of the
code was posted on the Company’s Internet site and available 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 opportunities not be used for personal
gain, that insiders not trade in Sino-Forest securities based on undisclosed knowledge sternming
from their position or employment with Sino-Forest, that the Company’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 reporied.

62. I;Toncthclcss_, a5 explained in this Complaint, the publicly disclosed Code
contained materially false and misleading statements because, as described berein, Sino-Forest’s

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

VY. INITIAL DISCLOSURE OF FRAUD AT SINO-FOREST

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

reported that Sino-Forest and its finianicial staterhents were psrmeated by frand.
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64.  The Report detailed the extensive investigetive effort and resources that Muddy
Waters bad undertaken to discover the truth about the Company:
In order fo conduct our research, we utilized a team of 10 persons
who dedicated most to all of theix time over two 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 investigators to five cities. We retained four law
firms 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 “Dlatantly illegal” and that the Company’s financial statements
and other reports to investors were pexmeated by fraud. According to the Report, Sino-Forest’s
remarkably consistent growth during the Class Period was itlugory ~ simply the result of “a
Ponzi scheme,” rather than a real expansion in Sino-Forest’s business. According to Muddy
Waters, the Company used its supposed growth and profitebility to raise money from private
lenders and the financial markets, This money, in twm, 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 Company’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 sellets in
Sino-Forest transactions. For example, in one case umcovered by Muddy Waters, an Al
purchased logs from Sine-Forest and delivered them to a chipping facility, Once the logs
reached the facility they were sold back to Sino-Forest. Sino-Forest then turned eround and sold

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

67. The Report also disclosed that Sino-Forest had vastly overstated its forestry
assets. In China’s Yunnan Province alone the overstatement is potentially hundreds of millions
of dollars, As noted above, in March 2007 Sino-Forest publicly announced that it had entered
into an agreement to 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-Forest generally does not idenfify 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 entifies, finding that they “generally operated out of apartments while purportedly
each doing amnual revenue in the hundreds of millions from TRE {Sino-Forest] alone,” This
disoovlcry supports Muddy Waters’ conclusion that a substantial poxtion 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 ;iolation of the applicable accounting
rules and which require discloswe of related party frapsactions. An example is Jiangxi
Zhonggan Industrial 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
Chiy. According to Muddy Waters, Zhonggan’s 2008 and 2009 audit report shows “numerous

| large transactions between the Company, TRE, and other parties.” Separately, Muddy Waters
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identified Huaihua Yuda Wood Company Ltd., as “an undisclosed TRE subsidiary that has been
receiving rpassive amounts of money from TRE's subsidiaries.”

70. . On publication of the Muddy Waters Report, the price of Sino-Forest’s securitics
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 further, to $5.41 on
June 3, a price drop of 71% over two days on substantially larger volume than normal. The

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

VI SINO-FOREST’S DENIALS AND FURTHER MISLEADING STATEMENTS

71.  Soon after publication of the Muddy Waters Report, Defendants began an
organized campaign to further mislead investors by falsely claiming that there was po
misconduct at the Company. These misleading statements (] 72-76) continued to prop up the
prices of Sino-Forest securities until trading was halted op August 26, 2011.

72. In a June 3, 2011 press release, the Company asserted that “[t]he 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 extreme 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 the [Sino-Forest
Board of Directors’] independent committee’s examination will find these allegations to be
delmonstra.bly wrong.”

73.  In a June 6, 2011 press release, Sino-Forest further statéd that “The Company

believes Muddy Waters’ report to be inaccurate, spurious and defamatory,” The press release
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quoted Chan as saying the following: “I stand by our audited financial statements, including the
revenue and assets shown therein. All material related party transactions are appropriately
disclosed. in our financial sl;.a.tements. We do business with the parties identified in the report at
" am’s length. Those parties are not related or cormected 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 inaccuracy.”

'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 financial condition and future prospects. On both June 14, 2011 and August 15, 2011,
Sino-Forest filed, respectively, its Interim Financial Statements and its MD&A covering the fxst
quarter. These filings (which investors were later told they should not rely upom) 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 future prospects for growth and they
materially overstated the Campany's revenue, earnings and assets.

76.  The August 15, 2011 MD&A also made the following false statement: “[u}nder
the master agreernent entered in March 2007 to acquire 200,000 hectares of plantation trees over
a 10-year period in Yunnan, the Company bas achm'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 Yunpan under the

March 2007 agreement.
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VII. CONFIRMATION OF THE FRAUD

77.

239

After publication of the Muddy Waters Report, additional investigations and

. disclosures evidence that numerous statements by Sino-Forest during the Class Period were

materially false and misleading or omitted material information.

A.

78,

The Globe and Mail Investigation

A June 18, 2011 article in the highly respected Globe and Mail, Canada’s largest-

circulation national newspaper, confitmed that Sino-Forest had provided materially inaccurate

information about the Company’s holdings in Yunnan, which comprised & substantial portion of

the Company’s supposed forestry assets. The article stated, in part:

79.

The Globe’s investigation raises particularly hard questions about a
key agreemaent in March, 2007, that Sino-Forest says gave it the
right to buy timber rights for up to 200,000 heoctares of forest in
Yunnan over a 10-year period for between $700-million (U.S.) and
$14-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. Ltd,, also Imown as Gengma
Forestry.

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

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

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 10 say:

Mr, Xie's account corroborates the assertions of senior forestry
officials in the province, 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,
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80.  The Globe and Mail further reported:

In a written response to questions from The Globe, Sino-Forest
said it stands by its public statements 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 another 180,000 hectares of ‘forestry assels 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 confradict its own
publicly filed finznejal reports. In its first quarter 2011 report,
the company said that ‘under the master agreement entered in
March 2007 to acquire 200,000 hectares of plantation frees
over a 10-year period in Yunnan, the Company has actually
acquired 230,200 hectares of plantation trees for
$1,193,459,000 as at March 31, 2011.’

The company’s 2010 annual information form filed with regulators
earlier this year said 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 agreement.’

The Globe’s investigation of the company’s dealimgs and
holdings in Yumnan points to inconsistencies in the company’s
aceounting of its timber rights and raises broader questions
about its business practices.

81. In addition, it was reported that:

As of the end of 2010, the company claimed control of about
800,000 hectares of trees in nine Chinese provinces plus New
Zealand. Its operation in Yunnan provinee, in addition to being its
Jazgest, is also the one for which it has made additional disclosures
recently in an attempt to defuse 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 ebout 7,000 hectares of
forest in Yunnan. The company has mot disclosed significant

? Unless otherwise indicated, all emphasis in quotations is added,
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documentation regarding its forestry holdings in other
provinces.

To find Gengma Forestry, Sino-Forest‘s local partner in the so-
called “Yunnan master agreement’ — the 2007 deal said to be worth
as much as $1.4-billion — you have to duck down an alieyway
behind the drugstore on the main street of this nondescript trading
city, then up a dusty cernent staircase. :

On the landing is the litter-strewn 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
fallen on hard times. ‘Our relations with [Sino-Forest] were not
totally good. They talked about a lot of things, but in the end it
was hard to get money from them,’ said Zhang Ling, Gengma
Forestry’s office manager.

241

Statements of local officials in Yunnan 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 net be identified, they said
their records showed Sino-Forest manages far less than that and
said the Yumpan Forestry Bureau would begin an investigation
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 The, Globe and Mail:

In addition to the questions about Sino-Forest's disclosures on the
size of its holdings, forestry officials, as well as Jocal timber
brokers who spoke to The Globe raised questions regarding the
vahie Sino-Forest attributes to its Yunnan assets,”

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

B. Investigations and Regulatory Actions

85. On August 26, 2011 the Ontario Stock Commission issued a “Temporary Order”
that said the following; “Sino-Forest and certain of its officers and dircctnrs. including Chan
appear to be engaging or participating in acts, prectices or a course of conduct related fo its
securities ‘which it and/or they know or reasonably ought to know perpetuate a fraud on any
person or company contrary to section 126,1 of the [Ontario Securities] Act and contrary to the
public interest.”

6. The Comunission halted trading in Simo-Forest's stock on the Toronto Stock
Exchange effective 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 at 5:30 p.m. on August 26,
2011,

87.  On August 28, The Globe and Mail reported that CEO Chan had resigned. The
newspaper also reported that “[t]hree Sino-Forest-Forest vice-presidents — Alfred Hung, George
Ho and Simon Yeung — have been placed on administrative Jeave. 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 departure had ocourred: “According to
people familiar with the case, Mr.- Chan was confronted by company officials in Hong Kong last

week after a veview of e-rmail accounts outside the company’s network revealed uestionable
p q
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transactions end money transfers.” Despite this evidence of misconduct, Chan remains with the
Company, having been granted the title “Founding Chairman Emeritus.”’

88. Tn late August Standard & Poor’s Ratings Services announced that it was
withdrawing its ratings on the Company’s debt because “[rJecent developments point towards a
higher likelihood that allegations of fraud at the company will be substantiated.”

89,  As a result of the suspension in the trading of Sino-Forest’s commeon stock and
disclosure of the suspected fraud, the shares are now virtually worthless and the-value of its Debt
Securities, including the 2017 Notes have declined substantially. On November 11, 2011, it was
announced that the Rayal Canadian Mounted Police had commenced a criminel 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 Company further disclosed in the
January 10, 2012 announcement that it was still unable to explain or resolve outstanding issues,
relating to s 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 assets allowed the Company to continue to raise substantial funds from
lenders and investors, inflated the Company’s stock price and provided a persenal financial
windfall to the Individual Defendants wha sold highly inflated stock to unsuspecting investors.

.92, TIn addition to the billions of dollars raised by Sino-Forest during the Class Period

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

Defendants have sold aver $44 million of Company stock since 2006.

Defendants’ Sales Of Shares During Class Period

Defendant Net Shares Sold Value $Can Value §U.S,
| (on 11715711
$Can 1 =SUS 0.98494)

Chan 182,000.00 1$3,003,200.20 $2,957,970
Horsley 1'531,431.00 " 1$11,157,962.93 $10,089,900
Poon 3,037,900 ' $30,054,387.32 $29,601,800
TOTAL | 3,751,331 $44,215.550.45 $43,549,670

IX. CLASS 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 (i) Sivo-Forest’s common stock during the Class Period on
the OTC market who were damaged théreby; and (i) all persons or eatities who, during the Class
Period, purchased Debt Securities issued by Sino-Forest other then in Canada and whc; were
damaged thereby. Excluded from the Class are Defendants, the officers and directors of Sino-
Forest during any portion of the Class .P'e;.:iod, members ‘of the immediate fa}milies of the ’
foregoing persons and the legal representatives, heirs, successors 'Qr assigns of such perséns end
any entity in which any Defendant has or had a controlling interest. The Class specifically
excludes any investor who purchased Sino-Forest securities on the Toronto Stock Exchange or in
Canada.

94,  The claims of Plaintiffs and the members of the Class have a common origin and
share a common basis. The claims of sll 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 upon the same facts, upon the same legal theories and would be seeking the
same or similar relief, resuiting in duplication and waste of judicial resources.

95, The members of the Class are so numerous 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 Cazada on the
Toronto Stock Exchange) and there are approximately $1.8 billion in Debt Securities outstanding
including, approximately, $600 million in 2017 Notes.

96. C-on:u:nou questions of Jaw 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 Defendants engaged in any acts that operated as a fraud or deceit,
or negligently misrepresenied the Company’s financial condition to the
Class;

c. Whether Defendants breached their fiduciary duties to Plaintiffs and the
class or were negligent in the performance of their duties;

d. Whether Defendants® acts proximately caused injury to the Class or
itreparably harmed the Class, and if so, the appropriate relief to which the
Class is entitled; 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 Hsk of inconsistertt 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 a practical matter, be dispositive of the interests 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 interests 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 asserted 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 successfully prosecuting such

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

X APPLICATION OF THE FRAUD ON THE MARKET 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 IIMETous securities analysts. The securities at issue, Sino-Forest
common stock and debt securities, were actively traded on efficient markets and publicly
disclosed inforrmation ebout the Company was incorporated in the price of these securities within

a reasonable amount of time,
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A, Common Stock

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 Bxchange, an open, well developed and efficient
market. There was a substantial volume of trading in both the United States and Cenada 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 market has no fixed location but investors fhroughéut the Unitecli States,
including in New York County, New York, can purchase OTC securities through registered
brokers, The principel regulator of the OTC market is the Financial Industry Reguletory
Authority which has its principal offices in New York, NY and Washington, DC.

B. 2017 Notes and Other Debt Secuyities

103. According to the Company, the 2017 Notes “offering was made on a private
placement basis in Canada, the United States and internstionally pursuant to available
exemptions, through a syndicate of initial purchasers.” The indenture agreement which governs
the 2017 Notes provided that the n'otgas-ar'e governed by New York law.

104. The 2017 Notes were iuitiailﬁ; purchased by the Underwriter Defendants. In the
purchase agreement 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
Securities (USA) LLC listed its address as Eleven Madison Avenue New York, N'Y 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 developed 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 market for the 2017 Notes and Sino-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 axe entitled to a presumption of reliance

on the accuracy of the prices paid.

XI. 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 frandulent conduet to
disserminate materially false information about Sino-Forest’s financial condition or failed to
disclose materiel information with the purpose of inflating the prices of Sino-Forest’s cormon
stock, the 2017 Notes and Sino-Forest's other debt securities, As i.;ltendcd by thé Sino-Forest
Defendants, Plaintiffs and Class Members reasonably relied on these false and misleading
statements and failures fo dfsc]ose and suffered substantial damages as a result,

109. As a direct and proximate result of Sino-Forest and the Individual Defendants’®
fraud, Plaintiffs and the Class have suffered economic Josses in en amount to. be determined at
tial. 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. Plaintiffs repeat and reallege each of the sllegations set above. This claim is
asserted against Sino-Forest and the Individual Defendants for civil conspiracy to commit fraud.

111. In furtherance of a scheme to defraud investors, the Sino-Forest Defendants
corruptly agreed to corabine 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 coospirators made false
representations of material facts, with scienter, and Plaintiffs’ and Class Members justifiably
relied upon these misrepresentations and were injured as a result.

113, As a 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 Individual Defendants conspired amongst themselves and with others to carry out this
frandulent scheme, the Sino-Forest Defendants are jointly and severally liable both for their own

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

furtherance of the frand.
CQUNT THREE
AGAINST SINO-FOREST AND THE INDIVIDUAL DEFENDANTS FOR AIDING AND
ABETTING FRAUD

114. Plaintiffs repeat and reallege each of the allegations set forth above. This 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 perpetrators

of this scheme.
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115. As a direct and proximate result 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 trial. Sino-Forest and the Individual Defendants axc jointly and severally liable to

the Class for aiding and abetting common law fraud.

COUNT FOUR
AGAINST SINO-FOREST FOR UNJUST ENRICHMENT

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

117. In connection with the fraudulent scheme set out in this Complaint Defendant
Stno-Forest received payment for the sale of the 2017 Notes. Defendant Sino-Forest would not
have been able to sel] the 2017 Notes or would only have been able to sell these notes at a lower
price had the true facts abouf Sino-Forest’s business end 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 earned money and should be

required to repay it.

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

118. Plaintiffs repeat and reallege each of the allegations set forth ebove. This claim is
asserted against the E&Y Defendants for breach of fiduciary duties. Plaintiffs specifically
disclaim any allegation of fraud or fraudulent intent of E&'Y with respect fo this count.

119, The E&Y Defendants had a fiduciary relationship to Plaintffs and Class
Members in: that the E&Y Defendants owed Plaintiffs and Class Members a 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 und 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 materially false and misleading financial statements, having known of the material
misstafements or omissions, or having failed to do reasonable due diligence which would have
discovered the false and misleading nature of these financial statements. .

120. The E&Y Defendants breached their ﬁducia.rlv duties to Plaintiffs by failing to
perform their audits of Sino-Forest’s final statements in accordance with Canadian GAAS by,
inter alia, failing to obtain competent evidentiary 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 E&Y Defendants’ breach of fiduciary dufy,
Plaintiffs and the Class have suffered economic losses in an amount to be determined according
1o proof at trial. The E&Y Defendants are jointly and severally liable to the Class for breach of

fiduciary duty,

COUNT SIX
AGAINST E&Y FOR NEGLIGENT MISREPRESENTATION

122. Plaintiffs repeat and reallege each of the allegations set forth above. This claim is
asserted against the B&Y Defendants for negligent misrcpresentation. Plaintiffs specifically
exclude any allegations of fraud or frandulent intent of E&Y with respect to this count,

123. The E&Y Defendants bad a special relationship of trust and confidence with
Plaintiffs and Class Members because of their status as outside auditors of Sino-Forest that gave
rise 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.
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124,  As set forth herein, the E&Y Defendants negligently made false and misleading

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

disclose material information 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 financial
staternent were properly presented in accordance with Canadian GAAP.

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

126. As a direct and proximate result of the E&Y Defendants’ negligent
misrepresentations, Plaintiffs and the Class have suffered economic losses in an amount fo be
determined accarding to proof at trial. The E&Y Defendants are jointly and severally liable to
the Class for negligent rni'sn?presentation.

COUNT SEVEN
AGAINST E&Y FOR GROSS NEGLIGENCE

127.  Plaintiffs repeat and reallege each of the allegations set forth above. This claim is
asserted against the E&Y Defendants for gross negligence. Plaintiffs specifically exclude any
allegations of fraud or fraudulent intent of E&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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to a duty to exercise due care in th-c performance of the E&Y Defendants’ duties. The E&Y
Defendants knew or were reckless in not knowing that Class Members were relying on them to
exercise reasonable.diligence in the performance of their duties. The E&Y Defendants were
grossly negligent in the performance of their duties, including by failing to conduet adequate due
diligence. The B&Y Defendants breached their finding changes to Plaintiffs by failing to
perform their audits of Sino-Forest’s finel statements in accordance with Canadian GAAS by,
inter alia, failing to obtain competent evidentiary rnateﬁal in support of the Cornpany’s
representations in its finanoial statements aﬁd E&Y audif 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 amount to be determined by proof &t

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

COUNT EIGHT
AGAINST E&Y FOR NEGLIGENCE

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

i3 1. The E&Y Defendants had a special relationship with Class Members because of
their status as independent auditor of Sino-Forest, & relationship that gave rise to & duty to
exercise due care in the performance of the E&Y Defendants” duties. The B&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 duties to Plaintiffs by failing to perform their 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 financial statements and B&Y audit opinion.

132 As a diteet and proximate result of the E&Y Defendants’ negligence, Plaintiffs
and the Class have suffered economic losses in an amount to be determined by proof at trial,
The E&Y Defendants are joinily 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 aga.ins‘t 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 fraudulent intent of Underwriter Defendants with respect to
this count.

134, The Underwriter Defendants had a special relationship with BMF 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 Underwriter Defendants knew or were reckless in not knowing that each Class
Member who purchased the 2017 Notes was relying on them to exercise reasonable care in the
performance of their duties.

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

Members reasonably relied on these false and misleading statements and failures to disclose and
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suffered substantial damages as a result. The Underwriter Defendants were at least negligent in
making such statements, including because they failed to conduct appropriate due di’ﬁgence
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

lizble 1o 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
is 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 allegations of fraud or fraudulent intent of the Underwriter Defendants with respect to this
count.

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

139. As a direct 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 Defendants are jointly and severally liable to Plaintiff IMF and

the Class for gross negligence,

COUNT ELEVEN
AGAINST THE UNDERWRITER DEFENDANTS FOR NEGLIGENCE

140, Plaintiff IMF repeats and realleges each of the allegations set forth sbove, This
claim is asserted against the Underwriter Defendants for negligence on behalf of Plaintiff IMF
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 underwriters that gave rise to a
duty to exercise due cere n the performence of their duties. The Underwriter Defendants knew
or were reckless in not knowing that Plaintiff IMF and Class Members were relying on them to
exercise reasonable diligence in the performance of their duties. The Underwriter Defendants
were negligent in the performance of their duties, including by failing to conduct due diligence.

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

negligence.

XH. PRAYER FOR RELILF AND JURY DEMAND

WHEREFORE, Plaintiffs and the Class hereby demands a trdal by jury, and seek a

judgment:
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A. Awerding Plaintiffs and the Class all compensatory damages they suffered,
including fost profits and consequential and inoidental damages, as a result of the
wrongful conduct of the Defendants, in an amount to be determined at wisl;

B. Awarding Plaintiffs and the Class damages arising from Defendants’ unjust
enrichment;

C. Awarding Plaintiffs and the Class punitive damages in an amount to be
determined at trial;

D. Awarding Plaintiffs and the Class prejudgment and post-judgment interest;

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

F. Awarding Plaintiffs and the Class such other and further relief as the Court finds

Jjust and proper.
Dated: Janwary 27,2012 Respectfully submitted,
COHEN MILSTEIN SELLERS &
POLL PLLC

88 Pine Street 14th Floor
New York, NY 10005

. Phone: (212) 838-7797
Facsimile: (212) 838-7745

~and-

Steven J. Toll

Matthew B, Kaplan

1100 New York, Ave, N.W,
West Tower, Suite 500
Washington, D.C, 20005
Phone: (202) 408-4600
Facgimile: (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 IMF RINANCE SA. on their
own behalf and on bebalf of all others similarly sifuated,
Plaintiffs, INDEX NO.
V. VERIFICATION

ALLEN T.Y, CHAN, DAVID J, HORSLEY, KAIKIT
POON, BANC OF AMBRICA SECURITIBS LLC,
CREDIT SUISSE SECURITIES (USA) LLC, SINQ-

. FOREST CORPORATION, ERNST & YOUNG
GLOBAL, LIMITED, and ERNST & YOUNG LLF,

Desfsndants,

B A T T e

STATE OF NEW YORK )
CITY OF NEW YORK )
COUNTY O NEW YORK )

. Kenneth M, Rehas, being duly sworn, states that he is one of the attomneys for Plaintiffs
in this action and that the foregoing complaint Is true to his own knowledge, except as to matters
therein stated on infortoation and belief and as to those maiters 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
availeble securities filings, media and newspaper articles end information contained on the
Intemet; and that the reason why the verification is not made by Plaintiffs David Leapard and
IM¥ Finance SA is that these Plaintiffs are not in the county where Plaintiff’s attorney has his

office, ; Z

Kenneth M. Rehns

Sworn before me this 2’1 day of January, 2012

JESSE J. LEE
Hotary Publio, Staie of New York
No, 01LEGI67868 ,
Qualtfied in New York County ! :-*“"

Commission Explrea June 4, 20, 1
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THIS 1S EXHIBIT “E” TO
THE AFFIDAVIT OF ELIZABETH FIMIO
SWORN JUNE 8, 2012

==

A Commissioner, etc.

Daniel Holden
Barrister & Solicitor
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Sino-Forest Co rporation

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 commitiee 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, inctuding 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’ Creditors
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 website hitp://cfcanada.fticonsulting.com/sfc.

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

FOR MEDIA INQUIRIES PLEASE CONTACT:
BRUNSWICK GROUP LIMITED
Email. sinoforest@brunswickgroup.com
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New York
Stan Neve
Tel: +1 212 333 3810

Hong Kong
Tim Payne
Cindy Leggett-Flynn
Tel; +852 3512 5000
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