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SUPPLEMENTARY AFFIDAVIT OF DANIEL E. H. BACH

I, Daniel E. H. Bach, of the City of Toronto, in the Province of Ontario, MAKE OATH 

AND SAY:

1. I am a lawyer in the class actions department of Siskinds LLP (“Siskinds”), co-counsel 

for the Plaintiffs in this proceeding (the “Action”).  I have been involved in overseeing 

the development of the record for the Plaintiffs’ Part XXIII.1 leave motion.  As such, I 

have knowledge of the matters to which I hereinafter depose.  Where that knowledge is 
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based on information obtained from others, I have so indicated and believe that 

information to be true.

2. I swear this affidavit in support of the Plaintiffs’ motion for an order granting leave to 

pursue the right of action available under Part XXIII.1 of the Securities Act, RSO 1990, 

c S.5, as amended (the “OSA”).  This affidavit supplements the affidavit I swore on 

February 29, 2012.

JUDSON MARTIN MATERIALS

3. Attached hereto as Exhibit “A” is a copy of the affidavit of Judson Martin filed in 

support of the initial order in the CCAA proceeding, dated March 30, 2012.

4. Attached hereto as Exhibit “B” is a copy of the transcript of the cross-examination video 

conference of Judson Martin, held October 3, 2012.

BDO ENGAGEMENT LETTERS

5. Attached hereto as Exhibit “C” is a copy of the Engagement Letter between BDO 

McCabe Lo Limited (now known as BDO Limited) and Sino-Forest Corporation 

(“Sino”), dated August 1, 2005.

6. Attached hereto as Exhibit “D” is a copy of the Engagement Letter between BDO 

McCabe Lo Limited (now known as BDO Limited) and Sino, dated December 29, 2006.

7. Attached hereto as Exhibit “E” is a copy of the Engagement Letter between BDO 

McCabe Lo Limited (now known as BDO Limited) and Sino, dated May 23, 2007 

relating to the use of BDO’s audit report in the Prospectus to be issued by Sino regarding 

the issue and sale of $13,900,000 common shares of Sino.
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8. Attached hereto as Exhibit “F” is a copy of the Engagement Letter, dated July 4, 2008, 

under which BDO McCabe Lo Limited (now known as BDO Limited) agreed to the use 

of its audit reports in an Offering Memorandum to be issued shortly thereafter.

9. Attached hereto as Exhibit “G” is a copy of the Engagement Letter, dated May 15, 2009, 

under which BDO Limited agreed to the use of its audit reports in a Prospectus to be 

issued December, 2009.

10. Attached hereto as Exhibit “H” is a copy of the Engagement Letter, dated November 18, 

2009, under which BDO Limited agreed to the use of its audit reports in an Offering 

Memorandum to be issued December, 2009.

11. Attached hereto as Exhibit “I” is a copy of the Engagement Letter, dated November 18, 

2009, under which BDO Limited agreed to the use of its audit reports for the year 2006 in 

relation to a Short Form Prospectus to be issued in December, 2009.

DOCUMENTS FROM THE ONTARIO SECURITIES COMMISSION PROCEEDINGS

12. Attached hereto as Exhibit “J” is a copy of the Ontario Securities Commission (“OSC”) 

Statement of Allegations: In the Matter of Sino-Forest Corporation et al., dated May 22, 

2012.

13. Attached hereto as Exhibit “K” is a copy of the OSC Temporary Order: In the Matter of 

Sino-Forest Corporation et al., dated January 17, 2013.

14. Attached hereto as Exhibit “L” is a copy of the OSC Statement of Allegations: In the 

matter of Ernst & Young LLP, dated December 3, 2012.
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SINO DOCUMENTS FILED ON SEDAR

15. On instructions from myself and other members of the Siskinds team prosecuting this 

matter, Laura-Marie Paynter, a law clerk at Siskinds, retrieved the following documents 

from The System for Electronic Document Analysis and Retrieval (“SEDAR”).  SEDAR 

is a website that provides electronic access to documents filed pursuant to Canadian 

securities laws.

16. Attached hereto as Exhibit “M” is a copy of Sino’s press release titled “Sino-Forest 

Announces CCAA Filing to Pursue Third Party Sale Transaction Or Restructuring with 

Noteholders; Commences Action Against Muddy Waters,” dated March 30, 2012 which 

was downloaded from SEDAR. SEDAR indicates that the document was filed on March 

30, 2012.  This document was also filed as a material change report on April 5, 2012.

17. Attached hereto as Exhibit “N” is a copy of Sino’s press release titled “Sino-Forest 

Announces Resignation of Auditor,” dated April 5, 2012 which was downloaded from 

SEDAR.  SEDAR indicates that the document was filed on April 5, 2012.  This document 

was also filed as a material change report on April 10, 2012.

18. Attached hereto as Exhibit “O” is a copy of Sino’s press release titled “Sino-Forest 

Common Shares to be Delisted from Toronto Stock Exchange,” dated April 5, 2012 

which was downloaded from SEDAR.  SEDAR indicates that the document was filed on 

April 5, 2012.  This document was also filed as a material change report on April 10, 

2012.

19. Attached hereto as Exhibit “P” is a copy of Sino’s press release titled “Sino-Forest 

Announces Personnel Changes and Application to Enhance Powers of the CCAA 

Monitor,” dated April 17, 2012 which was downloaded from SEDAR.  SEDAR indicates 
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that the document was filed on April 17, 2012.  This document was also filed as a 

material change report on April 25, 2012.

20. Attached hereto as Exhibit “Q” is a copy of Sino’s Change of Auditor Notice, dated 

April 13, 2012 which was downloaded from SEDAR.  SEDAR indicates that the 

document was filed on April 30, 2012.  

21. Attached hereto as Exhibit “R” is a copy of a letter from Ernst & Young LLP dated 

April 23, 2012 which was downloaded from SEDAR.  SEDAR indicates that the 

document was filed on April 30, 2012.

22. Attached hereto as Exhibit “S” is a copy of Sino’s press release titled “OSC Staff 

Commences Proceedings Before the Commission Against Sino-Forest and Others,” dated 

May 23, 2012 which was downloaded from SEDAR.  SEDAR indicates that the 

document was filed on May 23, 2012.  This document was also filed as a material change 

report on May 31, 2012.

23. Attached hereto as Exhibit “T” is a copy of Sino’s press release titled “Sino-Forest 

Provides Update on the Status of its Accounts Receivable,” dated July 31, 2012 which 

was downloaded from SEDAR.  SEDAR indicates that the document was filed on July 

31, 2012.  This document was also filed as a material change report on August 7, 2012.

24. Attached hereto as Exhibit “U” is a copy of Sino’s press release titled “Sino-Forest 

Discloses Receipt of a Second Enforcement Notice from Staff of the Ontario Securities 

Commission,” dated September 26, 2012 which was downloaded from SEDAR.  SEDAR 

indicates that the document was filed on September 27, 2012.  
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th
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rd
 2012 held at 
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appointment. 
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WEDNESDAY, OCTBER 3, 2012 

JUDSON MARTIN:  AFFIRMED 

EXAMINATION BY MR. LASCARIS: 

 1. Q.  So Mr. Martin, do you understand that this is 

a cross examination under affidavits sworn on 

September 24
th
 2012 and October 3

rd
 2012? 

 A.  I do. 

  MR. LASCARIS:  Mr. Cohen, could you please 

hand Mr. Martin copies of each of those 

affidavits? 

  MR. COHEN:  I’ve only got one copy for you as 

well, okay.   

  MR. LASCARIS:  Okay, so these are without 

attachments? 

  MR. COHEN:  Without attachments, correct. 

 

 2.  MR. LASCARIS:  Q.  So Mr. Martin, could you 

confirm that those are copies of your 

affidavits of those dates without attachments? 

 A.  I can confirm that. 

 

 3. Q.  All right, so I'd like to mark the 

September 24
th
 affidavit as Exhibit 1, and the 

court reporter has a clean copy of that here, 

and the October 3
rd
 affidavit as Exhibit 2.  

Now, Mr. Martin, I want to clarify that in 

this cross examination when I refer to SFC or 

the company I'm referring to the parent 

company or the applicant in the CCAA … 

 A.  Okay. 
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4. Q.  … proceeding and when I refer to Sino-Forest 

or the Sino-Forest group of companies I'm 

referring to the global enterprise excluding 

Greenheart Group, okay? 

 A.  Understood. 

 

   EXHIBIT NUMBER 1 – Affidavit dated 

September 24, 2012 – Produced and Marked 

 

  EXHIBIT NUMBER 2 – Affidavit dated October 3, 

2012 – Produced and Marked 

 

 5. Q.  So let's start with the September 24
th
 

affidavit which we've marked as Exhibit 1.  At 

paragraph nine you state – if we could just 

turn there and have a look at it – you state 

that you have been advised by counsel that 

tens of thousands of documents were made 

available in the data room pursuant to the 

mediation documents order, right? 

 A.  Yes. 

 

 6. Q.  And when you say ‘counsel’ what person or 

persons are you referring to specifically? 

 A.  Uh, Bennett Jones. 

 

 7. Q.  Is there a specific person at … 

 A.  Uh, Yuda Wood. 

  

 8. Q.  … Bennett Jones?  I'm sorry? 

 A.  Um, Derek Bell. 
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 9. Q.  Okay, so let's put that aside and go to 

paragraph 29 of your October 3
rd
 affidavit.   

 A.  Twenty-nine? 

 

 10. Q.  Paragraph 29 of that affidavit, sir.   

 A.  Yes, sir. 

 

 11. Q.  You state there that counsel …. 

 A.  I have it, thank you. 

 

 12. Q.  You state there that counsel advised you that 

18,295 documents were made available by SFC in 

the data room.  Again, when you're referring 

to counsel to whom are you referring? 

 A.  Uh, Bennett Jones and more specifically 

Mr. Bell. 

 

 13. Q.  Okay, so I just want to be sure that the 

number is accurate.  You said tens of 

thousands in the other affidavit and this one 

you say 18,295 is – but is the latter number 

correct sir? 

 A.  To the best of my knowledge and uh, - it is – 

and as – as advised it is – as I was advised - 

excuse me, is correct. 

 

 14. Q.  Okay.  Now, you're aware that in response to 

the issuance of the Muddy Water's report, the 

Board of Sino-Forest struck a committee to 
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investigate the allegations of Muddy Waters, 

correct? 

 A.  Correct. 

 

 15. Q.  And is it fair to say that that committee 

reviewed in the course of its investigation a 

large volume of documents? 

 A.  I think that's a fair assumption, yes. 

 

 16. Q.  Do you have any idea of what the volume of 

documents was? 

 A.  In specific numerical terms, no I do not. 

 

 17. Q.  Okay, Mr. Bell we would like to be advised of 

that number, at least an approximation of it. 

  MR. BELL:  Look, I think for the purposes of 

this examination you can assume that it was at 

least as voluminous as what you've seen so 

far. 

  MR. LASCARIS:  There are indications of the 

second – in the first interim report, that the 

documents reviewed were in the hundreds of 

thousands.  So we'd like to know to the 

extent, you can ascertain at least an 

approximation of, the number of documents 

reviewed by either the special committee or 

its advisors. 

ADVISEMENT  MR. BELL:  I'll take that under advisement. 

   

 18. MR. LASCARIS:  Q.  Okay, now at paragraph one of 

your September 24
th
 affidavit you mentioned 
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that you are Vice-Chairman and CEO of Sino-

Forest, but you're also Chairman, CEO and 

Executive Director of Greenheart Group, 

correct? 

 A.  That's correct. 

 

 19. Q.  And that has been true since the company 

commenced this proceeding under the CCAA? 

 A.  That's correct. 

 

 20. Q.  And since the commencement of that 

proceeding, you have been an officer or 

director of other companies, whether public or 

private, other than the Greenheart Group or 

Sino-Forest, correct? 

 A.  Yes. 

 

 21. Q.  Now, I'm not interested in you telling me, 

for the moment, what companies within the 

Sino-Forest Group you were a director or 

officer of during the pendency of this 

proceeding.  I'm talking about companies 

outside of the group.  Could you tell me which 

companies outside of the group you were a 

director or officer of at any time during the 

pendency of this proceeding? 

 A.  You're referring to the non-Sino-Forest 

companies? 

 

 22. Q.  Correct. 
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 A.  And the date on which this commenced would be 

March 30? 

  

 23. Q.  I believe that's correct. 

 A.  Is that correct? 

  MR. BELL:  Yes. 

  THE DEPONENT:  Okay, um then the – I would be 

uh, Swift Tara Winds Resources Corporation 

which is a – a issuer uh, under Ontario 

securities regulations.  It's a non-listed 

company that's got issuer status. 

 

 24. MR. LASCARIS:  Q.  And what's your capacity 

there, sir? 

 A.  I am Chairman. 

 

 25. Q.  Are you an officer as well?  I'm sorry? 

 A.  I'm just thinking about my exact title that 

are uh, - I'm not absolutely certain whether 

I'm an officer.  I know I'm Chairman.  I don't 

know if I've got an – an additional title or 

not. 

 

 26. Q.  Okay, if you would please inquire and let us 

know? 

U/T A.  Certainly. 

 

 27. Q.  Okay, what other companies are outside of the 

Sino-Forest Group? 

 A.  That's it. 
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 28. Q.  Now, at paragraph – I'd like to go back to 

your October 3
rd
 2012 affidavit, and 

particularly paragraph 20, and here you 

explain why the company opposes a lifting of 

the stay and you state that there has been a 

significant reduction in Sino-Forest 

management personnel since the commencement of 

the proceeding, and to be clear when you say 

in that paragraph, Sino-Forest management 

personnel, I take it you're referring to all 

the management personnel of the companies that 

make up Sino-Forest other than Greenheart, is 

that right? 

 A.  It does not include Greenheart, that's 

correct. 

 

 29. Q.  But it makes up all the other companies in 

the Sino-Forest group? 

 A.  Yes. 

 

 30. Q.  Okay, so how many management personnel did 

Sino-Forest employ at the commencement of this 

CCAA proceeding? 

 A.  I – I don't have the exact specific number of 

management that it employed with me.   

 

 31. Q.  What's your best recollection, sir? 

 A.  I would say it would be around 20 people 

perhaps. 

 

000086



8. 

M.D.M. REPORTING SERVICES 

- J. Martin 

  5 

10 

15 

20 

25 

30 

 32. Q.  Can you make inquiries and let us know what 

the actual number is? 

U/T  MR. BELL:  Sure. 

 

 33. MR. LASCARIS:  Q.  Okay, and how many management 

personnel are currently employed in the Sino-

Forest Group? 

 A.  I would say there is approximately six senior 

managers that I rely on day-to-day that I 

would deem to be senior managers. 

 

 34. Q.  You're referring to senior … 

 A.  In a management …. 

 

 35. Q.  … senior officers? 

 A.  Uh, people who would report directly to me I 

would deem them to be senior. 

 

 36. Q.  Okay, and how many non-senior managers? 

 A.  Again, I don't have a number of non-senior 

managers with me. 

 

 37. Q.  Could you please inquire and let us know? 

  MR. BELL:  So can you give me some definition 

as to what you mean when you're talking about 

management.  Is it management as was referred 

to in this affidavit or some broader sense? 

  MR. LASCARIS:  Well, in the affidavit.  I was 

trying to get the numbers behind the statement 

that Mr. Martin makes in his affidavit.  There 

he uses the phrase management personnel, but 
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he's now introduced a wrinkle on that and he's 

distinguished between senior managers and I 

take it others who are within the group of 

management personnel.  So I'm just trying to 

get at what the numbers are behind the 

statement made in this paragraph of his 

affidavit.  Okay? 

  MR. BELL:  All right, so why don't I do this.  

We can tell you the number of people that 

constitute the senior management personnel 

before – or at the commencement of this 

proceeding on March 30
th
 and how many are 

there now or you could ask Mr. Martin who he's 

referring to in terms of departures. 

  MR. LASCARIS:  Right, but his affidavit speaks 

to management personnel, not senior management 

personnel.  So we'd like to know the numbers 

also of management personnel as he meant it.  

I'm not sure what Mr. Martin intended, but 

whatever he meant we'd like to know what the 

number was at the outset of the CCAA 

proceeding and what it is now.  And we'd like 

to have …. 

U/T  MR. BELL:  Fine, we'll do that. 

   

 38. MR. LASCARIS:  Q.  We'd also like to have the 

numbers for senior management personnel, 

whatever Mr. Martin intends by that phrase, 

both beginning – at the beginning of the 

proceeding and currently and, sir, can you 
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identify for me those six individuals whom you 

regard as senior management personnel? 

 A.  Uh, yes I can.  Uh, the ones that I would 

refer to are Mr. Allan Chan, Mr. David 

Horsley, Mr. Alfred Ip, Mr. Alfred Hung, 

Mr. George Ho, Mr. Simon Young. 

 

 39. Q.  And these were, I take it, the senior 

management personnel in the employ of Sino-

Forest Group at the commencement of the 

proceeding right? 

 A.  That's correct. 

 

 40. Q.  Okay, who are the current senior management 

personnel of Sino-Forest? 

 A.  Uh, myself, um, it would be a – a – a lady by 

the name Ms. Chen Hua, a gentleman by the name 

of Mr. Albert Jou, [ph] uh, Mr. Thomas 

Maradin, Mr. Eric Chan, and Mr. Ringo Yip,   

Y-I-P, Yip. 

 

 41. Q.  So there are six individuals whom you 

currently employ by Sino-Forest whom you 

regard, including yourself, as senior 

management personnel and at the outset of the 

CCAA proceeding there was six persons plus 

yourself to make a total of seven, is that 

right? 

 A.  Yeah, I'm talking about the Sino-Forest 

Group. 
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 42. Q.  Correct. 

 A.  Right, correct. 

 

 43. Q.  Okay.  Now, what about the company SFC.  At 

the outset of this proceeding how many senior 

management personnel did it employ? 

 A.  I believe there was two people. 

 

 44. Q.  And they would be whom? 

 A.  Mr. David Horsley and Mr. Thomas Maradin. 

 

 45. Q.  And you would include yourself, I take it, in 

a group of senior management personnel, so 

that would make three correct? 

 A.  Pardon me, of course.  Yes, sorry. 

 

 46. Q.  Okay, and … 

 A.  Yes, three. 

 

 47. Q.  … currently? 

 A.  Well, I'm not an – but I'm not an employee of 

Sino-Forest.  I'm an officer of Sino-Forest, 

I'm not an employee. 

 

 48. Q.  Okay, and currently the company employs who 

as senior management personnel? 

 A.  The company employs one person, Thomas 

Maradin, today as a senior manager – senior 

manager. 
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 49. Q.  Okay.  Now, you're aware that a gentleman by 

the name of K. K. Pun is the defendant in the 

class actions, correct? 

 A.  I am. 

 

 50. Q.  Okay, and … 

 A.  Yes, I am. 

 

 51. Q.  … has he not held the title of President of 

the company either for part of or the entire 

period of the pendency of the CCAA proceeding? 

 A.  Yes, you're – you're absolutely correct.  

Mr. Pun is …. 

 

 52. Q.  Right. 

 A.  Slipped my mind entirely be – because I ques 

– question he is President of Sino-Forest 

corporation. 

 

 53. Q.  Mm-hmm. 

 A.  He's an officer, he's not employed by Sino-

Forest Corporation, but he is an officer of 

Sino-Forest Corporation today. 

 

 54. Q.  What were his responsibilities as President 

during the pendency of this proceeding? 

 A.  His responsibilities are very few.  Um, he 

was a resource for me when required um, to 

speak to various people in China.  Obviously 

I'm not fluent in – not at all can I speak 

Mandarin or Cantonese languages and various 
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other dialects.  Mr. Pun would assist, but not 

to any large degree.  His role was very, very 

limited and continues to be limited. 

 

 55. Q.  And during the pendency of this proceeding, 

other than perhaps acting as an intermediary 

between yourself and persons in China, did he 

have any role, and if so what was it, in the 

attempted restructuring? 

 A.  He's had no role in that restructure. 

 

 56. Q.  Okay, and I assume that because he occupied 

the office of President he nonetheless has 

been paid compensation during the pendency of 

the CCAA proceeding? 

 A.  Yes, he has been paid compensation. 

 

 57. Q.  Do you know approximately what his total 

compensation has been this year? 

  MR. BELL:  Can you explain why that's 

relevant? 

  MR. LASCARIS:  Well, for the time being he is 

a member of the group of current and former 

directors and officers in the CCAA plan that 

is on file with the court and it is proposed 

in that plan that that group of directors and 

officers receive certain releases if the plan 

is approved and we think the question of 

whether or not he should be accorded a release 

is impacted by the question of what he has 

done in his capacity as an officer or 
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otherwise for the company in the context of 

the restructuring and what he has been paid 

for that service, whatever it may have been. 

REFUSAL  MR. BELL:  All right, well, we'll consider 

that question at the sanction hearing.  Until 

then we'll refuse. 

   

 58. MR. LASCARIS:  Q.  So sir, you understand as I 

just recounted to your counsel that there is a 

group of directors and officers identified 

within the plan that's currently on file with 

the court for whom it is in visage that there 

will be certain releases if the plan is 

approved, correct? 

 A.  Yes. 

 

 59. Q.  And you're aware that David Horsley is a 

member of that group? 

 A.  Yes. 

 

 60. Q.  And on September 26
th
 of this year the company 

announced the receipt of a second enforcement 

notice from the OSC, correct?  

 A.  On September 25
th
, yes, they received the – 

the notice and we put a press release out on 

September 26
th
. 

 

 61. Q.  Okay, and on September 27
th
 the company issued 

another press release announcing that David 

Horsley's employment had been terminated, 

correct? 
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 A.  Correct. 

 

 62. Q.  Was the termination of his employment, in any 

way, related to the second enforcement notice? 

 A.  Yes. 

 

 63. Q.  And could you explain to me, at least in 

general terms, what that relationship was? 

  MR. BELL:  We're actually not able to.  The 

OSC enforcement notice is covered by 

confidentiality under the Securities Act and 

it's really impossible to get into this beyond 

what was already stated beyond Mr. Martin. 

 

 64. MR. LASCARIS:  Q.  Now, as part of the rationale 

for the inclusion of Mr. Horsley in that group 

of named directors and officers is that he 

performed services for the company in 

connection with this attempted restructuring? 

 A.  Yes. 

 

 65. Q.  What services did he perform? 

 A.  Uh, he took primarily a lead in uh, - role in 

the financial area, uh, assisting – assisting 

myself, assisting the restructuring committee 

- before that the independent committee of 

course, um, with uh, any due diligence matters 

and he assisted in the sales process.  He's 

been assisting up until his termination uh, 

with the actual uh, CCA plan that is being uh 

– uh, that has been made public.  Um, 
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preparing due diligence materials.  Primarily 

taking the lead dangling in the financial area 

with respect to rate matters that are required 

for their success.  

 

 66. Q.  And I'd assume he was compensated for these 

services? 

 A.  Yes, he was. 

 

 67. Q.  Can you tell me what the approximate total 

compensation, including benefits, he has 

received in this year were? 

REFUSAL  MR. BELL:  I'll give you the same response as 

the last time.  

   

 68. MR. LASCARIS:  Q.  Okay, it's fair to say that 

now that his employment has been terminated 

he'll not be assisting you or other members of 

management of the Board in the completion of 

the CCAA process, correct? 

 A.  That's correct – correct. 

 

 69. Q.  All right.  Now, the version of paragraph 20 

that is contained in your October 3
rd
 

affidavit has changed from the version that 

was served on the service list last week, 

right? 

 A.  Yes. 
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 70. Q.  And is it fair to say that the change is the 

deletion of the words, including senior 

management personnel, from that paragraph? 

  MR. BELL:  I think that the original version 

stated that there had been depletion in 

employees in general and Mr. Martin, upon 

reviewing the affidavit again yesterday, 

realized that the statement was too broad as 

it was applying to employees in general.  The 

issue was really the fact that there'd been 

senior management that had been lost and that 

was what was intended by the change. 

 

 71. MR. LASCARIS:  Q.  Okay.  Now, we have been 

talking up until now about management 

personnel and senior management personnel with 

the company in Sino-Forest group.  I want to 

talk to you now about employees more broadly, 

employees whatever their rank may be, whatever 

their office or function may be.  How many 

employees does the company currently have? 

U/T A.  I can give you an approximate number.  Um, I 

think it's approximately 3300 in total.  I can 

verify that if necessary. 

 

 72. Q.  Please do, and how many of those employees 

reside in Canada? 

 A.  Two. 

 

 73. Q.  And who are those employees? 

 A.  Thomas Maradin and an assistant. 
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 74. Q.  All right, how many employees does Sino-

Forest Group, as we defined it, currently have 

in Canada, and by the way I think you may have 

misunderstood my question now that I think 

about it because you answered 3300 and my 

question was the company.  So do you want to 

rethink that answer?  Was that the answer for 

Sino-Forest Group? 

 A.  Yes … 

 

 75. Q.  Okay. 

 A.  … that's our total force. 

 

 76. Q.  Okay, so the group has 3300 employees 

approximately, and you'll check that and let 

us know, and two of those individuals reside 

in Canada, is that right? 

 A.  That's correct. 

 

 77. Q.  Okay, what about the company?  How many total 

employees does the company have at this time? 

 A.  The company named Sino-Forest Corporation? 

   

 78. Q.  Yes. 

 A.  I just answer – I thought I just answered 

that.  It was two. 

 

 79. Q.  Well, I understood two to be the number of 

employees of the group who reside in Canada. 

 A.  No. 
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 80. Q.  All right, so let's …. 

 A.  There's no – there's no employee …. 

 

 81. Q.  Sorry, let me continue, Mr. Martin. 

 A.  There's no employees other than Mr. Maradin 

and his assistant in Canada at this point in 

time.  There is no employees from uh, Sino-

Forest subsidiaries or the group.  It's 

strictly those two people and that's it. 

 

 82. Q.  Okay, and they're both employees of the 

company? 

 A.  They are employed by Sino-Forest Corporation. 

 

 83. Q.  Okay, and I may – you may have already given 

me this number, but I'm not sure.  So what is 

the total number of employees, whether they 

reside in Canada or not, that the company 

currently has? 

 A.  I believe the number is the same, two. 

 

 84. Q.  And you're not including yourself, because 

you are the CEO of the company you don't 

include yourself in the category of employee 

rank? 

 A.  I'm not an employee of that corporation, 

that's right. 

 

 85. Q.  Right, okay. 

 A.  Of the company. 
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 86. Q.  Going back to your affidavit at paragraph 21 

you think that …. 

 A.  Which …. 

 

 87. Q.  I believe it's the October 3
rd
 affidavit. 

 A.  Okay. 

 

 88. Q.  You say that SFC's ability to continue 

forward with its restructuring and the best 

interest of SFC's stake holders could be 

significantly affected if the time and effort 

of its management, directors and officers are 

diverted from the restructuring and at this 

critical stage, right? 

 A.  I've said that. 

 

 89. Q.  Okay.  Now, when you say that are you 

referring to what you believe may happen if 

the stay is lifted as against the company and 

those of the defendants in the class action 

who continue to be directors or officers of 

the company or are you expressing a concern 

that that will happen if the stay is lifted 

only as against the auditors, underwriters, 

and those individual defendants who are no 

longer directors or officers of Sino-Forest? 

 A.  I'm concerned about this stay being lifted in 

– on – on the company and on the others.  Um, 

that's – that's what I'm stating. 

 

000099



21. 

M.D.M. REPORTING SERVICES 

- J. Martin 

  5 

10 

15 

20 

25 

30 

 90. Q.  So you're saying that even if the stay were 

lifted only as against those others, the 

auditors, underwriters and the individuals who 

are no longer with Sino-Forest, you would 

continue to have this concern? 

 A.  I'm sorry, let me read – just give me a 

moment to think about this.  I'm sorry, but 

could I – could I just ask you to repeat the 

second part of the question please? 

 

 91. Q.  Sure. 

 A.  I want to make sure I get this right. 

 

 92. Q.  Right, so my question is would you continue 

to have the concern expressed in that 

paragraph if the stay was lifted only as 

against the auditors, underwriters and former 

directors and officers of the company who are 

currently defendants in the class action?  In 

other words, if the stay were to remain in 

place visa vie the company and those who 

continue to be directors and officers of the 

company. 

 A.  Well, what – what my concern is, is what 

would happen if the stay was lifted against 

any party and the effect of doing so would be 

that it would chew up resources and time doing 

any sort of a deep dive investigation, 

forensic work, that would take our management 

team's eye off the ball of getting it 

restructured and done on a timely basis which 
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is our number one goal.  That's the concern I 

have, sir. 

 

 93. Q.  May I infer from your comment, sir, that to 

date, the company has not done a deep dive 

investigation? 

 A.  Well, I – there's been many parties that have 

done deep dive investigations through various 

levels of due diligence including very 

detailed and lengthy independent committee 

process. 

 

 94. Q.  And you understand that the company extended 

an excess of $50 Million in order to conduct 

that investigation? 

 A.  The company invested significant funds to 

complete that investigation, yes. 

 

 95. Q.  Is it correct, because I believe you were 

quoted in a press to this effect, that the 

amount was at least $50 Million? 

 A.  If I w – if I was – if I said that then it 

would be correct, yes.  I don't recall what 

number I actually said, but if I said it, it 

would be correct, yes. 

 

 96. Q.  Okay.  Well, if you come to a different 

conclusion - please make enquiries after our 

exchange this evening.  If you decide based 

upon your enquiries that the number was not 
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$50 Million or thereabouts, please let us 

know. 

ADVISEMENT  MR. BELL:  We'll consider that. 

 

 97. MR. LASCARIS:  Q.  All right, let's operate on 

the assumption that it was $50 Million, sir.  

Now, if in fact the company expended 

$50 Million and conducted a deep dive 

investigation aided by experts having various 

qualifications, what additional investigation 

do you think the company is going to have to 

do to respond to the leave and certification 

motions in the class action? 

 A.  It would re – whatever parties would want – 

whatever work each individual party would want 

to do um, and I'm sure many parties involved 

would want to do their own independent deep 

dives and not rely on others as has been the – 

the habit here since June 2
nd
 of 2011. 

 

 98. Q.  Are you satisfied that the company has done a 

deep dive? 

  MR. BELL:  In what respect? 

 

 99. MR. LASCARIS:  Q.  In investigating the 

allegations of Muddy Waters. 

A. I believe that the independent committee 

process as sanctioned by the board and 

publicly reported on in full was a very, very 

extensive examination, yes. 
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 100. Q.  Are you satisfied that the current members of 

the board did a deep dive investigation? 

 A.  I am. 

 

 101. Q.  So what additional investigation would they 

have to do, in your view, in order to respond 

to the leave and certification motions in the 

class action? 

 A.  They being?  Can you define they for me 

please? 

 

 102. Q.  Yes, the corporation and the current 

directors and officers of the corporation. 

 A.  Well, again as I just indicated, it would be 

determined by the requests that came from any 

of the relevant parties, not necessarily by 

the directors of the company itself. 

 

 103. Q.  Sorry, you're expressing a view that the 

company and its board would have an obligation 

to conduct investigation at the behest of 

other defendants? 

 A.  I – I don't know what the obligations would 

be.  I'm not a lawyer.  All I'm saying is that 

um, if – if there's people that are going to 

get granted access at any level to the company 

and its employees and its information, it's 

going to be a major detraction from what our 

number one goal is and that is to complete the 

restructuring as has been made public.  
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 104. Q.  And you agree …. 

 A.  That's my number one concern, sir. 

 

 105. Q.  All right, and you believe there would be a 

major distraction, as you put it, 

notwithstanding the investigation that has 

been done to date and the funds that have been 

expended on that investigation? 

 A.  I believe it would be and I believe it would 

be because people would not rely on work that 

other people have done.  They would want to do 

their own work as I also have indicated has 

been the habit since this um, - uh, Muddy 

Waters matter came about. 

 

 106. Q.  And you don't know whether, as you sit here 

now because you're not a lawyer, whether the 

company itself would have to do additional 

investigation or the board would have to do 

additional investigation in order to satisfy 

the desire of these other parties to conduct 

their own investigation. 

 A.  Yeah, I don't know – I – I – I can't give you 

a legal view.  I would imagine though it would 

take a great deal of time from all parties 

concerned to – to um, satisfy everybody's 

obligations to the fullest. 

 

 107. Q.  Let's look at this from another angle in 

terms of what remains to be done in the CCAA 
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proceeding.  There was a sales process that 

was established and that has failed, correct? 

 A.  It's terminated yes. 

 

 108. Q.  And a meeting order has been issued by 

Justice Morowitz, correct? 

 A.  Yes. 

 

 109. Q.  And the meeting materials, including the 

proposed plan and information circular, were 

filed with the court in connection with the 

issuance of that meetings order, correct? 

 A.  Yes. 

 

 110. Q.  And under the meeting order it is the monitor 

who is going to distribute the meeting 

materials to the relevant stakeholders, 

correct? 

 A.  I believe that's right. 

 

 111. Q.  So it's fair to say that neither you nor any 

of your colleagues at Sino-Forest are going to 

be stuffing envelopes in order to get those 

meeting materials out to the stakeholders, 

correct? 

 A.  We certainly won't be stuffing any envelopes. 

 

 112. Q.  Okay.  Now, let's talk about other aspects of 

your responsibilities.  We just talked now 

about the CCAA process.  Let's talk about the 

state of the company's business.  In the 
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affidavit you swore on March 30
th
 2012 you had 

something to say about the state of the 

company's business, correct? 

 A.  Yes, I did. 

  

 113. Q.  So I'd like to ask Mr. Cohen to pass you a 

copy of that affidavit, and I'd ask you, sir, 

to confirm that that is a copy of your 

March 30
th
 affidavit, without Exhibits. 

 A.  It is. 

 

 114. Q.  So I'd like to mark that as Exhibit 3 please.  

Now, I'd like to take you to paragraph 82 of 

that affidavit.   

 

  EXHIBIT NUMBER 3 – Affidavit dated March 30, 

2012 – Produced and Marked 

 

  MR. BELL:  Did you say 82? 

  THE DEPONENT:  Eighty-two? 

  MADAM REPORTER:  Yes. 

  MR. LASCARIS:   I may actually – if you bear 

with me a moment I may have gotten that wrong. 

I meant 182, sorry.  Sorry, do you need to 

take a brief break now or are you fine to 

continue? 

  MR. BELL:  We're fine to continue, thank you 

though. 

 

 115. MR. LASCARIS:  Q.  So could you please review 

that paragraph for a moment.   

000106



28. 

M.D.M. REPORTING SERVICES 

- J. Martin 

  5 

10 

15 

20 

25 

30 

 A.  Okay, I'm done. 

  

 116. Q.  So you'll have seen from revisiting this 

paragraph that your March 30
th
 affidavit 

speaks to a material deterioration in the 

company’s business including a, in many cases 

as you put it, a shutdown of its operations.  

You stated that certain timber assets has been 

frozen as Sino-Forest was unable to keep up 

with payments and so on.  Is it fair to say 

that since your swearing of this affidavit the 

condition of the company's business has 

deteriorated? 

 A.  It certainly has not gotten any better, yeah 

–no.  

 

 117. Q.  Would you say that it's deteriorated, sir? 

 A.  In some areas it's deteriorated yes. 

 

 118. Q.  And globally would you say its deteriorated - 

looked at as a whole? 

 A.  Ye – yes I would say it's deteriorated 

somewhat – deterior – de – excuse me, 

deteriorated somewhat as a whole.  More 

specific areas have deteriorated more than 

other areas of course. 

 

 119. Q.  And the principal activity of the company at 

the time that – and when I say the company I'm 

referring to the entire group – at the time 
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that the Muddy Waters report was first issued 

was trading and standing timber correct? 

 A.  That's correct. 

 

 120. Q.  Is it fair to say that the company is not 

currently trading of standing timber? 

 A.  Uh, we are not trading any – standing timber 

to the extent that the company did, that's 

correct. 

 

 121. Q.  So there is some trading of standing timber 

going on? 

 A.  There is – there is some business going on 

yes and uh, the management in the PRC 

continues to try to nurture the business along 

despite our predicament. 

 

 122. Q.  Right, so …. 

 A.  But there is small amounts of business … 

 

 123. Q.  I'd like to …. 

 A.  … being done.  

 

 124. Q.  I'd like to focus on the trading in standing 

timber.  You indicated there is some business, 

but let's just stay focused on that please.  

Is currently the company engaging in the 

trading of standing timber to any degree? 

 A.  Not to any material degree, no, not in the 

standing timber. 
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 125. Q.  What do you mean by material?  What do you 

consider to be to a material degree? 

 A.  Five percent of the former base. 

 

 126. Q.  And what's the former base? 

 A.  Would be in material – sorry, I – I don't 

have those numbers in front of me, uh …. 

 

 127. Q.  Okay, why don't we simplify this …. 

 A.  They're public. 

 

 128. Q.  Okay, why don't you tell us, and you may not 

– well, if you can't now I would appreciate 

your sharing of the information if you can.  I 

would ask you to make inquiries.  During the 

month of September of 2012, how much revenue 

was generated from the sale of standing 

timber?  Do you know the answer to that 

question? 

 A.  Not off the top of my head I don't. 

 

 129. Q.  Could you please make enquiries and let us 

know? 

ADVISEMENT  MR. BELL:  We'll consider that. 

 

 130. MR. LASCARIS:  Q.  And are you able to say how 

much revenue was generated from any of the 

company's business activities in the month of 

September?  Whether from standing timber or 

otherwise? 

ADVISEMENT  MR. BELL:  Same answer. 
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 131. MR. LASCARIS:  Q.  Do you think it's fair to say 

that the company's business has ground to a 

halt, sir? 

 A.  No, I don't think it's fair to say it's 

ground to a halt.  It has deteriorated as I've 

stated and management is working hard to keep 

um, parts of the business, um, that we can um, 

going, but there's limitations on capital 

investment are being imposed.  There are 

difficulties in collecting accounts 

receivable.  We are being chased heavily for 

our accounts payable.  Um, so it's – it's a 

difficult situation, but that does not mean 

that management in the BRC of the various 

operating entities are not attempting to do 

business um, whether it's small standing 

timber business, purchase and sales within the 

working structure um, or in the manufacturing 

areas including flooring and our other plants, 

but again it is a small amount of the business 

as a whole.   

 

 132. Q.  But you – as we said, expressed a concern 

that a lifting of the stay would cause the 

company's management to become distracted by 

the class action and do you understand that 

the first order of business, if the stay, were 

to be lifted in the class action would be for 

the court to decide whether the action should 

be certified as a class proceeding and whether 
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lead should be granted as against certain 

defendants to pursue a case under part 23.1 

under the Ontario Securities Act? 

 A.  I don't understand the specifics of the 

precise law, sir.  I understand in concept, 

but not the specifics of the law and the 

sections. 

 

 133. Q.  Right.  Well …. 

  MR. BELL:  And they would want to refer to 

that as the secondary market. 

  THE DEPONENT:  Uh, secondary market I 

understand. 

 

 134. MR. LASCARIS:  Q.  Right, so there's a 

certification motion of which the proposed 

representative plaintiffs asked the court to 

appoint them as representatives of the 

proposed class and to prosecute a case on 

their behalf.  You understand that, right? 

 A.  Yes. 

 

 135. Q.  Okay, and you understand that there is also a 

separate motion, although the two may well be 

heard together, where the plaintiffs are 

asking the court to allow them to pursue a 

secondary market claim under the Securities 

Act, right? 

 A.  Yes. 
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 136. Q.  Okay, and you understand that those 

materials, the materials supporting those two 

motions, were filed by the plaintiffs 

approximately six months ago with the court, 

correct? 

 A.  Y – uh, yes. 

 

 137. Q.  Have you, yourself, reviewed the materials or 

any part of the materials that were filed in 

support of those motions? 

 A.  I would have reviewed some of the materials.  

I wouldn't say that I've reviewed every single 

page or every detail of the materials. 

 

 138. Q.  And when would you have conducted that 

review? 

 A.  Over time, since the …. 

 

 139. Q.  And are you aware of whether any of the other 

current board members have reviewed the 

materials filed in support of those motions? 

 A.  I – I can't speak for the other members of 

the board. 

 

 140. Q.  So do you understand that in order for the 

court to adjudicate those motions the next 

step would be for the defendants, if they so 

choose, to file evidence in opposition to 

those motions?  Do you understand that? 

 A.  Yes. 
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 141. Q.  And do you understand that if the stay were 

lifted, your counsel, or counsel for other 

defendants, could ask Justice Perell to 

require those materials to be filed sometime 

after the meeting that is called for the 

stakeholders’ approval of the plan? 

  MR. BELL:  It sounds like your legal argument 

Dimitri, which you can make to the judge 

yourself. 

 

 142. MR. LASCARIS:  Q.  Do you have an understanding 

of what discovery means in litigation 

Mr. Martin? 

 A.  I do. 

 

 143. Q.  And do you know that discovery would 

generally take place after the adjudication of 

the certification of lead motions? 

 A.  Can't say that I – I know that fact or not, 

no. 

 

 144. Q.  Now, on paragraph 23 of your October 3rd 

affidavit you state that many of the 

defendants in the class actions seek to be 

indemnified by the company for the cost and 

liabilities in those actions, right? 

 A.  I'm just reviewing it, one moment please. 

 

 145. Q.  Sure. 

 A.  Okay. 
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 146. Q.  So are you of the view then that these 

indemnification claims would constitute a 

reason for not lifting the stay as against 

those other defendants? 

 A.  I – I – I don't know if I'm qualified to 

answer that question, sir. 

 

 147. Q.  So you, yourself, don't have a view as to 

whether the advancement of those 

indemnification claims would distract 

management to the prejudice of the CCAA 

proceeding? 

 A.  No, that I – if that's the question that you 

are asking me - as I said before I'd be very 

concerned about that.  That would be my number 

one concern is the distraction away from the 

process that we are in. 

 

 148. Q.  Right, so you are concerned that the 

advancement of those indemnification claims 

would distract management?  Is that fair? 

 A.  It – if it took management's time to respond 

to matters as a result of that action then 

yes, I would be concerned as my number one 

concern is the time that management is 

spending on matters other than the CCAA plan 

as well.  That's my number one concern, sir. 

 

 149. Q.  Well, you say ‘if’.  Do you have a view as to 

whether it would require your time and energy 
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to deal with the advancement of those 

indemnification plans? 

  MR. BELL:  I think that he'll take advice from 

counsel as to what evidence is required and I 

think that the evidence that Mr. Martin has 

provided is pretty clear that insofar as any 

effort is required on the part of the company, 

that's a concern of his.  We can make our own 

arguments and objections as to whether or not 

that would be required in the end. 

   

 150. MR. LASCARIS:  Q.  Well, I'd like to hear from 

Mr. Martin as to what efforts he thinks he 

would have to make in order to deal with those 

indemnification claims in the context of the 

certification and lead motions because that's 

what we're talking about here.  We're talking 

about lifting up a stay through the purpose of 

pursuing those motions.  So why is it, 

Mr. Martin, if you in fact have this concern, 

that you believe that the advancement of those 

claims at this stage of the proceeding would 

require a significant expenditure of your time 

and effort? 

 A.  Because I don't know what would be required 

by the company and/or its management and 

employees um, to support that.  I just don't 

know.  That's my concern, is the unknown. 

 

 151. Q.  Now, at paragraphs 24 to 32 of your 

October 3
rd
 affidavit you explained why the 
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company is opposed to the production of 

certain documents that were deposited in the 

data room, right? 

 A.  Paragraphs 24 and 25? 

 

 152. Q.  From 24 to 32. 

 A.  Twenty-four to 32.  Yes. 

 

 153. Q.  Now, the heading to that section describes 

these documents as confidential, right?  

That's the heading just before paragraph 24. 

 A.  Yes, I see that. 

 

 154. Q.  So I'd like to understand what you mean by 

confidential.  Do you mean that you understand 

that those documents are covered by the non-

disclosure agreement or do you mean something 

more than that? 

 A.  Uh, I believe I – I'm – well, I'm referring 

to confidentiality agreement that was signed 

by the parties on as part of mediation. 

 

 155. Q.  All right, it's not your understanding, is 

it, that the company owes an obligation to 

third parties to keep those documents 

confidential? 

 A.  Can you – can you say that question again?  I 

wasn't sure what – were you asking that in a 

positive and negative way. 
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 156. Q.  It is not your understanding, is it, that the 

company owes an obligation to third parties to 

maintain the confidentiality of those 

documents? 

 A.  Again, I don't understand the double – the – 

I don't understand the question that the – the 

part of the question. 

 

 157. Q.  Do you have an understanding that the company 

has an obligation to third parties to maintain 

those documents in confidence? 

 A.  All of our documents - corporate documents 

are confidential other than those that are 

publicly disclosed through the Board. 

 

 158. Q.  But if the board chooses to, or you choose as 

the CEO, whoever has the proper authority, to 

make this decision at Sino-Forest Corporation, 

to release those documents to the public, you 

don't have an understanding that there would 

be a legal impediment to you doing that do 

you? 

 A.  I don't – I – I can't think at this point in 

time that there's a legal impediment of doing 

that other than um, making sure that uh, 

everybody at the company un – under governance 

rules would agree to the release of those 

documentations. 

 

 159. Q.  Okay, are you aware that of the 18,925 

documents which you say were deposited into 
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the data room, we are seeking in this motion 

an order requiring that less than 30 of them 

be produced? 

 A.  I wasn't aware of the specific number. 

 

 160. Q.  Are you aware that last week we provided to 

your lawyers an appendix listing the documents 

which we want the court to order to be 

produced? 

 A.  I'm not aware of that specific – I haven't 

reviewed that specific document. 

 

 161. Q.  So you've not seen the list of documents that 

we would like to have produced in this motion? 

 A.  I have not reviewed it myself, no. 

 

 162. Q.  Okay, now have you, yourself, read the 18,295 

documents which you say the company deposited 

in to the data room? 

 A.  No, I have not. 

 

 163. Q.  Have you, yourself, read the 28 documents 

which our clients seek to have produced? 

 A.  I have not reviewed them all at this point in 

time. 

 

 164. Q.  Do you recall which ones you reviewed? 

 A.  I reviewed some – I believe some 

communication between the auditors and 

management.   
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 165. Q.  Do you recall which communications? 

 A.  Not specifically, no. 

 

 166. Q.  Okay, so on paragraph 29 of your October 3
rd
 

affidavit you say that the documents deposited 

by the company in the data room “contained 

information regarding Sino-Forest business 

processes and internal workings that has not 

been publically disclosed.”  So if you've not 

read those documents, sir, how do you know 

that? 

  MR. BELL:  That wasn't what his evidence was. 

 

 167. MR. LASCARIS:  Q.  What's your evidence sir? 

A. I was advised by counsel I believe. 

  MR. BELL:  Well, the witness testified that he 

had reviewed certain of the documents, but not 

all of them and he referred to various 

communications between the auditors and Sino-

Forest personnel. 

   

 168. MR. LASCARIS:  Q.  So you're not saying then that 

all the documents in the data room contain 

information regarding Sino-Forest business 

processes and internal workings that has not 

been publicly disclosed? 

 A.  No.   

 

 169. Q.  Do you know how many, approximately, of those 

documents contain that type of information? 

 A.  I do not at this point in time. 
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 170. Q.  Do you know how many, if any, of the 28 

documents that we seek to have produced 

contain that type of information? 

 A.  Not at this point, I don't. 

 

 171. Q.  At paragraph 32 of your affidavit of 

October 3
rd
 you say that SFC has kept 

confidential the identity of most of its 

contracting parties in the PRC.  You see that? 

 A.  Yes. 

 

 172. Q.  Does the phrase, as you used it, contracting 

parties, mean or include suppliers and 

authorized intermediaries?  

 A.  It would include those parties. 

 

 173. Q.  So when you say most - that you kept 

confidential most of the – the identities of 

most of these parties, we can infer from that 

that some of these parties have had their 

identities disclosed to the public right? 

 A.  Yes. 

 

 174. Q.  And one such party is Yuda Wood, correct? 

 A.  Correct. 

 

 175. Q.  And which of Sino-Forest contracting parties, 

other than Yuda Wood, have had their 

identities disclosed to the public? 
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 A.  I would have to do a fulsome review to give 

you a specific answer on that question, sir. 

  

 176. Q.  Okay.  Well, we'd like you to do that because 

you've expressed a concern here about 

disclosure of identities of contracting 

parties, and of course I think you'll agree 

with me, sir, that if your identities have 

already been disclosed the concern you're 

expressing here would not be applicable, 

right? 

 A.  Certainly if – if the – if it is made – if 

the information has been made public in one 

form or another than um, I would have no 

concern about making it available again. 

 

 177. Q.  Okay, so we would like to know which 

documents of those that we are seeking – so 

the first question I've asked you investigate 

and inform us about is what contracting 

parties have had their identities disclosed 

and secondly, of the contracting parties who 

are identified, if any, in the 28 documents 

we're seeking to have produced, which of those 

contracting parties have not had their 

identities disclosed. 

ADVISEMENT  MR. BELL:  We'll take that all under 

advisement. 

 

 178. MR. LASCARIS:  Q.  Okay.  Now, to the extent that 

a contracting party has not had its identity 
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disclosed and is referenced in one of those 28 

documents, you would agree with me that your 

concern would be satisfied if the name of the 

contracting party was redacted. 

 A.  That's reasonable, yes. 

 

 179. Q.  In paragraph 30 of your affidavit you state 

that SFC has experienced difficulties in 

connection with a collection of accounts 

receivable and in its relationships with some 

contracting parties, right? 

 A.  Correct. 

 

 180. Q.  Now, are we to take it from your statements 

about these difficulties that the company 

hopes to be able to preserve relationships 

with its contracting parties in respect of 

whom it has experienced collection issues? 

 A.  It would be – that would be a goal of ours to 

preserve those um, so that once this process 

is complete and uh, the new company emerges 

and can get back to business, that the people 

that we have done business with that may owe 

us money, will recognize the fact that this 

company is back in business and is – will 

continue to be a force in the future and 

therefore um, honor its obligations as they 

exist today and do business in the future. 
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 181. Q.  Okay, on August 7
th
 of 2012 the company issued 

a material change report with respect to these 

collection issues, correct? 

 A.  We issued a press release.  I can't recall 

the exact date, but yes. 

  

 182. Q.  And it was part of a material change report 

that was filed on SEDAR, correct? 

 A.  Again, I believe that's right. 

 

 183. Q.  Okay.  Well, maybe it will help you if we put 

the document in front of you.  I'd ask 

Mr. Cohen to provide you with a copy, and 

could you tell me, sir, if you recognize that 

material change report? 

 A.  I do. 

 

 184. Q.  Okay, so can we mark that as Exhibit 4, 

please.  So I'd like to go to the second page 

of the press release that is attached to that 

material change report and in the first full 

paragraph you'll see that it states the 

company has continued efforts to collect 

receivables owing to its WFOE subsidiaries and 

to preserve receivables owing to the company's 

BDI subsidiaries and it goes on to state in 

taking these steps the company has learned 

that certain of the entities with receivables 

owing to the company's subsidiaries have 

recently deregistered under PRC law.  De-
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registration has the effect of terminating 

existence of the entity.  Do you see that? 

 A.  I do. 

 

  EXHIBIT NUMBER 4 – Material change report – 

Produced and Marked 

 

 185. MR. LASCARIS:  Q.  And then further down in the 

last paragraph before inquiries, in the first 

sentence it says, the company believes that 

the de-registrations were improper under PRC 

law and that remedies are available to it as a 

result of the actions taken, right? 

 A.  Correct. 

 

 186. Q.  And are you aware that in the sixth report 

issued on August 10
th
 2012 the monitor 

disclosed that the company and the monitor 

were seeking advice regarding possible 

criminal remedies that might be available to 

the company as against the shareholders and 

related parties of the de-registered entities? 

 A.  Yes.  I am aware that there was both - uh, 

both civil actions possibilities of course  

and criminal that could be investigated. 

 

 187. Q.  So could you help me to understand, sir, how 

the company hopes to preserve relationships 

with entities that no longer exist and whose 

shareholders may become the subject of 
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criminal proceedings at the behest of the 

company? 

 A.  Well, I – I think uh, the – the very last 

thing that we do is to uh, take somebody to 

court.  We – we would hope that the process, 

up to and including the court house steps, 

would be uh, one that would uh, provide for a 

solution, but let there be no mistake that the 

company is – has indicated to everybody that 

does owe us money and who refuses to pay that 

we will exercise all rights that we have, um, 

however we will try and do it on a consensual 

basis, and are trying to do it on a consensual 

basis as we speak. 

 

 188. Q.  But even if you manage to resolve it without 

recourse to criminal or civil proceedings, the 

fact is these entities no longer exist, sir.  

Correct? 

 A.  Correct. 

 

 189. Q.  And so there's really no possibility of a 

relationship being preserved because these 

entities are gone. 

 A.  This is – these are entities – there's other 

entities um, that can be created and there's 

other entities that may in fact exist that can 

do business. 

 

 190. Q.  But you've expressed …. 

000125



47. 

M.D.M. REPORTING SERVICES 

- J. Martin 

  5 

10 

15 

20 

25 

30 

 A.  Uh, with the company, not just these 

particular ones. 

 

 191. Q.  But the concern that you've expressed in your 

affidavit is to the disclosure of the names of 

the entities, right?  The entities with which 

the company did business in the past and no 

longer exist right? 

 A.  Yes. 

 

 192. Q.  Okay, so would you …. 

 A.  Yes. 

 

 193. Q.  Would you agree with me that disclosing those 

names is not going to prevent you from 

reviving or preserving a relationship with 

those companies because those companies are 

gone. 

 A.  The disclosure of that information, in my 

view, would be the very last – part of the 

very last step.  We would want to negotiate, 

discuss at length with these parties to figure 

out if there is other ways within PRC that we 

can recover amounts that these companies owe 

us.  Disclosure of the name would not be the 

proper thing to do at this point in time, in 

my view and certainly it's not at the – not – 

not – not the view of other people I've talked 

to who do business in PRC and are far more 

knowledgeable about these things than I. 
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 194. Q.  What people would that be? 

 A.  My management team. 

 

 195. Q.  Okay, have you specifically asked them 

whether the disclosure of the names of 

entities that no longer exist would prevent 

the company from reviving relationship with 

those entities? 

 A.  I'm not sure I proposed the questions – if 

they were in those exact words, but certainly 

myself and the senior management that I'm 

referring to have had lengthy discussions on – 

about suppliers and – and customers and other 

contracts that we have and the common sense 

approach in China to – that is represented to 

me by management in the PRC that I respect – 

who's views I respect – is that we should not 

do anything that could make these guys run 

away and hide so that when we come out of this 

business, we can't revive the business that we 

had and our chance at recovery of the – of the 

assets that were contained within these de-

registered companies in one way or another. 

 

 196. Q.  Do you know whether …. 

 A.  And to me – and sorry, one – just last thing, 

to me the most important aspect for the 

company is to recover these very, very 

material amounts of money. 

 

 197. Q.  Right. 

000127



49. 

M.D.M. REPORTING SERVICES 

- J. Martin 

  5 

10 

15 

20 

25 

30 

 A.  So anything that we do that's got to be our 

number one – and it is in fact our number one 

goal is to not close that door. 

 

 198. Q.  And you're hopeful that companies owing 

hundreds of millions of dollars to Sino-Forest 

Corporation, or its subsidiaries, and that 

were improperly deregistered, and potentially 

in a way that gives rise to criminal 

liability, that those are companies or 

organizations with which this company can have 

a productive relationship in the future? 

 A.  I'm certainly not saying it's perfect, but 

it's um – find a way for this company to 

recover those material assets is number one 

focus. 

 

 199. Q.  Are you aware of whether the names of any of 

these deregistered entities are disclosed in 

the 28 documents that we seek to have 

produced? 

 A.  I don't know if those – those – those names 

are disclosed in there.  I would have to do a 

fulsome review. 

  

 200. Q.  I would ask you, sir, to do that review and 

if there is in fact one or more subsidy 

registered entities identified in those 

documents, we'd like to know which ones - 

which of these entities have been 

deregistered. 
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ADVISEMENT  MR. BELL:  We'll take that under advisement. 

 

 201. MR. LASCARIS:  Q.  We'd also like to know – if I 

haven't already asked you this – to advise us 

which of those 28 documents contain what you 

believe to be information regarding Sino-

Forest business processes and internal 

workings that has not been publicly disclosed.  

And we'd like to know …. 

U/T  MR. BELL:  Yes, we'll do that. 

 

 202. MR. LASCARIS:  Q.  And we'd like to know what 

business processes and internal workings are 

disclosed in those documents that have not 

previously been exposed. 

ADVISEMENT  MR. BELL:  We'll take that under advisement. 

  MR. LASCARIS:  Okay, I have no further 

questions sir.  Thank you very much. 
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Sino-Forest Announces CCAA Filing to Pursue Third Party Sale Transaction 
 Or Restructuring with Noteholders; Commences Action Against Muddy Waters  

 
 
TORONTO, CANADA – March 30, 2012 - Sino-Forest Corporation ("Sino-Forest" or the 

"Company") (TSX:TRE) today announced that it has reached agreement with an ad hoc 

committee of its noteholders (the "Ad Hoc Committee") on the material terms of a 

transaction (the "Transaction") which would involve either a sale of the Company to a 

third party or a restructuring under which the noteholders would acquire substantially all 

of the assets of the Company, including the shares of all of its direct subsidiaries which 

own, directly or indirectly, all of the business operations of the Company.  The Ad Hoc 

Committee represents a significant portion of the holders 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").   

 

The Company is initiating proceedings today in the Ontario Superior Court of Justice 

(the "Court") under the Companies' Creditors Arrangement Act (the "CCAA") seeking 

approval for a Court supervised restructuring process to implement the Transaction, 

including the immediate initiation of a sale solicitation process and a stay of certain 

creditor claims.  Holders of approximately 40% of the aggregate principal amount of 

Notes have executed a support agreement (the "Support Agreement") in which they 

have agreed to support and vote for the Transaction. The Company will continue to 

solicit additional Noteholder support for the Transaction. Noteholders who wish to 

become "Consenting Noteholders" and participate in the Early Consent Consideration 

(as defined in the Support Agreement) are permitted to do so until May 15, 2012, and 

further information will be available on the website of the proposed monitor in the CCAA 

proceedings, FTI Consulting Canada, Inc. at http://cfcanada.fticonsulting.com/sfc. 

 

Sino-Forest made the decision to initiate CCAA proceedings with the unanimous 

authorization of its Board of Directors after thorough consultation with its advisors and 

extensive consideration of other alternatives.  

 

“We believe the full value of our assets will only be achieved if we are able to continue 

operating the business, and repair and preserve relationships with our customers and 

suppliers.  We believe that the CCAA restructuring process is the best method to secure 

our future and will allow the time and stability required to normalize operations following 

the allegations made against the Company by Muddy Waters, LLC ("Muddy Waters").  
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The Transaction we have negotiated is indicative of the support of a significant portion 

of Sino-Forest's Noteholders," said Judson Martin, Vice-Chairman and Chief Executive 

Officer of Sino-Forest. 

 
Sale Process  
 
The Support Agreement provides that the Company will make an application to the 

Court under the CCAA for an order approving a sale solicitation process pursuant to 

which Sino-Forest's financial advisor, Houlihan Lokey ("Houlihan") will solicit from third 

parties offers to purchase substantially all of Sino-Forest's assets (other than certain 

excluded assets).   

 

Further details regarding the sale solicitation process will be announced by the 

Company following approval of a sale process order by the Court. 

 
Restructuring Transaction  
 
The Support Agreement provides that if the Company does not obtain an acceptable 

offer resulting from the sale solicitation process, the Company will implement a 

restructuring transaction (the "Restructuring Transaction") in which Sino-Forest will 

transfer substantially all of its assets, other than certain excluded assets, to a newly 

formed entity ("Newco") owned and controlled by the Noteholders in full and final 

settlement of all claims of any person in respect of the Notes.  The assets transferred to 

Newco pursuant to the Restructuring Transaction would include all of the shares of the 

Company's directly owned subsidiaries and all of the receivables of the Company owed 

by its direct and indirect subsidiaries, but exclude certain litigation claims of the 

Company against third parties which will be transferred to a litigation trust (the 

"Litigation Trust") established to pursue such claims, including claims against Muddy 

Waters, and US$20 million in cash, which will be transferred to and used to fund the 

Litigation Trust.   

 

If the Restructuring Transaction occurs, the Support Agreement provides that Junior 

Constituents (as defined in the Support Agreement) will receive: (a) their pro rata share 

of non-transferable "Contingent Value Rights" of Newco which will entitle them to 

receive 15% of the value of Newco, if any, in excess of U.S.$1.8 billion (being the 

approximate principal amount of the Notes) plus accrued interest on the Notes up to 

and including the CCAA filing date, for no additional consideration upon the occurrence 

of a liquidity event of Newco within seven years following the implementation date of the 

Restructuring Transaction, and (b) a right to receive their pro rata share of (i) 100% of 

any proceeds realized by the Litigation Trust for claims against or settlements with 
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Muddy Waters and its joint actors, and (ii) the first $25 million of any proceeds realized 

from claims against or settlements with third parties other than Muddy Waters and its 

joint actors.  If at the time proceeds are available for distribution from the Litigation 

Trust, the enterprise value of Newco is less than 85% of the principal amount of the 

Notes plus accrued interest on the Notes up to and including the CCAA filing date (the 

"Threshold Amount"), 30% of the remaining proceeds realized from claims against or 

settlements with third parties other than Muddy Waters and its joint actors will be paid to 

Noteholders (up to a maximum of the difference between the Threshold Amount and the 

enterprise value of Newco) and the remaining proceeds will be paid to Junior 

Constituents. If the enterprise value of Newco at the time such proceeds are available 

for distribution from the Litigation Trust is more than the Threshold Amount, Junior 

Constituents will receive 100% of the remaining proceeds realized from claims against 

or settlements with third parties other than Muddy Waters and its joint actors. 

 

Many of the terms of the Restructuring Transaction remain to be settled between the 

parties in definitive documentation. The transactions contemplated by this press release 

will be subject to various conditions, including relevant creditor, regulatory and Court 

approvals. Sino-Forest continues to be subject to a cease trade order of the Ontario 

Securities Commission which prohibits trading in Sino-Forest's securities. 

 

Additional details regarding the Transaction are contained in the Support Agreement, a 

copy of which will be available at www.sedar.com and on the proposed monitor's 

website at http://cfcanada.fticonsulting.com/sfc. There can be no assurance as to when 

or if a Transaction will be completed, or as to the terms of any such Transaction. 

 

Claim Against Muddy Waters, Carson Block and Others 
 
The Company also announced that it has commenced an action in the Court against 

Muddy Waters, Carson Block, and others, relating to the allegations made against the 

Company by Muddy Waters, and trading in Sino-Forest shares prior to and following the 

public release on June 2, 2011, of a report prepared by Muddy Waters.  The action 

alleges that public statements made by Muddy Waters and Carson Block were 

defamatory.  The action seeks damages in the amount of $4 billion and the recovery of 

profits made by Muddy Waters and others in connection with the Muddy Waters report. 

 
Cash Balance, Cash Flow Projections and Third Quarter Financial Statements  
 

As part of its negotiations with the Ad Hoc Committee, and pursuant to confidentiality 

agreements, the Company provided to certain Noteholders who were parties to such 

agreements, information regarding the Company's cash balance as of March 2, 2012 
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and its expected cash flow needs for the remainder of 2012.  The confidentiality 

agreements require Sino-Forest to publicly disclose this information by the sooner of the 

commencement of any proceedings under the CCAA and April 30, 2012. The cash 

balance and cash flow projections provided to such Noteholders are attached to this 

news release as Schedule A.    

 

The cash balance and cash flow projections are internal documents prepared by 

management of the Company and are subject to the assumptions set out in the 

projections.  In addition, the cash balance and cash flow projections were prepared as 

at March 2, 2012, and may no longer reflect the Company's current circumstances or 

the current estimates of management of the Company. Neither the Board of Directors of 

Sino-Forest nor any of its committees has approved the cash balance or cash flow 

projections. Sino-Forest does not, as a matter of course, publish its budgets or make 

external projections or forecasts of its anticipated financial position, expenditures, cash 

balances or cash flows. The non-public information provided to the Ad Hoc Committee 

was not prepared with a view to being disclosed publicly and is included in this news 

release only because such information was made available to the Ad Hoc Committee. 

Subject to applicable securities laws, Sino-Forest does not intend to or anticipate that it 

will, and disclaims any obligation to, furnish updated projections or forecasts or similar 

forward looking information to holders of securities issued by Sino-Forest or to include 

such information in documents required to be filed with the applicable Canadian 

securities regulatory authorities or otherwise make such information publicly available. 

 

Sino-Forest will also file with the Court today in the CCAA proceedings, draft copies of 

its financial statements for the three and nine months ended September 30, 2011 (the 

"Draft Q3 Financial Statements"). The Draft Q3 Financial Statements will not be filed 

with the Canadian securities regulators, but will be available on the website of the 

proposed monitor at http://cfcanada.fticonsulting.com/sfc.  Sino-Forest cautions readers 

that the Draft Q3 Financial Statements are in draft form only, and they do not and are 

not intended to comply with the requirements of applicable securities law or Canadian 

generally accepted accounting principles. As previously disclosed, the Company 

cautions readers that its historical financial statements, including the Draft Q3 Financial 

Statements, may not be reliable and should not be relied upon for any purpose. The 

Draft Q3 Financial Statements have been prepared by management of the Company 

and have not been reviewed or approved by the Board of Directors of the Company, 

any committee of the Board of Directors or the Company's auditors.  

Other Matters 
 
Sino-Forest has determined that it will not be in a position to file its audited annual 

financial statements for fiscal 2011 by the March 30, 2012 deadline. Sino-Forest has 
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made considerable efforts to address issues identified by its Audit Committee and the 

Independent Committee and by its external auditor, Ernst & Young LLP, as requiring 

resolution in order for Sino-Forest to be in a position to obtain an audit opinion in 

relation to its 2011 annual financial statements.  However, as yet, Sino-Forest has not 

been able to satisfactorily address those issues for audit purposes for the same reasons 

previously disclosed.  Sino-Forest has also determined not to file its annual information 

form by the prescribed deadline and will apply to the Court for postponement of its 

annual meeting of shareholders for the duration of the CCAA proceedings.    

 

Sino-Forest also announced that Albert Ip has resigned for health reasons from his 

position as Senior Vice President, Development & Operations North-East and South-

West China.  Mr. Ip has agreed to serve as a consultant to Sino-Forest on a part-time 

basis. "I would like to thank Albert for his service to Sino-Forest," said Judson Martin, 

Vice-Chairman and Chief Executive Officer of Sino-Forest. 

 

Houlihan is acting as financial advisor to Sino-Forest, Bennett Jones LLP is acting as 

Canadian legal advisor to Sino-Forest and Osler Hoskin & Harcourt LLP is acting as 

Canadian legal advisor to the Board of Directors of Sino-Forest. The Ad Hoc Committee 

of Noteholders is being advised by Moelis & Company, Goodmans LLP and Hogan 

Lovells LLP. 

 

About Sino-Forest Corporation  
 
Sino-Forest Corporation is a leading commercial forest plantation operator in China. Its 
principal businesses include the ownership and management of tree plantations, the 
sale of standing timber and wood logs, and the complementary manufacturing of 
downstream engineered-wood products.  Sino-Forest also holds a majority interest in 
Greenheart Group Limited (HKSE:00094), a Hong-Kong listed investment holding 
company with assets in Suriname (South America) and New Zealand and involved in 
sustainable harvesting, processing and sales of its logs and lumber to China and other 
markets around the world.  Sino-Forest's common shares have been listed on the 
Toronto Stock Exchange under the symbol TRE since 1995.  Learn more at 
www.sinoforest.com.  
 
No stock exchange or regulatory authority has approved or disapproved of information contained herein. 
This news release contains forward-looking information within the meaning of applicable securities laws, 
including statements relating to: the Company's expectations regarding the proposed sale solicitation 
process pursuant to which the Company and its advisors would seek potential purchasers of the 
Company's assets and the expected terms of any such third party sale; the Company's expectations 
regarding the proposed restructuring transaction involving the Company pursuant to which Noteholders 
would acquire the assets of the Company and the expected terms and consideration payable under such 
transaction; the Company's beliefs regarding the benefits of a court supervised process under the CCAA 
and the perceived benefits of that process on the Company's attempts to normalize its operations; the 
Company's expectations regarding its ability to complete its annual financial statements; and the 
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Company's intentions regarding the proposed closing of any transaction.  The forward looking statements 
expressed or implied by this news release are subject to important risks and uncertainties. When used in 
this news release, the words "believe", "intend", "estimate", "expect", "will", "plan", "consider", "may", 
"projections", and similar expressions are intended to identify forward-looking statements, although not all 
forward-looking statements contain such words. Forward-looking statements are based on estimates and 
assumptions made by the Company in light of its experience and its perception of historical trends, 
current conditions and expected future developments, as well as other factors that the Company believes 
are appropriate in the circumstances. The results or events predicted in these statements may differ 
materially from actual results or events and are not guarantees of future performance of Sino-Forest. 
Factors which could cause results or events to differ from current expectations include, among other 
things: actions taken by Noteholders, other lenders, other creditors, shareholders, regulators, 
governmental agencies and other stakeholders to enforce their rights;  the Company's ability to find a 
purchaser for the Company's assets in the sale solicitation process; the Company's ability to finalize 
definitive documentation regarding a sale transaction or restructuring transaction on the terms 
contemplated, if at all; the Company's ability to complete any sale transaction or the restructuring 
transaction in the timeframe contemplated, if at all, which is subject to the satisfaction or waiver of 
numerous conditions some of which are beyond the control of the Company, including the approval of the 
Court, the Company's creditors and other stakeholders and securities and other regulatory authorities; the 
outcome of examinations currently underway by law enforcement, securities regulatory authorities and 
the Company's auditors; the outcome of class action or other proceedings which have been or may in 
future be initiated against the Company; the accuracy and outcome of the results of tree asset testing 
undertaken by the Company; our reliance on key employees; our ability to acquire rights to additional 
standing timber; our ability to meet our expected plantation yields; the cyclical nature of the forest 
products industry and price fluctuation in and the demand and supply of logs; our reliance on the 
relationship with local plantation land owners and/or plantation land use rights holders, authorized 
intermediaries, key customers, suppliers and third party service providers; our ability to operate our 
production facilities on a profitable basis; changes in currency exchange rates and interest rates; the 
evaluation of our provision for income and related taxes; economic, political and social conditions and 
government policy in China, the Republic  of Suriname and New Zealand, and stock market volatility; and 
other factors not currently viewed as material that could cause actual results to differ materially from those 
described in the forwarding-looking statements. For additional information with respect to certain of these 
and other factors, see the reports filed by Sino-Forest Corporation with applicable Canadian securities 
administrators. Sino-Forest Corporation disclaims any intention or obligation to update or revise any 
forward-looking statements, whether as a result of new information, future events or otherwise, except as 
required by law. 
 
 

FOR INVESTOR INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  
Tel: + 1 646 625 7452 
 
FOR MEDIA INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  
Email: sinoforest@brunswickgroup.com  

New York  
Stan Neve  
Tel: +1 212 333 3810  

Hong Kong  
Tim Payne  
Cindy Leggett-Flynn 
Tel: +852 3512 5000  
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Summary Cashflow Since Publicly Disclosed on November 15, 2011 

 Total cash consumed between November 4, 2011 and March 2, 2012 of US$174.7 

million 

 Cash consumed onshore was US$43.1 million while cash consumed offshore 

was US$131.6 million 

 Cash used in operations included purchases of land leases, a onetime offshore 

trading purchase, plantation overhead and corporate overhead, partially offset by 

collection of sales receipts 
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Cash Position by Geography as of March 2, 2012 

 Cash Position Summary as of March 2, 2012 (US$mm)
(1)

  

 China Entities – Accounts in China 211.0
(2)

 

 

 

 China Entities – Offshore Accounts 43.2 
Offshore: 

US$185.2 mm 
 Hong Kong 74.2 

 Canada 67.8 

 Barbados 0.1  

 Total 392.2   

    

Notes: 

A substantial portion of the Company’s cash balance is currently held in its People's Republic of 

China (PRC) subsidiaries in United States dollars (USD). Conversion of USD to Renminbi 

(RMB) requires approval of the State Administration of Foreign Exchange (SAFE) in China.  

(1) Assume RMB/USD conversion rate of 6.3 

(2) Subject to SAFE procedures relating to conversion of foreign exchange into USD for 

repatriation outside of China and certain funds are pledged as collateral for PRC bank loans 

2012 Cashflow Forecast Assumptions 

 The following outlines major assumptions that drive the 2012 cashflow forecast 

 CCAA filing end of the first quarter of 2012  

 No cash interest will be paid on the Notes during CCAA 

 Emergence from CCAA end of the third quarter of 2012 with no debt 

remaining in Canada (will be dealt with under CCAA plan) 

 Assumes US$4 million transfer from Hong Kong to Canada in the first quarter 

of 2012 to top up funds required for litigation trust, etc. 

 Professional fees continue at current rate (approximately US$4 million / month) 

until filing CCAA then step up to US$5 million per month until emergence end of 

the third quarter of 2012 
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 Assume US$35 million of one time emergence costs in the third quarter of 2012 

for transaction fees, any potential financing fees, cash remaining to fund litigation 

trust (assumes US$20 million left in SFC to fund litigation), etc. 

 Business activity level 

 Business operates in “maintenance mode” in the first quarter through the third 

quarter of 2012 (e.g., some opportunistic WFOE timber sales, BVI timber 

purchasing continues but selling slows down such that existing A/R balances are 

reduced, normal SG&A, offshore trade executed, manufacturing/other businesses 

operate normally, etc.) 

 Restart normal WFOE timber business operations at the beginning of the fourth 

quarter of 2012, with approximately 7,700 WFOE hectares sold 

 Company currently exploring opportunity to monetize selected WFOE assets 

for cash in the first and second quarters of 2012, but existing 2012 forecast 

does not assume restart until the fourth quarter of 2012 

 No onshoring of BVI timber assets 

 Working Capital 

 Working capital “true up” begins in the fourth quarter of 2012.  

 Legacy issues are resolved over two year time period, which results in net neutral 

cash flow (~100% of payables are paid and ~80% of receivables are collected), 

though payables are already being settled, whereas collection of receivables does 

not start until the fourth quarter of 2012.  
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2012 Cashflow Summary 

 

2012 Cashflow Projection – CCAA Filing March 31, 2012 (US$’000) 

 Q1 2012 Q2 2012 Q3 2012 Q4 2012 FY 2012 

Operating Activities:      

Timber       

 Timber - WFOE (10,480) (7,581) (7,423) 13,415 (12,069) 

 Subtotal - Timber (10,480) (7,581) (7,423) 13,415 (12,069) 

Trading (4,013) 9,252 68,658 - 73,897 

Manufacturing & Others (2,636) (2,636) (2,636) (2,636) (10,543) 

Corporate (11,973) (12,000) (12,000) (12,000) (47,973) 

Notes Interest (CA) (38,875) - - - (38,875) 

Greenheart Funding (HK) (8,000) - - - (8,000) 

Professional Fees (CA) (12,000) (15,000) (15,000) - (42,000) 

Transaction/Emergence Cost (CA) - - (35,000) - (35,000) 

Consent Fees (CA) (10,100) - - - (10,100) 

Other (including Canada SG&A) (720) (720) (720) (720) (2,880) 

 Subtotal - Operation ex. Change in Existing WC (98,076) (27,965) (3,401) (1,220) (130,663) 

 Subtotal - Change in Existing WC (25,360) (36,141) (34,441) (7,925) (103,867) 

 Subtotal - Operation (123,437) (64,106) (37,842) (9,146) (234,530) 

Investing Activities:      

Timber - WFOE (1,182) (1,182) (1,182) (1,182) (4,728) 

 Subtotal - Investing (1,182) (1,182) (1,182) (1,182) (4,728) 

Financing Activities:      

 Subtotal - Financing (9,000) (11,900) (9,500) - (30,400) 

 Total Cash Flow (133,619) (77,188) (48,524) (10,328) (269,658) 

Ending Cash Balance 354,662 277,475 228,951 218,623 218,623 

 Onshore - Panel 114,421 74,456 67,945 25,394 25,394 

 Onshore - Wood 70,009 59,786 51,261 72,517 72,517 

 Offshore - HK 102,833 91,553 108,785 120,473 120,473 

 Offshore - Canada 67,399 51,679 959 239 239 

 Cash remaining in SFC Estate - - 20,000 20,000 20,000 
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Sino-Forest Announces Resignation of Auditor  
 
 

TORONTO, CANADA – April 5, 2012 - Sino-Forest Corporation (“Sino-Forest” or the 

“Company”) (TSX:TRE) announced today that Ernst & Young LLP ("E&Y") has notified 

the Company that it has resigned as the Company's auditor effective April 4, 2012.  In 
its resignation letter to the Company, E&Y noted that the Company had not prepared 
December 31, 2011 consolidated financial statements for audit and that , in the 

Company's March 30, 2012 filing under the Companies' Creditors Arrangement Act, 
Sino-Forest said that it remained unable to satisfactori ly address outstanding issues in 

relation to its 2011 annual financial statements. 

Sino-Forest intends to issue a press release containing the information required by 

National Instrument 51-102 ("NI-51-102") with respect to E&Y's resignation.  Such press 
release will be issued within the time period prescribed by NI-51-102. Additional 
information with respect to the resignation of E&Y also will be available under the 

Company's profile on SEDAR at www.sedar.com in the form of reporting package 
required to be filed by the Company pursuant to NI -51-102. 

About Sino-Forest Corporation  

Sino-Forest Corporation is a leading commercial forest plantation operator in China. Its 

principal businesses include the ownership and management of tree plantations, the 
sale of standing timber and wood logs, and the complementary manufacturing of 

downstream engineered-wood products.  Sino-Forest also holds a majority interest in 
Greenheart Group Limited (HKSE:00094), a Hong-Kong listed investment holding 
company with assets in Suriname (South America) and New Zealand and involved in 

sustainable harvesting, processing and sales of its logs and lumber to China and other 
markets around the world.  Sino-Forest’s common shares have been listed on the 

Toronto Stock Exchange under the symbol TRE since 1995.  Learn more at 
www.sinoforest.com.  
 
No stock exchange or regulatory authority has approved or disapproved of information contained herein. 
This news release contains forward-looking information within the meaning of applicable securities laws.  
The forward looking statements expressed or implied by this  news release are subject to important risks 

and uncertainties. When used in this news release, the words "intends", "expects", and "will" and similar 
expressions are intended to identify forward-looking statements, although not all forward-looking 
statements contain such words. Forward-looking statements are based on estimates and assumptions 

made by the Company in light of its experience and its perception of historical trends, current conditions 
and expected future developments, as well as other factors that the Company believes are appropriate in 
the circumstances. The results or events predicted in these statements may differ materially from actual 

results or events and are not guarantees of future performance of Sino -Forest. Factors which could cause 
results or events to differ from current expectations include, among other things: actions taken by 
noteholders, other lenders, other creditors, shareholders, regulators, governmental agencies and other 

stakeholders to enforce their rights; the outcome of examinations currently underway by law enforcement 
and securities regulatory authorities; the outcome of class action or other proceedings which have been 
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or may in future be initiated against the Company; the accuracy and outcome of the results of tree ass et 
testing undertaken by the Company; our reliance on key employees; our ability to acquire rights to 

additional standing timber; our ability to meet our expected plantation yields; the cyclical nature of the 
forest products industry and price fluctuation in and the demand and supply of logs; our reliance on the 
relationship with local plantation land owners and/or plantation land use rights holders, authorized 

intermediaries, key customers, suppliers and third party service providers; our ability to operat e our 
production facilities on a profitable basis; changes in currency exchange rates and interest rates; the 
evaluation of our provision for income and related taxes; economic, political and social conditions and 

government policy in China, the Republic  of Suriname and New Zealand, and stock market volatility; and 
other factors not currently viewed as material that could cause actual results to differ materially from those 
described in the forwarding-looking statements. For additional information with respect to certain of these 

and other factors, see the reports filed by Sino-Forest Corporation with applicable Canadian securities 
administrators. Sino-Forest Corporation disclaims any intention or obligation to update or revise any 
forward-looking statements, whether as a result of new information, future events or otherwise, except as 

required by law.  
 
 

 

FOR INVESTOR INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  

Tel: + 1 646 625 7452 
 

FOR MEDIA INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  
Email: sinoforest@brunswickgroup.com  

New York  
Stan Neve  

Tel: +1 212 333 3810  

Hong Kong  
Tim Payne  

Cindy Leggett-Flynn 
Tel: +852 3512 5000  
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Sino-Forest Common Shares to be Delisted from Toronto Stock Exchange  
 

 

TORONTO, CANADA – April 5, 2012 - Sino-Forest Corporation (“Sino-Forest” or the 
“Company”) (TSX:TRE) announced today that the Continued Listings Committee of the 
Toronto Stock Exchange (“TSX”) has determined to delist the Company’s common 
shares effective at the close of market on May 9, 2012.  

The delisting was imposed due to Sino-Forest’s failure to meet the continued listing 
requirements of the TSX as a result of the commencement of proceedings under the 
Companies’ Creditors Arrangement Act on March 30, 2012 (the “CCAA Proceedings”) 
and for failure to file on a timely basis its interim financial statements for the three and 
nine months ended September 30, 2011 and its audited annual financial statements for 
the year ended December 31, 2011. Sino-Forest continues to be subject to a cease 
trade order of the Ontario Securities Commission which prohibits trading in the 
Company's securities. 

All inquiries regarding the CCAA Proceedings should be directed to the Monitor, FTI 
Consulting Canada Inc. via email at: sfc@fticonsulting.com, or telephone: (416) 649-
8094. Information about the CCAA Proceedings, including copies of all court orders and 
the Monitor’s reports, are available at the Monitor’s website 
http://cfcanada.fticonsulting.com/sfc. 

About Sino-Forest Corporation  

 
Sino-Forest Corporation is a leading commercial forest plantation operator in China. Its 
principal businesses include the ownership and management of tree plantations, the 
sale of standing timber and wood logs, and the complementary manufacturing of 
downstream engineered-wood products.  Sino-Forest also holds a majority interest in 
Greenheart Group Limited (HKSE:00094), a Hong-Kong listed investment holding 
company with assets in Suriname (South America) and New Zealand and involved in 
sustainable harvesting, processing and sales of its logs and lumber to China and other 
markets around the world.  Until the delisting on May 9, 2012, Sino-Forest’s common 
shares will be listed on the Toronto Stock Exchange under the symbol TRE. Learn more 
at www.sinoforest.com.   Learn more at www.sinoforest.com.  
 
 

FOR INVESTOR INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  
Tel: + 1 646 625 7452 
 
FOR MEDIA INQUIRIES PLEASE CONTACT:  
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BRUNSWICK GROUP LIMITED  
Email: sinoforest@brunswickgroup.com  

New York  
Stan Neve  
Tel: +1 212 333 3810  

Hong Kong  
Tim Payne  
Cindy Leggett-Flynn 
Tel: +852 3512 5000  
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Sino-Forest Announces Personnel Changes and  
Application to Enhance Powers of the CCAA Monitor 

 
TORONTO, CANADA – April 17, 2012 –Sino-Forest Corporation (“Sino-Forest” or the 
“Company”) announced today certain personnel changes.  The Company also 
announced today its intention to apply to the court, in the application commenced by the 
Company under the Companies’ Creditors Arrangement Act on March 30, 2012 (the 
“CCAA Proceeding”), to enhance the powers of the court-appointed Monitor, FTI 
Consulting Canada Inc. 
 
Sino-Forest announced today that it has terminated the employment of Alfred Hung, 
Vice President Corporate Planning and Banking of the Company, George Ho, Vice 
President Finance of the Company and Simon Yeung, Vice President Operations of 
Sino-Panel (Asia) Inc., a subsidiary of the Company.  The Company also announced 
that Albert Ip, who served as Senior Vice President Development and Operations North 
East and South West China, prior to his recent resignation, will not serve as a 
consultant to the Company. 
 
Sino-Forest also announced today that Allen Chan, the Founding Chairman Emeritus of 
the Company, has voluntarily resigned from the Company and that David Horsley has 
resigned as the Company’s Chief Financial Officer but will continue as an employee of 
the Company, to assist with the Company’s restructuring efforts. 
 
In late August 2011, Messrs. Hung, Ho and Yeung were placed on administrative leave 
by the Company, and Mr. Ip was requested to act solely on the instructions of W. 
Judson Martin, the Vice Chairman and Chief Executive Officer of the Company.  These 
actions were taken after certain information was uncovered during the course of the 
review being undertaken by the Independent Committee of the Board of Directors of the 
Company, established in response to the allegations made in a “report” prepared by 
Muddy Waters LLC that was publicly disclosed on June 2, 2011, and immediately 
before the Ontario Securities Commission issued a temporary cease trade order on 
August 26, 2011. 
 
On August 28, 2011, the Company announced that Mr. Chan had voluntarily resigned 
as Chairman, Chief Executive Officer and Director but would continue with the 
Company as Founding Chairman Emeritus, a non-executive position. 
 
On March 30, 2012, Mr. Ip resigned from the Company for health reasons but had 
agreed to serve as a consultant to Sino-Forest on a part-time basis. 
 
The information identified in August 2011, did not raise conduct issues in relation to Mr. 
Horsley.  For this reason, no consideration was given to taking employment action 
against him at that time. 
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On April 9, 2012, the Company announced that it had received an "Enforcement Notice" 
on April 5, 2012 from Staff of the Ontario Securities Commission (the "Commission").  
The Company also announced that it had learned that Enforcement Notices also were 
received that day by Messrs. Chan, Ip, Hung, Ho, Yeung and Horsley.  As previously 
disclosed, the Enforcement Notice received by Sino-Forest alleges conduct contrary to 
ss. 122 and 126.1 of the Ontario Securities Act and raises conduct issues in relation to 
the Company and in relation to the individuals who also received Enforcement Notices.  
The Company intends to respond to the Enforcement Notice that it received. 
 
Following review of the Enforcement Notice directed at the Company, further 
discussions with Staff of the Commission, together with examination of issues identified 
in the Enforcement Notice received by the Company, the Board of Directors of the 
Company determined that it was in the best interests of Sino-Forest to terminate the 
employment of Messrs. Hung, Ho and Yeung and not to enter into a consulting 
arrangement with Mr. Ip. 
 
Following receipt of the Enforcement Notice, Mr. Chan informed the Board of Directors 
that he wished to resign as Founding Chairman Emeritus and as an employee of the 
Company.  Mr. Chan has indicated that he remains available to assist with efforts to 
allow the Company’s stakeholders to realize value in relation to assets located in the 
People’s Republic of China.  
 
The Board of Directors believes that the nature of the allegations made against Mr. 
Horsley in the Enforcement Notice differ substantially from those directed at the other 
individuals who received Enforcement Notices on April 5, 2012.  In these circumstances 
the Board, having consulted with the Monitor, has determined that it is in the best 
interests of the Company to retain Mr. Horsley’s services while allowing Mr. Horsley to 
step down from his role as Chief Financial Officer.   
 
Following discussions with the Monitor, the Company intends to forthwith bring an 
application in the CCAA Proceeding to enhance the powers of the Monitor.  Among 
other things, the enhanced powers will facilitate the Monitor providing additional 
assistance to the Company in light of the personnel changes identified above. 
 
All inquiries regarding the CCAA Proceeding should be directed to the Monitor, FTI 
Consulting Canada Inc., via email at: sfc@fticonsulting.com, or telephone: (416) 649-
8094.  Information about the CCAA Proceedings, including copies of all court orders 
and the Monitor’s reports, are available at the Monitor’s website 
http://cfcanada.fticonsulting.com/sfc. 
 
About Sino-Forest Corporation  
 
Sino-Forest Corporation is a leading commercial forest plantation operator in China. Its 
principal businesses include the ownership and management of tree plantations, the 
sale of standing timber and wood logs, and the complementary manufacturing of 
downstream engineered-wood products.  Sino-Forest also holds a majority interest in 
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Greenheart Group Limited (HKSE:00094), a Hong-Kong listed investment holding 
company with assets in Suriname (South America) and New Zealand and involved in 
sustainable harvesting, processing and sales of its logs and lumber to China and other 
markets around the world.  Learn more at www.sinoforest.com.  
 
Cautionary Note: 
 
No stock exchange or regulatory authority has approved or disapproved of information contained herein. 
This news release contains forward-looking information within the meaning of applicable securities laws.  
The forward looking statements expressed or implied by this news release are subject to important risks 
and uncertainties. When used in this news release, the words "intends", "expects", "believes", 
"considering" and "will" and similar expressions are intended to identify forward-looking statements, 
although not all forward-looking statements contain such words. Forward-looking statements are based 
on estimates and assumptions made by the Company in light of its experience and its perception of 
historical trends, current conditions and expected future developments, as well as other factors that the 
Company believes are appropriate in the circumstances. The results or events predicted in these 
statements may differ materially from actual results or events and are not guarantees of future 
performance of Sino-Forest. Factors which could cause results or events to differ from current 
expectations include, among other things: the outcome of examinations currently underway by law 
enforcement and securities regulatory authorities; actions taken by the court, the monitor or others in the 
proceeding initiated by the Company under the Companies' Creditors Arrangement Act; actions taken by 
noteholders, other lenders, other creditors, shareholders, regulators, governmental agencies and other 
stakeholders to enforce their rights; the outcome of class action or other proceedings which have been or 
may in future be initiated against the Company; the accuracy and outcome of the results of tree asset 
testing undertaken by the Company; our reliance on key employees; our ability to acquire rights to 
additional standing timber; our ability to meet our expected plantation yields; the cyclical nature of the 
forest products industry and price fluctuation in and the demand and supply of logs; our reliance on the 
relationship with local plantation land owners and/or plantation land use rights holders, authorized 
intermediaries, key customers, suppliers and third party service providers; our ability to operate our 
production facilities on a profitable basis; changes in currency exchange rates and interest rates; the 
evaluation of our provision for income and related taxes; economic, political and social conditions and 
government policy in China, the Republic  of Suriname and New Zealand, and stock market volatility; and 
other factors not currently viewed as material that could cause actual results to differ materially from those 
described in the forwarding-looking statements. For additional information with respect to certain of these 
and other factors, see the reports filed by Sino-Forest Corporation with applicable Canadian securities 
administrators. Sino-Forest Corporation disclaims any intention or obligation to update or revise any 
forward-looking statements, whether as a result of new information, future events or otherwise, except as 
required by law. 
 
 

FOR INVESTOR INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  
Tel: + 1 646 625 7452 
 
FOR MEDIA INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  
Email: sinoforest@brunswickgroup.com  

New York  
Stan Neve  
Tel: +1 212 333 3810  

Hong Kong  
Tim Payne  
Cindy Leggett-Flynn 
Tel: +852 3512 5000  
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CHANGE OF AUDITOR NOTICE  

April 13, 2012 

TO: Ontario Securities Commission 

AND TO: British Columbia Securities Commission 
             Alberta Securities Commission 
           Saskatchewan Financial Services Commission, Securities Division 
            The Manitoba Securities Commission 
             Autorité des marchés financiers 
             New Brunswick Securities Commission 
             Nova Scotia Securities Commission 
            Superintendent of Securities, Prince Edward Island 
             Superintendent of Securities, Newfoundland and Labrador 
 

Dear Sirs/Mesdames: 

Re: Sino-Forest Corporation — Resignation of Auditor   

This letter constitutes notice, pursuant to Section 4.11 of National Instrument 51-102 of the 
Canadian Securities Administrators ("NI 51-102"), that Ernst & Young LLP ("E&Y") has 
resigned as the auditor of Sino-Forest Corporation ("Sino-Forest" or the "Company"). 

The Company advises as follows. 

1. E&Y resigned as auditor of Sino-Forest on April 4, 2012, on its own initiative. 

2. The possible resignation of E&Y was considered jointly by the Audit Committee and 
Special Restructuring Committee of the Board of Directors at a meeting on April 2, 2012.  
The resignation of E&Y was considered by the Board of Directors at a meeting on April 
8, 2012.  A successor auditor has not been appointed. 

3. No audit report has been issued for the Company's most recently completed fiscal year 
ended December 31, 2011. 

4. E&Y's audit reports for the Company's fiscal years ended December 31, 2010 and 
December 31, 2009 were unqualified when issued but, as set forth below, by press release 
dated January 10, 2012, Sino-Forest cautioned that the Company's historic financial 
statements and related audit reports should not be relied upon. 

5. On June 2, 2011, in response to a report issued by Muddy Waters, LLC (the "MW 
Report"), the Board of Directors appointed a committee of independent directors (the 
"IC") to examine the allegations in the MW Report, and report back to the Board of 
Directors. 
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6. On August 11, 2011, the IC delivered its First Interim Report to the Board of Directors.  
On November 14, 2011, the IC delivered its Second Interim Report to the Board. 

7. The primary findings of the IC, as set out in the two reports, were summarized in a press 
release issued by the Company and dated November 15, 2011. The press release 
indicated that with delivery of its Second Interim Report to the Board, the IC believed its 
work was substantially complete, but indicated there remained certain further steps it 
intended to take as follows: (i) review the information and analysis which it had recently 
received from Management relating to certain relationship issues; (ii) engage an 
independent valuator to conduct a valuation process with a scope and parameters 
acceptable to the IC; (iii) take such other steps as the IC, in its judgment, deemed 
advisable in the discharge of its mandate; and (iv) submit its final report and 
recommendations to the Board. 

8. In the November 15, 2011 press release, the Company also announced that it was 
deferring the release of the Company's third quarter financial results until certain issues 
could be resolved to the satisfaction of the Board of Directors. The issues included (a) 
determining the nature and scope of the relationships between Sino-Forest and certain of 
its authorized intermediaries and suppliers and among certain authorized intermediaries 
and suppliers, as discussed in the Second Interim Report of the IC, and (b) the 
satisfactory explanation and resolution of issues raised by certain documents identified by 
the advisors to the IC, by counsel to the Company, by E&Y and by staff of the Ontario 
Securities Commission. The press release stated that the Company would make efforts to 
release the third quarter results within 30 days. 

9. In a press release dated December 12, 2011, the Company announced that the Board of 
Directors had concluded that the Company would not be able to release the third quarter 
results within the 30-day period originally indicated. The press release went on to say that 
(i) there was no assurance that the Company would be able to release the third quarter 
results or, if able, as to when such release would occur and (ii) the circumstances that 
could cause the Company to be unable to release the third quarter results also could 
impact the Company's historic financial statements. 

10. On January 10, 2012, the Company issued a press release repeating the statement in its 
December 12, 2011 press release that there was no assurance that the Company would be 
able to release the third quarter results or, if able, as to when such release would occur. 

11. The January 10, 2012 press release also referred to the Company's earlier statement that 
the circumstances that could cause the Company to be unable to release the third quarter 
results could impact the Company's historic financial statements. For this reason, the 
Company cautioned in the January 10, 2012 press release that the Company's historic 
financial statements and related audit reports should not be relied upon. 

12. On January 31, 2012, the IC delivered its Final Report to the Board of Directors. 
Although there remained outstanding issues that had not been fully answered, the IC 
ceased its investigative, review and oversight activities. Issues that remained outstanding, 
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as identified in the Final Report or earlier reports of the IC, have been referred to the 
Audit Committee or Special Restructuring Committee whose work is ongoing. 

13. On March 30, 2012, the Company filed for and was granted protection from its creditors 
under the Companies' Creditors Arrangement Act.  As a result of that filing, it was 
unlikely that the Company would continue to devote significant resources to the release 
of the Company's third quarter results or to obtaining an audit for the Company's 2011 
fiscal year.   

14. As of April 4, 2012, the date of E&Y's resignation, the Company remained of the view 
that the Company's historic financial statements and related audit reports should not be 
relied upon. The Audit Committee has discussed these matters with E&Y, which are 
understood to be "unresolved issues" which constitute "reportable events" under NI 51-
102, with E&Y. 

15. The Company has authorized E&Y to respond fully to inquiries by any successor auditor 
concerning the "unresolved issues" which constitute "reportable events" under NI 51-102. 
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OSC Staff Commences Proceedings Before the Commission 

Against Sino-Forest and Others 
 

 
 
TORONTO, CANADA – May 23, 2012 - Sino-Forest Corporation ("Sino-Forest" or the 
"Company") was informed yesterday that staff of the Ontario Securities Commission 
("OSC" or the "Commission") commenced proceedings before the Commission against 
the Company and six of its former officers, Allen Chan, Albert Ip, Alfred Hung, George 
Ho, Simon Yeung and David Horsley (collectively, the "Individual Respondents"). 
 
In the notice of hearing and statement of allegations posted yesterday on the OSC's 
website (http://www.osc.gov.on.ca), OSC staff allege that the Company breached 
Ontario securities laws and acted in a manner that is contrary to the public interest by 
providing information to the public in documents required to be filed or furnished under 
Ontario securities laws which was false or misleading in a material respect contrary to 
section 122 of the Ontario Securities Act (the "Act") and by engaging or participating in 
acts, practices or a course of conduct related to its securities which it knows or 
reasonably ought to know perpetuate a fraud on any person or company contrary to 
section 126.1 of the Act.  The alleged breaches of Ontario securities laws relate, among 
other things, to the following allegations:  
 
(a) the Company had undisclosed control over suppliers, authorized intermediaries 

and other nominee companies within the business model employed by the 
Company to buy and sell standing timber through its British Virgin Islands 
subsidiaries in the People's Republic of China (the "BVI Model");  

 
(b) the Company had an undisclosed dishonest process of creating deceitful 

purchase contracts and sales contracts and their key attachments to buy and sell 
standing timber to inflate assets and revenue; and 

 
(c) the Company had undisclosed internal control weaknesses/deficiencies that 

facilitated and concealed the fraudulent conduct of its British Virgin Islands 
subsidiaries, suppliers, authorized intermediaries and other companies who 
bought and sold assets in the BVI Model, and the dishonest creation of purchase 
contracts and sales contracts, including their key attachments.   
 

OSC staff has made allegations against the Individual Respondents, other than Mr. 
Horsley, consistent with those noted above. In addition, OSC staff has made certain 
additional allegations against each of the Individual Respondents. 
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OSC staff has asked the OSC to consider whether it would be in the public interest to 
make a number of orders, including that trading in any securities of the Company cease 
permanently, that the Company pay an administrative penalty of not more than 
$1 million for each failure by the Company to comply with Ontario securities law, that 
the Company disgorge to the OSC any amounts obtained as a result of non-compliance 
with Ontario securities law, and that the Company pay the costs of the OSC’s 
investigation and the costs of or related to any hearing before the OSC.  OSC staff is 
also seeking sanctions against the Individual Respondents.    
 
As previously disclosed, on March 30, 2012, the Company obtained an initial order (the 
"Order") from the Ontario Superior Court of Justice (the "Court") for creditor protection 
pursuant to the provisions of the Companies' Creditors Arrangement Act ("CCAA").  On 
April 16, 2012, the Court extended the stay period under the Order to June 1, 2012.  
Neither the CCAA nor the Order affects the OSC's investigation in respect of the 
Company or an action, suit or proceeding that is taken in respect of the Company by 
OSC staff or before the OSC.  However, both the CCAA and the Order prohibit for the 
duration of the CCAA proceedings the enforcement by the OSC of any payment of an 
award ordered by the OSC or any non-CCAA court. 
 
On April 9, 2012, the Company announced that it had received an "Enforcement Notice" 
from staff of the OSC.  The Company also announced that it had learned that 
Enforcement Notices were also received by Messrs. Chan, Ip, Hung, Ho, Yeung and 
Horsley.  Following review of the Enforcement Notice directed at the Company, further 
discussions with staff of the OSC, together with examination of issues identified in the 
Enforcement Notice received by the Company, on April 17, 2012, Sino-Forest 
announced that it had terminated the employment of Messrs. Hung, Ho and Yeung, 
each of whom had previously been placed on administrative leave from the Company, 
and that Mr. Ip, who had previously resigned as an officer of the Company, would not 
serve as a consultant to the Company.  The Company also announced that Mr. Chan, 
who had previously resigned as Chairman, Chief Executive Officer and Director but 
continued with the Company as Founding Chairman Emeritus, had resigned from the 
Company and that Mr. Horsley had resigned as the Company’s Chief Financial Officer 
but would continue as an employee of the Company, to assist with the Company’s 
restructuring efforts.  
 
The Company is reviewing OSC staff's allegations and considering what steps if any are 
appropriate for the Company to take in response to the allegations in the circumstances 
of the CCAA proceedings, the Order and the Company's limited financial resources.   
 
 
Inquiries 
 
All inquiries regarding the CCAA proceedings should be directed to the Monitor, 
FTI Consulting Canada Inc., via email at: sfc@fticonsulting.com, or telephone: (416) 
649-8094. Information about the CCAA proceedings, including copies of all court orders 
and the Monitor’s reports, are available at the Monitor’s website 
http://cfcanada.fticonsulting.com/sfc. 
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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  

New York  
Stan Neve  
Tel: +1 212 333 3810  

Hong Kong  
Tim Payne  
Cindy Leggett-Flynn 
Tel: +852 3512 5000  
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Sino-Forest Provides Update on the Status of its Accounts Receivable 
 
TORONTO, CANADA – July 31, 2012 – Sino-Forest Corporation (“Sino-Forest” or the 
“Company”) today provided a status update regarding its efforts to collect accounts 
receivable owing to subsidiaries of the Company. 
 
In support of the Company's March 30, 2012 application under the Companies' 
Creditors Arrangement Act ("CCAA"), Sino-Forest filed an affidavit (the "Initial Affidavit") 
that, among other things, described the two business models used by the Company to 
carry on business in the People's Republic of China (the "PRC")1

 

.  One business model 
involves the use of subsidiaries incorporated in the British Virgin Islands ("BVI"), and the 
other involves subsidiaries incorporated in the PRC as a wholly foreign-owned 
enterprise ("WFOE"). 

As disclosed in the Initial Affidavit, owing to historic restrictions on foreign companies 
carrying on business in the PRC, a substantial portion of the Company's business in the 
PRC has been conducted through "authorized intermediaries" that acted as sales 
agents for Sino-Forest in the PRC.  Under this model, standing timber forestry assets 
are acquired by Sino-Forest through its subsidiaries incorporated in the BVI.  Authorized 
intermediaries receive payments due to Sino-Forest from the sale of standing timber 
forestry assets owned by certain of the Company's BVI subsidiaries and, at the 
Company's direction, make payments to the Company’s suppliers on account of other 
standing timber forestry assets purchased by the Company's BVI subsidiaries.  Under 
these set-off arrangements, no cash flows directly through the Company's BVI 
subsidiaries.   
 
As disclosed in the Initial Affidavit, after foreign ownership restrictions were relaxed, the 
Company established WFOE subsidiaries that carry on the forestry business directly in 
the PRC.  Under the WFOE model, WFOEs directly pay suppliers for the purchase of 
forestry assets and directly receive payment from customers when forestry assets are 
sold.   
 
The Initial Affidavit discussed difficulties faced by the Company in collecting accounts 
receivable owing to subsidiaries of the Company.  The affidavit reported that Sino-
Forest's counsel in the PRC had sent demand letters to 17 entities and that further 
demand letters were in preparation.   
 
As at March 30, 2012, according to the Company's records, a total of $79.6 million was 
owing to WFOE subsidiaries of Sino-Forest, a total of $887.4 million was owing to BVI 
subsidiaries of Sino-Forest from authorized intermediaries arising from the sale of 
standing timber forestry assets and a total of $126.2 million was owing to other BVI 

                                                           
1
   The affidavit is publicly available on the web site of the Company's court-appointed Monitor, FTI 

Consulting Canada Inc. ("FTI Consulting"), http://cfcanada.fticonsulting.com/sfc. 
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subsidiaries of Sino-Forest from certain PRC and BVI domiciled corporate customers 
from the sale of imported logs and wood products. 
 
Subsequent to March 30, 2012 the Company has continued efforts through its PRC 
counsel and otherwise to collect receivables owing to its WFOE subsidiaries and to 
preserve receivables owing to the Company's BVI subsidiaries held by authorized 
intermediaries and other PRC and BVI domiciled corporate customers.  In taking these 
steps, the Company has learned that certain of the entities with receivables owing to the 
Company's subsidiaries have recently deregistered under PRC law.  Deregistration has 
the effect of terminating the existence of the entity.   
 
Of the $887.4 million the Company's records show as owed to BVI subsidiaries from 
authorized intermediaries, approximately $504.8 million is owed by three authorized 
intermediaries that the Company has learned have been deregistered. 
 
Of the $126.2 million the Company's records show as owed to other BVI subsidiaries 
from certain PRC and BVI domiciled corporate customers, approximately $63.8 million 
is owed by six PRC corporate customers that Sino-Forest has learned have been 
deregistered.  One of these six companies also is one of the three authorized 
intermediaries that deregistered. 
 
The Company believes that the deregistrations were improper under PRC law, and that 
remedies are available to it as a result of the actions taken.  The Company intends to 
take all steps necessary to collect receivables owing to it, and to enforce its rights 
against persons and entities responsible for the deregistrations.  In addition, as part of 
its efforts to collect receivables, the Company is closely monitoring the registrations and 
status of its counterparties. 
 
Inquiries 
 
All inquiries regarding the Company's proceedings under the CCAA should be directed 
to the Monitor, FTI Consulting, via email at: sfc@fticonsulting.com, or telephone: (416) 
649-8094.  Information about the CCAA proceedings, including copies of all court orders 
and the Monitor’s reports, are available at the Monitor’s website 
http://cfcanada.fticonsulting.com/sfc. 
 
 
This news release contains forward-looking information within the meaning of applicable securities laws 
("forward-looking statements"), including forward-looking statements relating to: the Company's belief that 
the deregistration of certain entities with receivables owing to the Company's subsidiaries was improper 
under PRC law and the Company's belief that remedies are available to it as a result of the actions taken; 
the Company's intention to take all steps necessary to collect receivables owing to it and to enforce its 
rights against persons and entities responsible for the deregistrations; and the Company's intention to 
closely monitor the registrations and status of its authorized intermediaries and suppliers.  The forward 
looking statements expressed or implied by this news release are subject to important risks and 
uncertainties. When used in this news release, the words "believes", "intends" and similar expressions 
are intended to identify forward-looking statements, although not all forward-looking statements contain 
such words. Forward-looking statements are based on estimates and assumptions made by the 
Company in light of its experience and its perception of historical trends, current conditions and expected 
future developments, as well as other factors that the Company believes are appropriate in the 
circumstances. The results or events predicted in these statements may differ materially from actual 
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results or events and are not guarantees of future performance of Sino-Forest. Factors which could cause 
results or events to differ from current expectations include, among other things: the interpretation and 
enforcement of applicable PRC laws and regulations by applicable governmental and regulatory entities 
in the PRC; actions taken against the Company by governmental agencies and securities and other 
regulators; actions taken by the Company's noteholders, lenders, creditors, shareholders, and other 
stakeholders to enforce their rights; the outcome of examinations and proceedings currently underway by 
law enforcement and securities regulatory authorities; the outcome of class action or other proceedings 
which have been or may in future be initiated against the Company; the accuracy and outcome of the 
results of tree asset testing undertaken by the Company; the Company's reliance on key employees; the 
Company's ability to acquire rights to additional standing timber; the Company's ability to meet its 
expected plantation yields; the cyclical nature of the forest products industry and price fluctuation in and 
the demand and supply of logs; the Company's reliance on the relationship with local plantation land 
owners and/or plantation land use rights holders, authorized intermediaries, key customers, suppliers and 
third party service providers; the Company's ability to operate its production facilities on a profitable basis; 
changes in currency exchange rates and interest rates; the evaluation of the Company's provision for 
income and related taxes; economic, political and social conditions and government policy in China, the 
Republic  of Suriname and New Zealand; and other factors not currently viewed as material that could 
cause actual results to differ materially from those described in the forwarding-looking statements. Sino-
Forest Corporation disclaims any intention or obligation to update or revise any forward-looking 
statements, whether as a result of new information, future events or otherwise, except as required by law. 
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Sino-Forest Discloses Receipt of a Second Enforcement Notice 
From Staff of the Ontario Securities Commission 

 
TORONTO, CANADA – September 26, 2012 – Sino-Forest Corporation ("Sino-Forest" 
or the "Company") announced today that the Company received a second enforcement 
notice (the "Second Enforcement Notice") from staff of the Ontario Securities 
Commission (the "OSC" or the "Commission").  The Second Enforcement Notice adds a 
further allegation similar in nature to the allegations in the statement of allegations in 
relation to the Company and others posted on the OSC's website on May 22, 2012 
(http://www.osc.gov.on.ca) (the "Original Statement of Allegations").  
 
As previously announced, on May 22, 2012, staff of the Commission commenced 
proceedings before the Commission against the Company and six of its former officers. 
In the notice of hearing and Original Statement of Allegations, OSC staff allege that the 
Company breached Ontario securities laws and acted in a manner that is contrary to the 
public interest by providing information to the public in documents required to be filed or 
furnished under Ontario securities laws which was false or misleading in a material 
respect contrary to section 122 of the Ontario Securities Act (the "Act") and by engaging 
or participating in acts, practices or a course of conduct related to its securities which it 
knows or reasonably ought to know perpetuate a fraud on any person or company 
contrary to section 126.1 of the Act. 
 
Enforcement notices issued after proceedings have been commenced typically precede 
a possible amendment to the statement of allegations, and provide the respondents with 
an opportunity to make representations before a decision is taken by staff of the 
Commission to amend a statement of allegations.   
 
The Company is reviewing the Second Enforcement Notice and considering what steps 
if any are appropriate for the Company to take in response to the Second Enforcement 
Notice.  
 
Inquiries 
 
All inquiries regarding the Company's proceedings under the Companies' Creditors 
Arrangement Act ("CCAA") should be directed to the Monitor, FTI Consulting, via email 
at: sfc@fticonsulting.com, or telephone: (416) 649-8094.  Information about the CCAA 
proceedings, including copies of all court orders and the Monitor's reports, are available 
at the Monitor's website http://cfcanada.fticonsulting.com/sfc. 
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Sino-Forest Announces Personnel Change 

 
 
TORONTO, CANADA – September 27, 2012 – Sino-Forest Corporation (“Sino-Forest” 
or the “Company”) announced today that David Horsley has ceased to be employed by 
the Company. 
 
Mr. Horsley was the Senior Vice President and Chief Financial Officer of the Company 
from October of 2005 until April of 2012.  In April 2012 Mr. Horsley resigned as Chief 
Financial Officer, at the Company's request, following the receipt by the Company and 
certain of its former officers, including Mr. Horsley, on April 5, 2012, of "Enforcement 
Notices" from Staff of the Ontario Securities Commission.  Enforcement Notices 
typically are issued by staff of the Commission at or near the end of an investigation, 
identify issues that have been the subject of investigation, and advise that staff 
contemplate commencing formal proceedings in relation to those issues.   
 
On May 22, 2012, together with the Company and others, Mr. Horsley was named as a 
respondent in a proceeding commenced by staff of the Ontario Securities Commission.   
 
Mr. Horsley continued at Sino-Forest after resigning as Chief Financial Officer of the 
Company until he ceased to be employed by the Company on September 27, 2012. 
 
 

FOR MEDIA INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  
Email: sinoforest@brunswickgroup.com  

New York  
Stan Neve  
Tel: +1 212 333 3810  

Hong Kong  
Tim Payne  
Cindy Leggett-Flynn 
Tel: +852 3512 5000  
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Sino-Forest Announces Personnel Change 
 

 
TORONTO, CANADA – October 9, 2012 – Sino-Forest Corporation (“Sino-Forest” or 
the “Company”) announced today that Kai Kit Poon has ceased to be employed by the 
Company.  
 
Mr. Poon co-founded Sino-Forest in 1994 and became President and a director of the 
Company at that time.  Mr. Poon served as a director until 2009. Since then his 
responsibilities were principally focused on liaising with various PRC provincial 
government authorities.  In connection with the cessation of his employment, Mr. Poon 
has ceased to be the President of the Company and has ceased to hold positions in 
certain subsidiaries of the Company.   
 

FOR MEDIA INQUIRIES PLEASE CONTACT:  
BRUNSWICK GROUP LIMITED  
Email: sinoforest@brunswickgroup.com  

New York  
Stan Neve  
Tel: +1 212 333 3810  

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

ONTARIO 
SUPERIOR COURT OF JUSTICE 

(COMMERCIAL LIST) 
 

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

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

SINO-FOREST CORPORATION 
 
 

PRE-FILING REPORT TO THE COURT 
SUBMITTED BY FTI CONSULTING CANADA INC.,  

IN ITS CAPACITY AS PROPOSED MONITOR 
 

 

INTRODUCTION 

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

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

application under the Companies’ Creditors Arrangement Act, R.S.C. 1985, c. C-

36, as amended (the “CCAA”) and to seek an initial order (the “Initial Order”) 

from the Ontario Superior Court of Justice (Commercial List) (the “Court”), 

granting, inter alia, a stay of proceedings against the Company until April 29, 

2012, (the “Stay Period”) and appointing FTI Canada as monitor of the 

Company’s CCAA Proceedings (defined below). The proceedings commenced by 

the Company under the CCAA, if granted, will be referred to herein as the 

“CCAA Proceedings”. 

2. FTI Canada is a trustee within the meaning of section 2 of the Bankruptcy and 

Insolvency Act, R.S.C. 1985, c. B-3, as amended, and is not subject to any of the 

restrictions on who may be appointed as monitor set out in section 11.7(2) of the 

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

3. FTI was originally retained through its Hong Kong office, FTI Consulting (Hong 

Kong) Limited (“FTI HK” and together with FTI Canada, “FTI Consulting”) in 

October 2011.  The purpose of FTI HK’s retainer was primarily in connection 

with the work being done to determine whether the Q3 Results (defined below) 

could be issued.  The scope of FTI HK’s retention was expanded in January 2012.  

The expanded role of FTI HK included assisting management in the review and 

preparation of detailed cash flow forecasts and analysis of outstanding 

receivables, including collection options.  FTI Canada has been formally retained 

since March 12, 2012.  FTI HK and FTI Canada have worked together in advising 

the Company and in the preparation of this report.   

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

advisors extensively.  Among other things, FTI Consulting has: 

(a) Attended in-person meetings involving Houlihan (defined below), senior 

management including the chief executive officer, chief financial officer 

and Allen Chan (Sino-Forest’s founder and chief executive officer up to 

August 2011) and others in order to gain information regarding Sino-

Forest and its situation;  

(b) Attended in-person and telephone meetings with other stakeholders 

including the Ad Hoc Noteholders (defined below), the Board (defined 

below) and others; 

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

these meetings; 

(d) Had a local team review certain Sino-Forest documents and engage in 

discussions with Sino-Forest in both Hong Kong and the PRC (defined 

below); 

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

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

to its operations, its cash flow forecasts and current financial situation; 

(g) Reviewed redacted versions of the IC Reports (defined below); 

(h) Reviewed certain of the books and records of the Company;  

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

security documents; and 

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

and its business. 

5. As a result of these efforts, FTI Consulting has become familiar with the 

Company’s current state of affairs including the basis on which it is now seeking 

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

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

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

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

been appointed to such role. 

7. In preparing this report, the Proposed Monitor has relied upon unaudited financial 

information of the Company, the Company’s books and records, certain financial 

information prepared by the Company, the IC Reports (defined below) and 

discussions with the Company’s management.  Other than as described in 

paragraph 4 above, the Proposed Monitor has not audited, reviewed or otherwise 

attempted to verify the accuracy or completeness of the information. Accordingly, 

the Proposed Monitor expresses no opinion or other form of assurance on the 

information contained in this Report or relied on in its preparation.  Future 

oriented financial information reported or relied on in preparing this Report is 

based on management’s assumptions regarding future events; actual results may 

vary from forecast and such variations may be material.  
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Purpose of this Report  

8. The purpose of this report is to:  

(a) Inform the Court on the following:  

(i) an overview of the Company and its current situation; 

(ii) an outline of the Proposed Monitor’s understanding of 

circumstances that have led to the Company’s current request for 

relief; 

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

Support Agreement (defined below); 

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

Sino-Forest Companies (defined below); 

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

(b) Support the Company’s application and recommend that the Court grant 

the proposed Initial Order and Sale Process Order including the following 

relief:  

(i) a stay of proceedings to April 29, 2012;  

(ii) approval of certain payments during the CCAA Proceedings; 

(iii) approval of a charge securing the fees and expenses of the 

Monitor, its counsel and counsel to the Company, counsel to the 

Board (defined below), Houlihan, FTI HK, counsel to the Ad Hoc 

Noteholders (defined below) and the financial advisor to the Ad 

Hoc Noteholders in the aggregate amount of CAD$15 million (the 

“Administration Charge”);  

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

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

(v) approval of the engagement of Houlihan Lokey Capital, Inc. 

(“Houlihan”), pursuant to an engagement letter dated as of 

December 22, 2011, (the “Financial Advisor Agreement”);  

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

(vii) authorizing and directing the Company and the Proposed Monitor 

to engage in certain procedures to notify the Company’s 

noteholders regarding certain issues related to the Support 

Agreement (defined below). 

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

US Dollars.  

10. The terms “Sino-Forest Companies” and “Sino-Forest” refer to the global 

enterprise as a whole but do not include references to the Greenheart Group 

(defined below).  

11. This report focuses on the Company’s current situation and immediate need for 

court protection.  This report should be read in conjunction with the affidavit of 

W. Judson Martin, vice-chairman and chief executive officer of the Company, 

sworn March 30, 2012 (the “Martin Affidavit”) which provides an overview as 

to Sino-Forest’s history, business and operations and is therefore not repeated 

herein.   

BACKGROUND 

Overview of Sino-Forest  

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

Republic of China (“PRC”). Its principal businesses include ownership and 

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

13. The Company is a public holding company whose common shares are listed on 

the Toronto Stock Exchange (“TSX”).  Prior to August 26, 2011 (the date of the 

Cease Trade Order, defined below), the Company had 246,095,926 common 

shares issued and outstanding and trading under the trading symbol “TRE” on the 

TSX. 

14. On June 2, 2011, Muddy Waters, LLC (“MW”), which held a short position on 

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

things, that Sino-Forest is a “ponzi-scheme” and a “near total fraud”.  The MW 

Report was issued publicly and immediately caught the attention of the media on 

a world-wide basis.   

15. Since the issuance of the MW Report, the Company has devoted extensive time 

and resources to investigate and address the allegations in the MW Report as well 

as responding to additional inquiries from, among others, the Ontario Securities 

Commission (the “OSC”), the Royal Canadian Mounted Police (“RCMP”) and 

the Hong Kong Securities and Futures Commission (“HKSFC”). 

16. To carry out this work, on June 2, 2011, the Company’s board of directors (the 

“Board”) appointed a three (3) person independent committee (the “IC”) to 

investigate the allegations contained in the MW Report. The IC retained three (3) 

law firms in Canada, Hong Kong and the PRC as well as financial advisors to 

assist in the IC investigation. 

17. The IC ultimately issued three (3) reports on August 10, 2011, November 13, 

2011 and January 31, 2012 (the “First Interim Report” the “Second Report” 

and the “Final Report” and collectively, the “IC Reports”).  The IC was able to 

reach many conclusions addressing many of the allegations contained in the MW 

Report. However, the IC was unable to make certain conclusions, particularly as it 

related to certain of Sino-Forest’s relationships with third party intermediaries and 

suppliers.  The inability of the IC (and others) to have conclusively resolved those 
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issues has had an ongoing impact on the Company, namely the ability of the 

Company to issue its Q3 Results and the 2011 Financial Statements (both defined 

below). 

18. With the issuance of its Final Report, the IC concluded its active investigation.  

However, the Board established a Special Restructuring Committee of the Board 

comprised exclusively of directors independent of management of the Company 

for the purpose of supervising, analyzing and managing strategic options available 

to the Company. 

19. Despite the work that was done by the IC, the IC’s advisors, the Company 

(including senior management) and others in the last nine months, it is apparent to 

the Proposed Monitor that the MW Report, the subsequent litigation and 

regulatory investigations and other issues continue to have a significant negative 

impact on the Company and have threatened the long term viability of Sino-

Forest’s operations.  For the reasons discussed below, the Proposed Monitor is of 

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

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

Court supervised solution.   

Current State of Sino-Forest 

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

Companies is effectively as follows:   

(a) Business impact:  

(i) The ability of Sino-Forest to access new offshore capital injections 

for expansion has dried up and PRC funding has been substantially 

curtailed given the uncertainty around the Company; 

(ii) The Proposed Monitor understands that operations in the trading 

and standing timber business outside the PRC and the standing 

timber business in the WFOEs are effectively frozen, the trading 
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business has stopped importing (other than the existing Thai 

Redwood transaction which is ongoing) and manufacturing is 

operating at lower levels than normal; 

(iii) Many customers have ceased paying their receivables despite 

concentrated efforts by Sino-Forest to collect on outstanding 

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

counsel in the PRC sending legal demand letters to 12 BVI trading 

companies for accounts receivable totalling approximately $126 

million and 5 WFOE companies totalling approximately RMB 

224.5 million;  

(iv) Sino-Forest has had to reserve millions of dollars to pay suppliers 

for outstanding debts, in order to avoid litigation or further hostile 

situations from its suppliers and landlords/farmers (which the 

Proposed Monitor understands has historically involved threats of 

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

(v) The Company has been unable to release its financial results for 

the nine-month period ended September 30, 2011 (the “Q3 

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

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

(vi) The Company has been unable to release its 2011 audited financial 

statements for the year ended December 31, 2011 (“2011 

Financial Statements”) and for reasons discussed below, is 

unlikely to be in a position to release such statements in the near 

term, if ever;  

(b) Financial situation: 

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

million in cash; 
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(ii) The ability to repatriate funds from the PRC into off shore (i.e. 

non-PRC) companies is limited by many factors including the 

historic “BVI” corporate structure, state administration of foreign 

exchange (“SAFE”) regulations and other currency control issues 

(which are discussed extensively in the Martin Affidavit); 

(iii) The Company has limited prospects of being able to raise further 

capital or debt in the near future; 

(iv) Sino-Forest has not been able to secure or renew certain existing 

onshore banking facilities, has been unable to obtain offshore 

letters of credit to facilitate Sino-Forest’s trading business, and all 

offshore banking facilities have been repaid and frozen, or 

cancelled; 

(v) Sino-Forest’s operating subsidiaries have lost access to capital 

injections, local bank financing and intercompany funding for 

expansion opportunities due to the Company’s financial situation; 

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

now operating on a significant burn as they are being pressured to 

continue to honour payables while collecting minimal receivables 

and failing to generate significant new sales; 

(c) Legal and Regulatory Proceedings: 

(i) Sino-Forest continues to divert significant resources to address the 

ongoing regulatory and criminal investigations by the OSC and the 

RCMP as well as inquiries from the HKSFC; 

(ii) Numerous class actions have been commenced in Canada and the 

US and more are threatened; 

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

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

(i) As a result of the Company’s failure to issue its Q3 Results, the 

Company is in default (the “Financial Reporting Covenant 

Default”) under its four (4) series of issued notes (the “Notes”) 

and is unlikely to be in a position to cure such default in the near 

term, if ever; 

(ii) On January 12, 2012, the Company announced that holders of a 

majority of its 2014 Senior Notes and 2017 Senior Notes (who had 

issued default notices under their respective note indentures) had 

agreed to waive (the “Waiver Agreements”) the Financial 

Reporting Covenant Default on certain terms and conditions 

(discussed below) including a covenant to make certain interest 

payments; 

(iii) The Waiver Agreements terminate on the earlier of April 30, 2012 

and any earlier termination of the Waiver Agreements in 

accordance with their terms; 

(iv) The failure to deliver the 2011 Financial Statements by March 31, 

2011 will constitute a further default under the Note Indentures 

(subject to a 30 day cure period); 

(e) Failure to Produce Q3 Results and 2011 Audited Statements 

(i) As set out in the IC’s Second Report, subsequent to August 26, 

2011, a number of documents came to the IC’s attention that 

required further investigation and review; 

(ii) On or before November 15, 2011, the deadline for the release of 

the Q3 Results, the Board’s audit committee recommended and the 

Board agreed that the Company should defer the release of the Q3 

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

(iii) The issues included (A) determining the nature and scope of the 

relationships between Sino-Forest and certain of its AIs (defined 

below) and suppliers, as discussed in the Second Report, and (B) 

the satisfactory explanation and resolution of issues raised by 

certain documents identified by the IC's advisors, the Company’s 

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

(iv) Although the Company (and the IC) continued to work to resolve 

these issues, the allegations set out in the MW Report and raised 

by the OSC, the Company subsequently announced that there was 

no assurance that it would be able to release the Q3 Results, or, if 

able, as to when such release would occur; 

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

Company’s ability to release 2011 Audited Financial Statements; 

(f) Political Factors: 

(i) Sino-Forest requires ongoing support from all levels of the PRC 

government to operate its business in a manner that will be 

profitable;  

(ii) To date, the PRC government has been supportive, but has recently 

expressed concern regarding the ongoing distress of the business 

and has indicated that it expects the Company to propose a viable 

solution in the near future; and 

(iii) Loss of support from the PRC government would likely be fatal to 

any chance of success in restructuring the Company in a way that 

maximizes value for the Company’s stakeholders. 

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

quo for much longer. 

000257



- 12 - 
 

  

CIRCUMSTANCES OF THE CCAA APPLICATION 

22. The Martin Affidavit provides a detailed outline of Sino-Forest’s corporate 

structure, business, reported assets and financial information.  The Martin 

Affidavit also provides a detailed chronology of the Company and its actions 

since the issuance of the MW Report in June 2011 including the formation of the 

IC, the issuance and conclusions set out in the IC Reports, the Class Actions, the 

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

23. This Report does not propose to repeat those details.  Instead, the Proposed 

Monitor has focused on the following areas, which it believes are relevant for 

understanding the basis on which it is recommending the granting of the Initial 

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

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

issues that are embedded within that structure; 

(b) the role of the PRC government and the forestry industry in the PRC; and 

(c) Sino-Forest’s current options. 

The Company’s history 

24. Sino-Forest operates through two different corporate models – the “BVI” model 

and the “WFOE” model.  It is significant to understand the corporate models used 

by Sino-Forest in its operations because of the corresponding issues associated 

with repatriating value offshore from each of those various entities.   

BVI Forestry Holding Companies (“BVIs”) 

25. Until 2004, Sino-Forest used the BVI model exclusively to invest in timber rights 

in the PRC.  The Proposed Monitor understands that the BVI model essentially 

involves the use of a British Virgin Island company to invest in timber rights in 

the PRC.  Due to the restrictions on foreign companies under PRC law which do 

not permit foreign companies to conduct business in the PRC without business 
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licenses granted by competent government authorities, BVIs must carry on their 

sale activities through authorized intermediaries (“AIs”) onshore.  Further, BVIs 

are not permitted to have bank accounts in the PRC.  It is the AIs who enter into 

the direct contracts for the sale of standing timber with end customers.  AIs are 

also responsible for remitting taxes arising from sales to the relevant PRC tax 

authorities.  Once money is in the BVI system, it has never been repatriated off 

shore and any profit has always been re-invested in further plantation timber 

rights.  The only exception to that are in the small instances where Sino-Forest 

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

26. The BVI model was the model used by Sino-Forest when it started operations in 

1994 due to the restrictions on foreign business operations in the PRC.  Over the 

years, the BVI model was therefore used to purchase significant amounts of Sino-

Forest’s reported timber holdings (approximately 60% of its reported timber 

holdings). From an investor/creditor perspective, the model is problematic for a 

number of reasons including: 

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

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

Report and arose during the IC investigation were due to the fact that 

when BVIs purchase timber, they are only purchasing the timber rights 

and not any underlying land use rights (which interests are capable of 

being registered in most parts of the PRC); 

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

transparency in a number of issues that were the focus of the MW Report 

and the IC investigation – including the relationships between the AIs and 

certain of the suppliers, an inability to see into the books and records of 

the AIs to verify booked sales, and the extent to which the AIs had, in fact, 

remitted applicable taxes to relevant tax authorities; and 

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

related to the SAFE regulations, there is no way for a BVI to efficiently 

000259



- 14 - 
 

  

repatriate cash off shore without giving rise to significant negative tax 

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

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

WFOEs 

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

owned enterprises (“WFOEs”) to conduct business in the trading of timber on 

shore in the PRC.  Post 2004, almost all of Sino-Forest’s new capital invested in 

timber assets has been employed through the WFOE model.  The Proposed 

Monitor understands that the WFOE model is preferable for several reasons 

including: 

(a) WFOEs can conduct business on shore in the PRC and as such, they do 

not need to use the AI model.  They can (and do) transact directly with 

customers; 

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

and records is more readily verifiable and therefore more transparent in 

nature; 

(c) WFOEs can acquire land use rights through pre-paid long term leases.  

The ability of WFOEs to invest in land use rights is advantageous because 

(i) for the most part, it appears that these rights can be registered and are 

therefore more easily verifiable; (ii) the WFOE can finance its business 

against its land rights; and (iii) it is viewed favourably by the PRC because 

it is evidence of Sino-Forest’s long term intentions within the forestry 

industry in the PRC; and 

(d) WFOEs are preferable from a foreign investor perspective because there is 

an identifiable process for the repatriation of funds off-shore to the foreign 

investor parent.   

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

On-shoring 

29. As part of its long term strategy, the Company has been considering options to 

transition its BVI assets into WFOE assets.  This process is referred to as “on-

shoring”.  The Proposed Monitor understands there is no single standard protocol 

for on-shoring Sino-Forest’s assets and that Sino-Forest is looking into various 

alternative methods of migrating the ownership of the BVI assets.  At its root, on-

shoring requires the creation of a new WFOE that is capitalized to receive timber 

rights from the BVIs and at the same time, acquire the accompanying underlying 

land use rights.  The Proposed Monitor understands that the precise methods for 

successfully on-shoring varies on a county to county basis and requires extensive 

negotiations with various stakeholders including potentially the land owners and 

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

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

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

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

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

incentives for parties to cooperate with an on-shoring process as it generally 

involves the promotion of business in more rural areas, the ongoing employment 

of individuals in those regions and cash injections to the land owners on the pre-

paid leases.   

The Role of the PRC Government 

31. Based on the conversations that the Proposed Monitor has had with members of 

senior management of the Company and various of its advisors, the Proposed 

Monitor understands that the PRC government has and will continue to play a key 

role in any successful restructuring.   

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

for a limited system pursuant to which verification as to legal ownership of timber 
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or land may be obtained.  The Monitor has also been advised that it is not clear 

that the Forestry Law has been fully implemented on a nation-wide basis such 

that, in some instances, no verification from regional forestry bureaus may be 

available. 

33. The Company has advised that the PRC has taken numerous steps in the last years 

to promote the timber plantation industry including opportunities for foreign 

investment.  It is also apparent that navigating timber operations within the PRC 

has obvious political and state related implications due to the role of the Chinese 

government in business operations in China generally, the geographic location of 

many of the plantations, the reliance upon provincial and other registries for asset 

verification, and the uncertainty surrounding certain taxation and other laws in the 

PRC that could have significant implications on Sino-Forest’s business structure 

and/or ability to expand. 

34. Further, it is clear that in many instances, there is an emphasis put on “business 

relationships” among parties that is paramount to any contractual or legal 

relationship that may have been entered into by the parties.  These relationships 

are relied upon for the conduct of business in this industry in the PRC.  In the 

course of its investigation, the IC reported that it was apparent that integral to 

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

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

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

Sino-Forest is the largest private forestry operator in the PRC and it has complied 

with and promoted PRC policy in terms of growth and efficiency in the natural 

resource sector over its 18 years of business.  All of these factors have resulted in 

Sino-Forest having a positive and encouraging relationship with the PRC 

government.  Consequently, the PRC government has, by and large, been 

facilitative of Sino-Forest’s business.  Ongoing support will be required if this 

restructuring process is to be successful.  Maintaining relations with the PRC 

government both nationally and locally will also be crucial to Sino-Forest’s on-

shoring strategy.  
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36. Through extensive discussions that the Proposed Monitor has had with the 

Company and various advisors to the Company, it has become apparent that much 

of Sino-Forest’s historical success has been due to the leadership of Allen Chan. 

Although Mr. Chan resigned as CEO and chairman after the issuance of the MW 

Report, Mr. Chan has remained involved in Sino-Forest and, in particular, plays a 

key role in maintaining and building on existing PRC relations.  The Martin 

Affidavit also contains further detail as to the importance of Mr. Chan in any 

restructuring. 

37. It is equally clear to the Proposed Monitor that the PRC government has the 

ability to be a significant impediment to solutions that it does not view as 

favourable or in furtherance of PRC policy.  The Company and Houlihan have 

both expressed the view that if attempts were made to break up the company, that 

could be viewed as being contrary to the general direction of, and have a 

significant impact on, the PRC’s natural resource growth policies and would 

likely be viewed negatively by the PRC government.  Further, the PRC 

government is cognizant of the location of many of the Sino-Forest plantations 

and their proximity to state run facilities and has expressed concern to the 

Company as to how these issues will be addressed going forward if ownership is 

to change hands.   

The Company’s Options 

38. The Proposed Monitor is aware that the Company, in consultation with its various 

advisors, has considered many alternatives to solve both the Company’s current 

problems as well as to provide longer term solutions to the issues inherent in the 

BVI structure.  For various reasons, the options of maintaining the status quo or 

attempting to liquidate the assets (i.e. timber) are not feasible options 

notwithstanding the guarantees and pledges that may have given the noteholders 

certain rights to do so.   Some of the issues that would prohibit status quo or 

liquidation are as follows: 

(a) Status quo – as set out above and in the Martin Affidavit, the MW Report 
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and subsequent events have left the Sino-Forest business paralyzed and 

unable to continue.  Sources of outside funding for expansion have dried 

up, sales have been halted while the business continues to burn money 

necessary to its operations.  Further, the Company has advised that based 

on meetings between members of senior management and the PRC, the 

PRC is not content to allow Sino-Forest’s current situation to continue 

indefinitely and has insisted that a path forward for Sino-Forest be 

proposed; 

(b) Liquidation – It is not clear to the Proposed Monitor that a liquidation 

could even be achieved in this circumstance.  However, even if it could be, 

liquidating the timber assets within the PRC is unlikely to achieve any 

desired result.  As set out above, given the historical structural issues 

inherent within the BVI structure, it is doubtful that any proceeds of a 

liquidation could be moved off shore successfully. 

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

in extensive conversations and negotiations with an ad hoc committee of 

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

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

40. The Proposed Monitor understands that these extensive arm’s length negotiations 

involved email, telephonic and in-person meetings between the various parties 

and have included, at different times, the Company’s senior management 

(including Mr. Martin, the Company’s chief financial officer, Mr. David Horsley 

and Mr. Chan), Houlihan, the Company’s legal advisors, certain of the Ad Hoc 

Noteholders themselves and their legal and financial advisors.  During the course 

of these meetings, the parties have explored the options available to both the 

Company and the noteholders including the liquidation option.  

THE SUPPORT AGREEMENT AND PROPOSED RESTRUCTURING 

41. Following extensive arm’s length negotiations, the Company and the Ad Hoc 
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Noteholders have reached agreement on the terms of a support agreement (the 

“Support Agreement”).  The Proposed Support Agreement has been executed by 

holders of the Notes holding approximately 40% of the Notes.  The Support 

Agreement contemplates (and provides incentive for) additional noteholders 

becoming party to the Support Agreement by way of Joinder Agreement.  As set 

out below, it is contemplated that the Proposed Monitor will post a copy of the 

Support Agreement on its website.  The material terms of the Support Agreement 

are set out in the Martin Affidavit. 

42. The Proposed Monitor has reviewed the terms of the Support Agreement.  The 

Proposed Monitor believes that the terms of the Support Agreement are 

reasonable in the circumstances.  In reaching that conclusion, the Proposed 

Monitor first considered the fact that Sino-Forest’s situation is not that of a typical 

debtor.  The Company’s options in terms of realizing value on its assets are 

limited given not only the legal impediments, but also the nature and location of 

the physical assets.    Further, other considerations included the following: 

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

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

majority of the Company’s overall debt; 

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

plan that provides for, among other things: 

(i) a structured solution pursuant to which the business operations will 

be liberated from the existing legal challenges facing the Company 

(namely the extensive litigation and contingent claims) and put 

into a new structure which will ultimately be able to work to fix 

the structural issues in Sino-Forest’s business; 

(ii) participation rights for certain junior constituents whose claims 

rank behind the noteholders; 
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(iii) a framework for the litigation and/or resolution of the claims faced 

by the Company; 

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

buyer of the business; 

(e) Notwithstanding those challenges, the Support Agreement contemplates a 

Sale Process (defined and discussed below) to determine whether a higher 

or better option is available; and  

(f) As discussed above, neither maintaining the status quo nor liquidation are 

desirable or possibly viable options. 

THE PROPOSED SALE PROCESS 

Sale Process Terms 

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

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

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

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

business.  

44. The material terms of the Sale Process are set out in the Martin Affidavit.  The 

Proposed Monitor has been consulted in the development of the proposed Sale 

Process terms and believes they are reasonable in the circumstances. 

45. The Company, the Proposed Monitor, Houlihan, and advisors to the Ad Hoc 

Noteholders have had extensive discussions as to the appropriate time frame in 

which the business may be marketed.  The Proposed Monitor believes that it is 

appropriate for the Company to seek approval of the Sale Process as part of its 

initial application based on the following factors: 

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

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

000266



- 21 - 
 

  

(b) The Sino-Forest business is extremely complicated – for any buyer, there 

will be significant legal, tax, regulatory, political and cultural 

considerations that will need to be addressed; 

(c) Given the extensive negative publicity that has surrounded the business, 

buyers will likely require extensive due diligence and that may include not 

just document review, but meetings in HK as well as the PRC, site visits 

and other time intensive exercises; 

(d) Timber is a seasonal business with the majority of sales taking place in Q3 

and Q4 of each year – if a transaction is not completed before the end of 

Q3 of this year, that will effectively result in a further year with few or no 

sales; and 

(e) The Company needs to be able to demonstrate to the PRC government, in 

the near future, that it has a clear path forward, absent which it risks losing 

its support. 

46. The proposed Sale Process is intended to be a market test of the terms of the 

proposed restructuring set out in the Support Agreement.  However, given the size 

of the business and the issues surrounding the business, both Houlihan and the 

Company have indicated that there is likely to be a limited landscape of potential 

buyers.   The Proposed Monitor agrees that this may be the case but nonetheless 

believes that it is important as part of the CCAA Proceedings that the Sale Process 

be commenced to determine what other interest may exist. 

47. Given the urgency described above, the Proposed Monitor is aware that Houlihan 

has already commenced certain efforts in respect of the proposed Sale Process.  

Given the circumstances of this situation, the Proposed Monitor is of the view that 

such actions by Houlihan have been prudent. 

Retention of Houlihan 

48. In anticipation of a potential filing and Sale Process, the Company retained 
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Houlihan pursuant to the terms of the Financial Advisor Agreement.  The terms of 

the Financial Advisor Agreement, including the proposed fee structure, are set out 

in the Martin Affidavit. The Proposed Monitor is aware that the Company 

considered at least three (3) other candidates, all of whom are well-known 

international investment banks, prior to retaining Houlihan.   

49. The Proposed Monitor understands that the Board’s decision to retain Houlihan 

was based on Houlihan’s experience in debt restructurings including working with 

noteholders as well as its extensive presence in North American and Asian 

markets.   

50. The Proposed Monitor has reviewed the terms of the Financial Advisor 

Agreement.  The Proposed Monitor believes that, in the circumstances, it is 

reasonable for the Company to have retained Houlihan and negotiated the terms 

contained in the Financial Advisor Agreement.  Accordingly, the Proposed 

Monitor recommends the approval of the Financial Advisor Agreement. 

THE COMPANY’S CASH FLOW FORECAST  

Cash Flow Projections 

51. The Company, with the assistance of the Proposed Monitor, has prepared 

consolidated 13-week cash flow projections of its receipts and disbursements (the 

“March 29 Forecast”). The March 29 Forecast, together with the management’s 

report on the cash-flow statement as required by section 10(2)(b) of the CCAA, is 

attached hereto as Appendix A. The March 29 Forecast shows a negative net cash 

flow of approximately $19.3 million in the period March 31 to June 29, 2012, and 

is summarized below: 
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  $000 CAD

Cash inflow
Interest Income 412$            

Total cash inflows 412$            

Cash outflow
Payroll and Benefits 181$            

Board & Committee Fees 253$            

Travel  315$            

Rent,Communication & Utilities 60$              

Taxes & Other 195$            

Total cash outflows 1,004$         

Net Operating Cashflow (591)$           

Restructuring Costs

Professional Fees  18,730$       

Total Restructuring Costs 18,730$       

Net Cash Flow (19,321)$      

Opening Cash Balance 67,846$       

Net Cash Balance (19,321)$      

Ending Cash Balance 48,525$       

 

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

the CCAA Proceedings will be met by existing cash available to the Company. 

Proposed Monitor’s Report on the Reasonableness of the Cash Flow Projections 

53. Section 23(1)(b) of the CCAA states that the Proposed Monitor shall: 

“review the company’s cash-flow statement as to its 

reasonableness and file a report with the court on the 

Proposed Monitor’s findings;” 

54. Pursuant to section 23(1)(b) of the CCAA and in accordance with the Canadian 

Association of Insolvency and Restructuring Professionals Standard of Practice 

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

(a) The March 29 Forecast has been prepared by the management of the 
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Applicant for the purpose described in Note 1, using the Probable and 

Hypothetical Assumptions set out in Notes 2 to 6;  

(b) The Proposed Monitor’s review consisted of inquiries, analytical 

procedures and discussion related to information supplied by certain of the 

management and employees of the Company. Since Hypothetical 

Assumptions need not be supported, the Proposed Monitor’s procedures 

with respect to them were limited to evaluating whether they were 

consistent with the purpose of the March 29 Forecast. The Proposed 

Monitor has also reviewed the support provided by management of the 

Company for the Probable Assumptions, and the preparation and 

presentation of the Cash-Flow Statement; 

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

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

(i) the Hypothetical Assumptions are not consistent with the purpose 

of the March 29 Forecast;  

(ii) as at the date of this report, the Probable Assumptions developed 

by management are not suitably supported and consistent with the 

plans of the Company or do not provide a reasonable basis for the 

March 29  Forecast, given the Hypothetical Assumptions; or  

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

Hypothetical Assumptions;  

(d) Since the March 29  Forecast is based on assumptions regarding future 

events, actual results will vary from the information presented even if the 

Hypothetical Assumptions occur, and the variations may be material. 

Accordingly, the Proposed Monitor expresses no assurance as to whether 

the March 29  Forecast will be achieved. The Proposed Monitor expresses 

no opinion or other form of assurance with respect to the accuracy of any 

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

(e) The March 29 Forecast has been prepared solely for the purpose described 

in Note 1 on the face of the March 29 Forecast and readers are cautioned 

that it may not be appropriate for other purposes.  

RELIEF SOUGHT 

The Stay of Proceedings 

55. For the reasons set out herein, the Company requires a stay of proceedings while 

it carries out its proposed restructuring activities.  The Monitor believes that the 

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

Payments During the CCAA Proceedings 

56. The Company intends to make certain ordinary course payments during the 

course of the CCAA Proceedings in accordance with and as set out in the March 

29 Forecast.  The Monitor believes this course of action is fair and reasonable in 

the circumstances. 

Administration Charge 

57. The Company is seeking an Administration Charge in the amount of CAD$15 

million with priority over all encumbrances against the Company’s assets other 

than the Company’s assets which are subject to Personal Property Security Act 

registrations (the “Encumbered Property”).  Based on personal property registry 

searches that were conducted by the Proposed Monitor’s counsel as of March 28, 

2012, other than the Indenture Trustees under the Notes who have security in 

respect of the pledged shares of the Company’s subsidiaries there was only one 

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

58. The beneficiaries of the Administration Charge if granted would be the Proposed 

Monitor, the Proposed Monitor’s counsel, counsel to the Board, FTI HK, counsel 

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

59. The Proposed Monitor has reviewed the underlying assumptions upon which the 

Company has based the quantum of the proposed Administration Charge, the 

complexities of the CCAA Proceedings and the services to be provided by the 

beneficiaries of the Administration Charge and believes that the limit of CAD$15 

million is reasonable in the circumstances.  

60. The Proposed Monitor also believes that it is appropriate that the other proposed 

beneficiaries of the Administration Charge be afforded the benefit of a charge as 

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

The Directors’ Charge 

61. The Company is seeking the Directors’ Charge in the amount of CAD$3.2 million 

with priority over all encumbrances on the Company’s assets other than the 

Administration Charge and the Encumbered Property.  The Proposed Monitor 

understands that the Board has insisted on the protection of the Directors’ Charge 

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

Martin Affidavit also sets out a summary of the current insurance policies that are 

available to the Board as well as the exclusions and possibility of non-renewal at 

the end of the term. 

The Financial Advisor Agreement 

62. Houlihan’s engagement is reasonable given the Company’s proposed Sale 

Process. As set out above, Houlihan was considered along with other international 

investment banks and selected on merit- based criteria. 

Publication of Notices Support Agreement 

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

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

http://cfcanada.fticonsulting.com/sfc; and 
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(b) Publish a notice in the Globe and Mail and the Wall Street Journal (in 

form and substance satisfactory to the Company, the Monitor and counsel 

to the Ad Hoc Noteholders) notifying noteholders of the Support 

Agreement and the deadline of 5:00pm (Toronto time) on the Consent 

Date (as defined in the Support Agreement) by which any noteholders 

(other than an Initial Consenting Noteholder) who wishes to become 

entitled to the Early Consent Consideration pursuant to the Support 

Agreement must execute and return a Joinder Agreement. 

The Sale Process 

64. As set out above, the proposed Sale Process is contemplated by the Support 

Agreement and is intended to test the market to determine whether a higher or 

better offer than the transaction contemplated under the Support Agreement is 

available.  Further, given the circumstances and complexities of the situation as 

set out above, the Proposed Monitor recommends approval of the Sale Process 

Order on the date of this application.   

CONCLUSION 

65. The Proposed Monitor is of the view that the relief requested by the Company is 

necessary, reasonable and justified. The Proposed Monitor is also of the view that 

granting the relief requested will provide the Company the best opportunity to 

undertake the CCAA Proceedings, to preserve value and maximize recoveries for 

the Company’s stakeholders.  As set out above, absent a restructuring, the 

Monitor is of the view that the business has little chance of viability.  Further, 

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

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

request for the Initial Order and the Sale Process Order.  
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APPENDIX A 
 

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

ONTARIO 
SUPERIOR COURT OF JUSTICE 

(COMMERCIAL LIST) 

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

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

SIXTH REPORT TO THE COURT 
SUBMITTED BY FTI CONSULTING CANADA INC.,  

IN ITS CAPACITY AS MONITOR 

INTRODUCTION 

1. On March 30, 2012 (the “Filing Date”), Sino-Forest Corporation (the “Company”) filed 

for and obtained protection under the Companies’ Creditors Arrangement Act, R.S.C. 

1985, c. C-36, as amended (the “CCAA”).  Pursuant to the Order of this Honourable 

Court dated March 30, 2012 (the “Initial Order”), FTI Consulting Canada Inc. was 

appointed as the Monitor of the Company (the “Monitor”) in the CCAA proceedings.  

By Order of this Court dated April 20, 2012, the powers of the Monitor were expanded in 

order to, among other things, provide the Monitor with access to information concerning 

the Company’s subsidiaries.  Pursuant to an Order of this Court made on May 31, 2012, 

this Court granted an Order extending the Stay Period (as defined in the Initial Order) to 

September 28, 2012.  The proceedings commenced by the Company under the CCAA 

will be referred to herein as the “CCAA Proceedings”. 

2. On the Filing Date, the Court also issued an Order authorizing the Company to conduct a 

Sale Process (the “Sale Process Order”).   

3. The purpose of this Sixth Report is to: 

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

to: 
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(i) the Sale Process; 

(ii) Mediation; 

(iii) the Plaintiffs’ Motion re Document Production; 

(iv) Claims Process; 

(v) the Company’s Equity Claims Motion; 

(b) Report on the receipts and disbursements of the Company for the period May 19, 

2012 to July 20, 2012; and 

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

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

legal representatives; 

(ii) the cash position of the Sino-Forest Subsidiaries; 

(iii) receivables; 

(iv) the Thai Redwood Transaction; 

(v) management’s internal December 2011 financial statement impairment 

provisions; 

(vi) disbursements; 

(vii) cumulative variance analysis for the Sino-Forest Subsidiaries; 

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

(i) operational changes; 

(ii) wood fibre operations; 

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

4. In preparing this Sixth Report, the Monitor has relied upon unaudited financial 

information of Sino-Forest, Sino-Forest’s books and records, certain financial 

information prepared by Sino-Forest, the Reports of the Independent Committee of the 

Company’s Board of Directors dated August 10, 2011 (the “First IC Report”), 

November 13, 2011 (the “Second IC Report”), and January 31, 2012 (the “Final IC 

Report” and together, the “IC Reports”), and discussions with Sino-Forest’s 

management.  The Monitor has not audited, reviewed or otherwise attempted to verify the 

accuracy or completeness of the information.  In addition, the Monitor notes that on 

January 10, 2012, the Company issued a press release cautioning that the Company’s 

historic financial statements and related audit reports should not be relied upon.  

Accordingly, the Monitor expresses no opinion or other form of assurance on the 

information contained in this Sixth Report or relied on in its preparation.  Future oriented 

financial information reported or relied on in preparing this Sixth Report is based on 

management’s assumptions regarding future events; actual results may vary from forecast 

and such variations may be material.  

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

Dollars.  

6. The term “Sino-Forest” refers to the global enterprise as a whole but does not include 

references to the Greenheart Group.  “Sino-Forest Subsidiaries” refers to all of the 

direct and indirect subsidiaries of the Company, but does not include references to the 

Greenheart Group. 

7. Capitalized terms not defined in this Sixth Report are as defined in the pre-filing report of 

the proposed monitor dated March 30, 2012 (the “Pre-Filing Report”) and the affidavit 

of W. Judson Martin sworn March 30, 2012 (the “Initial Order Affidavit”).  Copies of 

the Initial Order Affidavit (without exhibits) and the Pre-Filing Report are attached as 

Appendices “A” and “B” hereto. 
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GENERAL BACKGROUND 

Sino-Forest Business 

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

China (“PRC”).  Its principal businesses include ownership and management of forest 

plantation trees, the sale of standing timber and wood logs, and complementary 

manufacturing of downstream engineered-wood products. 

9. The Company is a public holding company whose common shares were listed on the 

Toronto Stock Exchange (“TSX”).  Prior to August 26, 2011 (the date of the Cease Trade 

Order, defined below), the Company had 246,095,926 common shares issued and 

outstanding and trading under the trading symbol “TRE” on the TSX.  Effective May 9, 

2012, the common shares were delisted from the TSX. 

10. On June 2, 2011, Muddy Waters, LLC (“MW”), which held a short position on the 

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

Sino-Forest is a “ponzi-scheme” and a “near total fraud”.  The MW Report was issued 

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

11. Subsequent to the issuance of the MW Report, the Company devoted extensive time and 

resources to investigate and address the allegations in the MW Report as well as 

responding to additional inquiries from, among others, the Ontario Securities 

Commission (“OSC”), the Royal Canadian Mounted Police and the Hong Kong 

Securities and Futures Commission. 

12. In view of the MW Report, the subsequent litigation and regulatory investigations and 

other issues continue to have a significant negative impact on the Company and have 

threatened the long term viability of Sino-Forest’s operations.  For the reasons discussed 

in the Pre-Filing Report and the Initial Order Affidavit, the Company and the business 

was placed into a stalemate that could not be resolved without the Court supervised 

solution offered by the CCAA Proceedings. 

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

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

Report in June 2011. 

UPDATE ON CCAA PROCEEDINGS 

Update on Sale Process 

14. On the Filing Date, the Company obtained the Sale Process Order.  The Phase 1 Bid 

Deadline (as defined in the Sale Process Order) was June 28, 2012.  On July 10, 2012, the 

Company issued a press release announcing that the Company had determined that none 

of the letters of intent were qualified letters of intent and therefore it was terminating the 

Sale Process and proceeding with the restructuring transaction contemplated under the 

Support Agreement.   

15. Also on July 10, 2012, the Monitor issued its fourth report (the “Fourth Report”) to the 

Court providing an update with respect to the Sale Process and the letters of intent that 

had been received on the Phase 1 Bid Deadline.  The Fourth Report also noted that none 

of the LOIs (as defined in the Fourth Report) were deemed “Qualified Letters of Intent” 

under the sale process procedures and the Company subsequently issued a press release 

confirming the termination of the sale process. 

16. Many parties actively involved in these proceedings have requested a summary of the 

LOIs received.  The Monitor agrees with the Company that this information is sensitive 

and should not be publicly available.  However, the Monitor does believe that summary 

information regarding the LOIs should be placed in the Data Room (defined below) and 

made available to Mediation Parties (defined below) who have executed a Mediation 

Confidentiality Agreement (defined below) prior to the Mediation (defined below). 

Update on Mediation  

17. The Monitor’s fifth report dated July 16, 2012 filed in support of the Monitor’s motion 

for a mediation order (the “Mediation Motion”) provided the background and context 

leading up to the Mediation Motion.   

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

(b) providing for the establishment of a data room (“Data Room”) for access by 

Mediation Parties subject to confidentiality restrictions; 

(c) scheduling September 4, 5 and, if necessary, 10 as the mediation dates; and  

(d) appointing the Honourable Justice Newbould as mediator.   

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

19. Since the granting of the Mediation Order, the Company has worked with the Plaintiffs 

and the Third Party Defendants to execute confidentiality agreements in the form agreed 

to with such parties at the hearing for the Mediation Order (the “Mediation 

Confidentiality Agreement”).  A copy of the index to the Data Room and access to the 

Data Room has been provided to those Mediation Parties that have executed a Mediation 

Confidentiality Agreement as of the date of this Report.  

The Plaintiff’s Motion re Document Production 

20. On July 10, 2012, the Plaintiffs served a notice of motion (the “Notice of Motion”) 

(followed by a full motion record on July 11, 2012) for a motion returnable July 16, 2012 

(the “Plaintiffs’ Document Motion”) regarding the disclosure of certain documents set 

out in their Notice of Motion.  At a Court conference call held on July 13, 2012, the 

Plaintiffs’ Document Motion was adjourned to July 25, 2012.  At a 9:30 appointment 

held on July 23, 2012, the motion was further adjourned to July 30, 2012. 

21. The Plaintiffs and the Company subsequently agreed upon the list of documents to be put 

in the Data Room and settled a form of Order in respect of the Plaintiffs’ Document 

Motion.  The Order was granted by this Court on July 30, 2012.  A copy of the Order is 

attached as Appendix D hereto. 

Update on Claims Process 

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

Procedure Order providing for a call for claims against the Company and its officers and 
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directors.  While the Claims Procedure Order did not purport to create a bar date in 

respect of claims against Sino-Forest Subsidiaries, claimants against the Company were 

ordered to indicate whether they asserted or intended to assert a similar claim against 

some or all of the Sino-Forest Subsidiaries.  The primary claims bar date was June 20, 

2012 (the “Claims Bar Date”).1 

23. On or about the Claims Bar Date, the Monitor received a total of 228 claims with a face 

value in excess of $112 billion.  This includes potential duplicative claims filed against 

the Company and its officers, directors and subsidiaries.  A summary of the claims 

received to date is as follows:  

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

 

24. As of the date of this Report, the Monitor is continuing to review the claims received, 

particularly in light of the Equity Claims Decision (defined below), discussed in further 

detail below.   

25. The Monitor is also reviewing the claims under the Company’s four series of notes 

including the guarantees and pledges given by Sino-Forest in connection with the notes.  

The Monitor intends to put its summary regarding the guarantees and security in the Data 

Room. 

                                                 
1The applicable bar date for certain claims including Restructuring Claims and D&O Indemnity Claims is as set out 
in the Claims Procedure Order.  
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The Company’s Equity Claims Motion  

26. On June 26, 2012, this Court heard a motion brought by the Company for a direction that 

certain claims against the Company that result from the ownership, purchase or sale of an 

equity interest in the Company and resulting indemnity claims are “equity claims” as 

defined in the section 2 of the CCAA.  The motion was not opposed by the Plaintiffs but 

was opposed by certain Third Party Defendants. 

27. On July 27, 2012, this Court issued  its decision (the “Equity Claims Decision”).  A 

copy of the Equity Claims Decision is attached as Appendix E hereto.  Pursuant to the 

Equity Claims Decision, this Court found, inter alia, that:2 

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

Instead: 

(i) it had been clear since the outset of the CCAA proceedings that this issue 

would have to be determined and this issue could be determined 

independently of the Claims Procedure Order; 

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

threshold issue is determined at this time; 

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

quantification of any claim; and 

(iv) the effect of the Equity Claims Decision will be to establish whether the 

claims of E&Y, BDO and the Underwriters will be subordinated pursuant 

to the CCAA and is independent of determinations as to validity and 

quantification. 

(b) The Shareholder Claims and Related Indemnity Claims are “equity claims” as 

defined in section 2 of the CCAA. 

                                                 
2 Capitalized terms used in the summary and not otherwise defined have the meaning given to them in the Equity 
Claims Decision.  This summary is for information purposes only.  Reference should be made to the Equity Claims 
Decision itself. 
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(c) With respect to the claims of E&Y, BDO and the Underwriter, the Court 

concluded that the most significant aspect of those claims constitute “equity 

claims”.  However, the Court did not make a determination as to whether defence 

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

(d) The Equity Claims Decision was without prejudice to the Company’s right to 

apply for a similar order with respect to (i) any claims in the statement of claim 

that are in respect of securities other than shares and (ii) any indemnification 

claims against the Company related thereto. 

28. On August 3, 2012, the Court issued an Order reflecting the terms of the Equity Claims 

Decision, a copy of which is attached as Appendix F hereto. 

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

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

29. The Company’s actual net cash flow for the period from May 19, 2012, to July 20, 2012 

(the “Current Period”) together with an explanation of key variances as compared to the 

May 23 Forecast (as defined in the Monitor’s Third Report) is described below.  Actual 

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

forecast and summarized as follows: 
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$000 CAD Forecast Actual Difference

Cash inflow

           Insurance Proceeds -$                      6,664$              6,664$                

           Interest Income 412$                417$                 5$                        

Total cash inflow 412$                7,081$              6,669$                

Cash outflow
           Payroll and Benefits 121$                111$                 (9)$                       

           Board & Committee Fees 392$                307$                 (85)$                    

           Travel  185$                47$                   (137)$                  

           Rent,Communication & Utilities 40$                  52$                   13$                      

           Taxes & Other 102$                47$                   (55)$                    

Total cash outflow 839$                565$                 (273)$                  

Net Operating Cashflow (426)$               6,516$              6,942$                

Restructuring Costs    

            Professional Fees  10,482$          8,946$              (1,536)$               

Total Restructuring Costs 10,482$          8,946$              (1,536)$               

Net Cash Flow (10,908)$         (2,430)$            8,478$                

Opening Cash Balance 61,007$          61,007$           -$                         

Net Cash Balance (10,908)$         (2,430)$            8,478$                

Ending Cash Balance 50,099$          58,577$           8,478$                

 

30. The key variances in actual receipts and disbursements compared to the May 23 Forecast 

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

(a) A positive variance of approximately of $6.7 million in cash inflows.  This 

variance is permanent in nature and related to insurance proceeds received by 

Sino-Forest in respect of professional fees incurred. The timing and estimated 

value of potential insurance proceeds was unknown at the time of the preparation 

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

(b) A positive variance of approximately $1.5 million in professional fees.  This 

variance is temporary in nature and is expected to reverse in the coming weeks as 

invoices are submitted by the professionals and paid by Sino-Forest. 

000289



- 11 - 

 

INFORMATION RELATING TO SINO-FOREST SUBSIDIARIES 

31. As set out in the Third Report of the Monitor, the Monitor (both directly and through FTI 

Consulting (Hong Kong) Limited (“FTI HK” and together with the Monitor, “FTI”)) 

established communication protocols and reporting mechanisms with Sino-Forest in 

Hong Kong and the People’s Republic of China (“PRC”).   

32. The Monitor was granted further powers pursuant to the Expanded Powers Order dated 

April 20, 2012, the majority of which related to direct access and involvement in the 

Sino-Forest Subsidiaries, as opposed to the Company itself.  The Company’s request for 

the Expanded Powers Order was primarily as a result of certain enforcement notices 

received from the OSC in April 2012, and personnel changes resulting from those 

changes.  

33. FTI continues to work with Sino-Forest on its operational, financial, legal and other 

issues.  Much of the Monitor’s activities to date have included, and continue to include, 

monitoring and reviewing financial information and Sino-Forest Subsidiaries’ activities 

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

34. The purpose of this overview is to inform on the status of the Sino-Forest Subsidiaries 

from the start of the CCAA proceedings to date.  In assessing Sino-Forest, including what 

actions and steps should be taken, reference was made to the IC Reports and the work 

and background conducted by the Independent Committee and its advisors.  Copies of the 

IC Reports are attached as Appendices G through I hereto.   

General Overview 

35. As was set out in the Initial Order Affidavit as well as the Pre-Filing Report, in the 

months after the release of the MW Report and the subsequent commencement of 

investigations and litigation involving Sino-Forest Corporation, the ultimate parent of the 

Sino-Forest Companies, the majority of the business in the PRC came to a virtual 

standstill.  Although certain business segments continued, they did so at diminished 

levels and Sino-Forest’s primary business, namely the purchase and sale of standing 

timber, froze.  Both the Initial Order Affidavit and the Pre-Filing Report observed that a 
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court supervised process was necessary for any chance of resolving the stalemate that the 

business found itself in. 

36. As discussed in the following sections, Sino-Forest’s financial and operational aspects of 

the business in the PRC continue to be negatively impacted by the uncertainty regarding 

the Company’s affairs.  Operations in Sino-Forest’s standing timber business (which 

accounts for the vast majority of Sino-Forest’s historical reported revenue and asset base) 

remain frozen and the remainder of Sino-Forest’s businesses are operating at 

substantially lower levels than in past years.   

37. Further, Sino-Forest’s existing senior management team has been significantly reduced 

since the commencement of the CCAA proceedings. As has been previously reported and 

disclosed by the Company, in April 2012, in response to enforcement notices issued by 

the OSC, a number of personnel changes were made whereby members of senior 

management were terminated.  The chief financial officer also stepped down from that 

role, although he remains an employee of the Company.  The Monitor understands that 

the terminated personnel played a significant role in Sino-Forest’s business. Due to the 

on-going concern in the Company and the Sino-Forest business, it has not been an option 

for Sino-Forest to replace these individuals.   

38. Although Sino-Forest’s cash position may appear to be ahead of its forecast (see below), 

the original subsidiary level forecast was mostly prepared by individuals who are no 

longer employed by Sino-Forest as a result of the personnel changes in April 2012 and 

may not be an appropriate reference point.  In reality, although disbursements are lower 

than normal, collection of receivables is proving difficult (as discussed below) and, to 

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

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

business across multiple fronts, including: 

(a) Provisions in respect of uncollectible receivable balances and assets with impaired 

values have been taken in the  2011 year end internal financial statements (which 

are discussed in further detail below); 
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(b) Management will need to review the impact of the recent de-registrations on the 

interim 2012 internal financial statements and to consider the need for further 

provisions in respect of amounts owed by de-registered AIs (which is discussed in 

more detail below); 

(c) Work being performed by third party consultants to verify Sino-Forest’s forestry 

estate is on-going and estimated to take years to complete and/or to verify a 

substantial portion of the estate;  

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

successful restructuring and resolution in these CCAA proceedings; and 

(e) There is a limited pool of funds that continues to be depleted throughout the 

CCAA proceedings. 

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

beginning of a breakdown of its relationships with certain AIs and suppliers.  As 

described in the Pre-filing Report, the Initial Order Affidavit and as set out in the IC 

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

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

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

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

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

partners.  Recent events highlight the breakdown: 

(a) Certain authorized intermediaries (“AIs”) who are necessary for selling standing 

timber under the BVI structure and who had outstanding receivable balances with 

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

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

registered; and 
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(c) The trading business has stopped importing, other than the existing Thai Redwood 

transaction.  The Thai Redwood transaction that was expected to occur in May 

2012 has been delayed multiple times.  

41. The Monitor also notes that as the restructuring proceedings continue with no resolution, 

the ability of Sino-Forest to maintain its relationship with the PRC government may 

become increasingly difficult. 

Chops, Annual Review and Process to Change Legal Representatives 

42. Upon filing, FTI began discussions regarding the corporate governance of the Sino-Forest 

Subsidiaries, particularly the PRC entities which are located in various regions in the 

PRC.  Through initial conversations and advice provided by Hong Kong and PRC 

counsel, the Monitor learned that, as a corporate governance matter, companies 

incorporated in the PRC: 

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

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

(b) conduct business through “chops” which are akin to company seals.  PRC 

companies can have different kinds of chops including the “company chops”, 

“financial chops” and “individual bank signatory chop”.  These chops are 

generally located at the subsidiary where they are used and may only be used by 

authorized individuals. 

43. Shortly after the Filing Date, Sino-Forest sent out a company-wide letter (the “Letter”) to 

all of the subsidiaries identifying new restrictions on the use of the chops and prohibiting 

the use of these chops without prior permission from identified senior management of 

Sino-Forest.  As discussed in further detail below, the Letter also outlined a new protocol 

for proposed disbursements and for entering into new contracts and commitments above a 

pre-determined threshold, including prior review by FTI.  

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

part to the ongoing investigation and charges laid by the OSC.  As a consequence of these 
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changes, the Company and FTI undertook a diligence exercise to determine the legal 

representatives for all Sino-Forest PRC companies and the location and security of the 

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

(a) The Company, through its legal counsel, conducted a corporate review of the PRC 

subsidiaries to determine the identity of the legal representatives of each 

company.  This review showed that there was a consistent legal representative 

across many of the subsidiaries and that in most cases the legal representative was 

no longer an employee of Sino-Forest. 

(b) FTI then conducted physical visits of approximately 50% of Sino-Forest’s PRC 

subsidiaries and observed the location of the company chop, financial chop and 

individual bank signatory chop for those subsidiaries it inspected.  

(c) It was determined that it was not necessary or prudent to conduct an initial review 

of all PRC subsidiaries.  This determination was based on the fact that: chops are 

physically located at the subsidiary offices throughout the PRC, the costs 

associated with physically visiting all locations and the relative levels of business 

historically reported by such subsidiaries.  Instead, FTI selected a sample of 

subsidiaries to visit based on levels of business, cash balances and physical ability 

to visit those locations.   

45. Based on the inspections that FTI has conducted, the chops appear to be physically 

locked in storage or other cabinets at the subsidiary level.  Initially, there was one 

exception, but FTI has been advised that it has been remedied.  FTI cannot be sure that 

the chops are kept under lock and key at all times given the practical prohibitions on such 

monitoring.  However, FTI is advised by Sino-Forest management that the protocols set 

out in the Letter continue to be followed. 

46. The Monitor expressed concern to Sino-Forest regarding the physical location of the 

chops at each of the subsidiaries as well as the legal representatives (particularly those 

that are no longer employees of Sino-Forest).  These concerns were somewhat mitigated 

by the implementation of the new controls under the Letter.  Further, at the time these 
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concerns were initially raised, Sino-Forest’s view was that (a) physical relocation of the 

chops to a more centralized location was not possible as a practical matter as they are 

needed by each subsidiary on a daily basis to conduct any business; and (b) any changes 

in legal representatives or other protocols at that time were not timely due to the fact that 

the PRC subsidiaries were undergoing their annual review process.  The annual review 

process is described in more detail below. 

47. Over the past number of months, Sino-Forest’s PRC subsidiaries have been undergoing 

annual reviews. These reviews are government mandated and companies are required to 

pass these reviews every year in order to carry on business in the PRC.  As of July 31, 

2012, all of the annual reviews have now been completed.  FTI is advised that all but 

three (3) of the PRC subsidiaries have passed their review and FTI is now in the process 

of receiving copies of the stamped business licenses indicating that the reviews were 

successful.  For those three (3) that remain outstanding, two (2) are expected to be 

complete by August 10, 2012 and the last one by August 31, 2012.   

48. Given the completion of the annual reviews, the Monitor is re-visiting discussions with 

Sino-Forest management to determine whether further steps should be taken to either 

replace the legal representatives and/or obtain a greater degree of certainty on the use and 

security of the chops. 

Cash Position of Sino-Forest Subsidiaries 

49. Prior to the CCAA proceedings, the Independent Committee, through its financial 

advisor, PricewaterhouseCoopers LLP (“PwC”) was trying to verify the cash position of 

Sino-Forest.  PwC was able to complete verification as of June 13, 2011 of 81% of the 

cash position in the PRC and 100% in Hong Kong. 

50. Since the Filing Date, FTI has continued to work with Sino-Forest to verify cash 

positions on an on-going basis particularly given the fact that the PwC verification was as 

of ten (10) months prior to the filing.   

51. Sino-Forest has approximately 546 bank accounts, 327 of which are located in various 

parts of the PRC.  FTI initially commenced work to understand the logistics, location and 
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reported balances in these accounts and based on that, determined that the best approach 

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

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

(a) FTI performs a monthly review of bank statements for over 60% of the bank 

accounts as compared to the bank statements.  Included in the accounts that are 

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

random review of selected accounts with smaller balances; 

(b) FTI has also physically visited specific banks in efforts to confirm certain account 

balances as at March 31, 2012.  Sino-Forest has 17 bank accounts in the PRC with 

balances in excess of $5 million as at March 30, 2012.  The 17 accounts represent 

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

expected total of all account balances; 

(c) FTI selected 9 of the 17 accounts to be verified and visited the banks with local 

Sino-Forest personnel located in:  Hunan Province, Jiangzi Province, Guizhou 

Province, Shanghai and Guangzhou.  No material misstatements were identified 

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

(d) There were 216 non-PRC bank accounts with a total balance of approximately 

$167 million as at March 30, 2012.  FTI has verified all of these accounts with a 

balance of over $100,000 by checking bank statements, which represents 

approximately 99% of the total non-PRC balance.  FTI performs a selected review 

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

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

detailed below. Based on the review procedures set out in 51(a) and (d) above, there were 

no material misstatements in those accounts checked. 

USD Sino-Wood Sino-Panel Non-PRC Total
# of accounts with balances 147 180 219 546
Balances as at June 30, 2012 ($ 000s) 92,709$      126,275$    145,235$  364,218$ 
% of bank account balances reviewed 58% 64% 69% 64%
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Receivables 

53. The Initial Order Affidavit set out Sino-Forest’s receivable balances, including ongoing 

difficulties in collecting those receivables given the MW Report and the uncertainty 

surrounding the business.  Sino-Forest had, in fact, instructed one of its then PRC counsel 

to send demand letters in respect of significant receivable balances.   

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

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

$ %
BVI Standing Timber 887$            82%
Wood WFOE Standing Timber 1$               0%
Panel WFOE Standing Timber 42$             4%
BVI Trading 126$            12%
WFOE Trading 11$             1%
Miscellaneous 14$             1%
Total 1,081$        100%

 

55. Subsequent to the commencement of the CCAA proceedings, management engaged 

another PRC law firm, Jingtian & Gongcheng (“J&G”) to follow up on the collection of 

outstanding receivables. Collection methods include detailed analysis of existing 

outstanding receivables, demand letters, follow up on demand letters that Sino-Forest’s 

prior PRC counsel had advised it sent and face-to-face discussions with third parties in 

respect of certain specific outstanding receivables. 

56. FTI has also begun participating (and continues to participate) in weekly meetings with 

Sino-Forest for a status update on legal proceedings/actions launched against specific 

debtors throughout the CCAA proceedings.  FTI has also been participating (and 

continues to participate) in weekly meetings with subsidiaries as well as weekly calls 

with Jingtian & Gongcheng.  

57. More recently, FTI has taken additional measures in following up on the status of the 

outstanding receivables, understanding the nature of collection methods being used and 

the impact these methods may have had on reducing the total outstanding balance. 
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58. In the course of FTI’s increased role in assisting with the collection of receivables, FTI 

requested J&G to conduct searches of several entities, the results of which can be 

summarized as follows: 

(a) Searches were conducted against six (6) AIs with whom the BVI entities conduct 

business for standing timber and who make up approximately $887 million of the 

Company’s reported receivables.  Based on the search results, three (3) of those 

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

(b) Searches were conducted against twelve (12) entities with whom the BVI entities 

conduct business for BVI trading and who make up approximately $126 million 

of the Company’s reported receivables.  Based on the search results, six (6) of 

those entities, representing $63 million, have been de-registered, one (1) of which 

is also included in paragraph (a) above.  

59. Although discussions are ongoing regarding the impact of de-registration and possible 

recourse available to Sino-Forest, the receivables position of Sino-Forest appears to be 

significantly different from past reported receivables. On July 31, 2012, the Company 

issued a press release outlining the discoveries made regarding the de-registration of 

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

60. By far, the most significant impact of the above has been the de-registration of the AIs.  

As was set out in the IC Reports as well as the Initial Order Affidavit, there has always 

been very little insight into the business of the AIs including their books and records, 

cash collections and disbursements.  Further, based on the IC investigation, it is apparent 

that there are on-going issues with respect to many aspects of the business transactions 

between Sino-Forest and the AIs, including the nature of many of these relationships. 

Historically, receivables from AIs were not collected as they were used to offset new 

standing timber purchases, as described in the description of the BVI model in the Initial 

Order Affidavit and the IC Reports. 

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

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

000298



- 20 - 

 

registration, the company ceases to exist.  However, as of the date of this Report, the 

Company and the Monitor are still at the stage of obtaining further legal advice regarding 

the de-registration process and possible civil and/or criminal remedies that might be 

available to Sino-Forest including pursuit of the shareholders of the AIs that have been 

de-registered and other related parties. 

62. In the event that, in fact, these debts are not honoured, they may be written off by the 

Sino-Forest Subsidiaries that they are owed to, which would a typical accounting 

practice. 

The Thai Redwood Transaction 

63. In March 2011, at the initiation of a former senior employee of Sino-Forest, Sino-Forest 

entered into two contracts (which were subsequently amended) for the purchase of 

approximately 6,500 tons of Thai Redwood through a PRC distributor (the “Thai 

Redwood Transaction”).  In connection with the entering into of those contracts, Sino-

Forest paid a deposit of $15 million in April 2011 and a further deposit of $32 million in 

December 2011.   

64. Since the commencement of the proceedings, Sino-Forest has made ongoing efforts to 

either receive the Thai Redwood or get a return of the deposits.  In that regard, numerous 

meetings have taken place with various individuals involved in the Thai Redwood 

Transaction.  FTI has attended some of these meetings.   

65. To date, Sino-Forest has not received shipment of the Thai Redwood.  Sino-Forest and 

FTI have been advised by the supplier that the delay is due to many complicating factors 

including the political changes in Thailand and weather conditions.  However, the 

significant delay has been of great concern to both the Monitor and the Company and, as 

a result, Sino-Forest is in ongoing negotiations with its supplier for return of the deposit 

or delivery of the wood.  As of the date of this report, no resolution has been reached.  It 

is the Monitor’s view that, at this point, recovery of either the deposits or delivery of the 

Thai Redwood is uncertain. 

000299



- 21 - 

 

Management’s  Internal December 2011 Financial Statement Impairment Provisions  

66. Management of the Company advised the Monitor that it has recorded approximately 

$560 million in impairment provisions in respect of its internal 2011 financial statements.  

Management is currently working on finalizing the internal financial statements for Q1 

2012 and expects to do so over the coming weeks. 

67. A majority of the write-offs that pertain to the internal 2011 year-end financial statements 

relate to goodwill impairment, trade receivable impairments, fair value impairments of 

standing timber and deposits and plantation prepayments made in respect of contractual 

commitments.  The 2011 provision does not take into account any potential additional 

write-offs related to accounts receivable, that may have to be accounted for due to the 

recent discovery of the de-registration of AIs or other third parties as described above. 

Any additional provisions will be recorded in the Q1 2012 internal financial statements. 

68. The Monitor has had a number of discussions with the Company’s management to 

understand the rationale and underlying justification for this provision.  The Monitor has 

also requested back up information and documentation to try to understand the 

Company’s decision more thoroughly.  To date, the Monitor has reviewed a number of 

documents and makes the following observations: 

(a) Approximately 13% of the provision taken relates to trade receivable impairments 

and bad debts written off.  The impairment provision relates to the fact that the 

receivables balances are more than one year old and the Company follows a 

policy of providing for receivables that are more than one year past due.  There 

are a number of customers that may also be suppliers and/or be related to 

suppliers and therefore there may be opportunities for set-off that management is 

currently looking into; 

(b) Approximately 20% of the provision taken relates to wood log deposits, of which 

approximately 30% relate to certain 2011 deposits with the same supplier 

discussed above, who is party to the Thai Redwood Transaction, but relating to 

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

MW;  

(c) Approximately 38% of the provision taken appears to be related to Mandra 

goodwill and intangibles and write offs of the fair value of timber assets based on 

management’s estimate of recovery; 

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

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

(e) There are a number of explanations that are still outstanding as they relate to 

specific questions in the PRC and/or analysis performed by individuals who are 

no longer employed by Sino-Forest.  

69. The Monitor continues to hold discussions with management to better understand the 

assumptions underlying the write-offs and potential impact on the existing business.  The 

Monitor continues to review explanations and supporting documentation in both Canada 

and Hong Kong. 

Disbursements 

70. As set out above, the Letter provided for a new protocol on authorized disbursements.  

The Letter specifically provided that no disbursements or new commitments were to be 

made over an agreed upon threshold without approval from senior management and 

review by FTI.   

71. FTI continues to work with Sino-Forest to monitor disbursements and confirm that the 

protocol on disbursements is followed.  On a weekly basis, FTI reviews a list of proposed 

payments by Sino-Forest in excess of a pre-determined threshold.  On a monthly basis, 

FTI reviews a sample of bank statements to verify that payments in excess of a pre-

determined threshold were made and to verify the ending cash balances.  Based on these 

controls, with one exception that took place shortly after the Filing Date, the appropriate 

protocols on disbursements appear to be followed. 
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72. As of July 20, 2012, Sino-Forest is approximately $91 million ahead of its cash flow, a 

significant portion of this relating to a difference in actual versus forecast disbursements.  

Further details explaining the variance analysis can be found in the section entitled 

“Cumulative Variance Analysis”.  

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

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

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

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

(b) approximately $50 million in outstanding accounts payable payments for 

plantation purchases and lease payments that have been delayed (at this point in 

time, it is still unknown what portion of the difference is timing versus 

permanent).   

Cumulative Variance Analysis 

74. The Sino-Forest Subsidiaries’ net cash flows broken down by Sino-Forest’s key 

operating lines, together with an explanation of key variances as compared to forecast is 

described below.  Actual net cash flows are for the period from March 30, 2012 to July 

20, 2012. 

USD millions Actual Forecast Difference
HK/BVI/Barbados (16)$            (18)$              (2)$            
Sino-Wood 12$             (10)$              (22)$          
Sino-Panel (10)$            (63)$              (53)$          

 

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

(a) Sino-Wood: 

(i) Sino-Wood received a $5 million bank loan which was not originally 

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

injection which has been delayed;  

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

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

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

million resulting primarily from timing differences. 

(b) Sino-Panel: 

(i) Sino-Forest forecast that the Thai Redwood Transaction would be 

completed and that approximately $14 million in sales would have 

occurred.  The Thai Redwood Transaction has been delayed and therefore 

the sales have not yet materialized; 

(ii) Delayed payment to a specific supplier harvesting timber has further 

delayed expected revenue of approximately $9 million related to the 

timber; 

(iii) A majority of the forecast accounts payable have been delayed.  A portion 

of the positive variance of approximately $50 million may be a permanent 

difference, but this has not yet been determined; and 

(iv) Operating expenses were lower than forecast due to lower work levels at 

the manufacturing plants than forecast, poor weather and the delayed Thai 

Redwood Transaction.  A portion of the positive variance of $18 million 

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

UPDATE ON SINO-FOREST SUBSIDIARY OPERATIONS 

75. Reference should be made to the IC Reports and the Initial Order Affidavit for an 

overview of the different segments of Sino-Forest’s business as well as historic operating 

levels. 
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Operational Changes 

76. Since the filing, the Monitor is not aware of any new Sino-Forest entities being 

incorporated or any major transfers of assets among subsidiaries.  Sino-Forest has 

continued to employ the vast majority of its employees (other than those personnel 

changes that have previous been discussed), the majority of whom work in Sino-Forest’s 

manufacturing operations.   

77. Subsequent to the filing, management of the Sino-Panel subsidiaries was replaced after 

the April 2012 personnel changes were made.  New management of Sino-Panel are in the 

process of dealing with on-going operational issues, meeting with agents and negotiating 

resolutions to the outstanding legal matters. 

Wood Fibre Operations 

78. As set out in the Initial Order Affidavit for the year ended December 2010, revenue from 

wood fibre operations accounted for approximately 96.4% of Sino-Forest’s reported 

revenue.  In June 2011, upon the release of the MW Report, wood fibre operations, 

effectively halted, with very little purchases or sales in the third or fourth quarter of 2011 

and no purchases or sales in 2012.  

Other Businesses 

79. The balance of Sino-Forest’s businesses (which are all described in the Initial Order 

Affidavit) accounted for approximately 3.6% of Sino-Forest’s reported revenue in 2010.  

These businesses were also significantly impacted by the MW Report, and have 

continued at diminished levels for the balance of 2011 and the first quarter of 2012.    

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

(a) Manufacturing and Other Operations.  The industrial segment of the subsidiaries 

includes manufacturing and industrial operations and employs approximately 

2290 employees.  Historically, only two of the operations provided positive 

financial performance, the remaining industrial operations have historically 

incurred financial losses.  There has been no significant changes in the operations 

of this business segment.  
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(b) Log Trading.  The subsidiaries dealing with trading activities are in the process of 

being shut down.  The only potential forecast incoming supply of logs is related to 

the Thai Redwood Transaction, which has been discussed above.  The trading 

business segment has an inventory of existing logs, which they are in the process 

of selling.   

Overall Impact 

81. The Monitor continues to be of the view that it is important for these proceedings to be 

completed as soon as possible given the events that have taken place and may continue to 

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

UPDATE ON TIMBER ASSETS AND VERIFICATION EFFORTS 

82. The Monitor is aware that verification and valuation of the Sino-Forest assets is of 

ongoing interest to many participants in the Sino-Forest CCAA proceedings for various 

reasons.  Indeed, verification and valuation were issues that was addressed by the IC in 

its reports.  The Final Report provided some information regarding verification work that 

was considered.  However, the IC observed that even if verification work was able to be 

completed, there were still significant hurdles to establishing valuation given the title 

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

83. Indufor was engaged by Sino-Forest during the course of the independent committee 

investigation to perform an area verification of the forestry estate of Sino-Forest. 

However, for the reasons set out above as well as the time consuming nature of 

verification, very little or no verification was completed prior to the issuance of the Final 

Report. 

84. Indufor, under the supervision of Stewart Murray and the Company, has continued to 

work on verification post-filing.  The area verification process is a two stage process that 

is being undertaken in the PRC.  The process involves incrementally confirming the 

geographic location of each compartment, followed by a verification of each 

compartment’s area of stocked forest cover using an independent source of satellite 

imagery.  
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85. The Monitor has been advised that the area verification exercise currently being 

undertaken by Indufor is a lengthy process and requires the dedication of long term 

resources.  The work Indufor is undertaking includes the following:  

(a) Registering and digitizing maps; 

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

(c) Atmospheric Correction; 

(d) Vegetation classification; 

(e) Map uplift, digitization and satellite imagery process (a time-consuming process 

that is necessary to ensure compliance with restrictions that apply to the 

distribution of PRC maps); and 

(f) Area verification. 

86. To date, Indufor has completed six (6) verification reports confirming the compartment 

locations of 63,956 hectares of the Sino-Forest estate to date.  The confirmation involves 

geo-referencing and digital mapping of the compartments and represents approximately 

8% of total Sino-Forest reported net stocked area of 808,685 hectares as at the end of 

December 31, 2011.  Analysis and findings of these reports are limited solely to the area 

that has been verified.  No extrapolations of findings to the wider Sino-Forest estate are 

possible or implied.  

87. The Monitor is not yet clear as to whether the Indufor work will ultimately be timely or 

helpful in resolving the questions concerning the value of Sino-Forest’s business.  The 

Monitor understands that this type of work is extremely time consuming and that, in 

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

88. As set out in previous documents including the IC Reports and the Initial Order Affidavit, 

asset verification to any degree of certainty may be difficult in this situation given many 

factors including, the nature of the assets, geographical impediments, political 

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

estate.   

89. The Monitor also notes that even if Indufor is able to verify even a portion of the assets, 

further work will need to be done to verify the underlying documents and assumptions 

used by Indufor. Lastly, as discussed above, verification does not establish title or deal 

with the relationships with the AIs (or address the issues arising from the de-registration 

of AIs). 
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Court File No. CV-12-9667-00CL 

ONTARIO 
SUPERIOR COURT OF JUSTICE 

(COMMERCIAL LIST) 

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

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

TENTH REPORT TO THE COURT 
SUBMITTED BY FTI CONSULTING CANADA INC.,  

IN ITS CAPACITY AS MONITOR 
 

 

INTRODUCTION 

1. On March 30, 2012 (the “Filing Date”), Sino-Forest Corporation (the “Company”) filed 

for and obtained protection under the Companies’ Creditors Arrangement Act, R.S.C. 

1985, c. C-36, as amended (the “CCAA”).  Pursuant to the Order of this Honourable 

Court dated March 30, 2012 (the “Initial Order”), FTI Consulting Canada Inc. was 

appointed as the Monitor of the Company (the “Monitor”) in the CCAA proceedings.  

By Order of this Court dated April 20, 2012, the powers of the Monitor were expanded in 

order to, among other things, provide the Monitor with access to information concerning 

the Company’s subsidiaries.  Pursuant to an Order of this Court made on October 9, 

2012, this Court granted an Order extending the Stay Period to December 3, 2012.  The 

proceedings commenced by the Company under the CCAA will be referred to herein as 

the “CCAA Proceedings”. 

2. On the Filing Date, the Court also issued an Order authorizing the Company to conduct a 

Sale Process (the “Sale Process Order”).   
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3. The Monitor’s Sixth Report dated August 10, 2012 (the “Sixth Report”) provided a 

report on the Sino-Forest business and subsidiaries.  A copy of the Sixth Report (without 

appendices) is attached hereto as Appendix A.  The Monitor and FTI Consulting (Hong 

Kong) Limited have continued to work with the Company and its advisors with respect to 

the Sino-Forest business and the financial status of the Sino-Forest Subsidiaries.  The 

purpose of this Tenth Report is to provide a financial and operational update relating to 

the Sino-Forest Subsidiaries since the Sixth Report. 

4. This Tenth Report is based on recent information and is subject to change based on 

additional information generated as a result of the ongoing activities by FTI (defined 

below) in Hong Kong in addition to the ongoing work by the Company’s advisors located 

in Hong Kong and the PRC. 

5. In preparing this Tenth Report, the Monitor has relied upon unaudited financial 

information of Sino-Forest, Sino-Forest’s books and records, certain financial 

information prepared by Sino-Forest, the Reports of the Independent Committee of the 

Company’s Board of Directors (the “Independent Committee”) dated August 10, 2011 

(the “First IC Report”), November 13, 2011 (the “Second IC Report”), and January 31, 

2012 (the “Final IC Report” and together, the “IC Reports”), and discussions with 

Sino-Forest’s management.  The Monitor has not audited, reviewed or otherwise 

attempted to verify the accuracy or completeness of the information.  In addition, the 

Monitor notes that on January 10, 2012, the Company issued a press release cautioning 

that the Company’s historic financial statements and related audit reports should not be 

relied upon.  Accordingly, the Monitor expresses no opinion or other form of assurance 

on the information contained in this Tenth Report or relied on in its preparation.  Future 

oriented financial information reported or relied on in preparing this Tenth Report is 

based on management’s assumptions regarding future events; actual results may vary 

from forecast and such variations may be material.  

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

Dollars.  
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7. The term “Sino-Forest” refers to the global enterprise as a whole but does not include 

references to the Greenheart Group.  “Sino-Forest Subsidiaries” refers to all of the 

direct and indirect subsidiaries of the Company, but does not include references to the 

Greenheart Group. 

8. Capitalized terms not defined in this Tenth Report are defined in the Sixth Report.  

GENERAL BACKGROUND 

Sino-Forest Business 

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

China (“PRC”).  Its principal businesses include ownership and management of forest 

plantation trees, the sale of standing timber and wood logs, and complementary 

manufacturing of downstream engineered-wood products. 

10. The Company is a public holding company whose common shares were listed on the 

Toronto Stock Exchange (“TSX”).  Prior to August 26, 2011 (the date of the Cease Trade 

Order), the Company had 246,095,926 common shares issued and outstanding and 

trading under the trading symbol “TRE” on the TSX.  Effective May 9, 2012, the 

common shares were delisted from the TSX. 

11. On June 2, 2011, Muddy Waters, LLC (“MW”), which held a short position on the 

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

Sino-Forest is a “ponzi-scheme” and a “near total fraud”.  The MW Report was issued 

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

12. Subsequent to the issuance of the MW Report, the Company devoted extensive time and 

resources to investigate and address the allegations in the MW Report as well as 

responding to additional inquiries from, among others, the Ontario Securities 

Commission, the Royal Canadian Mounted Police and the Hong Kong Securities and 

Futures Commission. 

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

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

Report in June 2011. 

FINANCIAL UPDATE REGARDING THE SINO-FOREST SUBSIDIARIES 

Overview 

14. Since the outset of these proceedings (including the Initial Order Affidavit and the Pre-

Filing Report), stakeholders have been informed that the Company’s business remained 

frozen and placed into a stalemate.  Further, management of Sino-Forest has advised the 

Monitor that the uncertainty surrounding the business, and the deterioration of the 

company's relationships in the PRC, would only increase the longer that these 

proceedings continued without resolution and contracting parties in the PRC believed that 

they could avoid honouring their obligations in the expectation that the CCAA 

Proceedings would not be timely resolved in a way that saw the business continue.  

Management has also advised and continues to emphasize the importance of relationships 

in doing business in the PRC, which importance was also noted by the Independent 

Committee in the Second IC Report. 

Financial Statements 

15. As previously reported, the Company’s most recent consolidated financial statements are 

as of December 31, 2011.  In the following discussion of various balance sheet accounts, 

the Monitor used the most current information available from the Company based on its 

internal books and records.   

Cash Position of Sino-Forest Subsidiaries 

16. The Sixth Report set out the efforts undertaken by the Monitor and FTI Consulting (Hong 

Kong) Limited (collectively, “FTI”) regarding verification of Sino-Forest’s cash balances 

in its various accounts in the PRC and elsewhere.  Monthly reconciliations (as described 

in the Sixth Report) are on-going. The updated breakdown of accounts reviewed up to 

August 31, 2012 are detailed below. No significant variations or other issues have arisen 

as a result of those checks.    
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USD Sino-Wood Sino-Panel Non-PRC Total

# of accounts with balances 147 175 217 539
Balances as at August 31, 2012 ($ 000s) 84,030$      118,943$    130,244$   333,217$   
% of bank account balances reviewed 79% 83% 90% 85%

 

Overview of Receivables 

17. The Sixth Report provided an overview of Sino-Forest’s receivables. As of December 31, 

2011, the Company had recorded receivables totalling approximately $1.1 billion in their 

books and records. The $1.1 billion is net of an allowance of $73 million that was made 

in December 2011: 

$000 %
BVI Standing Timber 887 82%
Wood WFOE Standing Timber 1 0%
Panel WFOE Standing Timber 42 4%
BVI Trading 126 12%
WFOE Trading 11 1%
Miscellaneous 14 1%
Total 1081 100%

 

(a) BVI Standing Timber Receivables 

18. Since the commencement of the CCAA, none of the outstanding BVI Standing Timber 

receivables (which are owed by authorized intermediaries or “AIs”) have been collected 

or converted into new standing timber. 

19. At the time of the issuance of the Sixth Report, FTI (in consultation with the Company 

and the advisors to the ad hoc committee of noteholders (the “AHC”)) had started to 

investigate the receivables in more detail.  The Sixth Report set out that approximately 

$887 million of these receivables were owed by six (6) AIs (the “AI Receivables”). The 

Sixth Report also set out that it had been discovered that three (3) of the AIs owing 

approximately $504 million in receivables have de-registered themselves under PRC law. 
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20. Since discovering the de-registrations of these AIs, Sino-Forest has been attempting to set 

up meetings with the AIs and the financial backers of the AIs. To date, although there 

have been conversations with some of these AIs, none of the parties have agreed to a 

meeting.  Further, Sino-Forest has been unable to contact the financial backers to the AIs. 

21. FTI has been advised by the Company that it is considering the need to take a provision 

for a portion of the AI Receivables in its books and records as a result of the de-

registering of the three (3) AIs as well as the magnitude of such provision. 

22. In respect of the de-registered AIs, FTI continues to work with Sino-Forest and legal 

counsel to determine its available criminal and civil recourse under PRC law. Sino-

Forest, with the assistance of its PRC legal counsel, is also exploring other alternatives to 

prevent additional third parties from de-registering and/or from de-registering without 

prior notice and has taken preliminary steps in this regard. 

(b) BVI Trading Receivables 

23. Accounts receivable relating to BVI trading (“BVI Trading Receivables”) are made up 

of sales of wood logs by Sino-Forest to twelve (12) separate entities.  Ten (10) of these 

entities were registered in the PRC the other two (2) are registered in the BVI. 

24. As set out in the Sixth Report, since the commencement of the CCAA Proceedings:  

(a) there have been no collections of the outstanding BVI Trading Receivables; and  

(b) Six (6) entities owing approximately $63 million (of the total $126 million) in 

receivables for BVI trading, have de-registered.   

25. Since the Sixth Report, in consultation with the Company and the AHC, FTI has 

continued its investigation into these entities.  In that regard, FTI has attempted to make 

contact with the entities owing the BVI Trading Receivables by telephone, but has had 

limited success in communicating with these entities and has not received any meaningful 

information as to their status or intention to honour their receivables.  In two (2) 

instances, initial contact was made and a promise to investigate and respond was not kept.  
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Further contact of these two (2) entities has been attempted, but has been unsuccessful to 

date.  

26. FTI has also made discreet site visits to the PRC entities’ addresses of record and has 

found only one (1) of the entities is operational at the address of record.  At the other nine 

(9) addresses, minimal operation or no evidence of existence of the entity was found.   

(c) Panel WFOE Receivables 

27. The Sino-Panel WFOE receivables (totalling $42 million) are made up of sales of wood 

logs by Sino-Forest to nine (9) separate entities.  All nine (9) of these entities were 

registered in the PRC.  

28. Since the commencement of the CCAA:  

(a) there have been minimal collections from outstanding Panel WFOE receivables; 

and 

(b) One (1) entity owing approximately $10 million in receivables for Sino-Panel 

WFOEs, has de-registered.   

29. FTI has attempted to make contact with the entities owing the Panel WFOE receivables 

by telephone, but has had limited success in communicating with these entities and has 

not received any meaningful information as to their status or intention to honour their 

receivables. 

30. FTI has also made discreet site visits to all nine (9) entities addresses of record and has 

found only two (2) of the entities are operational at the address of record.  At the other 

seven (7) addresses, minimal operations or no evidence of existence of the entity was 

found. 

Prepayments and the Status of the Thai Redwood Transaction 

31. In the course of both its standing timber and trading business, Sino-Forest made 

prepayments (or deposits) from time to time.  These prepayments were generally either in 
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respect of wood log deposits (such as in the case of the Thai Redwood Transaction) for 

prepaid lease interests for standing timber, or for prepaid plantation costs. 

32. As of December 31, 2011, the financial statements of the Company show total 

prepayments of approximately $219 million, split between current and non-current as 

detailed below:   

Prepayments and Other Assets
$ millions %

Current
  Prepaid Lease Payments 7 9%
  Wood Logs Deposits 49 66%
  Wood-Based Products Deposit 2 3%
  Other 16 22%
Total Current 74 100%
Non-Current
  Prepaid Lease Payments 116 80%
  Prepaid Plantation Costs 24 17%
  Deposit for acquisition 2 1%
  Other 3 2%
Total Non-Current 145 100%

Total 219  

Book Value

 

33. The Company made allowances or impairment charges of approximately $135 million 

prior to closing the December 31, 2011 books.  Approximately $108 million of the 

allowance related to wood log deposits, a further $27 million related to prepaid plantation 

costs.   

(a) Wood Log Deposits 

34. As noted above the Company has recorded an impairment charge of $108 million or 

roughly 70% of the outstanding wood log deposits at December 31, 2011.  Prior to the 

impairment charge the balance of wood log deposits was $157 million.  The log trading 

business of the Company was discontinued in April of this year, which is the reason the 

Company has provided for the impairment charge.   
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(b) Status of Thai Redwood Transaction 

35. The remaining balance of wood log deposits of $49 million, relates mainly to the Thai 

Redwood Transaction which was described in detail in the Sixth Report. 

36. Sino-Forest has taken additional steps in an attempt to recover its deposits paid to the 

supplier involved in Thai Redwood Transaction. These steps include: 

(a) Sino-Forest has successfully obtained an ex-parte freezing order over certain of 

the supplier’s assets located in Hong Kong;     

(b) Sino-Forest has filed a request for Arbitration with the International Chamber of 

Commerce (the “ICC”) on August 28, 2012; 

(c) Demand letter has been sent to the supplier for the additional approximately $40 

million that the suppliers owed to Sino-Forest; and 

(d) Sino-Forest and the relevant Supplier have agreed to hold further litigation in 

abeyance to allow for settlement discussions to take place in late October or early 

November.  

(c)  Prepaid Lease Payments 

37. Historically, Sino-Forest made land lease payments for future periods in the normal 

course of its business.  Some of these prepayments were for significant periods of time in 

the future, in certain cases as much as 30 years.  Current Sino-Forest management has 

questioned this practice and has, in certain instances, refused to approve these 

disbursements.  Sino-Forest has not entered into further arrangements of this nature 

during the CCAA Proceedings. 

38. While, FTI has not examined the validity of the historical payments recorded in the books 

and records of the Company, certain land owners have alleged that they have not received 

amounts due under specific land leases even though these payments may have been made 

to third parties (referred to as “agents” by Sino-Forest). The Monitor understands that 
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litigation among the relevant Sino-Forest Subsidiary and such land owners is ongoing in 

the PRC.    

(d)  Prepaid Plantation Costs 

39. Prepaid plantation costs are deposits which Sino-Forest has paid to third parties for 

partial acquisition costs of plantations.  Sino-Forest is contractually bound to pay the 

remainder of the plantation acquisition costs at some point in the future based on the 

acquisition contract.  Given the uncertainty surrounding the future operations of Sino-

Forest, the Company has recorded an impairment charge against the amounts already 

paid as deposits. 

40. The Company recorded an impairment charge of approximately $27 million in December 

2011, leaving a net balance of $24 million in their books and records at December 31, 

2011. 

Inventory 

41. The total inventory recorded in the books and records of the Company as at March 31, 

2012 is as follows: 

Inventory $000 
Raw Materials 3,627$      
Work in Process 13,341$    
Finished Goods 19,929$    
Timber logs 26,581$    
Nursery 2,406$      
Total 65,884$    

 

42. Sino-Forest is not purchasing any new timber and is attempting to sell all of its existing 

inventory.   

Timber Holdings 
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43. The Sixth Report set out the verification and validation efforts by the Company of its 

timber holdings. Specifically, the Sixth Report provided an overview of the verification 

efforts being undertaken by Indufor post-filing in respect of geo-referencing and digital 

mapping of compartments.  

44. As of December 31, 2011, the Company has recorded total timber holdings of 

approximately $3.4 billion (approximately 807k hectares):    

Forest Estate Category Sino-Forest Reported Forest 
Estate Area as at 31 
December 2011 (ha)

Book Value at 
December 31, 2011 

($000s)

Gross Area Detailed in 
the Purchase Contracts 

& Certificate Maps 
Supplied to Indufor  (ha)

% of Hectares for which 
Maps have been 

provided by Company

WFOE Planted Timber and 
Leased Land

50,697                                      $134,634 46,951                              93%

WFOE Purchased Timber and 
Leased Land

31,371                                      $83,310 13,780                              44%

WFOE Purchased Timber 
Only without Land Leases 
entered

71,577                                      $190,084 - -

Mandra Purchased Timber and 
Leased Land

132,695                                    $58,107 84,826                              64%

BVI Purchased Timber Only 
without Land Leased entered

520,435                                    $2,921,976 5,542                                1%

Total 806,775                                   $3,388,111 151,099                           19%
Note: The book value of the WFOE Timber is approximately $408 million at December 31, 2011, this amount has been allocated to the three WFOE categories above on a pro rata basis

 

45. As detailed in the Sixth Report, the Company engaged Indufor Asia Pacific Ltd. 

(“Indufor”) to conduct an area verification of the forestry estate of the Company. 

46. In order for Indufor to begin its area verification work it must be provided maps of the 

various compartments of land by Sino-Forest. To date:  

(a) Sino-Forest has been able to provide Indufor maps for the majority of the 

compartments which are on leased lands (i.e. WFOE Planted Timber and Leased 

Lands, WFOE Purchased Timber and Leased Lands and Mandra);   

(b) Sino-Forest has been able to produce less than 1% of the maps for compartments 

which do not include land leases; and 

(c) The maps that were provided in respect of the less than 1% or 5,542 hectares were 

provided by certain of the former senior management group of Sino-Forest. 
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47. In the Second IC Report, the Independent Committee reported the potential consequences 

associated with not obtaining maps for non-leased lands (i.e. BVI Standing Timber), 

stating that it was not clear “how the Company would be able to identify the relevant 

areas of timber purchased by the BVI’s at the time of sale or harvesting”. 

48. In light of recent results from attempts at obtaining maps, FTI has been informed that 

Indufor has been instructed by Sino-Forest to discontinue further area verification work at 

the present time while Sino-Forest, FTI and the AHC continue to discuss the appropriate 

work to be done. 

Timber Suppliers 

49. As set out in the Initial Order Affidavit and the Pre-Filing Report, Sino-Forest has a 

number of key relationships, which have been progressively breaking down since June 

2011 such as its relationships with Sino-Forest’s “suppliers” (“Suppliers”).  These are 

parties with whom Sino-Forest has entered into the purchase contracts for the timber 

assets.  The contracts entered into by Sino-Forest and the Suppliers contain numerous 

clauses compelling the Suppliers to assist Sino-Forest (which assistance can include 

providing land rights certificates, dealing with the land owners and other matters which 

are crucial to Sino-Forest’s business operations).   

50. FTI in consultation with the Company and the AHC, has commenced efforts to contact 

nine (9) Suppliers who were responsible for supplying approximately 93% of the 

Company’s total book value and area (hectares) of BVI Standing Timber and has sought 

to set up meetings with Suppliers.  

51. FTI has learned that two (2) of nine (9) Suppliers have de-registered, and has been unable 

to date to confirm the corporate existence of a third entity. FTI has attempted to contact 

all nine (9) Suppliers with the result being that the Suppliers have either been unreachable 

or have indicated they were unavailable until after the end of the PRC national holiday 

week (which ends on October 7, 2012).   Now that the holiday week is completed, efforts 

with these Suppliers will continue. 
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52. The Company, the AHC and FTI continue to assess the impact of the deterioration of 

these Supplier relationships on the Sino-Forest business and its future prospects as well 

as potential strategies (including legal strategies in the PRC) in that regard. 

53. The Monitor notes from its review of the IC Reports that, in the course of its 

investigation, the Independent Committee also reported on the difficulty in receiving 

cooperation from AIs and Suppliers in connection with its investigation of Sino-Forest’s 

relationships with such persons. 

Mandra Timber Holdings 

54. In 2010, the Company purchased Mandra for total consideration of approximately $263 

million.  As at December 31, 2011, management booked an impairment charge of 

approximately $212 million to the Mandra investment such that the net book value of 

Mandra as of March 31, 2012 was approximately $51 million.   

55. Sino-Forest has expressed the following reasons for the impairment:  

(a) Approximately $89 million of goodwill and intangibles was written off reflecting 

Sino-Forest’s assessment of the deterioration of its business activities after MW 

and the uncertainty around the ability of the Company to implement its strategy 

with the Mandra asset; and  

(b) Approximately $90 million of timber fair value was written off reflecting Sino-

Forest’s assessment of a lack of support from local government and a change in 

attitude since June 2011 in respect of obtaining plantation harvesting rights as 

well as swapping plantation assets.  

56. The future viability of the Mandra timber holdings continues to be reviewed by Sino-

Forest, FTI and the AHC.   
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Management’s Internal Financial Statements 

57. As discussed earlier, the most current financial statements provided to FTI are December 

31, 2011.  Management continues to work on consolidated internal financial statements 

for Q1 and Q2 2012.   

Cumulative Variance Analysis 

58. The Sino-Forest Subsidiaries’ net cash flows broken down by Sino-Forest’s key 

operating lines, together with an explanation of key variances as compared to its forecast, 

is described below.  Actual net cash flows are for the period from March 30, 2012 to 

September 7, 2012: 

USD millions Actual Forecast Difference
HK/BVI/Barbados (20) (11) (9)
Sino-Wood 7 (15) 22
Sino-Panel (18) (64) 46

 

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

(a) HK/BVI/Barbados: 

(i) The significant difference in actual versus forecast balances, is that the 

forecast assumed there would be revenue of $9.5 million from the sale of 

Thai Redwood in early September, however, the sale did not take place.  It 

should be noted that the forecast also assumed an additional $42.5 million 

of revenue from the sale of Thai Redwood in September and October 

2012. 

(b) Sino-Wood 

(i) The difference in Sino-Wood remains the same as reported in the Sixth 

Report. Business continues to be slow and so inflows are lower than 
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forecast, while expenditures (including capital expenditures) are also 

lower. 

(c) Sino-Panel 

(i) The difference between actual cash inflow/outflow and the forecast has 

deteriorated by approximately $7 million since the Sixth Report. The 

largest difference relates to the sale of Thai redwood which the Forecast 

assumed to be approximately $20 million, however, there has been no 

revenue from the sale of the Thai Redwood in the period. It should be 

noted that the forecast assumed an additional $53 million of revenue from 

the sale of Thai Redwood through the end of the year; and  

(ii)  The forecast also assumed the purchase by Sino-Panel of approximately 

$20 million in Standing Timber in the period from July 21, 2012 to 

September 7, 2012. None of the Standing Timber was purchased. 

60. Sino-Forest is ahead of its estimated cash position at the present time.  As set out in the 

Sixth Report, the forecast was originally prepared primarily by certain of the former 

senior manager group of Sino-Forest and as such, the appropriateness of many forecasted 

disbursements have not been fully assessed.  This is particularly the case with respect to 

those disbursements that relate to future lease payments (discussed above).  FTI has and 

will continue to support delaying the payment of these amounts, including the 

prepayment of long term land leases, however it should be noted that they are in the 

books and records of Sino-forest and may need to be paid in the future.   

OPERATIONAL UPDATE REGARDING SINO-FOREST SUBSIDIARIES 

Chops, Annual Review and Process to Change Legal Representatives 

61. Issues relating to the legal representatives and chops (as set out in the Sixth Report) 

remain outstanding and have not been resolved.  However, Sino-Forest’s PRC 

subsidiaries have now completed their annual reviews. 

Changes in Operations 
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62. Since the Sixth Report, there have been no significant operational changes in the 

business. With respect to the balance of Sino-Forest’s businesses, the Monitor is aware of 

the following updates: 

(a) Sino-Forest is analyzing all aspects of their current business to ascertain if any 

functions should be wound down.  To date two subsidiaries have been identified 

as redundant and are in the process of being wound up.  It is fully expected that 

additional subsidiaries will also be identified as redundant and will be wound up 

in the near term; and 

(b) Sino-Forest is in the process of identifying real estate that can be leased/ sold for 

the purpose of realizing on empty premises. 

 Engagement of an Independent Consultant   

63. On September 5, 2012, Sino-Forest Subsidiaries engaged the services of an independent 

consultant to assist management in its restructuring activities and to help prepare an 

action plan for the post-plan implementation period. The consultant does not have any 

management responsibility or control over any Sino-Forest Subsidiaries’ operations, 

assets, business or affairs. 
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Dated this 18th day of October, 2012. 

FTI Consulting Canada Inc. 
In its capacity as Monitor of 
Sino-Forest Corporation, and not in its personal capacity 

Greg Watson 
Senior Managing Director 

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

ONTARIO 
SUPERIOR COURT OF JUSTICE 

(COMMERCIAL LIST) 

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

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

SIXTH REPORT TO THE COURT 
SUBMITTED BY FTI CONSULTING CANADA INC.,  

IN ITS CAPACITY AS MONITOR 

INTRODUCTION

1. On March 30, 2012 (the “Filing Date”), Sino-Forest Corporation (the “Company”) filed 

for and obtained protection under the Companies’ Creditors Arrangement Act, R.S.C. 

1985, c. C-36, as amended (the “CCAA”).  Pursuant to the Order of this Honourable 

Court dated March 30, 2012 (the “Initial Order”), FTI Consulting Canada Inc. was 

appointed as the Monitor of the Company (the “Monitor”) in the CCAA proceedings.  

By Order of this Court dated April 20, 2012, the powers of the Monitor were expanded in 

order to, among other things, provide the Monitor with access to information concerning 

the Company’s subsidiaries.  Pursuant to an Order of this Court made on May 31, 2012, 

this Court granted an Order extending the Stay Period (as defined in the Initial Order) to 

September 28, 2012.  The proceedings commenced by the Company under the CCAA 

will be referred to herein as the “CCAA Proceedings”.

2. On the Filing Date, the Court also issued an Order authorizing the Company to conduct a 

Sale Process (the “Sale Process Order”).

3. The purpose of this Sixth Report is to:

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

to:
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(i) the Sale Process;

(ii) Mediation;

(iii) the Plaintiffs’ Motion re Document Production;

(iv) Claims Process;

(v) the Company’s Equity Claims Motion;

(b) Report on the receipts and disbursements of the Company for the period May 19, 

2012 to July 20, 2012; and

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

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

legal representatives;

(ii) the cash position of the Sino-Forest Subsidiaries;

(iii) receivables;

(iv) the Thai Redwood Transaction;

(v) management’s internal December 2011 financial statement impairment 

provisions;

(vi) disbursements;

(vii) cumulative variance analysis for the Sino-Forest Subsidiaries;

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

(i) operational changes; 

(ii) wood fibre operations; 

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

4. In preparing this Sixth Report, the Monitor has relied upon unaudited financial 

information of Sino-Forest, Sino-Forest’s books and records, certain financial 

information prepared by Sino-Forest, the Reports of the Independent Committee of the 

Company’s Board of Directors dated August 10, 2011 (the “First IC Report”), 

November 13, 2011 (the “Second IC Report”), and January 31, 2012 (the “Final IC 

Report” and together, the “IC Reports”), and discussions with Sino-Forest’s 

management.  The Monitor has not audited, reviewed or otherwise attempted to verify the 

accuracy or completeness of the information.  In addition, the Monitor notes that on 

January 10, 2012, the Company issued a press release cautioning that the Company’s 

historic financial statements and related audit reports should not be relied upon.  

Accordingly, the Monitor expresses no opinion or other form of assurance on the 

information contained in this Sixth Report or relied on in its preparation.  Future oriented 

financial information reported or relied on in preparing this Sixth Report is based on 

management’s assumptions regarding future events; actual results may vary from forecast 

and such variations may be material. 

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

Dollars.

6. The term “Sino-Forest” refers to the global enterprise as a whole but does not include 

references to the Greenheart Group.  “Sino-Forest Subsidiaries” refers to all of the 

direct and indirect subsidiaries of the Company, but does not include references to the 

Greenheart Group.

7. Capitalized terms not defined in this Sixth Report are as defined in the pre-filing report of 

the proposed monitor dated March 30, 2012 (the “Pre-Filing Report”) and the affidavit 

of W. Judson Martin sworn March 30, 2012 (the “Initial Order Affidavit”).  Copies of 

the Initial Order Affidavit (without exhibits) and the Pre-Filing Report are attached as 

Appendices “A” and “B” hereto.
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GENERAL BACKGROUND 

Sino-Forest Business 

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

China (“PRC”).  Its principal businesses include ownership and management of forest 

plantation trees, the sale of standing timber and wood logs, and complementary 

manufacturing of downstream engineered-wood products.

9. The Company is a public holding company whose common shares were listed on the 

Toronto Stock Exchange (“TSX”).  Prior to August 26, 2011 (the date of the Cease Trade 

Order, defined below), the Company had 246,095,926 common shares issued and 

outstanding and trading under the trading symbol “TRE” on the TSX.  Effective May 9, 

2012, the common shares were delisted from the TSX.

10. On June 2, 2011, Muddy Waters, LLC (“MW”), which held a short position on the 

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

Sino-Forest is a “ponzi-scheme” and a “near total fraud”.  The MW Report was issued 

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

11. Subsequent to the issuance of the MW Report, the Company devoted extensive time and 

resources to investigate and address the allegations in the MW Report as well as 

responding to additional inquiries from, among others, the Ontario Securities 

Commission (“OSC”), the Royal Canadian Mounted Police and the Hong Kong 

Securities and Futures Commission.

12. In view of the MW Report, the subsequent litigation and regulatory investigations and 

other issues continue to have a significant negative impact on the Company and have 

threatened the long term viability of Sino-Forest’s operations.  For the reasons discussed 

in the Pre-Filing Report and the Initial Order Affidavit, the Company and the business 

was placed into a stalemate that could not be resolved without the Court supervised 

solution offered by the CCAA Proceedings.

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

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

Report in June 2011. 

UPDATE ON CCAA PROCEEDINGS

Update on Sale Process 

14. On the Filing Date, the Company obtained the Sale Process Order.  The Phase 1 Bid 

Deadline (as defined in the Sale Process Order) was June 28, 2012.  On July 10, 2012, the 

Company issued a press release announcing that the Company had determined that none 

of the letters of intent were qualified letters of intent and therefore it was terminating the 

Sale Process and proceeding with the restructuring transaction contemplated under the 

Support Agreement.  

15. Also on July 10, 2012, the Monitor issued its fourth report (the “Fourth Report”) to the 

Court providing an update with respect to the Sale Process and the letters of intent that 

had been received on the Phase 1 Bid Deadline.  The Fourth Report also noted that none 

of the LOIs (as defined in the Fourth Report) were deemed “Qualified Letters of Intent” 

under the sale process procedures and the Company subsequently issued a press release 

confirming the termination of the sale process.

16. Many parties actively involved in these proceedings have requested a summary of the 

LOIs received.  The Monitor agrees with the Company that this information is sensitive 

and should not be publicly available.  However, the Monitor does believe that summary 

information regarding the LOIs should be placed in the Data Room (defined below) and 

made available to Mediation Parties (defined below) who have executed a Mediation 

Confidentiality Agreement (defined below) prior to the Mediation (defined below).

Update on Mediation

17. The Monitor’s fifth report dated July 16, 2012 filed in support of the Monitor’s motion 

for a mediation order (the “Mediation Motion”) provided the background and context 

leading up to the Mediation Motion.

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

(b) providing for the establishment of a data room (“Data Room”) for access by 

Mediation Parties subject to confidentiality restrictions;

(c) scheduling September 4, 5 and, if necessary, 10 as the mediation dates; and 

(d) appointing the Honourable Justice Newbould as mediator.  

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

19. Since the granting of the Mediation Order, the Company has worked with the Plaintiffs 

and the Third Party Defendants to execute confidentiality agreements in the form agreed 

to with such parties at the hearing for the Mediation Order (the “Mediation 

Confidentiality Agreement”).  A copy of the index to the Data Room and access to the 

Data Room has been provided to those Mediation Parties that have executed a Mediation 

Confidentiality Agreement as of the date of this Report. 

The Plaintiff’s Motion re Document Production 

20. On July 10, 2012, the Plaintiffs served a notice of motion (the “Notice of Motion”)

(followed by a full motion record on July 11, 2012) for a motion returnable July 16, 2012 

(the “Plaintiffs’ Document Motion”) regarding the disclosure of certain documents set 

out in their Notice of Motion.  At a Court conference call held on July 13, 2012, the 

Plaintiffs’ Document Motion was adjourned to July 25, 2012.  At a 9:30 appointment 

held on July 23, 2012, the motion was further adjourned to July 30, 2012.

21. The Plaintiffs and the Company subsequently agreed upon the list of documents to be put 

in the Data Room and settled a form of Order in respect of the Plaintiffs’ Document 

Motion.  The Order was granted by this Court on July 30, 2012.  A copy of the Order is 

attached as Appendix D hereto.

Update on Claims Process 

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

Procedure Order providing for a call for claims against the Company and its officers and 
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directors.  While the Claims Procedure Order did not purport to create a bar date in 

respect of claims against Sino-Forest Subsidiaries, claimants against the Company were 

ordered to indicate whether they asserted or intended to assert a similar claim against 

some or all of the Sino-Forest Subsidiaries.  The primary claims bar date was June 20, 

2012 (the “Claims Bar Date”).1

23. On or about the Claims Bar Date, the Monitor received a total of 228 claims with a face 

value in excess of $112 billion.  This includes potential duplicative claims filed against 

the Company and its officers, directors and subsidiaries.  A summary of the claims 

received to date is as follows: 

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

24. As of the date of this Report, the Monitor is continuing to review the claims received, 

particularly in light of the Equity Claims Decision (defined below), discussed in further 

detail below.  

25. The Monitor is also reviewing the claims under the Company’s four series of notes 

including the guarantees and pledges given by Sino-Forest in connection with the notes.  

The Monitor intends to put its summary regarding the guarantees and security in the Data 

Room.

1The applicable bar date for certain claims including Restructuring Claims and D&O Indemnity Claims is as set out 
in the Claims Procedure Order.  
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The Company’s Equity Claims Motion

26. On June 26, 2012, this Court heard a motion brought by the Company for a direction that 

certain claims against the Company that result from the ownership, purchase or sale of an 

equity interest in the Company and resulting indemnity claims are “equity claims” as 

defined in the section 2 of the CCAA.  The motion was not opposed by the Plaintiffs but 

was opposed by certain Third Party Defendants.

27. On July 27, 2012, this Court issued  its decision (the “Equity Claims Decision”).  A 

copy of the Equity Claims Decision is attached as Appendix E hereto.  Pursuant to the 

Equity Claims Decision, this Court found, inter alia, that:2

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

Instead:

(i) it had been clear since the outset of the CCAA proceedings that this issue 

would have to be determined and this issue could be determined 

independently of the Claims Procedure Order;

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

threshold issue is determined at this time;

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

quantification of any claim; and

(iv) the effect of the Equity Claims Decision will be to establish whether the 

claims of E&Y, BDO and the Underwriters will be subordinated pursuant 

to the CCAA and is independent of determinations as to validity and 

quantification.

(b) The Shareholder Claims and Related Indemnity Claims are “equity claims” as 

defined in section 2 of the CCAA.

2 Capitalized terms used in the summary and not otherwise defined have the meaning given to them in the Equity 
Claims Decision.  This summary is for information purposes only.  Reference should be made to the Equity Claims 
Decision itself. 
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(c) With respect to the claims of E&Y, BDO and the Underwriter, the Court 

concluded that the most significant aspect of those claims constitute “equity 

claims”.  However, the Court did not make a determination as to whether defence 

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

(d) The Equity Claims Decision was without prejudice to the Company’s right to 

apply for a similar order with respect to (i) any claims in the statement of claim 

that are in respect of securities other than shares and (ii) any indemnification 

claims against the Company related thereto.

28. On August 3, 2012, the Court issued an Order reflecting the terms of the Equity Claims 

Decision, a copy of which is attached as Appendix F hereto.

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

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

29. The Company’s actual net cash flow for the period from May 19, 2012, to July 20, 2012 

(the “Current Period”) together with an explanation of key variances as compared to the 

May 23 Forecast (as defined in the Monitor’s Third Report) is described below.  Actual 

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

forecast and summarized as follows:
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$000 CAD Forecast Actual Difference

Cash inflow

           Insurance Proceeds -$                      6,664$              6,664$                
           Interest Income 412$                417$                 5$                        
Total cash inflow 412$                7,081$              6,669$                
Cash outflow
           Payroll and Benefits 121$                111$                 (9)$                       
           Board & Committee Fees 392$                307$                 (85)$                    
           Travel  185$                47$                   (137)$                  
           Rent,Communication & Utilities 40$                  52$                   13$                      
           Taxes & Other 102$                47$                   (55)$                    
Total cash outflow 839$                565$                 (273)$                  
Net Operating Cashflow (426)$               6,516$              6,942$                

Restructuring Costs    
            Professional Fees  10,482$          8,946$              (1,536)$               
Total Restructuring Costs 10,482$          8,946$              (1,536)$               
Net Cash Flow (10,908)$         (2,430)$            8,478$                
Opening Cash Balance 61,007$          61,007$           -$                         
Net Cash Balance (10,908)$         (2,430)$            8,478$                
Ending Cash Balance 50,099$          58,577$           8,478$                

30. The key variances in actual receipts and disbursements compared to the May 23 Forecast 

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

(a) A positive variance of approximately of $6.7 million in cash inflows.  This 

variance is permanent in nature and related to insurance proceeds received by 

Sino-Forest in respect of professional fees incurred. The timing and estimated 

value of potential insurance proceeds was unknown at the time of the preparation 

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

(b) A positive variance of approximately $1.5 million in professional fees.  This 

variance is temporary in nature and is expected to reverse in the coming weeks as 

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

31. As set out in the Third Report of the Monitor, the Monitor (both directly and through FTI 

Consulting (Hong Kong) Limited (“FTI HK” and together with the Monitor, “FTI”))

established communication protocols and reporting mechanisms with Sino-Forest in 

Hong Kong and the People’s Republic of China (“PRC”).

32. The Monitor was granted further powers pursuant to the Expanded Powers Order dated 

April 20, 2012, the majority of which related to direct access and involvement in the 

Sino-Forest Subsidiaries, as opposed to the Company itself.  The Company’s request for 

the Expanded Powers Order was primarily as a result of certain enforcement notices 

received from the OSC in April 2012, and personnel changes resulting from those 

changes.

33. FTI continues to work with Sino-Forest on its operational, financial, legal and other 

issues.  Much of the Monitor’s activities to date have included, and continue to include, 

monitoring and reviewing financial information and Sino-Forest Subsidiaries’ activities 

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

34. The purpose of this overview is to inform on the status of the Sino-Forest Subsidiaries 

from the start of the CCAA proceedings to date.  In assessing Sino-Forest, including what 

actions and steps should be taken, reference was made to the IC Reports and the work 

and background conducted by the Independent Committee and its advisors.  Copies of the 

IC Reports are attached as Appendices G through I hereto.

General Overview 

35. As was set out in the Initial Order Affidavit as well as the Pre-Filing Report, in the 

months after the release of the MW Report and the subsequent commencement of 

investigations and litigation involving Sino-Forest Corporation, the ultimate parent of the 

Sino-Forest Companies, the majority of the business in the PRC came to a virtual 

standstill.  Although certain business segments continued, they did so at diminished 

levels and Sino-Forest’s primary business, namely the purchase and sale of standing 

timber, froze.  Both the Initial Order Affidavit and the Pre-Filing Report observed that a 
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court supervised process was necessary for any chance of resolving the stalemate that the 

business found itself in.

36. As discussed in the following sections, Sino-Forest’s financial and operational aspects of 

the business in the PRC continue to be negatively impacted by the uncertainty regarding 

the Company’s affairs.  Operations in Sino-Forest’s standing timber business (which 

accounts for the vast majority of Sino-Forest’s historical reported revenue and asset base) 

remain frozen and the remainder of Sino-Forest’s businesses are operating at 

substantially lower levels than in past years.  

37. Further, Sino-Forest’s existing senior management team has been significantly reduced 

since the commencement of the CCAA proceedings. As has been previously reported and 

disclosed by the Company, in April 2012, in response to enforcement notices issued by 

the OSC, a number of personnel changes were made whereby members of senior 

management were terminated.  The chief financial officer also stepped down from that 

role, although he remains an employee of the Company.  The Monitor understands that 

the terminated personnel played a significant role in Sino-Forest’s business. Due to the 

on-going concern in the Company and the Sino-Forest business, it has not been an option 

for Sino-Forest to replace these individuals.

38. Although Sino-Forest’s cash position may appear to be ahead of its forecast (see below), 

the original subsidiary level forecast was mostly prepared by individuals who are no 

longer employed by Sino-Forest as a result of the personnel changes in April 2012 and 

may not be an appropriate reference point.  In reality, although disbursements are lower 

than normal, collection of receivables is proving difficult (as discussed below) and, to 

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

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

business across multiple fronts, including:

(a) Provisions in respect of uncollectible receivable balances and assets with impaired 

values have been taken in the  2011 year end internal financial statements (which 

are discussed in further detail below);
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(b) Management will need to review the impact of the recent de-registrations on the 

interim 2012 internal financial statements and to consider the need for further 

provisions in respect of amounts owed by de-registered AIs (which is discussed in 

more detail below);

(c) Work being performed by third party consultants to verify Sino-Forest’s forestry 

estate is on-going and estimated to take years to complete and/or to verify a 

substantial portion of the estate; 

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

successful restructuring and resolution in these CCAA proceedings; and

(e) There is a limited pool of funds that continues to be depleted throughout the 

CCAA proceedings.

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

beginning of a breakdown of its relationships with certain AIs and suppliers.  As 

described in the Pre-filing Report, the Initial Order Affidavit and as set out in the IC 

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

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

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

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

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

partners.  Recent events highlight the breakdown:

(a) Certain authorized intermediaries (“AIs”) who are necessary for selling standing 

timber under the BVI structure and who had outstanding receivable balances with 

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

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

registered; and
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(c) The trading business has stopped importing, other than the existing Thai Redwood 

transaction.  The Thai Redwood transaction that was expected to occur in May 

2012 has been delayed multiple times. 

41. The Monitor also notes that as the restructuring proceedings continue with no resolution, 

the ability of Sino-Forest to maintain its relationship with the PRC government may 

become increasingly difficult.

Chops, Annual Review and Process to Change Legal Representatives 

42. Upon filing, FTI began discussions regarding the corporate governance of the Sino-Forest 

Subsidiaries, particularly the PRC entities which are located in various regions in the 

PRC.  Through initial conversations and advice provided by Hong Kong and PRC 

counsel, the Monitor learned that, as a corporate governance matter, companies 

incorporated in the PRC:

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

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

(b) conduct business through “chops” which are akin to company seals.  PRC 

companies can have different kinds of chops including the “company chops”, 

“financial chops” and “individual bank signatory chop”.  These chops are 

generally located at the subsidiary where they are used and may only be used by 

authorized individuals.

43. Shortly after the Filing Date, Sino-Forest sent out a company-wide letter (the “Letter”) to 

all of the subsidiaries identifying new restrictions on the use of the chops and prohibiting 

the use of these chops without prior permission from identified senior management of 

Sino-Forest.  As discussed in further detail below, the Letter also outlined a new protocol 

for proposed disbursements and for entering into new contracts and commitments above a 

pre-determined threshold, including prior review by FTI. 

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

part to the ongoing investigation and charges laid by the OSC.  As a consequence of these 
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changes, the Company and FTI undertook a diligence exercise to determine the legal 

representatives for all Sino-Forest PRC companies and the location and security of the 

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

(a) The Company, through its legal counsel, conducted a corporate review of the PRC 

subsidiaries to determine the identity of the legal representatives of each 

company.  This review showed that there was a consistent legal representative 

across many of the subsidiaries and that in most cases the legal representative was 

no longer an employee of Sino-Forest.

(b) FTI then conducted physical visits of approximately 50% of Sino-Forest’s PRC 

subsidiaries and observed the location of the company chop, financial chop and 

individual bank signatory chop for those subsidiaries it inspected. 

(c) It was determined that it was not necessary or prudent to conduct an initial review 

of all PRC subsidiaries.  This determination was based on the fact that: chops are 

physically located at the subsidiary offices throughout the PRC, the costs 

associated with physically visiting all locations and the relative levels of business 

historically reported by such subsidiaries.  Instead, FTI selected a sample of 

subsidiaries to visit based on levels of business, cash balances and physical ability 

to visit those locations.  

45. Based on the inspections that FTI has conducted, the chops appear to be physically 

locked in storage or other cabinets at the subsidiary level.  Initially, there was one 

exception, but FTI has been advised that it has been remedied.  FTI cannot be sure that 

the chops are kept under lock and key at all times given the practical prohibitions on such 

monitoring.  However, FTI is advised by Sino-Forest management that the protocols set 

out in the Letter continue to be followed.

46. The Monitor expressed concern to Sino-Forest regarding the physical location of the 

chops at each of the subsidiaries as well as the legal representatives (particularly those 

that are no longer employees of Sino-Forest).  These concerns were somewhat mitigated 

by the implementation of the new controls under the Letter.  Further, at the time these 
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concerns were initially raised, Sino-Forest’s view was that (a) physical relocation of the 

chops to a more centralized location was not possible as a practical matter as they are 

needed by each subsidiary on a daily basis to conduct any business; and (b) any changes 

in legal representatives or other protocols at that time were not timely due to the fact that 

the PRC subsidiaries were undergoing their annual review process.  The annual review 

process is described in more detail below.

47. Over the past number of months, Sino-Forest’s PRC subsidiaries have been undergoing 

annual reviews. These reviews are government mandated and companies are required to 

pass these reviews every year in order to carry on business in the PRC.  As of July 31, 

2012, all of the annual reviews have now been completed.  FTI is advised that all but 

three (3) of the PRC subsidiaries have passed their review and FTI is now in the process 

of receiving copies of the stamped business licenses indicating that the reviews were 

successful.  For those three (3) that remain outstanding, two (2) are expected to be 

complete by August 10, 2012 and the last one by August 31, 2012.  

48. Given the completion of the annual reviews, the Monitor is re-visiting discussions with 

Sino-Forest management to determine whether further steps should be taken to either 

replace the legal representatives and/or obtain a greater degree of certainty on the use and 

security of the chops.

Cash Position of Sino-Forest Subsidiaries 

49. Prior to the CCAA proceedings, the Independent Committee, through its financial 

advisor, PricewaterhouseCoopers LLP (“PwC”) was trying to verify the cash position of 

Sino-Forest.  PwC was able to complete verification as of June 13, 2011 of 81% of the 

cash position in the PRC and 100% in Hong Kong.

50. Since the Filing Date, FTI has continued to work with Sino-Forest to verify cash 

positions on an on-going basis particularly given the fact that the PwC verification was as 

of ten (10) months prior to the filing.  

51. Sino-Forest has approximately 546 bank accounts, 327 of which are located in various 

parts of the PRC.  FTI initially commenced work to understand the logistics, location and 
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reported balances in these accounts and based on that, determined that the best approach 

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

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

(a) FTI performs a monthly review of bank statements for over 60% of the bank 

accounts as compared to the bank statements.  Included in the accounts that are 

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

random review of selected accounts with smaller balances;

(b) FTI has also physically visited specific banks in efforts to confirm certain account 

balances as at March 31, 2012.  Sino-Forest has 17 bank accounts in the PRC with 

balances in excess of $5 million as at March 30, 2012.  The 17 accounts represent 

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

expected total of all account balances;

(c) FTI selected 9 of the 17 accounts to be verified and visited the banks with local 

Sino-Forest personnel located in:  Hunan Province, Jiangzi Province, Guizhou 

Province, Shanghai and Guangzhou.  No material misstatements were identified 

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

(d) There were 216 non-PRC bank accounts with a total balance of approximately 

$167 million as at March 30, 2012.  FTI has verified all of these accounts with a 

balance of over $100,000 by checking bank statements, which represents 

approximately 99% of the total non-PRC balance.  FTI performs a selected review 

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

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

detailed below. Based on the review procedures set out in 51(a) and (d) above, there were 

no material misstatements in those accounts checked.

USD Sino-Wood Sino-Panel Non-PRC Total
# of accounts with balances 147 180 219 546
Balances as at June 30, 2012 ($ 000s) 92,709$      126,275$    145,235$  364,218$
% of bank account balances reviewed 58% 64% 69% 64%
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Receivables 

53. The Initial Order Affidavit set out Sino-Forest’s receivable balances, including ongoing 

difficulties in collecting those receivables given the MW Report and the uncertainty 

surrounding the business.  Sino-Forest had, in fact, instructed one of its then PRC counsel 

to send demand letters in respect of significant receivable balances.  

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

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

$ %
BVI Standing Timber 887$            82%
Wood WFOE Standing Timber 1$               0%
Panel WFOE Standing Timber 42$             4%
BVI Trading 126$            12%
WFOE Trading 11$             1%
Miscellaneous 14$             1%
Total 1,081$        100%

55. Subsequent to the commencement of the CCAA proceedings, management engaged 

another PRC law firm, Jingtian & Gongcheng (“J&G”) to follow up on the collection of 

outstanding receivables. Collection methods include detailed analysis of existing 

outstanding receivables, demand letters, follow up on demand letters that Sino-Forest’s 

prior PRC counsel had advised it sent and face-to-face discussions with third parties in 

respect of certain specific outstanding receivables.

56. FTI has also begun participating (and continues to participate) in weekly meetings with 

Sino-Forest for a status update on legal proceedings/actions launched against specific 

debtors throughout the CCAA proceedings.  FTI has also been participating (and 

continues to participate) in weekly meetings with subsidiaries as well as weekly calls 

with Jingtian & Gongcheng. 

57. More recently, FTI has taken additional measures in following up on the status of the 

outstanding receivables, understanding the nature of collection methods being used and 

the impact these methods may have had on reducing the total outstanding balance.
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58. In the course of FTI’s increased role in assisting with the collection of receivables, FTI 

requested J&G to conduct searches of several entities, the results of which can be 

summarized as follows:

(a) Searches were conducted against six (6) AIs with whom the BVI entities conduct 

business for standing timber and who make up approximately $887 million of the 

Company’s reported receivables.  Based on the search results, three (3) of those 

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

(b) Searches were conducted against twelve (12) entities with whom the BVI entities 

conduct business for BVI trading and who make up approximately $126 million 

of the Company’s reported receivables.  Based on the search results, six (6) of 

those entities, representing $63 million, have been de-registered, one (1) of which 

is also included in paragraph (a) above. 

59. Although discussions are ongoing regarding the impact of de-registration and possible 

recourse available to Sino-Forest, the receivables position of Sino-Forest appears to be 

significantly different from past reported receivables. On July 31, 2012, the Company 

issued a press release outlining the discoveries made regarding the de-registration of 

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

60. By far, the most significant impact of the above has been the de-registration of the AIs.  

As was set out in the IC Reports as well as the Initial Order Affidavit, there has always 

been very little insight into the business of the AIs including their books and records, 

cash collections and disbursements.  Further, based on the IC investigation, it is apparent 

that there are on-going issues with respect to many aspects of the business transactions 

between Sino-Forest and the AIs, including the nature of many of these relationships. 

Historically, receivables from AIs were not collected as they were used to offset new 

standing timber purchases, as described in the description of the BVI model in the Initial 

Order Affidavit and the IC Reports.

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

PRC is effectively the wind-up or termination of such company.  In other words, after de-
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registration, the company ceases to exist.  However, as of the date of this Report, the 

Company and the Monitor are still at the stage of obtaining further legal advice regarding 

the de-registration process and possible civil and/or criminal remedies that might be 

available to Sino-Forest including pursuit of the shareholders of the AIs that have been 

de-registered and other related parties.

62. In the event that, in fact, these debts are not honoured, they may be written off by the 

Sino-Forest Subsidiaries that they are owed to, which would a typical accounting 

practice.

The Thai Redwood Transaction 

63. In March 2011, at the initiation of a former senior employee of Sino-Forest, Sino-Forest 

entered into two contracts (which were subsequently amended) for the purchase of 

approximately 6,500 tons of Thai Redwood through a PRC distributor (the “Thai 

Redwood Transaction”).  In connection with the entering into of those contracts, Sino-

Forest paid a deposit of $15 million in April 2011 and a further deposit of $32 million in 

December 2011.  

64. Since the commencement of the proceedings, Sino-Forest has made ongoing efforts to 

either receive the Thai Redwood or get a return of the deposits.  In that regard, numerous 

meetings have taken place with various individuals involved in the Thai Redwood 

Transaction.  FTI has attended some of these meetings.  

65. To date, Sino-Forest has not received shipment of the Thai Redwood.  Sino-Forest and 

FTI have been advised by the supplier that the delay is due to many complicating factors 

including the political changes in Thailand and weather conditions.  However, the 

significant delay has been of great concern to both the Monitor and the Company and, as 

a result, Sino-Forest is in ongoing negotiations with its supplier for return of the deposit 

or delivery of the wood.  As of the date of this report, no resolution has been reached.  It 

is the Monitor’s view that, at this point, recovery of either the deposits or delivery of the 

Thai Redwood is uncertain.
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Management’s  Internal December 2011 Financial Statement Impairment Provisions  

66. Management of the Company advised the Monitor that it has recorded approximately 

$560 million in impairment provisions in respect of its internal 2011 financial statements.  

Management is currently working on finalizing the internal financial statements for Q1 

2012 and expects to do so over the coming weeks.

67. A majority of the write-offs that pertain to the internal 2011 year-end financial statements 

relate to goodwill impairment, trade receivable impairments, fair value impairments of 

standing timber and deposits and plantation prepayments made in respect of contractual 

commitments.  The 2011 provision does not take into account any potential additional 

write-offs related to accounts receivable, that may have to be accounted for due to the 

recent discovery of the de-registration of AIs or other third parties as described above. 

Any additional provisions will be recorded in the Q1 2012 internal financial statements.

68. The Monitor has had a number of discussions with the Company’s management to 

understand the rationale and underlying justification for this provision.  The Monitor has 

also requested back up information and documentation to try to understand the 

Company’s decision more thoroughly.  To date, the Monitor has reviewed a number of 

documents and makes the following observations:

(a) Approximately 13% of the provision taken relates to trade receivable impairments 

and bad debts written off.  The impairment provision relates to the fact that the 

receivables balances are more than one year old and the Company follows a 

policy of providing for receivables that are more than one year past due.  There 

are a number of customers that may also be suppliers and/or be related to 

suppliers and therefore there may be opportunities for set-off that management is 

currently looking into;

(b) Approximately 20% of the provision taken relates to wood log deposits, of which 

approximately 30% relate to certain 2011 deposits with the same supplier 

discussed above, who is party to the Thai Redwood Transaction, but relating to 

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

MW; 

(c) Approximately 38% of the provision taken appears to be related to Mandra 

goodwill and intangibles and write offs of the fair value of timber assets based on 

management’s estimate of recovery;

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

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

(e) There are a number of explanations that are still outstanding as they relate to 

specific questions in the PRC and/or analysis performed by individuals who are 

no longer employed by Sino-Forest. 

69. The Monitor continues to hold discussions with management to better understand the 

assumptions underlying the write-offs and potential impact on the existing business.  The 

Monitor continues to review explanations and supporting documentation in both Canada 

and Hong Kong.

Disbursements

70. As set out above, the Letter provided for a new protocol on authorized disbursements.  

The Letter specifically provided that no disbursements or new commitments were to be 

made over an agreed upon threshold without approval from senior management and 

review by FTI.  

71. FTI continues to work with Sino-Forest to monitor disbursements and confirm that the 

protocol on disbursements is followed.  On a weekly basis, FTI reviews a list of proposed 

payments by Sino-Forest in excess of a pre-determined threshold.  On a monthly basis, 

FTI reviews a sample of bank statements to verify that payments in excess of a pre-

determined threshold were made and to verify the ending cash balances.  Based on these 

controls, with one exception that took place shortly after the Filing Date, the appropriate 

protocols on disbursements appear to be followed.

000719



- 23 - 

72. As of July 20, 2012, Sino-Forest is approximately $91 million ahead of its cash flow, a 

significant portion of this relating to a difference in actual versus forecast disbursements.  

Further details explaining the variance analysis can be found in the section entitled 

“Cumulative Variance Analysis”. 

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

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

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

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

(b) approximately $50 million in outstanding accounts payable payments for 

plantation purchases and lease payments that have been delayed (at this point in 

time, it is still unknown what portion of the difference is timing versus 

permanent).  

Cumulative Variance Analysis 

74. The Sino-Forest Subsidiaries’ net cash flows broken down by Sino-Forest’s key 

operating lines, together with an explanation of key variances as compared to forecast is 

described below.  Actual net cash flows are for the period from March 30, 2012 to July 

20, 2012.

USD millions Actual Forecast Difference
HK/BVI/Barbados (16)$            (18)$              (2)$            
Sino-Wood 12$             (10)$              (22)$          
Sino-Panel (10)$            (63)$              (53)$          

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

(a) Sino-Wood:

(i) Sino-Wood received a $5 million bank loan which was not originally 

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

injection which has been delayed; 

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

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

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

million resulting primarily from timing differences.

(b) Sino-Panel:

(i) Sino-Forest forecast that the Thai Redwood Transaction would be 

completed and that approximately $14 million in sales would have 

occurred.  The Thai Redwood Transaction has been delayed and therefore 

the sales have not yet materialized;

(ii) Delayed payment to a specific supplier harvesting timber has further 

delayed expected revenue of approximately $9 million related to the 

timber;

(iii) A majority of the forecast accounts payable have been delayed.  A portion 

of the positive variance of approximately $50 million may be a permanent 

difference, but this has not yet been determined; and

(iv) Operating expenses were lower than forecast due to lower work levels at 

the manufacturing plants than forecast, poor weather and the delayed Thai 

Redwood Transaction.  A portion of the positive variance of $18 million 

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

UPDATE ON SINO-FOREST SUBSIDIARY OPERATIONS

75. Reference should be made to the IC Reports and the Initial Order Affidavit for an 

overview of the different segments of Sino-Forest’s business as well as historic operating 

levels.
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Operational Changes 

76. Since the filing, the Monitor is not aware of any new Sino-Forest entities being 

incorporated or any major transfers of assets among subsidiaries.  Sino-Forest has 

continued to employ the vast majority of its employees (other than those personnel 

changes that have previous been discussed), the majority of whom work in Sino-Forest’s 

manufacturing operations.  

77. Subsequent to the filing, management of the Sino-Panel subsidiaries was replaced after 

the April 2012 personnel changes were made.  New management of Sino-Panel are in the 

process of dealing with on-going operational issues, meeting with agents and negotiating 

resolutions to the outstanding legal matters.

Wood Fibre Operations 

78. As set out in the Initial Order Affidavit for the year ended December 2010, revenue from 

wood fibre operations accounted for approximately 96.4% of Sino-Forest’s reported 

revenue.  In June 2011, upon the release of the MW Report, wood fibre operations, 

effectively halted, with very little purchases or sales in the third or fourth quarter of 2011 

and no purchases or sales in 2012. 

Other Businesses 

79. The balance of Sino-Forest’s businesses (which are all described in the Initial Order 

Affidavit) accounted for approximately 3.6% of Sino-Forest’s reported revenue in 2010.  

These businesses were also significantly impacted by the MW Report, and have 

continued at diminished levels for the balance of 2011 and the first quarter of 2012.

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

(a) Manufacturing and Other Operations.  The industrial segment of the subsidiaries 

includes manufacturing and industrial operations and employs approximately 

2290 employees.  Historically, only two of the operations provided positive 

financial performance, the remaining industrial operations have historically 

incurred financial losses.  There has been no significant changes in the operations 

of this business segment. 
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(b) Log Trading.  The subsidiaries dealing with trading activities are in the process of 

being shut down.  The only potential forecast incoming supply of logs is related to 

the Thai Redwood Transaction, which has been discussed above.  The trading 

business segment has an inventory of existing logs, which they are in the process 

of selling.

Overall Impact 

81. The Monitor continues to be of the view that it is important for these proceedings to be 

completed as soon as possible given the events that have taken place and may continue to 

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

UPDATE ON TIMBER ASSETS AND VERIFICATION EFFORTS

82. The Monitor is aware that verification and valuation of the Sino-Forest assets is of 

ongoing interest to many participants in the Sino-Forest CCAA proceedings for various 

reasons.  Indeed, verification and valuation were issues that was addressed by the IC in 

its reports.  The Final Report provided some information regarding verification work that 

was considered.  However, the IC observed that even if verification work was able to be 

completed, there were still significant hurdles to establishing valuation given the title 

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

83. Indufor was engaged by Sino-Forest during the course of the independent committee 

investigation to perform an area verification of the forestry estate of Sino-Forest. 

However, for the reasons set out above as well as the time consuming nature of 

verification, very little or no verification was completed prior to the issuance of the Final 

Report.

84. Indufor, under the supervision of Stewart Murray and the Company, has continued to 

work on verification post-filing.  The area verification process is a two stage process that 

is being undertaken in the PRC.  The process involves incrementally confirming the 

geographic location of each compartment, followed by a verification of each 

compartment’s area of stocked forest cover using an independent source of satellite 

imagery. 
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85. The Monitor has been advised that the area verification exercise currently being 

undertaken by Indufor is a lengthy process and requires the dedication of long term 

resources.  The work Indufor is undertaking includes the following: 

(a) Registering and digitizing maps;

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

(c) Atmospheric Correction;

(d) Vegetation classification;

(e) Map uplift, digitization and satellite imagery process (a time-consuming process 

that is necessary to ensure compliance with restrictions that apply to the 

distribution of PRC maps); and

(f) Area verification.

86. To date, Indufor has completed six (6) verification reports confirming the compartment 

locations of 63,956 hectares of the Sino-Forest estate to date.  The confirmation involves 

geo-referencing and digital mapping of the compartments and represents approximately 

8% of total Sino-Forest reported net stocked area of 808,685 hectares as at the end of 

December 31, 2011.  Analysis and findings of these reports are limited solely to the area 

that has been verified.  No extrapolations of findings to the wider Sino-Forest estate are 

possible or implied. 

87. The Monitor is not yet clear as to whether the Indufor work will ultimately be timely or 

helpful in resolving the questions concerning the value of Sino-Forest’s business.  The 

Monitor understands that this type of work is extremely time consuming and that, in 

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

88. As set out in previous documents including the IC Reports and the Initial Order Affidavit, 

asset verification to any degree of certainty may be difficult in this situation given many 

factors including, the nature of the assets, geographical impediments, political 

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

estate.  

89. The Monitor also notes that even if Indufor is able to verify even a portion of the assets, 

further work will need to be done to verify the underlying documents and assumptions 

used by Indufor. Lastly, as discussed above, verification does not establish title or deal 

with the relationships with the AIs (or address the issues arising from the de-registration 

of AIs).
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Dated this 10" day of August, 2012. 

Consult' g Canada Inc. 
s capac' as Monitor of 

~~O~-F~~»C~rp~o:ra=t~iO~n!1.,.!a~n"d.JJ>'''''· its personal capacity 

~ 
Greg Watson 
Senior Managing Director 
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	Exhibit Q - Change of Auditor Notice (Apr. 13, 2012).pdf
	1. E&Y resigned as auditor of Sino-Forest on April 4, 2012, on its own initiative.
	2. The possible resignation of E&Y was considered jointly by the Audit Committee and Special Restructuring Committee of the Board of Directors at a meeting on April 2, 2012.  The resignation of E&Y was considered by the Board of Directors at a meeting...
	3. No audit report has been issued for the Company's most recently completed fiscal year ended December 31, 2011.
	4. E&Y's audit reports for the Company's fiscal years ended December 31, 2010 and December 31, 2009 were unqualified when issued but, as set forth below, by press release dated January 10, 2012, Sino-Forest cautioned that the Company's historic financ...
	5. On June 2, 2011, in response to a report issued by Muddy Waters, LLC (the "MW Report"), the Board of Directors appointed a committee of independent directors (the "IC") to examine the allegations in the MW Report, and report back to the Board of Di...
	6. On August 11, 2011, the IC delivered its First Interim Report to the Board of Directors.  On November 14, 2011, the IC delivered its Second Interim Report to the Board.
	7. The primary findings of the IC, as set out in the two reports, were summarized in a press release issued by the Company and dated November 15, 2011. The press release indicated that with delivery of its Second Interim Report to the Board, the IC be...
	8. In the November 15, 2011 press release, the Company also announced that it was deferring the release of the Company's third quarter financial results until certain issues could be resolved to the satisfaction of the Board of Directors. The issues i...
	9. In a press release dated December 12, 2011, the Company announced that the Board of Directors had concluded that the Company would not be able to release the third quarter results within the 30-day period originally indicated. The press release wen...
	10. On January 10, 2012, the Company issued a press release repeating the statement in its December 12, 2011 press release that there was no assurance that the Company would be able to release the third quarter results or, if able, as to when such rel...
	11. The January 10, 2012 press release also referred to the Company's earlier statement that the circumstances that could cause the Company to be unable to release the third quarter results could impact the Company's historic financial statements. For...
	12. On January 31, 2012, the IC delivered its Final Report to the Board of Directors. Although there remained outstanding issues that had not been fully answered, the IC ceased its investigative, review and oversight activities. Issues that remained o...
	13. On March 30, 2012, the Company filed for and was granted protection from its creditors under the Companies' Creditors Arrangement Act.  As a result of that filing, it was unlikely that the Company would continue to devote significant resources to ...
	14. As of April 4, 2012, the date of E&Y's resignation, the Company remained of the view that the Company's historic financial statements and related audit reports should not be relied upon. The Audit Committee has discussed these matters with E&Y, wh...
	15. The Company has authorized E&Y to respond fully to inquiries by any successor auditor concerning the "unresolved issues" which constitute "reportable events" under NI 51-102.




