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CERTAIN DEFINITIONS, CONVENTIONS AND CURRENCY PRESENTATION 

We have prepared this Annual Information Form using a number of conventions, which you should 
consider when reading the information contained herein.  When we use the terms “we”, “us”, “our” and words 
of similar import or use the term “Corporation” or “Sino-Forest”, we are referring to Sino-Forest Corporation 
itself, or to Sino-Forest Corporation and its consolidated subsidiaries, as the context requires. 

All references in this Annual Information Form to “U.S. dollars” and “US$” are to United States 
dollars; all references to “Canadian dollars” and “Cdn$” are to Canadian dollars; all references to “H.K. 
dollars” and “HK$” are to Hong Kong dollars; all references to “RMB” or “Renminbi” are to Renminbi, the 
official currency of the People’s Republic of China, or the PRC and all references to “€” or “Euro” are to 
Euros.  Solely for the convenience of the reader, this Annual Information Form contains translations of certain 
Canadian dollar, H.K. dollar and Renminbi amounts into U.S. dollars. Unless otherwise indicated, all dollar 
amounts in this Annual Information Form are expressed in U.S. dollars. 

All such Canadian dollar translations have been made at the rate of Cdn$1.2923 to US$1.00, the noon 
buying rate in The City of New York for cable transfers in Canadian dollars as certified for customs purposes 
by the Federal Reserve Bank of New York on December 31, 2003.  All such H.K. dollar translations have 
been made at the rate of HK$7.80 to US$1.00, the linked exchange rate between such currencies under 
policies of the Hong Kong government in effect as of December 31, 2003.  All such Renminbi translations 
have been made at the rate of RMB8.2767 to US$1.00, the noon buying rate for Renminbi in The City of New 
York for cable transfers in Renminbi as certified for customs purposes by the Federal Reserve Bank of New 
York on December 31, 2003.  No representation is made that the Canadian dollar, H.K. dollar or Renminbi 
amounts stated herein could have been, or could be, converted into U.S. dollars at such rates or at any other 
rate.  

Statistical references to “PRC” and “China” do not include the Hong Kong Special Administrative 
Region, or Hong Kong, or the Macau Special Administrative Region, or Macau. 

“PRC government” means the central government of the PRC, including all political subdivisions 
(including provincial, municipal and other regional or local governmental entities) and instrumentalities 
thereof. 

A bone dry metric ton is a measure of weight used in the forest products industry to measure bulk 
products such as wood chips.  One bone dry metric ton would weigh one metric ton if all the moisture content 
were removed.  A bone dry metric ton can be converted to cubic meters of logs depending on the wood 
density of the species concerned.  For eucalyptus trees, one bone dry metric ton is equal to approximately two 
cubic meters of round logs. 

A hectare is a metric unit of area equal to 10,000 square meters or approximately 2.471 acres. 

“Cooperative joint venture” or “CJV” means a Sino-foreign cooperative joint venture enterprise with 
limited liability established in the PRC under the relevant PRC laws and regulations which provides, among 
other things, that the distribution of profit or loss and the control of the joint venture company is entirely 
based on the joint venture contract and not on the joint venture parties’ contributions to the registered capital 
of the joint venture. 

“Wholly foreign owned enterprise” or “WFOE” means an enterprise established in China in 
accordance with the relevant PRC laws, with capital provided solely by foreign investors.  Such enterprises do 
not include branches and offices established in China by foreign enterprises and other economic entities. 
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Totals presented in this Annual Information Form may not total correctly due to rounding of numbers. 

Documents Incorporated by Reference 
 
Attached to this Annual Information Form are the following documents of the Corporation: 
 

(a) the audited consolidated financial statements for the year ended December 31, 2003 and 
accompanying notes (the “Annual Financial Statements”);  

(b) the management’s discussion and analysis (the “MD&A”) for the year ended December 31, 
2003; and 

(c) the management information circular (the “Management Information Circular”) dated May 
10, 2004 prepared in connection with the annual and special meeting of shareholders to be 
held on June 21, 2004. 

The MD&A, in its entirety, is incorporated by reference in, and forms part of, this Annual Information Form.  
 Specific portions of the Annual Financial Statements and the Management Information Circular are 
incorporated by express reference in, and form part of, this Annual Information Form.  Those portions of the 
Annual Financial Statements and the Management Information Circular not so incorporated by express 
reference do not form part of this Annual Information Form. 
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THE CORPORATION 

We were formed under the Business Corporations Act (Ontario) upon the amalgamation of Mt. 
Kearsarge Minerals Inc. and 1028412 Ontario Inc. pursuant to articles of amalgamation dated March 14, 
1994.  The articles of amalgamation were amended by articles of amendment filed on July 20, 1995 and May 
20, 1999 to effect certain changes in the provisions attaching to the Class A Subordinate-Voting Shares and 
the Class B Multiple-Voting Shares.  On June 25, 2002, we filed articles of continuance to continue under the 
Canada Business Corporations Act. 

We have offices located in Toronto, Hong Kong and the PRC.  Our executive offices located at 3129 
- 40, 31/F Sun Hung Kai Centre, 30 Harbour Road, Wanchai, Hong Kong.  Our registered office and principal 
business office is located at 90 Burnhamthorpe Road West, Suite 1208, Mississauga, Ontario, L5B 3C3. 

CORPORATE STRUCTURE 

The following chart, which does not include certain immaterial subsidiaries, shows our current 
corporate structure. 

 
Notes: 
 
(1) In November 1997, the predecessor company to Sino-Panel Holdings Limited granted options (which were subsequently 

granted by Sino-Panel Holdings Limited) to certain members of our management for nominal consideration.  On May 14, 
2004, we repurchased a portion of such options which constitute the right to acquire 8.13% of Sino-Panel Holdings, 
Limited, from current members of management and a company under the control of management.  The remaining options to 
acquire 1.87% of Sino-Panel Holdings, Limited are held by a British Virgin Islands company equally owned by a former 
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member of management that is no longer an officer and director and a current member of our management. The option to 
acquire 1.87% of Sino-Panel Holdings, Limited will remain outstanding. However, the current member of our management 
that is the joint owner and co-director of the British Virgin Islands company has undertaken that he will vote against the 
exercise of the option held by that company to acquire 1.87% of Sino-Panel Holdings, Limited and will use other 
commercially reasonable efforts to ensure that such option is not exercised.   

 
(2) In March 2003, rights were granted to certain members of our management to acquire 5% of the equity of Sino-Wood 

Partners, Limited.  On May 14, 2004, we purchased such rights.  In addition, as of December 31, 2003, 126,231 Class B 
shares of Sino-Wood Partners, Limited (approximately 11% of its outstanding share capital) are held by the holders of 
convertible notes and preference shares issued by Sino-Wood Partners, Limited (collectively, the “Convertible 
Instruments”).  However, in the event that a listing of the ordinary shares of Sino-Wood Partners, Limited on the Hong 
Kong Stock Exchange does not occur by September 10, 2004, we have the right to purchase all outstanding Class B shares 
held by these persons at a price of HK$1.00 per Class B share.  Further, one of the holders of the Convertible Instruments 
also has a put option pursuant to which it may exercise an option to sell to us its 17,116 Class B shares in Sino-Wood 
Partners, Limited at the par value of HK$1.00 per share and its Convertible Instruments at the principal amount plus a 
premium of 6.24%, in the event that it ceases to act as the sponsor and global coordinator of an initial public offering and 
listing of Sino-Wood Partners, Limited in Hong Kong.  An initial public offering and listing on the Hong Kong Stock 
Exchange depends on many factors, and we do not believe that there will be an initial public offering and listing by Sino-
Wood Partners, Limited of its ordinary shares in the near future. 

 
(3) Subsidiary companies which currently engage in standing timber and wood chips sales and trading activities through 

authorized intermediaries and the import of wood-based products. 
 
(4) Subsidiary companies which own the interests in CJVs and a WFOE. 
 
(5) CJVs which operate forestry plantations in Guangdong, Guangxi and Jiangxi Provinces.  Under the CJV contracts entered 

into between us and our PRC CJV Partners, the PRC CJV Partners are required to contribute plantation land use rights in 
respect of plantation land to the CJVs and we contribute cash and raw materials required for the development of the forestry 
plantations.  Although the volume of timber logged from the plantation land is shared between us and the PRC CJV 
Partners on a 70:30 basis, we are solely responsible for contributing all of the registered capital of the CJVs and are 
required to bear all of the management fees of the CJVs.  Accordingly, we are considered to have 100% equity interests in 
these CJVs.  See “Forestry Plantation Contractual Arrangements.” 

 
(6) WFOE which operates forestry plantations in Zhangzhou, Fujian Province. 
 
(7) Guangxi Guijia Forestry Company Limited.  
 
(8) Jiangxi Jiachang Forestry Development Co. Ltd.  
 
(9) Heyuan Jiahe Forestry Development Ltd.  
 
(10) Gaoyao Jiayao Forestry Development Ltd.  
 
(11) Zhangzhou Jia Min Forestry Development Ltd.  
 
(12) Guangdong Jia Yao Wood Products Development Co., Ltd.  
 
(13) SFR Suzhou Co., Ltd.  
 
(14) Jiafeng Wood (Suzhou) Co., Ltd.  
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BUSINESS 

We are the largest foreign owned commercial forestry plantation operator in the PRC in terms of 
plantation area.  As at December 31, 2003, we have approximately 169,000 hectares of forestry plantations 
under cultivation with trees located in southern and eastern China.  We have been operating forestry 
plantations in the PRC since 1995.  We are focused on the development and supply of wood fibers and logs to 
meet the increasing demand from manufacturers in the wood panel, furniture, construction, interior decoration 
and pulp and paper markets in the PRC for wood fibers. 

Our plantations consist primarily of eucalyptus, poplar and pine forests.  We have two types of 
forestry plantations: our own planted tree plantations that we operate through CJVs and a WFOE under PRC 
law; and forestry plantations of third parties from which we purchase young trees that have not reached 
maturity.  We have been advised by our PRC counsel that we have all relevant rights to use the land and own 
the trees in our planted tree plantations, and own the trees in our purchased tree plantations.  In addition, we 
have confirmation from the relevant forestry bureaus that they will allocate to us on an annual basis the 
logging quotas to assure that we are able to harvest the mature trees in the forestry plantations we currently 
operate.  As of December 31, 2003, approximately 27.0%, 5.9%, 50.1% and 14.2% of our plantations 
consisted of eucalyptus, poplar, pine and Chinese fir, respectively.  As we harvest our trees, we intend to 
primarily replant with fast-growing, short- rotation eucalyptus plantations. 

As of December 31, 2003, our purchased tree plantations and planted tree plantations consisted of 
approximately 128,000 hectares and 41,000 hectares, respectively.  We have rights under our agreements with 
our joint venture partners and other parties to increase our plantations to a maximum of approximately 
616,000 hectares of planted tree plantations.  Under our agreements for our purchased tree plantations, we 
have an option to require the transfer of the plantation land use rights through long-term leases to 
approximately 128,000 hectares for a maximum period of 50 years, subject to negotiation of a price and 
certain other conditions.  We have also recently received an undertaking by one of our PRC CJV Partners 
pursuant to which we may purchase mature pine trees on up to an additional 200,000 hectares of mature 
forestry plantations in Guangdong Province within the next 24 months, as well as to lease the underlying 
plantation land for a maximum period of 50 years, subject to negotiation of a definitive agreement and the 
terms and conditions specified in the undertaking.  In the event we purchase these mature pine tree 
plantations, we intend, following harvesting of these trees, to replant the plantation lands with short-rotation 
eucalyptus trees.  See “—Plantations—Purchased Tree Plantations.” 

Our use of advanced forestry plantation management practices has enabled us to achieve an average 
recoverable yield of 90 cubic meters of wood per hectare per six-year cycle for eucalyptus trees, compared to 
the PRC national average of approximately 60 cubic meters of eucalyptus wood per hectare.  We expect that 
improved quality of planting materials and advanced plantation management techniques will improve our 
eucalyptus average recoverable yields to as much as 120 cubic meters per hectare per six-year cycle over the 
next two rotations. 

The PRC currently faces a large domestic supply shortfall of timber resources as a result of stringent 
bans on logging of natural forests and the rapid growth of the wood panel, furniture, construction, interior 
decoration and pulp and paper markets in the PRC in recent years.  According to Jaakko Pöyry Consulting, 
China is one of the world’s largest markets for furniture, wood panel products and paper and paperboard.  We 
believe that wood fibers sourced from domestic commercial forestry plantations such as ours will become an 
increasingly important source of supply of timber resources in the PRC to meet the growing demand for wood 
products. 
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In 2002, when the first of our forestry plantations reached maturity, we made our first sales of 
standing timber from our forestry plantations.  In 2002 and 2003, we sold approximately 8,100 and 20,630 
hectares of standing timber from our forestry plantations.  In 2003, we began our second rotation of trees 
following the initial harvesting of our forestry plantations.   Prior to 2002, when our forestry plantations had 
not yet reached maturity, we generated substantially all of our revenue from trading activities of logs and 
other wood-based products.   However, as our forestry plantations mature, we anticipate that we will increase 
our sales of logs and standing timber from our own plantations and the percentage of our revenue from these 
activities will increase. 

We currently have two manufacturing plants under construction in two locations in Gaoyao, 
Guangdong Province and Suzhou, Jiangsu Province, which complement our forestry plantations operations.  
Our Gaoyao facility commenced commercial production of particleboard in May 2001.  We expect all of the 
production lines at the manufacturing plants to be completed and operational by the first half of 2005.   We 
also have an additional approximately 7,400 hectares of forestry plantations to supply a portion of our 
manufacturing plants’ wood requirements. 

In 2001, 2002 and 2003, we had revenue of US$137.3 million, US$200.7 million and US$265.7 
million, respectively, and net income of US$18.6 million, US$20.6 million and US$30.2 million, 
respectively. 

Competitive Strengths 

We believe that we have the following strengths:  

We are currently the largest foreign owned commercial forestry plantation operator in the PRC in 
terms of plantation area with our own predictable, sustainable and large-scale supply of forestry resources 

We are currently the largest foreign owned commercial plantation operator in the PRC in terms of 
plantation area with our own predictable, sustainable and large-scale supply of forestry resources.  In the last 
nine years, we have invested in developing our forestry plantations, and our trees are now reaching maturity.  
We are the seventh largest forestry plantation company in Asia in terms of plantation area, which gives us 
economies of scale in our forestry operations, allows us to efficiently manage our forestry plantations and 
gives us the breadth to engage in extensive research and development activities.  We expect to maintain and 
expand our existing forestry plantation resources, and bring a predictable and sustainable supply of wood 
fiber to the market.  In this regard, we have rights under our agreements with our joint venture partners and 
other parties to obtain a maximum of approximately 616,000 hectares of forestry plantations.  We also have 
an option under our agreements for our purchased tree plantations to require the transfer of the plantation land 
use rights through long-term leases of the approximately 128,000 hectares of our purchased tree plantations 
(or other suitable plantation land use rights to an area equivalent to that of the purchased tree plantations) for a 
maximum period of 50 years, subject to negotiation of a price for the transfer of the plantation land use rights 
and satisfaction of other conditions.  Further, we have received an undertaking granted by one of our PRC 
joint venture partners, pursuant to which we may purchase up to 200,000 hectares of mature forestry 
plantations within the next 24 months, as well as to lease such plantations for a maximum period of 50 years, 
subject to negotiation of a definitive agreement and the terms and conditions specified in the undertaking.  We 
also expect to acquire additional purchased tree plantations in the future.  These factors constitute a 
competitive advantage compared to smaller forestry plantations that have difficulties in efficiently managing 
their forestry plantations. 
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Our plantations are strategically located in southern and eastern China 

We have developed our forestry plantations in southern and eastern China in the provinces of 
Guangdong, Guangxi, Jiangxi and Fujian.  These regions offer favorable climate and soil conditions for 
eucalyptus, poplar and pine plantations, have easy access to transportation routes and are close to major 
population centers and the major markets in the PRC for wood panel, furniture, construction, interior 
decoration and pulp and paper.  In addition, new medium density fiberboard (“MDF”) and particleboard 
plants and pulp and paper mills are currently under construction in southern and eastern China in Hainan 
Island, Guangdong, Jiangxi, Zhejiang and Guangxi Provinces.  We expect that these mills will source timber 
from locations in southern and eastern China so as to shorten delivery time and save transportation costs. 

We have a strong track record in obtaining and developing commercial forestry plantations 

We have a strong track record in obtaining and developing commercial forestry plantations.  Since 
1995, we have successfully executed our business model in acquiring and developing approximately 169,000 
hectares of forestry plantations.  Once we obtain favorable forestry plantation locations, we operate the 
forestry plantations using advanced, environmentally prudent plantation management practices focused on the 
development of sustainable commercial plantations.  We believe our nine-year track record of developing 
fast-growing commercial forestry plantations in the PRC using advanced plantation management techniques is 
a competitive advantage in the PRC, where the commercial forestry plantation industry is comparatively 
undeveloped and where there are currently limited large-scale commercial forestry plantations using advanced 
plantation management practices. 

We have developed extensive forestry and management expertise with local knowledge in the PRC 

We have developed extensive forestry and management expertise with local knowledge in the PRC.  
Our management team has extensive experience in the forestry industry.  We have recruited personnel with a 
great deal of experience in plantation management and research and development that have put in place 
advanced plantation management practices in our forestry plantation operations.  The management staff of the 
cooperative joint ventures, many of whom formerly worked with the local forestry bureaus, have a depth of 
understanding of the local forestry marketplace.  We also utilize experts in the forestry plantation industry as 
our consultants, advisers and employees, who provide expert advice on management, ecological and 
plantation matters. 

Systematic application of planting and silviculture techniques 

Our plantation program is designed to produce short-rotation high-yielding trees, which have 
advantages over natural forests, primarily due to the systematic application of advanced planting and 
silviculture techniques.  These advantages include: efficient growing rotations, more uniform timber, lower 
access and harvesting costs, better environmental protection and improved resistance to disease, frost and fire. 
 Our planting expertise is aimed at enabling the plantation trees to grow with improved quality, reduced cost 
and increased yield, and in an environmentally responsible manner.  More uniform plantations and our use of 
developed tree species with special features (e.g., fewer branches), enables us to increase our harvesting 
efficiency, reduce waste, increase yield and provide higher quality and more profitable timber. 

Strong research and development capability 

Our forestry plantation research and development efforts are focused on increasing the yield of our 
plantations and improving the wood quality of the trees grown, particularly the standing wood volume per 
unit area.  We conduct research and development on superior planting material breeding and propagation, 
cultivation and management technology, tree protection, technology for sustainable plantation management, 
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wood properties and processing and ecological and environmental technology.  We have focused on 
improving our research and development capability and we obtain research and development support from 
local academic institutions.  We carry out research and development projects by ourselves and/or jointly with 
a number of research or academic institutions in the PRC. 

Expertise in sustainable plantation development 

The PRC government promotes sustainable forestry plantation development in the PRC.  Consistent 
with this policy, we have developed and continue to develop, sustainable forestry plantations in the PRC.  We 
employ advanced forest management practices and adopt prudent environmental management of our forestry 
plantations.  We believe that we have gained recognition for our use of sustainable plantation development in 
the PRC and this should give rise to additional business opportunities. 

Established relationships in the PRC 

We believe that over the last 10 years we have established good relationships with local forestry 
bureaus, other forestry plantation owners, plantation service providers and wood dealers in the PRC. We 
believe that our relationships with local forestry bureaus and forestry plantations owners have supported the 
development of our forestry plantation business in the past, and will benefit us in expanding our forestry 
resources in the future.  We also maintain good relationships with plantation service providers and employ 
members of local village communities surrounding our forestry plantations to provide labor to our plantations. 

We believe that we have an in-depth understanding of the dynamics of the PRC forestry market.  This 
enhances our ability to deal with market changes, such as changes in prices or customer requirements, and 
provides us with a competitive advantage over current and potential competitors. 

Business Opportunities 

We believe that we are well-positioned to benefit from the following factors. 

Strong and growing consumption of wood fiber from downstream producers 

As an upstream provider of wood fibers for downstream producers, we are well-positioned to benefit 
from increased demand for, and the forecasted shortages of supply of, wood fibers in the PRC. 

The demand for wood fibers in China is increasing.  According to Jaakko Pöyry Consulting, in 2002, 
domestic timber consumption in the PRC was approximately 350 million cubic meters.  To meet the shortfall 
in domestic production, the PRC imported over 100 million cubic meters of wood fiber in 2002 in various 
forms.  The shortfall in domestic production is forecast by Jaakko Pöyry Consulting to increase, due to 
restrictions on logging of natural forests, both in the PRC and elsewhere, and continued growth in demand for 
wood fibers in the PRC by downstream consumers of forestry products. 

The demand for logs and wood chips is driven primarily by the furniture manufacturing, construction, 
interior decoration and pulp and paper sectors, which are the downstream consumers of these products.  Each 
of these sectors has experienced strong growth historically and is expected to continue to grow at rates that 
exceed world average growth for the next several years.  Jaakko Pöyry Consulting estimates that domestic 
furniture production will grow approximately 11% per year between 2002 and 2010 and that consumption of 
paper and paperboard will exceed 60 million tons by 2010. 

According to Jaakko Pöyry Consulting, there are also new mills being constructed for MDF, 
particleboard and pulp and paper in the PRC that should also stimulate demand for wood fibers.  The leading 
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areas in the PRC for wood panel, furniture, construction and interior decoration manufacturing that will be 
large consumers of our wood fibers are located in southern and eastern China as are our forestry plantations, 
which we believe should give us an advantage in transportation costs and delivery time.  In addition, 
historically paper and paperboard in the PRC has included wood and non-wood agricultural resources, such as 
grass fibers.  As wood fibers from wood chips provide for better quality paper and paperboard, in terms of 
strength, pureness and whiteness, we believe that the proportion of wood fibers used to produce paper and 
paperboard in the PRC should increase in the future due to higher standards of living as a result of economic 
growth. 

Deepening wood deficit situation in the PRC 

Wood shortages are a persistent phenomenon in the PRC.  Historically, global wood supply was 
almost exclusively satisfied by the logging of natural forests.  However, over the past few years, severe 
flooding, desertification, the loss of natural habitats and change in global weather conditions have led 
countries that have supplied natural forest wood, including the PRC and the United States, to impose logging 
quotas and, in some cases, logging bans.  These quotas have significantly decreased global natural forest 
wood supply.  In 2001, the PRC State Council announced the National Forest Protection Program.  The 
National Forest Protection Program limits the total forests that may be harvested, including natural and 
plantation forests, during the five year period from 2001 to 2005 to 223 million cubic meters.  We believe that 
the supply of forest wood will remain restricted in the future. 

The shortfall between the domestic wood consumption and supply in the PRC was historically met by 
imports, which comprised 24.3 million cubic meters of logs in 2002.  In light of the expected decrease in 
natural forest wood supply from within and outside of the PRC and the expected increase in demand for 
wood, we expect that sustainable forestry plantations should play an increasingly important role in satisfying 
domestic demand in the future. 

Recent changes in the forestry industry favor sustainable plantations 

The wood processing industry has recently begun adapting to the increasing use of small diameter 
plantation wood by acquiring and using new machinery to facilitate processing of small diameter plantation 
wood into reconstituted wood panels and engineered wood-based products.  Plantation wood is more 
predictable than natural forest wood in terms of output quantity and quality.  Forestry plantations in the PRC 
have historically consisted of softwood plantations, such as pine.  In recent years, there has been increasing 
emphasis on the expansion of fast growing hardwood plantations such as eucalyptus and poplar, which 
comprise a significant portion of our planted tree plantations.  We believe that these developments will benefit 
us by increasing demand for logs, standing timber and wood chips from our forestry plantations as well as 
increasing demand for wood-based products from our manufacturing plants, once these commence full 
commercial production in early 2005. 

Should we acquire 200,000 hectares of mature pine tree plantations pursuant to the undertaking by 
one of our PRC CJV Partners, we would substantially increase the area of our forestry plantations under 
cultivation with trees. 

We have recently received an undertaking by one of our PRC CJV Partners pursuant to which we 
may purchase mature pine trees on up to an additional 200,000 hectares of mature forestry plantations in 
Guangdong Province within the next 24 months, as well as to lease the underlying plantation land for a 
maximum period of 50 years, subject to negotiation of a definitive agreement and the terms and conditions 
specified in the undertaking.  The purchased tree plantations under the undertaking are all pine trees with an 
average age of over 12 years and an average diameter of over 14 centimeters.  Should we be able to purchase 
all 200,000 hectares of mature forestry plantations under the undertaking, which is subject to agreement of a 
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final price based upon the price range of between RMB150 and RMB200 per cubic meter set out in the 
undertaking, within the 24-month time-period specified in the undertaking, we would increase our forestry 
plantations under cultivation with trees from approximately 169,000 hectares to approximately 369,000 
hectares.  In addition, the undertaking would allow us to lease the approximately 200,000 hectares of 
plantation land for up to 50 years, subject to a price range equivalent to between approximately RMB180 and 
RMB270 per hectare per year, the final price of which is subject to further negotiation between the parties.   
Should we do so, we intend to sell standing timber from these plantations over a three-year period, 
commencing in the last quarter of 2004.  Following harvesting of these trees, we intend to replant the 
plantation lands with fast-growing eucalyptus trees.   Acquiring these mature trees under the undertaking 
would give us an accelerated return on our investment through sale of the mature timber as well as provide us 
additional plantation lands available for replanting under long-term lease arrangements. 

Strategy 

Our strategy is to build on our competitive strengths and our business opportunities in the PRC in 
order to become a leading commercial forestry plantations operator and preferred supplier of wood fiber, 
providing wood fiber to downstream consumers in the PRC in the wood panel, furniture, construction, interior 
decoration and pulp and paper industries.  The following are the key elements of our strategy: 

Focusing on investing in additional forestry plantations in the areas of our current operations in southern 
and eastern China 

We intend to become a leading and preferred upstream supplier of wood fiber to downstream users in 
the PRC in the wood panel, furniture, construction, interior decoration and pulp and paper industries.  In order 
to do so, we will continue to invest in additional sustainable, short-rotation forestry plantations in our existing 
geographic locations.  We intend to significantly increase our area under plantation management by investing 
in additional purchased tree plantations, and, possibly, obtaining additional planted tree plantations.  We 
expect that we will replant with fast growing short-rotation tree species, primarily eucalyptus, to develop fast-
growing eucalyptus plantations. 

In expanding the area of our forestry plantations, we will focus on our purchased tree plantation 
model, whereby we purchase young trees on existing forestry plantations.  We believe investing in additional 
purchased tree plantations is a faster and more profitable model for expanding our sales of wood fiber to 
downstream consumers.  Following harvesting of the purchased trees, we intend to exercise a right to require 
the transfer of the plantation land use rights by long-term leases.  By implementing our advanced plantation 
management practices to the land leased, we should be able to increase the fiber yield of these plantations. 

Improving the yields of our forestry plantations 

We seek to manage our forestry plantations in a manner that optimizes the biological growth of our 
trees and enhances prudent environmental management.  We will seek to develop improvements in forestry 
technology using genetics, tissue culture and cloning techniques, and fertilization, which should result in an 
increase in yields.  In order to aid in these efforts, we intend to invest further in our research and development 
resources, and collaborate with PRC and overseas academic institutions.  We aim to achieve higher than 
historical yields as a result.  We currently achieve an average recoverable yield of 90 cubic meters per hectare 
per six-year cycle for eucalyptus trees on our planted tree plantations, which is higher than the PRC national 
average of approximately 60 cubic meters per hectare per six-year cycle.  We believe that the quality of 
planting materials together with improved techniques should improve the average recoverable yields to as 
much as 120 cubic meters per hectare per six-year cycle over the next two rotations.  Our aim is to achieve 
average recoverable yields comparable to those achieved by internationally recognized forestry plantation 
companies. 
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Practicing responsible environmental forestry 

We believe that environmentally sound management practices will ensure the sustainable 
development of forest resources and provide greater predictability in plantation management.  Our forestry 
management practices follow a set of internal environmental principles, which are aimed at the sound 
management of natural resources.  We intend to follow these management practices for additional forestry 
plantations to be acquired in the future.  We will continue to implement and improve our environmental 
management systems to help improve the ecological and social environment of our forestry plantations. 

Strengthening management processes and information systems 

We plan to invest in additional personnel, management and technology in order to improve our 
management processes and information systems.  As the area of our forestry plantations continues to grow, 
we will have to develop additional systems and management personnel to achieve greater planning and 
operational control of our plantations.  This will allow us to conduct more frequent sampling checks of our 
timber resources, and would, in turn, allow us to analyze planting statistics, including growth conditions and 
the quality of our forestry plantations, more quickly.  It will also allow us to maintain more stringent controls 
over our forestry plantation management processes.  As of January 31, 2004, 9,700 hectares of plantations in 
Guangxi Province have been certified under International Standards Organization (“ISO”) 14001 criteria for 
our environmental practices.  We have also received from SmartWood, a program of the Rainforest Alliance, 
an international non-profit environmental group, the Forest Stewardship Council (“FSC”) certification for 
5,300 hectares of forestry plantations in Guangdong Province.  We plan to extend the FSC and ISO 
certifications to all of our planted tree plantations. 

Maintaining our wood chips and wood-based products trading activities and manufacturing plants as 
complementary activities 

We intend to maintain our wood chips and wood-based products trading activities.  We also intend to 
complete our investment in our manufacturing plants.  We expect that we will be required to invest 
approximately US$10 million, to complete our construction of our two manufacturing plants and the 
installation of all equipment before commercial production of all the wood-based products anticipated to be 
produced at the plants.  We expect that the wood chips and wood-based products trading activities and the 
manufacturing plants will complement and benefit our commercial forestry plantations by stimulating 
additional demand for wood fiber in our core geographic locations in the PRC. 

Widening and diversifying our investor base and enhancing our corporate image and profile in Asia 

In light of our focus on operating forestry plantations in the PRC, over time, we intend to further 
widen our investor base to enhance our competitive position and profile in Asia where our operations are 
located. 

Plantations 

Overview 

All of our forestry plantations are located in southern and eastern China in Guangdong, Guangxi, 
Jiangxi and Fujian Provinces.  The following map highlights the location of our forestry plantations in China. 
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Our forestry plantations consist primarily of eucalyptus, poplar and pine forests.  We have two types 
of forestry plantations: 

● planted tree plantations: our own forestry plantations on land that we planted with trees and that we 
operate through CJVs and a WFOE under PRC law; and 

 
● purchased tree plantations: existing tree plantations where we purchase young trees from third 
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parties. 
 

As of December 31, 2003, we had a total plantation area of approximately 249,000 hectares.  The 
total plantation area comprised approximately 169,000 hectares of forestry plantations under cultivation with 
trees, approximately 70,000 hectares under plantation operational design, evaluation and planning, which are 
being considered for planting or replanting, and approximately 10,000 hectares of land that is not suitable for 
planting and will be replaced by one of our PRC CJV Partners.  The plantation lands under plantation 
operational design, evaluation and planning are in varying stages of development and evaluation.  We have 
not reached a final decision whether to develop any of these plantation lands or how much of the plantation 
lands will be developed and planted with trees.  We can give no assurance that we will develop any or all of 
the plantation lands that are not yet cultivated with trees. 

As of December 31, 2003, we had an additional approximately 7,400 hectares of forestry plantations 
to supply a portion of our manufacturing plants’ wood requirements.  See “—Manufacturing Plants—
Expected Sources of Supply.” 

The following table sets forth the location and total hectares of our forestry plantations with trees as 
of December 31, 2003. 

Plantations Under Cultivation 
 

Location Total Hectares 
Guangdong Province 75,000 

Jiangxi Province 58,000 

Guangxi Province 33,000 

Fujian Province 3,000 

  Total 169,000 

 
We have been advised by our PRC counsel that we have the legal right to use the plantation land and 

own the trees in relation to the planted tree plantations, and the legal right to own the trees on the purchased 
tree plantations. 

As of December 31, 2003, our purchased tree plantations consisted of approximately 128,000 
hectares and our planted tree plantations consisted of approximately 41,000 hectares.  The planted tree 
plantations consist primarily of eucalyptus and poplar trees in Guangdong, Guangxi, Jiangxi and Fujian 
Provinces.  Our planted tree plantations consist almost entirely of the first rotation of the trees, as we have 
only developed our forestry plantations since 1995.  In 2003, we began our second rotation of trees following 
the initial harvesting of our forestry plantations.  The purchased tree plantations consist of a diversified 
species mix, primarily of pine, eucalyptus and poplar, but also include Chinese fir and Acacia, in Guangdong, 
Guangxi, Jiangxi and Fujian Provinces.  As we intend to focus our forestry plantations on fast-growing 
eucalyptus trees, we expect that in the future the species mix of our forestry plantations will change and that 
eucalyptus trees will comprise a larger proportion of the species mix.  The majority of our forestry plantations 
are located on hilly areas of varying slope. 

The following table sets forth our forestry plantations by tree species and maturity as of December 31, 
2003. 
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Tree Species and Maturity 
 

 Eucalyptus Poplar Pine Other Species 
 

Pre-Mature 
(Below5 
Years) 

Mature (5 
Years or 
Above) 

Pre-
Mature 
(Below7 
Years) 

Mature 
(7 Years 

or 
Above) 

Pre-
Mature 
(Below 

12 Years)

Mature 
(12 Years 

or 
Above) 

Pre-
Mature 
(Below 7 
Years) 

Mature 
(7 Years 

or 
Above) 

Total 
Hectares 

(hectares) 
Planted tree 
plantations 30,000 3,000 6,000 — — — 2,000 — 41,000
Purchased 
tree 
plantations 7,000 6,000 — 4,000 71,000 14,000 21,000 5,000 128,000
  Total 37,000 9,000 6,000 4,000 71,000 14,000 23,000 5,000 169,000

 
We grow our eucalyptus plantations in short-rotation cycles of five to six years, poplar plantations in 

short-rotation cycles of seven years and pine plantations in cycles of 12 years.  Eucalyptus and poplar trees 
are relatively fast-growing trees species. 

Eucalyptus is a high-density short-fibered hardwood tree, poplar is a low-density hardwood tree with 
fibers slightly longer than eucalyptus and pine is a longer-fibered softwood tree.  The eucalyptus species 
grown by us grows back from the stump after harvesting (referred to as “coppicing”).  Eucalyptus and poplar 
trees are among the fastest-growing trees in the world, while the growth rate of pine trees is slightly lower.  
The climate and soil conditions in southern China allow us to grow eucalyptus, poplar and pine plantations in 
five- year, seven-year and 12-year harvest rotations. 

The lower part of the eucalyptus tree (i.e., with a diameter greater than 14 centimeters) is typically 
sold as logs and used by wood panel and furniture manufacturers to produce a variety of downstream solid 
wood products, including furniture, tabletops, veneer, flooring and other products.  The upper part of the trees 
harvested (i.e., with a diameter smaller than 14 centimeters) is typically processed into wood chips and used 
for manufacturing reconstituted wood panels for use in furniture manufacturing and construction and at pulp 
mills for producing paper and paperboard. 

Logs from pine trees are used to produce a variety of downstream solid wood-based products, 
including furniture, tabletops, veneer, flooring and other products.  Pine is also processed into wood chips and 
used for manufacturing wood panels.  However, pine is not suitable for pulp and paperboard mills because of 
the low density of its wood fibers. 

Logs from poplar trees are used to produce solid wood-based products and reconstituted wood panel 
products for use in furniture manufacturing and construction.  Logs from poplar trees, which are processed 
into wood chips, are also used by mechanical pulp and paperboard mills, which use a different processing 
method than traditional pulp and paperboard mills.  Poplar trees are considered desirable trees because they 
grow well in flooded and extremely wet areas. 

Planted Tree Plantations 

We operate our planted tree plantations through four CJVs and one WFOE under PRC law. 
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Cooperative Joint Ventures 

In 1995, we entered into four Sino-foreign cooperative joint venture contracts with four PRC partners, 
each of which is an associated enterprise of a local PRC forestry bureau in the relevant province.  The four 
PRC CJV Partners are each licensed to engage in plantations, wood-based products manufacturing and/or 
providing plantation management services.  We have Sino-foreign cooperative joint venture arrangements for 
forestry plantations in Guangxi and Jiangxi Provinces, and in Gaoyao and Heyuan in Guangdong Province. 

As of December 31, 2003, our planted tree plantations operated through our joint venture 
arrangements comprised approximately 41,000 hectares, which have been planted with eucalyptus and poplar 
trees.  In 2002, we harvested and sold trees on these plantations for the first time, consisting of approximately 
8,100 hectares of trees.  Under the CJV contracts, our PRC CJV Partners are required to contribute plantation 
land use rights for a maximum of approximately 583,000 hectares of plantation land to us within 15 years 
from the relevant date of the establishment of the CJVs, for development as commercial forestry plantations.  
For further information on these joint venture arrangements, see “Forestry Plantation Contractual 
Arrangements—Joint Venture Agreements.” 

We have developed guidelines for the selection of plantation land contributed by our PRC CJV 
Partners for cultivation.  Our general policy is to select land that is suitable for fast growing forestry 
plantations.  We select and accept plantation land parcels that are located in close proximity and near 
customers to reduce the distance and the cost of transporting harvested logs to customers.  We also select land 
with productive soil, of moderate slope, that has adequate water and sunshine and that is otherwise suitable 
for the species of tree to be grown. 

Wholly Foreign Owned Enterprise 

In 2001, we established a wholly foreign owned enterprise, Zhangzhou City Jia Min Forestry 
Development Limited (“Zhangzhou WFOE”), to operate forestry plantations in Zhangzhou City in Fujian 
Province.  The Zhangzhou WFOE was approved by the local PRC forestry bureau to operate up to 33,000 
hectares of forestry plantations.  As of December 31, 2003, we operated approximately 265 hectares of 
eucalyptus planted tree plantations in Fujian Province pursuant to contractual arrangements with Zhangzhou 
Lumin.  Under our arrangements with Zhangzhou Lumin, we have the right to lease and obtain plantation land 
use rights to approximately 20,000 hectares within 10 years from the date of the contract.  See “Forestry 
Plantation Contractual Agreements—Joint Venture Agreements.” 

The following table sets forth the geographic location and total hectares planted on our planted tree 
plantations as of December 31, 2003. 



16 

Planted Tree Plantations 
 

Location Total Hectares 
Guangdong Province 
Gaoyao 

 7,000 

  Heyuan  8,000 

Guangxi Province  17,000 

Jiangxi Province  9,000 

Fujian Province - 

     Total  41,000 
 
Purchased Tree Plantations 

As of December 31, 2003, we had approximately 128,000 hectares of forestry plantations where we 
have rights to harvest the trees on the plantations but do not hold any interest in the underlying plantation 
land.  The purchased tree plantations are located in Guangdong, Guangxi, Jiangxi and Fujian Provinces.  The 
advantages of purchasing trees include the ability to achieve an expansion of plantation reserves within a 
shorter time scale than by planting, while at the same time better positioning us to ensure a predictable 
harvesting profile.  Under the purchase contracts, we purchased the trees on the land (but not the plantation 
land use rights).  Before entering into the purchase contracts, we and the Provincial Tree Surveying Institute 
will normally conduct surveys on the actual plantation area, area of standing trees and the then existing 
volume of timber holdings.  The relevant forestry bureaus have confirmed our allocation of the annual logging 
quotas for our forestry plantations to be harvested in the future. 

The following table sets forth the geographic location and total hectares of the purchased tree 
plantations as at December 31, 2003. 

Purchased Tree Plantations 
 

Location 
Area 

(hectares) 
Guangdong Province 
Gaoyao 

 
6,000 

  Heyuan  54,000 

Guangxi Province  17,000 

Jiangxi Province  49,000 

Fujian Province  2,000 

  Total  128,000 
 

We purchase purchased tree plantations from the authorized agents of the original owners of the trees, 
which can be either collectively-owned or privately-owned tree plantations.  The purchase price takes into 
account a variety of factors, including the size and location of the tree plantation on which the trees are 
located, tree species, the yield, age and quality of the tree plantation, conditions for replanting, log prices and 
regional market demand. 



17 

On February 12, 2004, one of our PRC CJV Partners gave us an undertaking, pursuant to which we 
may purchase mature pine trees on up to 200,000 hectares of mature forestry plantations in Guangdong 
Province within the next 24 months, subject to negotiation of a definitive agreement and the terms and 
conditions specified in the undertaking.   The purchased tree plantations under the undertaking are all pine 
trees with an average age of over 12 years and an average diameter of over 14 centimeters.  The undertaking 
sets out a price range of between RMB150 to RMB200 per cubic meter that we would pay for the plantations. 
 The final purchase price in the definitive agreement will be determined based on negotiation according to 
market conditions.  In addition, the undertaking would allow us to lease the approximately 200,000 hectares 
of plantation land for up to 50 years, subject to a price range equivalent to between approximately RMB180 
and RMB270 per hectare per year, the final price of which is subject to further negotiation between the 
parties. 

In the undertaking, the PRC CJV Partner agrees to assist us in planning and evaluating the mature 
forestry plantations and procuring plantation rights certificates.  The PRC CJV Partner has also agreed to 
assist us with all requisite governmental procedures required by PRC laws and regulations.  In the 
undertaking, we agree to be responsible for the payment of all fees incurred in planning, evaluating and 
leasing the plantation lands. 

Upon good faith negotiations by the parties that lead to agreement on the final terms and conditions, 
we expect that we and the PRC CJV Partner will enter into a definitive agreement, subject to the approval of 
relevant government authorities.  See “Risk Factors — Risks Related our Business — Our decision and ability 
to develop and operate future forestry plantations is subject to various factors and uncertainties, and no 
assurance can be given that we will actually develop and operate the amount of forestry plantations with 
respect to which we have contractual rights.” 

We normally do not have to conduct extensive plantation management work with respect to the first 
cycle of trees growing on our purchased tree plantations, although we do take measures to ensure that the 
trees are protected from pests and disease, and apply fertilizer regularly, where appropriate, depending upon 
the age of the trees.  After the trees on the purchased tree plantations reach maturity, we will either harvest 
and sell the trees or sell the trees as standing timber, in which case the trees are expected to be harvested by 
the purchasers.  We will return the land to the local forestry bureaus after harvesting, unless we exercise an 
option under the supplemental purchase agreements entered into with the sellers to require the transfer of the 
purchased tree plantation land use rights (or other suitable plantation land use rights to an area equivalent to 
that of the purchased tree plantations) through long-term leases for a maximum period of 50 years, subject to 
negotiation of a market price, receipt of relevant governmental approvals and satisfaction of registration 
procedures and after performing analysis of the suitability of the purchased tree plantation lands for forestry 
plantations.  For a further description of the purchase agreements, see “Forestry Plantation Contractual 
Arrangements—Plantation Purchase Agreements.” 

Should we exercise this right, we would operate the purchased tree plantations as our own planted 
tree plantations, and would engage in either regenerating the stump after harvesting or clearing the land, 
replanting and implementing plantation management of the forestry plantations. 

The following table sets forth the purchased tree plantations purchased by us from 1997 to 2003. 
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Historical Purchased Tree Plantation Purchases 
 

           Total 
  1997  1998 1999 2000 2001 2002  2003 1997-2003 

 (in hectares) 
Guangdong Province 
  Gaoyao 

 
13,000 

  
2,000 — 5,000 —

 
— 

 
— 20,000

  Heyua 1,000  6,000 3,000 — — 14,000  38,000 62,000
Jiangxi Province —  7,000 7,000 14,000 10,000 —  11,000 49,000

Guangxi Province —  5,000 6,000 — — 5,000  3,000 19,000
Fujian Province —  — — — 2,000 —  — 2,000
  Total 14,000  20,000 16,000 19,000 12,000 19,000  52,000 152,000(1)

 
Note: 
 
(1) Approximately 24,000 hectares of the purchased tree plantations have subsequently been sold. 
 
Plantation Management 

To optimize the yields on our planted tree plantations, we engage in intensive silviculture and a 
variety of advanced plantation management techniques.  Our advanced management practices include detailed 
site assessments, site selection and preparation, terracing, use of improved planting materials, density and 
spacing control, fertilization and tending, monitoring and preventing damage to the trees.  We generally 
engage third parties to perform the day-to-day management of the plantations. 

We have developed a Sustainable Intensive Plantation Management System to work together with our 
management practices and environmental policies.  This system and our other management practices are 
designed to produce fast growing, high quality sustainable forestry resources, optimize yields, improve 
resistance to disease and fire, enhance environmental conservation and improve aesthetics.  In addition, these 
practices result in more uniform forestry plantations, which increases harvesting efficiency and reduces waste 
through sawing and peeling. 

With respect to the first cycle of our planted tree plantations, we engage in planting.  We may also 
engage in planting if we exercise our option to obtain the plantation land use rights for our purchased tree 
plantations, as our strategy is to replant forestry plantations of other species with eucalyptus trees.  We 
commenced raising trees from clones in 2000.  As a result, approximately half of our forestry plantations 
currently consist of trees raised from traditional seedlings.  However, all of our trees planted since 2000 have 
been produced from clones. 

We produce cloned cuttings for our planted forestry plantations by using tender branchlets taken from 
mother plants raised in our nursery, which were developed in our tissue culture laboratory.  By means of this 
type of vegetative propagation, the descendant of a clone receives the entire genetic code of the original tree.  
As a result, using cloned rooted cuttings can maximize favorable genetic attributes in forestry plantations as 
each of the trees has homogenous genetic characteristics.  To reduce potential loss associated with cloned 
forestry plantations, due to the lack of genetic diversity, we currently deploy 10 different clones in our 
forestry plantations. 

We grow seedlings in the nursery for approximately three to four months before planting them in the 
forestry plantations.  After site preparation, including clearing of existing plantation land or farmland, we 
generally plant the young seedlings, spaced three by four meters apart, in rows.  The degree of site preparation 
will depend upon the slope of the hill on which the young seedlings are planted.  For slopes between 5% and 
20%, which is the slope on which the majority of our trees are grown, we generally provide a contour strip, or 
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terrace, and plant the trees along the contour of the terrace. We apply basic fertilizers and then plant the young 
trees in a planting hole and apply fertilizer. 

To optimize the yields of our plantations, we implement plantation management techniques, including 
the following: 

● detailed site assessments and choice and preparation of the plantation site where the trees are to be 
grown, including clearing and terracing; 

 
● planting at optimal times of the year with proper spacing;  
 
● taking measures to ensure that trees are properly tended, applied with fertilizer and protected from 

damage caused by pests and disease; 
 
● monitoring the forestry plantations, performing forestry plantation analysis and adjusting the care of 

the forestry plantations according to the results of this analysis; and 
 
● conducting research and development activities that complement and support the above activities. 
 

The diagram below sets forth the plantation management process applied to our planted tree 
plantations of eucalyptus trees: 
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Subsequent Rotations 

After harvesting, we engage in regeneration of our planted tree plantations, either through coppice of 
the tree stump, or through replanting of seedlings. Although eucalyptus trees are capable of coppicing from 
stumps many times, our policy generally is to regenerate trees from coppices only once or twice. After a 
coppice stand is established (thinned to a proper density), its tending and management are similar to 
plantations planted with seedlings or cuttings. See “—Plantations—Plantation Management.” 
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With respect to trees harvested on purchased tree plantations, although we have no obligation to 
engage in replanting, we have an option to require the transfer of the plantation land use rights (or other 
suitable plantation land use rights to an area equivalent to that of the purchased tree plantations) from the 
seller of the trees through long-term leases for a maximum period of 50 years, subject to negotiation of a 
market price and satisfaction of other conditions, should we wish to obtain these plantation land use rights. 
See “Forestry Plantation Contractual Arrangements—Plantation Purchase Agreements.” Should we exercise 
this right, we would engage in replanting and plantation management of these forestry plantations. 

Harvest Yields 

We harvested the first trees on our forestry plantations in 2002. In the future, the average annual 
harvest rate will reflect the current age distribution of the planted tree plantations and the purchased tree 
plantations, expected growth rates, the volume of additional hectares of planted tree plantations planted with 
trees and the volume of additional purchased tree plantations. Harvests may also be constrained by 
environmental protection measures. We have confirmation from the relevant forestry bureaus that they will 
allocate to us on an annual basis the logging quotas to assure that we are able to harvest the mature trees in the 
forestry plantations we currently operate. We engage third parties to harvest the trees with respect to our 
planted tree plantations. With respect to purchased tree plantations, the purchasers are typically responsible 
for harvesting. 

Our overall management objective is to manage our planted tree plantations on a sustainable basis, 
which means that the volume of timber harvested over time will not in general exceed the volume of 
incremental growth over the same period. We believe this will maintain and enhance the long-term health of 
our planted tree plantations, and should ensure sustainable harvests. The yield from planted tree plantations 
depends on a variety of factors, including: 

● the quality of planting materials, especially those with desired genetic characteristics; 
 
● the soil and climate conditions;  
 
● the topography of the land;  
 
● the planting density and spacing between trees; and  
 
● the quality of the management of the plantation, including in site preparation, application of 

fertilizers and pesticides and protection against damage. 
 

The following table sets forth the rotation cycles, growth rates and yields of the tree species grown on 
our planted tree plantations. 

 
Species Eucalyptus Poplar Pine 

Plantation cycle 5 years 7 years 12 years 

Standing timber yield per hectare per cycle (in cubic meters) 90 128 132 

Wood chip yield per hectare per cycle (in bone dry metric 
tons) 40 42 70 
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The rotation cycles described above are only for our planted tree plantations. As of December 31, 
2003, we have not had a rotation cycle on our purchased tree plantations. These would only have a rotation 
cycle if we acquire plantation land use rights to the underlying land of the purchased tree plantations. 

Plantation Service Providers 

We engage third parties for the day-to-day management of our forestry plantations. During the course 
of the year, we typically engage approximately 10 to 20 third party service providers for our planted tree 
plantations and our purchased tree plantations. The terms of our contracts with these service providers vary 
and can range from one or two years to one plantation cycle. The services to be provided by the plantation 
service providers must comply with our plantation procedure guidelines. For areas with trees planted by us, 
the service providers perform all preparatory work and planting work such as clearance of plantation land, 
preparation for plowing, leveling of land, growth of seedlings, fertilization and applying pesticides, planting 
of trees and cultivation. We are generally responsible for providing seedlings and fertilizer and inspecting and 
supervising the different stages of work of the service providers. For our purchased tree plantations, 
depending on the age profile of the trees, the service provider is engaged to manage the trees, such as 
applying fertilizers and pesticides. 

Trading of Wood Chips and Wood-Based Products 

We engage in authorized trading of wood chips and wood-based products in the PRC market. 
Revenue from trading activities contributed substantially all of our revenue prior to 2002, when we made our 
first sales of standing timber from our forestry plantations. Wood-based products include logs, veneer, sawn 
timber and lumber. 

With regard to trading of wood chips and wood-based products sourced in the PRC, we engage in our 
trading activities through authorized intermediaries who have the requisite PRC business licenses to engage in 
trading activities. With regard to trading of wood chips and wood-based products sourced from outside the 
PRC, where business licenses are not necessary, we engage in our trading activities directly. 

PRC-Sourced Wood Chips Trading Transactions 

We conduct our trading of wood chips from timber supplies sourced in the PRC through domestic 
wood dealers who act as our authorized intermediaries to purchase timber supplies and sell processed wood 
chips to customers. We currently engage two third party wood dealers as our authorized intermediaries. The 
suppliers are generally State-owned or collectively-owned wood farms in the PRC and the customers are 
typically pulp and paper mills, as well as reconstituted wood panel mills. 

Our relationships with our authorized intermediaries are governed by master agreements (“Master 
Agreements”), as supplemented by certain operational procedures relating to the wood chips sales transactions 
(the “Operational Procedures”). Under the Master Agreements, as supplemented by the Operational 
Procedures, we appoint the authorized intermediaries to manage our wood chips trading transactions on our 
behalf. The authorized intermediaries agree to enter into contracts to purchase timber from suppliers, process 
the timber into wood chips and deliver wood chips to customers pursuant to sales contracts entered into 
between the authorized intermediaries and customers. We agree to reimburse the costs of the authorized 
intermediaries, including the cost of the purchase of raw timber, and to pay both a processing fee and a 
management fee, all of which are deducted from the sales proceeds of the wood chips. All of the contracts are 
entered into by the authorized intermediaries, and we have no direct contractual relationships with suppliers 
of logs or customers of wood chips in the PRC. We typically specify annual and monthly quotas of the 
authorized volume of wood chips trading transactions, which are subject to adjustment by us and the 
authorized intermediaries. 
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The Operational Procedures delineate our and the authorized intermediaries’ rights and obligations 
with respect to the purchase of raw timber, the processing of raw timber into wood chips and the sale of wood 
chips. Under the Operational Procedures, the authorized intermediaries assume the risks and obligations 
relating to the raw timber from the time the raw timber is purchased until it is delivered to the respective 
authorized intermediary’s premises. We assume all risks and obligations relating to the raw timber once it 
arrives at the premises of the authorized intermediary until it is processed into wood chips, except for any loss 
arising as a result of the authorized intermediary’s default. Once the raw timber is processed into wood chips, 
the authorized intermediary is responsible for selling wood chips to customers and it assumes all rights and 
obligations relating to the wood chips under its sales contracts with customers. The Operational Procedures 
provide that the authorized intermediaries are responsible for selling wood chips to customers within time 
limits agreed between the relevant authorized intermediary and us, and that they assume all risks and 
obligations for failing to meet these delivery requirements. 

In a typical transaction, the authorized intermediary enters into a contract with a supplier for the 
delivery of raw timber. Once the raw timber arrives at the processing site of the authorized intermediary, the 
authorized intermediary, on our behalf, first inspects the delivery of timber to ensure that the appropriate 
amount of timber is delivered. The authorized intermediary then processes the raw timber into wood chips and 
sells and delivers the wood chips to customers, pursuant to contracts entered into between the authorized 
intermediary and the customers. 

Pursuant to the Master Agreements, we issue invoices to the authorized intermediaries for the wood 
chip sales transactions on a quarterly basis, and the authorized intermediaries pay us the sales proceeds after 
deducting the costs of the timber, a processing fee and a management fee. 

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

Although we do not deal directly with timber suppliers and pulp and paper mills and other customers 
in these transactions, we believe that wood dealers, timber suppliers and customers welcome our participation 
in these transactions for the following reasons: 

● We have established close relationships with local timber suppliers as a result of transactions in the 
past eight years with them with respect to authorized wood chips sales in the PRC, as well as with 
respect to the export of logs and wood-based products outside of the PRC. 

 
● Because of our expertise in forestry, our reputation as a provider of sustainable forest plantation 

management practices, our knowledge of the PRC forestry market, our strong financial position and 
our role in maintaining and conserving forest resources in the PRC, consistent with overall PRC 
forestry policy, we believe that we are able to identify potential suppliers of timber at attractive rates. 

 
● We intend to be actively engaged in replanting our planted forestry plantations as part of our 

sustainable plantation management practices. As a result, we help ensure that PRC forestry policies 
on the replanting of forests will be met in the aggregate in the provincial area where the local 
suppliers for the wood chips sales transactions are located. 

 
For the three years ended December 31, 2003, sales transactions with these authorized intermediaries 

constituted approximately 56.5%, 57.9% and 51.2%, respectively, of our revenue. For the same periods, 
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purchases from these authorized intermediaries constituted approximately 56.6%, 58.9% and 48.3%, 
respectively, of our total cost of sales. 

We currently engage in our trading activities in the PRC with our authorized intermediaries through 
non-PRC subsidiary companies. We are currently in the process of establishing a wholly foreign owned 
subsidiary company in the PRC (the “New WFOE”), which would replace these non-PRC subsidiaries in 
conducting our trading activities. The New WFOE would have the business scope to conduct the following 
operations: forest nursery and planting, forestry plantation management, fertilization, plantation protection 
and conservation, research and development, wood logging and forest replantation, forest comprehensive 
development and utilization, wood processing by itself or wood processing through authorized intermediaries, 
sale of self-produced and processed wood and wood-based products. We intend, subject to the approved 
business scope of the New WFOE and the receipt by the New WFOE of a wood processing license from the 
relevant forestry bureau and other authorities, to continue to conduct our trading activities through the 
authorized intermediaries. In addition to engaging in our trading transactions with the authorized 
intermediaries, the New WFOE may also engage in our other forestry plantation management activities. 

We are currently in the process of applying to the PRC Ministry of Commerce for approval of the 
establishment of the New WFOE. If and when we receive approval, we would not have to rely on the 
authorized intermediaries to: (1) withhold or pay relevant taxes to the PRC government in respect of the 
trading activities; and (2) make the requisite applications and submissions to designated foreign exchange 
banks for remitting the proceeds of these activities in foreign currencies outside the PRC. Currently, we rely 
on the authorized intermediaries for filing tax returns with the PRC government, and withholding and paying 
our relevant taxes, although we make appropriate provisions for income taxes in our accounts.  

Moreover, according to the Administrative Measures Regarding Foreign Investment in the 
Commercial Sector promulgated by the PRC Ministry of Commerce on April 16, 2004 and effective from 
June 1, 2004, foreign companies are permitted to engage in trading activities in China by establishing foreign 
invested enterprises in China. We will establish the New WFOE in accordance with the newly promulgated 
measures. 

If and when the New WFOE is established, we intend to enter into amendments to the Master 
Agreements and the Operational Procedures to change the contract party from our non-PRC subsidiary 
companies to the New WFOE, subject to its receipt of a wood processing license from the relevant PRC 
authorities. We do not anticipate, however, changing any of the other provisions of these agreements. We also 
do not anticipate that establishment of the New WFOE would alter our accounting for the trading activities, 
except that the New WFOE would be the responsible party for paying all relevant PRC taxes. As a result, we 
would discontinue our practice of making tax provisions for income taxes in the PRC. 

We also engage in trading activities in the overseas market. In these transactions, we directly source 
wood chips from wood trading companies in the PRC and sell the wood chips to companies overseas. In the 
three years ended December 31, 2003, overseas wood chips trading activities constituted a small portion of 
our revenue.  

In addition to purchase and sale trading activities conducted through authorized intermediaries, we 
introduce timber suppliers and wood chip customers directly to wood dealers. We receive a commission for 
these services. 

Trading Activities of Overseas Timber 

We also engage in trading activities of wood-based products sourced from outside the PRC. These 
consist primarily of large diameter logs from Malaysia, Suriname, Papua New Guinea and Solomon Islands. 
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In these transactions, we purchase wood-based products that correspond to the requirements of wood dealers 
and sell directly to these dealers. Our customers in these transactions are primarily wood dealers in the PRC, 
but also include wood dealers in the United States, the United Kingdom, Germany, Belgium and India. The 
overseas suppliers generally ship the wood-based products to ports in the PRC designated by the wood 
dealers. 

The purchase contracts and the sales contracts are generally short-term contracts, with delivery within 
one to two months from the date of the contracts. The sales are usually denominated in U.S. dollars. Payments 
are usually settled within 45 to 90 days of delivery. 

Sales of Standing Timber 

In 2002, all timber sales from our forestry plantations were in the form of sales of standing timber. 
We sell the trees on our purchased tree plantations through intermediaries who are wood dealers and sell the 
trees on our planted tree plantations directly through our CJVs. 

Since 2002, we have sold approximately 5,237 hectares of standing timber from our planted tree 
plantations and approximately 23,493 hectares of standing timber from our purchased tree plantations. Sales 
of standing timber are denominated in Renminbi and are settled at specified intervals. Our sales contracts for 
standing timber entered into as of December 31, 2003 have contained an average price of RMB21,498 per 
hectare and an average estimated standing timber yield of approximately 90 cubic meters per hectare. We 
recognize revenue at the time we enter into the sales contract. The buyer of the standing timber is responsible 
for logging the trees and transporting the trees out of the forest. We generally grant buyers a credit period of 
up to nine months from the date of the sales contract. We generally require a partial payment of 
approximately 20% of the purchase price within 60 days of the sale contract, and payment of 40% of the 
purchase price within five months of the sales contract, and the remaining 40% within nine months of the 
sales contract. We apply for logging and transportation permits from the relevant PRC authorities once the 
trees are ready for harvesting. Buyers are generally required to harvest the standing timber within 18 months 
from the date of contract. 

Selling Prices 

We determine the selling prices for sales of standing timber, wood chips and wood-based products 
with reference to the following factors: 

● perceived market trends;  
 
● market price levels;  
 
● the sales volume and required delivery schedules; and  
 
● the customers’ credit history and credit terms.  
 

The prices of logs and wood chips are generally determined by international prices. Prices for logs 
and wood chips also vary based on the country to which they are sold. 

The commission rates for commission income earned from introducing business opportunities to 
wood dealers, as set out in the respective agreements with the wood dealers, are determined with reference to 
the target sales volume and the trading margins that the wood dealers expect to achieve as a result of our 
referral. 
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Manufacturing Plants 

Overview 

Since 2000, we have been in the process of developing manufacturing plants to complement our 
commercial forestry plantations operations. The facilities will be located in two locations, in Gaoyao, 
Guangdong Province and in Suzhou, Jiangsu Province. The Gaoyao operations will have a total land area of 
170,000 square meters and a total building area of 30,000 square meters. The Suzhou operations will have a 
total land area of 65,000 square meters and a total building area of 12,000 square meters. The buildings and 
production lines at these locations are not yet completed. 

As of January 31, 2004, two production lines are operational. These production lines produce 
particleboard and melamine faced chipboard. 

Implementation Schedule 

We will commence full commercial operation of our manufacturing plants by the first half of 2005. 
We intend to implement our manufacturing plants in phases so that production lines for intermediate products 
such as particleboard and OSB can become operational and generate revenues to support the introduction of 
further downstream products such as composite doors and kitchen cabinets. The following table sets forth, by 
type of product or production line, the expected production capacity, anticipated date of commercial 
production and total area of production line. 

Location Product or Line 
Expected Production 

Capacity(1) 

Total Area 
of 

production 
line (square 

meters) 

Date of Anticipated 
Commercial 
Production(2) 

Melamine lamination 5,000,000 square meters 2,160 First half of 2005 

Veneer lamination 1,000,000 square meters 1,440 Second half of 2004 

Saw mill 40,000 cubic meters 6,023 Second half of 2004 

Finger-jointed board 20,000 cubic meters 3,858 Second half of 2004 

Kitchen cabinet 300,000 pieces 2,700 First half of 2005 

Gaoyao, Guangdong 
Province 

Composite door 100,000 pieces 2,700 First half of 2005 

Finger-jointed board 20,000 cubic meters 3,996 Second half of 2004 Suzhou, Jiangsu Province 

Blockboard 20,000 cubic meters 3,996 Second half of 2004 

 
Notes: 
 
(1) Refers to production capacity based on estimates or amounts guaranteed by equipment suppliers. Actual production by 

machines may differ from production capacity as a result of the products produced, variations in product mix, demand from 
customers and other factors. New machines or modifications generally reach full production capacity gradually over a 
period of several months or more after the commencement of commercial production. 

 
(2) Historically, we have generally commenced production of saleable product on a trial basis three to six months prior to the 

commencement of commercial production. 
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As of December 31, 2003, we had incurred approximately US$65.4 million in constructing our two 

manufacturing plants. 

Our manufacturing plants were initially expected to be completed by the end of 2002 but certain 
production lines were subject to delays. We can give no assurance that all of the production lines planned at 
our wood-products manufacturing plants will commence commercial operation or when commercial operation 
will occur. 

Integrated Operations 

Our manufacturing plants are intended to be vertically integrated operations, with their own forestry 
plantations, saw mills, production lines and assembly plants. The manufacturing plants will use logs sourced 
from our own forestry plantations to produce progressively further downstream products. Logs will be 
processed in the saw mills to produce sawn timber. Sawn timber will be used to produce blockboard and 
finger-jointed board, while sawn timber from small diameter logs will be used to produce OSB and raw 
particleboard. Raw particleboard will be used internally in manufacturing decorative panels, either by 
overlaying the particleboard with decorative wood veneers to produce veneer overlay board or by thermally 
fusing layers of decorative melamine impregnated paper to produce melamine faced chipboard. These 
intermediate products, blockboard, finger-jointed board, OSB and decorative panels, will then be used 
internally to produce kitchen cabinets and composite doors, and may also be sold to third parties. 

Target Customers 

Our manufacturing plants will focus on the office, kitchen and residential housing furniture markets 
in Guangdong Province and the greater Shanghai region, encompassing Jiangsu and Zhejiang Provinces, 
where our manufacturing plants and forestry plantations are located in order to reduce transportation costs. To 
a lesser extent, the manufacturing plants will target the building construction and packaging and container 
markets and the geographical areas of Beijing and Tianjin in north China. 

The target customers of the wood-based products will be distributors and large end-users of wood-
based products, such as foreign owned enterprises with manufacturing plants in China. 

Expected Sources of Supply 

It is expected that logs will be sourced either from our own forestry plantations or through our log 
trading activities, and that all of the sawn timber from our sawmills will be used internally in the manufacture 
of blockboard and finger-jointed board. In order to ensure a steady supply of timber for our manufacturing 
plants, Sino-Panel (Asia) Inc. has acquired forestry plantations in the vicinity of the Gaoyao site. As of 
December 31, 2003, Guandong Jia Yao Wood Products Development Co. Ltd., a wholly owned subsidiary of 
Sino-Panel (Asia) Inc., had approximately 7,400 hectares of purchased tree plantations in Guangdong 
Province, including approximately 6,600 hectares of plantation land use rights to such purchased tree 
plantations under 50-year leases. At least for the first few years of our manufacturing plants, we expect that 
the logs harvested from these plantations will be sufficient to supply all of the requirements of our 
manufacturing plants. 

Gaoyao Operations 

The Gaoyao operations located at Gaoyao, Guangdong Province currently include a particleboard 
production line and a melamine faced chipboard production line. The plant is located on 17-hectare site within 
the Economic Development Zone in Gaoyao City, Guangdong Province. 
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Once the plant is completed, the Gaoyao site will include two sawmills, a veneer lamination 
production line, a planer mill, dry kilns, cutlines and production lines. The products to be produced at the 
Gaoyao site are expected to be particleboard, melamine faced chipboard, veneer overlay board, finger-jointed 
board, composite doors and kitchen cabinets. 

Particleboard Production Line.  The particleboard production line commenced commercial 
operations in May 2001. The particleboard production line consumes small diameter logs and wood scraps. 
The particleboard production line consists of a wood chipper, flaker, dryer, screener, blender, forming 
equipment, pre-press, loader, hot press, 24-layer unloader, cooling house, sizer and sander. The particleboard 
mill has a production capacity of 100,000 cubic meters of particleboard per year. The particleboard 
production line utilizes equipment and production technology imported from Finland. We are pursuing an 
upgrade of the particleboard line, which consists of the installation of a forming machine acquired from a 
previous operator that will improve quality and increase raw material recovery rates. 

The particleboard produced is currently either sold to distributors for further sale to wood-based 
product manufacturers or used internally to produce melamine faced chipboard. Once our manufacturing 
plants are completed and in commercial operation, we expect to use all of our particleboard internally in our 
own downstream manufacturing plants. 

Melamine Faced Chipboard Production Line.  The melamine faced chipboard production line 
commenced commercial operations in the third quarter of 2003. The melamine faced chipboard mill uses raw 
particleboard produced at the particleboard mill. The melamine faced chipboard mill has a production 
capacity of 1 million square meters of chipboard per year. 

Most of the melamine faced chipboard produced at the mill is currently sold to distributors. 

Suzhou Operations 

The Suzhou operations located at Suzhou, Jiangsu Province currently include a sawmill and kiln 
drying equipment. Once the manufacturing plant is completed, the products to be produced at the Suzhou site 
are expected to be OSB, blockboard and finger-jointed board. 

The sawmill commenced commercial operations in 2002. The sawmill has a total site area of 6,464 
square meters and has a production capacity of 68,000 cubic meters of sawn timber per year. Most of the 
sawn timber produced at the sawmill is currently sold to flooring manufacturers, who use it to produce timber 
flooring in the building industry. It is intended that going forward all of the sawn timber produced at the 
sawmill will be used internally in the manufacture of blockboard and finger-jointed board. 

Sales and Marketing 

Substantially all of our sales are made in the PRC. We make limited export sales, primarily to Japan 
and Taiwan. In 2001, 2002 and 2003, our domestic sales of wood-based products, wood chips and standing 
timber accounted for most of our revenue. We also earn commission income from referral of business 
opportunities to wood dealers in the PRC, which in 2001, 2002 and 2003, accounted for 12%, 6% and 5% of 
total sales, respectively. The remainder of our revenue consisted of export sales of wood-based products, 
which accounted for a small portion of our revenue for these periods.   

One of our marketing strategies is to develop long-term relationships with wood dealers that will 
engage in sales transactions and trading activities with us year after year. These long-term relationships will 
enable us to better understand their needs, and to take advantage of our competitive strengths, including our 
market expertise and advanced plantation management practices. 
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We engage in trading of logs and wood-based products both in the PRC and overseas, generally under 
short-term contracts. With respect to the authorized trading activities in the PRC, the delivery period of wood 
chips is usually one to two months from the date of the sales contracts entered into between the authorized 
intermediaries and the customers. We issue invoices to our authorized intermediaries in the PRC on a 
quarterly basis. Sales are usually denominated in Renminbi. Payments are usually settled within 60 days of 
delivery. 

With respect to trading activities involving exporting wood-based products overseas, the delivery 
period of wood-based products is usually one to two months from the date of the contracts. The sales are 
denominated in U.S. dollars and are made pursuant to letter of credit arrangements. Payments are usually 
settled within 45 to 90 days of delivery. Where we purchase imported logs for sale in the PRC, we issue 
letters of credit for the purchase of the logs. The purchases and sales are denominated in U.S. dollars. 
Payments are usually settled within 45 to 90 days of delivery. 

With respect to sales of standing timber, we generally grant buyers a credit period of up to nine 
months from the date of the contract and sales are generally denominated in Renminbi. We generally require a 
partial payment of approximately 20% of the purchase price within 60 days of the sales contract, payment of 
40% of the purchase price within 150 days of the sales contract and the remaining 40% within nine months of 
the sales contract. Pursuant to the sales contract, the buyer is required to harvest the standing timber within 18 
months from the date of the contract. We recognize revenue upon such sale. 

Commission fees are generally paid within 60 to 180 days.  

Our wood-based product manufacturing plants currently consist primarily of sales of particleboard to 
distributors, which engage in further processing before sale to end-user customers. These sales are generally 
under short-term contracts and are denominated in Renminbi. Payments are usually settled in cash before 
delivery. Going forward, we intend to use all of our particleboard internally in our manufacturing plants. 

Suppliers 

The supply of wood logs and wood-based products for our trading activities is sourced primarily from 
local suppliers of logs and wood-based products in the PRC. We also source logs and wood-based products 
for our trading activities overseas, primarily from Malaysia and Papua New Guinea. In 2001, 2002 and 2003, 
our five largest suppliers accounted for approximately 74%, 82% and 72% of our total costs of sales, 
respectively. The largest supplier accounted for approximately 30%, 31% and 25% of our total costs of sales, 
respectively, during such periods. The credit terms granted by our suppliers of logs and wood based products 
generally range from one to three months on open account and by letters of credit.  

We have established long-term relationships, with business dealings for up to eight years, with most 
of our largest suppliers. We have not experienced any significant difficulties in identifying supplies of timber 
for our operations. 

The source of supply for our standing timber sales is our forestry plantations. In the future, we expect 
to increase our reliance on our eucalyptus, poplar and pine trees from our forestry plantations for our trading 
activities of logs and wood-based products. 

Transportation 

Historically, we have not transported logs and wood-based products to customers ourselves. With 
respect to authorized trading of wood chips in the PRC, the transportation of the wood chips is the 
responsibility of either the ultimate customer of the wood chips or our authorized intermediary. With respect 
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sales of timber from our planted tree plantations and purchased tree plantations, as of December 31, 2003, we 
have only engaged in sales of standing timber from these plantations. In these sales transactions, the customer 
is responsible for harvesting and transporting the logs out of the forested areas. 

With respect to our trading activities of logs and wood-based products sourced from overseas, we 
generally arrange for the shipping of the logs and wood-based products to ports in the PRC for the customers 
of the products, who arrange for the transportation of the products once they are unloaded at the port. The 
logs and wood-based products are generally shipped to ports in southern China. 

Customers 

Our customers and authorized intermediaries are mostly wood dealers and panel manufacturers. We 
intend to expand our customer base to include more end-user customers, such as pulp and panel mills, and, 
with respect to our wood-based product manufacturing plants, large furniture manufacturers. 

In 2001, 2002 and 2003, our five largest customers (including authorized intermediaries) accounted 
for approximately 78%, 86% and 71% of our revenue, respectively. In the same periods, our largest customer 
(including authorized intermediaries) accounted for approximately 29%, 30% and 29% of our revenue, 
respectively.   

We have established long-term relationships, with business dealings for up to eight years, with most 
of our largest customers. 

Competition 

The market for logs and wood-based products in the PRC is highly fragmented, with a large number 
of small operators of forestry plantations. There are also large operators of forestry plantations in the PRC, 
including Asia Pulp and Paper, with operations in Hainan, Guangdong and Guangxi Provinces, Gaofeng Tree 
and Paper Group, with operations in Guangxi Province and Guangdong Petro-Trade, an exporter of wood 
chips. In addition, local forestry bureaus, including the Leizhou Forestry Bureau, Hainan Forestry Bureau and 
Guangxi Forestry Bureau, also manage natural and plantation forests in the PRC, although their primary 
emphasis is administering and overseeing the protection, use and renewal of forestry resources in their areas, 
rather than operating commercial forestry plantations. 

We also compete with producers of wood chips in Australia, Malaysia, Thailand and North and South 
America selling hardwood chips in the PRC and elsewhere in East Asia. 

The market for wood-based panels in the PRC is also highly fragmented, with a large number of small 
manufacturers, and has no dominant manufacturers. We expect that our principal competitors in the wood-
based product manufacturing industry will be large domestic and foreign manufacturers of wood-based 
panels, kitchen cabinets and composite doors. A number of domestic and foreign mills have commenced or 
announced plans to build wood-based panel mills in the PRC, which is expected to increase competition in the 
wood-based panels market in the PRC. We may also face competition from imports of wood-based panels. 
The primary competitive factors in the wood-based panels industry are product quality, level of technology in 
the manufacturing process, product innovation, product mix, price and logistics. 

The markets for forest products in the PRC are highly competitive in terms of price and quality. In 
addition, wood-based products are subject to increasing competition from a variety of substitutes, including 
non-wood and engineered wood-based products, as well as import competition from other worldwide 
suppliers. 
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Environmental Matters 

Our forestry plantation operations are subject to PRC laws and regulations relating to the protection 
of the environment. The local forestry bureaus or the local environmental protection bureaus where our 
planted tree plantations are located have confirmed that the operation of our four CJV plantations are in 
substantial compliance with applicable environmental laws and regulations in the PRC, and there are currently 
no significant environmental proceedings involving us. 

We maintain an Environmental Management System. This system is designed to ensure 
environmentally responsible resource management. It sets forth policies on the social, ecological and 
environmental aspects of our forestry plantation operations and detailed operating procedures on 
environmental compliance. Our Environmental Management System focuses on the integration of forestry 
plantation management with the conservation of soil and water resources, the protection of biodiversity and 
natural habitats, the improvement of environmental conditions, such as air, water quality and biodiversity, and 
environmental performance assessments. These assessments are generally conducted annually. The most 
recent assessment, conducted in 2003, reported that plantation management practices on our planted tree 
plantations are meeting the environmental protection objectives set out in PRC laws and regulations and our 
environmental policies. 

We have designed our environmental policies to comply with relevant PRC regulations and provide 
guidelines governing plantation establishment, management, harvesting and sustainability. Our 
Environmental Management System has been developed with the aim of ensuring compliance with these 
regulations and policies. We adhere to the philosophy that environmentally sound management practices 
contribute to our profitability and the prosperity of our employees and the communities in which we operate 
by providing greater predictability and sustainability in the management of natural resource assets. 

We have obtained ISO 9001 (in 2002) and ISO 14001 (in 2002) certifications for the quality and 
Environmental Management System of the forestry plantation operations of our CJV in Guangxi Province. 
We have also received from SmartWood, a program of the Rainforest Alliance, an international non-profit 
environmental group, the FSC certification for 5,300 hectares of forestry plantations in Guangdong Province. 
We plan to extend the FSC and ISO certifications to all of our planted tree plantations. 

Research and Development 

Research and development is an important function of our forestry plantation operations. The goal of 
the research and development efforts is to improve forestry plantation yields and the quality of the trees 
grown on our forestry plantations. We have developed a Sustainable Intensive Plantation Management 
System in order to optimize investment efficiency. The system comprises standardized plantation 
management operation procedures, genetic improvements, cultivation techniques and inspection and 
monitoring. 

Our main research facilities at Gaoyao and Heyuan in Guangdong Province perform research and 
development on a wide range of activities, including: 

● genetic breeding research, including research on the breeding, selection and propagation of planting 
materials that perform better, including improved yield, quality and resistance to pests and diseases. 
In performing research on the genetic improvement of trees, we use genome technology, gene bank 
and cloning techniques, as well as new tissue culture propagation systems; 

 
● nutrient management and fertilizer application for different soil types and developing methods to 

optimize fertilizer application; 
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● improved silviculture practices, such as developing short-rotation plantations and forestry plantations 

of mixed species; 
 
● tree protection and conservation;  
 
● development of sustainable management of commercial plantation ecosystems; 
 
● wood properties and processing (such as change of water content and properties and of short-rotation 

eucalyptus plantation wood); and 
 
● ecological and environmental technology, including the monitoring and evaluation of ecological and 

environmental conditions in short-rotation eucalyptus plantations. 
 
In performing our research and development activities, from time to time we also collaborate with, 

and receive assistance from, research and academic institutions in the PRC. We collaborate with the Research 
Institute of Tropical Forestry, the Chinese Academy of Forestry, Forestry Academy of Jiangxi Province, 
Qinzhou Forestry Research Institute, Zhangjiang Forest Science and Technology Center, Forestry Academy 
of Guangxi Province, Science & Technology Department of the National Forestry Administrations, China 
Eucalyptus Center, the Forest Administration of Guangdong Province, Forestry Academy of Guangdong 
Province, Jiachang Forestry Development Limited and Chinese Academy of Forestry and the Guangxi 
University. 

Our research and development division is composed of a team of 10 individuals. The research and 
development division is headed by a principal research officer with over 20 years of experience in forest 
genetics and plantation management practices. In 2001, 2002 and 2003, we spent approximately US$307,000, 
US$267,000 and US$258,000, respectively, on research and development activities.  

Insurance 

We maintain insurance policies against risks of loss for only a portion of our total forestry 
plantations. We have insurance for approximately 33,000 hectares of our forestry plantations in various 
locations, representing approximately 20% of our total forestry plantations, against losses from fire, floods, 
typhoons and malicious damage. While we do not insure all of our plantations against losses from these 
natural and other disasters, we believe our insurance coverage is consistent with the practice of other PRC 
forestry plantation operators. In addition, we believe the risk of loss from fire and other natural disasters is 
reduced because our forestry plantations are located in four different provinces in the PRC and because of our 
measures to protect against natural disasters.  We do not carry business interruption coverage. Significant 
damage to our forestry plantations, whether as a result of fire, flooding or other causes, would have a material 
adverse effect on our business and results of operations. 

As of December 31, 2003, we have not experienced any significant loss or damage to our forestry 
plantations. In 2001, 2002 and 2003, we paid an aggregate of US$272,000, US$463,000 and US$482,000, 
respectively, in insurance policy premiums. 

Safety Measures 

We take a variety of measures to protect our workers and forestry plantations from fire and other 
natural disasters. 
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We have internal guidelines to reduce the impact of natural disasters, such as fires, pests and disease 
outbreaks, flooding and typhoons. The guidelines include prohibiting lighting matches or producing any 
flame in the plantation areas, quarantining seedlings, encouraging employees to keep in close contact with the 
disease prevention department for latest information on diseases, carrying out pest and disease control 
management in accordance with the PRC government’s regulations and guidelines and avoiding planting trees 
in heavy rainfall or typhoon seasons. We have fire patrol units that conduct patrols on the plantation lands on 
a regular basis and more frequently during dry seasons. 

We also believe that there are a variety of natural measures around the forestry plantations that reduce 
the risk of fire. For example, southern China has a high level of precipitation and our forestry plantations are 
scattered in smaller groves and designed to spread out over large areas often separated by natural breaks such 
as fishing ponds, rivers, open areas, farmlands and villages. In addition, our primary tree species are 
eucalyptus, which is naturally resilient against disease, and poplar, which is resistant to damage from 
flooding. 

Intellectual Property 

We have registered the “Sino-Forest” trademark in certain classes in the PRC and United Kingdom 
and are in the process of registering such trademark in certain classes in Japan and the United States. 

Employees 

At of December 31, 2003, we had 406 full-time employees. The following table sets forth the number 
and location of our employees according to category as of December 31, 2003. 

 

 Canada 
Hong 
Kong PRC Total 

Management — 4 12 16 
Plantation Operation — 1 68 69 
Personnel and Administration 1 3 28 32 
Finance and Accounting — 4 21 25 
Corporate and Organization Development — 10 — 10 
Sales and Marketing — 6 12 18 
Research & Development and Environment — 5 9 14 
Manufacturing — 3 219 222 
  Total 1 36 369 406 

 
We believe that our relationships with our employees are generally good. We have not experienced 

any significant problems with the recruitment or retention of employees, nor suffered from any material 
disruption of our business operations as a result of any labor dispute, strike or employee dispute. 

Employee Benefits 

We provide employee benefits, including provident fund schemes and medical insurance schemes to 
our employees. We also provide corporate travel care insurance for our senior management. 

Our staff in the PRC are members of a central pension scheme operated by the relevant local 
municipal government. The subsidiaries in the PRC are required to contribute approximately 14% to 20% of 
their covered payroll to the central pension scheme to fund the retirement benefits. Adequate provision for the 
contribution has been made in the accounts in accordance with the rules of the central pension scheme. In 
addition to the pension insurance, we maintain other social insurance for our staff in the PRC as implemented 
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in the relevant regions where our CJVs and WFOEs are located, including medical insurance, unemployment 
insurance and working injury insurance. 

Pension and other Schemes 

We joined the mandatory provident fund retirement scheme for our staff in Hong Kong in December 
2000. Since December 2000, we have been contributing 5% (up to a maximum amount of HK$1,000 for each 
person per month) of the salaries of the staff in Hong Kong to this fund. 

GOVERNMENT REGULATION 

Plantation Industry 

Development of the Plantation Industry 

The PRC government encourages the development of the plantation industry in the PRC. In June 
2003, the PRC State Council promulgated The Notice on the Decision to Speed Up the Development of 
Plantation Industry (Zhong Fa [2003] No. 9) dated June 25, 2003. This notice records the decisions of the 
PRC Central Government concerning the following main areas: 

● to develop the non-state owned plantation industry and to encourage the participation of foreign 
investors in the plantation industry either solely or jointly with others; 

 
● to strengthen plantatin infrastructure in order to ensure the continued development of the economy of 

China; 
 
● to expedite and reform the development of the plantation industry; 
 
● to emphasize the importance of the plantation industry in the development and preservation of the 

ecological environment; 
 
● to increase forest resources and the supply of forest products; 
 
● to promote the infrastructure development of the ecological environment; 
 
● to further improve the system of plantation rights in respect of the plantation land and plantation 

trees; 
 
● to assist in the processing of transfers, leases, mortgages, pledges and making investments in joint 

ventures for plantations; and 
 
● to strengthen financial support to the development of the plantation industry by continuing to provide 

long-term and low interest rate credit facilities and by encouraging plantation operators to raise funds 
from the public. 

 
Forest Classifications 

Under the PRC Forestry Law implemented on January 1, 1985 and amended on April 29, 1998 (the 
“PRC Forestry Law”), the PRC recognizes five classifications of forests in the forestry/plantation industry. 
They are: 
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● protection forests—forests used for ecological protection, including for the conservation of water 
resources, retention of water and soil, as wind cover and for protection of farms, fields and roads; 

 
● commercial forests—forests used for the production and harvesting of wood logs; 
 
● economic forests—trees used for the production of fruit, oils, beverages, medicines and other 

industrial materials; 
 
● firewood—forests used for the production of firewood and other fuels; and 
 
● special purpose forests—forests used for national defense, environmental protection and scientific 

research. 
 

Right to Own or Use Plantation Land and Right to Own or Use Plantation Trees 

The PRC Forestry Law and the Implementation Regulations of the PRC Forestry Law (LOGO) 
implemented on January 29, 2000 (“Implementation Regulations”) stipulate that the PRC has implemented a 
registration and licensing system for ownership of the plantation/forestry land, forestry/plantation land use 
rights, ownership of the plantation/forestry trees; and the right to use the plantation/forestry trees. Under the 
PRC Forestry Law, the PRC recognizes four types of rights in the forestry/plantation industry: 

 

Type Description 

Plantation Land Ownership Right to own the plantation land for use as 
commercial forestry plantations 

Plantation Land Use Rights Right to use the forestry plantation land for use 
as commercial forestry plantations 

Plantation Tree Ownership Rights Right to own the trees on a commercial forestry 
plantation 

Plantation Tree Use Rights Right to use of the produce (i.e. fruit) of the 
trees 

 
Under the PRC Forestry Law, it is not necessary or required for the four categories of rights identified 

above to be held by one entity. All forestry/plantation land in the PRC is either owned by the State or 
collectively-owned by collective organizations. Ownership of forestry/plantation land is not transferable in 
the PRC. Plantation land use rights and ownership of plantation trees in respect of “commercial” plantations 
are transferable, provided the transfer is conducted in accordance with PRC law. 

The Implementation Regulations stipulate that all entities and individuals using forests, wood and 
forest land owned by the State or collective organizations must apply for registration with the forestry 
department of the local PRC government at the county level or above. The local PRC government at the 
county level or above has the power to issue certificates to confirm the use of rights of forests, wood and 
forest land and the users’ ownership of wood. Any change in the ownership or use rights of forests, wood and 
forest land must be registered. The PRC State Forestry Bureau promulgated and implemented the Forest Tree 
and Forest Land Ownership and Use Right Registration Administrative Measures (LOGO) on December 31, 
2000 (“Administrative Measures”) which further stipulate detailed rules for registration of ownership and use 
rights. According to the Administrative Measures, the forestry bureaus at the county level or above are 
responsible for registering land use rights. 
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According to the PRC Forestry Law, the Implementation Regulations and the Administrative 
Measures, except for key forest zones and those crossing the boundaries of a related administrative region, 
forestry departments of the local PRC government at the county level or above can confirm the use rights in 
relation to the local forest land and the ownership of forest trees. Forestry departments at the county level or 
above are responsible for registering the use rights of forest land and the ownership of forest trees. 

Under PRC laws, forestry land is either collectively owned or owned by the State. Under the PRC 
Forestry Law, the PRC implements the system of issuing plantation rights certificates to the persons having 
the right to use the plantation land (in the case of the planted forestry plantations) or to the owners of the 
plantation trees (in the case of the purchased tree plantations). 

The forestry bureaus at the county level and above are the only PRC authorities delegated by the PRC 
government responsible for the forestry industry in the PRC. Prior to the issuance of the plantation rights 
certificates, the forestry bureaus are responsible for conducting the investigation and review, registration and 
filings in relation to such issuance. 

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

The PRC government is gradually in the process of issuing new form certificates on a national scale. 
The issuance of new certificates started in 2000. During the PRC State Forestry Bureau’s meeting held in July 
2002, the PRC State Forestry Bureau confirmed its target for the PRC State Forestry Bureau to complete the 
issuance of new form plantation rights certificates within one to five years. Currently, there are a number of 
trial locations nationwide being issued new certificates. 

However, the registration and issuance of the new form plantation rights certificates for the ownership 
of wood and forest land use rights required by the relevant PRC laws and regulations and the rules of the PRC 
State Forestry Bureau have not been fully implemented in a timely manner in certain places of the PRC. 

Permits and Quotas 

Logging applicants must apply to the forestry department of the local PRC government at the county 
level or above for a logging permit. Logging of forests must be conducted in accordance with the logging 
permit. Logging permits will not be issued to the applicant under the following circumstances: 

● if the applicant has not replanted the forest trees logged in the previous year; 
 
● if there were any large scale forest fires, significant unlawful logging or large scale destruction 

caused by forest pests in the previous year and the applicant has not adopted appropriate preventive 
measures or improved measures to prevent such occurrence; or 

 
● if the application is for logging in a conservation forest zone or in special use forest zone which is not 

sustainable. 
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Under the PRC Forestry Law, the PRC strictly implements a quota system for the logging of forest 
trees. The forestry bureaus at the provincial level set annual logging quotas. The annual quota is reviewed by 
the local PRC government at the same level and is submitted to the PRC State Council for approval. 
According to the Implementation Regulations, the annual quota for certain key forest zones will be set by the 
PRC State Forestry Bureau, approved by the PRC State Council, and the quota will be reviewed every five 
years. There is priority treatment for quota allocations by local government bodies. 

The Implementation Regulations stipulate that for timber forests which a foreign investor has invested 
in and operates, the forest trees should only be logged within the annual logging quota set by the PRC State 
Council, upon obtaining approval from the forestry bureaus at the provincial level or above if the volume of 
forest that needs to be logged is of a significant scale. 

Timber Transportation Permits 

According to the PRC Forestry Law, any entity which needs to transport the forest trees (unless those 
forest trees can only be removed by the State) out of the forest zones must apply for a timber transportation 
permit issued by the forestry department at the county level or above. According to the PRC Forestry Law 
and the Implementation Regulations, after the entity obtains the timber logging permit, the forestry bureaus 
shall issue a timber transportation permit to the entity for transporting the timber out of the forest zone. 

Timber Operations and Processing Permits 

Timber operations and processing in the forest areas must be approved by the forestry bureau at the 
county level or above. 

Permits and Approvals Necessary for the Operation of our Plantation Business 

As outlined above, we are required to obtain the following permits and approvals for the operation of 
our forestry plantation business: 

● plantation land use rights certificates for our planted tree plantations; 
 
● plantation ownership certificates for our purchased tree plantations (these two types of certificates are 

grouped under plantation rights certificates (LOGO) under the new form certificate system); 
 
● timber logging permits; and  
 
● timber transportation permits.  

 
With regard to the CJVs and the Zhangzhou WFOE, we do not need to obtain a timber trading and 

processing permit because we currently do not directly engage in timber trading and processing activities for 
the CJVs and Zhangzhou WFOE. According to the Administrative Measures Regarding Foreign Investment 
in the Commercial Sector promulgated by the PRC Ministry of Commerce on April 16, 2004 and effective 
from June 1, 2004, foreign companies are permitted to engage in trading activities in China by establishing 
foreign invested enterprises in China. We will establish the New WFOE in accordance with the newly 
promulgated measures. We intend for the new WFOE to engage in timber trading and processing activities. 
The New WFOE will need to obtain all required permits. 

In the opinion of our PRC counsel, we have obtained all the necessary approvals for the current 
operation of the CJVs and the Zhangzhou WFOE. 
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Plantation Land Use Rights Certificates for the CJVs and the Zhangzhou WFOE 

In the opinion of our PRC counsel, based on the plantation rights certificates and the written 
confirmations from the local forestry bureaus, the CJVs and the Zhangzhou WFOE have the legal right to use 
approximately 80,000 and 265 hectares, respectively, of plantation land for their forestry plantation and 
forestry plantation management business, as specified in the business scope of the CJVs and the Zhangzhou 
WFOE, in the areas set out in the written confirmations issued by the forestry bureaus and within the time 
periods as set out in the respective plantation rights certificates and the written confirmations. 

The PRC Forestry Law and the Implementation Regulations implement the system of land ownership 
and land use rights registration and issuance of certificates. The Implementation Regulations stipulate that all 
entities should apply to the forestry department of the local PRC government at the county level or above for 
land use rights registration and the local PRC government at the county level or above must be responsible for 
issuing the plantation land use rights certificates. Applicants of the plantation land use rights must submit land 
use rights registration applications to the forestry department at the county level or above and official 
certificates should be issued to the applicants whose applications have been reviewed and registered by the 
forestry department. In the opinion of our PRC counsel, the forestry bureaus have the right to issue written 
confirmations with respect to the land use rights of the CJVs and the Zhangzhou WFOE. 

Plantation Ownership Certificate for our Purchased Tree Plantations 

In the opinion of our PRC counsel, based on the supplemental purchase contracts and the 
certifications issued by the relevant forestry bureaus, we have the legal right to own our purchased tree 
plantations. 

Timber Logging Permits and Logging Quotas 

The Implementation Regulations stipulate that in foreign invested plantation projects, the forest trees 
should only be logged within the annual logging quota set by the PRC State Council, upon obtaining approval 
from the forestry bureaus at the provincial level or above. The Implementation Regulations are not clear as to 
who should be responsible for issuing timber logging permits to foreign invested plantation projects. Each of 
the CJVs and Zhangzhou WFOE has obtained approval from the forestry bureaus at the provincial level 
guaranteeing its logging quota target. Except for the CJV in Guangxi, the other CJVs have not commenced 
logging plantation trees. In the opinion of our PRC counsel, upon obtaining the approval from the forestry 
bureaus at the provincial level for the logging quota targets and the relevant written confirmations from the 
forestry bureaus at the county level, there should not be any legal constraints for the CJVs to obtain timber 
logging permits provided that the CJVs also provide information including area, volume and location of the 
plantation trees and replanting measures. 

There are no logging limitations applicable to the CJVs or the Zhangzhou WFOE under the approved 
business scale of these ventures. 

The logging quota targets of our purchased tree plantations have been confirmed by the relevant 
forestry bureaus where the purchased tree plantations are located. 

Timber Transportation Permit 

In the opinion of our PRC counsel, upon the obtaining of the timber logging permit and the provision 
of certain supporting documents such as the quarantine certification, there should not be any legal constraints 
for the CJVs to obtain timber transportation permits. 
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Wood Panel Industry 

Engaging in the Timber Business 

The Implementation Regulations stipulate that any entity engaged in the timber business (including 
processing timber) in forestry areas must obtain approval from the forestry department of the local PRC 
government at or above the county level. Certain provinces impose further requirements for granting 
permission to engage in the timber business, which means that any entity engaged in the timber operations 
and processing business within the relevant provinces must also apply for a timber business permit from the 
forestry bureau of the appropriate jurisdiction. 

Regulations that Apply Nationwide 

The Implementation Regulations provide that corporations that engage in the timber business 
(including processing of timber) in forestry areas must obtain approval from the forestry bureau at the county 
level or above. Any violation of this regulation will result in the confiscation of the timber and any illegal 
gains, and payment of a fine up to two times the amount of the illegal gain. 

The Notice on the Enforcement of Management of Forest Resource Protection issued by the General 
Office of the PRC State Council (LOGO) implemented on May 16, 1994 provides that entities engaging in the 
timber business and processing of timber in forestry areas and key forestry counties must obtain assessment 
and approval from the relevant forestry bureaus, then apply for registration with the relevant Administration 
for Industry and Commerce by obtaining a business license and comply with the business objectives as stated 
on the license. 

The Administration of Standardization of Forestry Regulations (LOGO), implemented on September 
1, 2003, provide that the technical requirements of forestry products, quality of timber saplings, safety, 
hygiene standards, testing, inspection methods, packaging, storing and transportation must be standardized. 

Regulations that Apply on the Local Provincial Level 

Guangdong Province.  According to the Guangdong Province Temporary Administration of Timber 
Business Management (LOGO), any entity engaged in business relating to the processing of or business in 
timber and its products, must comply with the following requirements: 

● the entity must submit any related documents, evidence and applications proving its qualifications to 
engage in the business; and 

 
● the relevant forestry bureau at the county level or above shall have assessed the entity’s business 

objectives, methods, source of raw materials, and type and scope of business to ensure compliance 
with applicable standards. 

 
Jiangsu Province.  According to the Implementing Measures of Jiangsu Province for the PRC 

Forestry Law, promulgated on June 24, 2003, no entity is allowed to engage in the timber or timber 
processing business without first obtaining approval from the Forestry Supervision Department; and further, 
no unit or person engaged in the timber or timber processing business is allowed to purchase timber that does 
not possess a logging permit or is not from an authorized legal jurisdiction. 

Should SFR (Suzhou) Co. Ltd. or Jiafeng Wood (Suzhou) Co. Ltd., our indirect subsidiaries, develop 
or engage in the timber or timber processing business in the forestry area in Jiangsu Province, it would have 
to apply for a Timber Business (Processing) Permit separately. 
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FORESTRY PLANTATION CONTRACTUAL ARRANGEMENTS 

Joint Venture Agreements 

In 1995, we established four CJVs with our four PRC CJV Partners, each associated with a local PRC 
forestry bureau in the relevant province, to develop plantations in Guangxi, Jiangxi and Guangdong Provinces 
in the PRC. The purpose of the CJVs is to develop and produce fast-growing trees in the PRC in short rotation 
logging cycles. Each of the PRC CJV Partners is licensed to engage in plantations, wood-based manufacturing 
and/or providing services in connection with the plantations. 

Corporate Information on the CJVs 

The following table sets out the name, date of establishment, total investment, registered capital, term 
of operation, identity of the PRC CJV Partner and our subsidiary company which entered into the joint 
venture of each of the CJVs. 

 

Guangxi CJV Jiangxi CJV Gaoyao CJV Heyuan CJV 

 Name of CJV 

Guangxi Guijia 
Forestry 
Company Limited 

Jiangxi Jiachang 
Forestry 
Development Co., 
Limited 

Gaoyao City 
Jiayao Forestry 
Development 
Limited 

Heyuan City 
Jiahe Forestry 
Development 
Limited 

Date of 
establishment 

August 7, 1995 August 4, 1995 July 12, 1995 June 23, 1995 

Investment US$12,500,000 US$12,500,000 US$4,800,000 US$1,400,000 

Registered capital US$6,750,000, 
fully paid up 

US$5,000,000, 
fully paid up 

US$3,100,000, 
fully paid up 

US$1,400,000, 
fully paid up 

Term 50 years  
(to August 7, 2045) 

50 years  
(to August 3, 
2045) 

50 years  
(to July 11, 2045) 

50 years 
(to June 22, 2045) 

Name of PRC CJV  
Partner 

Guangxi Forestry 
Development 
Center 

Jiangxi Forestry 
Economics and 
Technology 
Development 
Company 

Gaoyao City 
Forestry Trading 
Development 
Company 

Heyuan City 
Forestry Services 
Limited 

Our subsidiary Sino-Wood 
(Guangxi) Limited 

Sino-Wood 
(Jiangxi) Limited 

Sino-Wood 
(Guangdong) 
Limited 

Sino-Wood 
(Guangdong) 
Limited 

 

The Parties 

Each of the PRC CJV Partners is an associated enterprise of the local forestry bureau in the area 
where the CJV is located and is a legal person under PRC law. We have established three separate subsidiary 
companies, each incorporated in Hong Kong to enter into the relevant CJV contracts. Each of the CJV 
contracts is for a term of 50 years. 
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Purpose 

Under the CJV contracts, the CJVs are to engage in operating forestry plantations and related 
activities, including planting, forestry plantation management, fertilization, research and development and 
logging. 

Contributions 

Under the CJV contracts, the PRC CJV Partners are each required to provide suitable forestry land 
and to obtain all required PRC regulatory approvals, licenses and permits for operating as forestry plantation 
companies in the PRC. Under each of the CJV contracts, the contributions of forestry plantation land must be 
made within 15 years of the commencement of the CJV. As of December 31, 2003, the PRC CJV Partners 
have contributed plantation land use rights for approximately 80,000 hectares of plantation land in the PRC, 
of which approximately 41,000 hectares have been planted with eucalyptus and poplar trees. The plantation 
lands contributed were not assigned any value. 

The following table sets forth, as of December 31, 2003, the potential maximum total hectares of 
plantable forestry plantation lands that may be contributed by each of the PRC CJV Partners under the CJV 
contracts, the hectares of plantation land contributed and the hectares with trees planted. 

Name of CJV 

Potential 
Maximum 
Plantable 
Hectares 

Required to be 
Contributed 

Hectares of 
Plantation Land 

Actually 
Contributed 

Hectares With 
Trees 

Guangxi  250,000  39,000  17,000 

Jiangxi  250,000  20,000  9,000 

Gaoyao  33,000  13,000  7,000 

Heyuan  50,000  8,000  8,000 

  Total  583,000  80,000  41,000 
 

The CJV PRC Partner is required to contribute plantation land use rights to the CJV and we are 
required to contribute cash for the plantation program. 

The responsibilities of the PRC CJV Partners include the following:  

● providing suitable plantation lands to the CJV on a timely basis and in the quantity as stipulated in 
the CJV contracts, handling procedures for obtaining the plantation land use rights for the CJV and 
handling all disputes in connection with land; 

 
● dealing with the relevant authorities in China for the establishment and licensing of the CJV; 
 
● obtaining the harvesting license, timber transportation permit and other certificates required by laws 

and regulations for the CJV; 
 
● establishing a plantation operation service company to provide plantation operation services for the 

CJV; 
 
● procuring for the CJV the necessary infrastructure such as water, electricity and transportation; and 
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● assisting in the recruitment of local operation and management personnel, technical personnel and 

other personnel as required. 
 
Under the CJV contracts, we are required to:  
 
● provide international operations and perform advanced plantation management practices, production 

technology, quality standards and a system of quality inspection; 
 
● assign personnel to the plantation base to carry out standard inspections on operations and provide 

management, and training to the technical employees of the CJV; 
 
● provide all of the capital and funding for plantation operation of the CJV; and 
 
● provide international market information and technical information to the CJV. 
 

We are also responsible for paying all of the forestry plantation management fees and forestry 
plantation operation servicing fees, including the costs for forestry planning, soil preparation, planting of 
seedlings, fertilization, pesticide application, plantation management and the fees paid to the third party 
service providers for day-to-day operation of the forestry plantations (“Plantation Management Fees”), 70% 
of other fees, which include fees relating to logging, transportation and processing (“Other Fees”), 70% of 
PRC taxes and charges (“Taxes and Charges”), all of the contributions to the applicable PRC statutory funds 
(“Fund Contributions”) and 70% of the other operating expenses of the CJV, including employee salaries and 
accounting fees (“Operating Expenses”). Our PRC CJV Partners are responsible for 30% of Other Fees, 30% 
of Taxes and Charges and 30% of Operating Expenses. 

Distributions 

The trees for the CJV plantations are grown by the CJVs and are owned by the CJVs. 

The proceeds generated from the timber production of the plantation land to which the CJV has 
plantation rights will be shared between the parties in the proportion of 70% to us and 30% to the relevant 
PRC CJV Partner. 

Cash flow from the CJVs will be applied first to pay Plantation Management Fees, Other Fees, Taxes 
and Charges, Fund Contributions and Operating Expenses. As a result, our entitlement to the cash flow of the 
CJVs is 70% of the income from the CJVs minus all of the Plantation Management Fees, 70% of Other Fees, 
70% of Taxes and Charges, all of the Fund Contributions and 70% of the Operating Expenses. The 
entitlement of our PRC CJV Partners is 30% of the income from the CJVs minus 30% of Other Fees, 30% of 
Taxes and Charges and 30% of Operating Expenses. 

Management and Board Representation 

The board of directors of each of the CJVs consists of seven persons, five of whom are appointed by 
us and the remaining two by the PRC CJV Partners. We appoint the Chairman while the PRC CJV Partners 
appoint the Deputy Chairman. The operation and management of the CJVs consists of a general manager, 
appointed by us and a deputy general manager appointed by the PRC CJV Partners. The general manager and 
the deputy general manager shall be approved by the board of directors. 
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Term and Termination 

The term of each CJV is 50 years, subject to extension upon a proposal by the unanimous consent of 
the board of directors of the CJV and approval of the original examining authorities. 

Upon termination and liquidation, (i) all plantation land use rights contributed by the PRC CJV 
Partners will be reverted to the PRC CJV Partners, (ii) the trees grown on the plantations shall be shared 
between us and the PRC CJV Partners on a 70:30 basis, (iii) all other remaining assets (including intellectual 
property rights) shall belong to us and (iv) we will take the liabilities of the CJVs, but our liabilities will be 
limited to the assets of the CJVs. 

Tax Treatment 

The CJVs pay various taxes as provided by PRC laws and relevant regulations. Taxes are paid in the 
name of the CJV. Chinese and foreign staff and workers of the CJV pay individual income tax according to 
“The Individual Income Tax Law of the People’s Republic of China.” The CJVs enjoy all preferential 
treatment concerning taxation in accordance with the Income Tax Laws. 

Zhangzhou WFOE 

The Zhangzhou WFOE has entered into agreements with Zhangzhou Lumin pursuant to which 
Zhangzhou Lumin will lease plantation land to the Zhangzhou WFOE for the development and planting of 
commercial short rotation trees in the Fujian Province of the PRC. The Zhangzhou WFOE was approved by 
the local PRC forestry bureau to operate up to 33,000 hectares of forestry plantations. 

Obligations 

We are responsible for contributing capital and funding to the Zhangzhou WFOE, operating and 
managing the plantation and harvesting and selling trees. 

Zhangzhou Lumin is required to lease plantation land or transfer plantation land use rights with valid 
plantation land use rights certificates to the Zhangzhou WFOE, to obtain the plantation land use rights for the 
Zhangzhou WFOE and to obtain a harvesting permit and timber transportation permit for the Zhangzhou 
WFOE. Zhangzhou Lumin is required to lease an aggregate of approximately 20,000 hectares of plantation 
land for a 50-year term on which the Zhangzhou WFOE may develop and plant trees within 10 years’ time. 

Contributions 

As of December 31, 2003, we operated approximately 265 hectares of eucalyptus plantations in 
Fujian Province pursuant to contractual arrangements with Zhangzhou Lumin. 

Distribution of Profit 

The Zhangzhou WFOE must pay consideration to Zhangzhou Lumin, on a plantation cycle basis, 
equal to 30% of the timber output in that plantation cycle, provided that the consideration shall not be less 
than a minimum payment calculated based on an assumed output of four cubic meters per hectare per year 
(arrived at by benchmarking against the prevailing market rent at the time of the agreement). Zhangzhou 
Lumin’s entitlement to 30% of the timber output is the yearly consideration payable by the Zhangzhou 
WFOE. The Zhangzhou WFOE has a preemptive right to purchase 30% of the timber output from Zhangzhou 
Lumin. 
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Plantation Purchase Agreements 

We entered into the first of our plantation purchase agreements (the “Purchase Agreements”) in 1997. 
As of December 31, 2003, we have entered into Purchase Agreements as well as supplemental agreements 
(the “Supplemental Agreements”). Under the Purchase Agreements, we agreed to purchase, and the seller 
agreed to sell, rights to the trees on the relevant forestry plantation land. The sellers under the Purchase 
Agreements were authorized agents of the original land-owners. Each of these agreements contains 
substantially the same provisions. 

The Purchase Agreements provide us a right to own the trees on the relevant forestry plantation land. 
However, they do not include any plantation land use rights to the plantation land. As a result, under the 
Purchase Agreements, we are required to return the plantation lands to the seller once the trees are harvested, 
unless we exercise the option described below. 

The Supplemental Agreements provide authorization from certain original legal owners of the 
plantation lands for the sellers to enter into the agreements and that the original legal owners agreed to the 
terms and conditions of the relevant Purchase Agreements. Under the Supplemental Agreements, the seller 
warrants that, once the registration system is in place for registration of plantation use rights, it will arrange 
for the proper registration to be done in our favor. The seller also warrants that it will obtain all other permits 
in relation to the logging of the trees and transporting the logs out of the forest. 

Under the Supplemental Agreements, we have an option to require the transfer of the plantation land 
use rights (or other suitable plantation land use rights to an area equivalent to that of the purchased tree 
plantations) through long-term leases to the forestry plantations for a maximum period of 50 years, subject to 
negotiation of a price for the transfer of the plantation land use rights, receipt of relevant governmental 
approvals and satisfaction of registration requirements. 

Master Agreements 

Our relationships with our authorized intermediaries are governed by Master Agreements as 
supplemented by the Operational Procedures. Under the Master Agreements, as supplemented by the 
Operational Procedures, we appoint the authorized intermediaries to manage our wood chips sales 
transactions on our behalf. The authorized intermediaries agree to enter into contracts to purchase timber from 
suppliers, process the timber into wood chips and deliver wood chips to customers pursuant to sales contracts 
entered into between the authorized intermediaries and customers. We agree to reimburse the costs of the 
authorized intermediaries, including the cost of the purchase of raw timber, and to pay both a processing fee 
and a management fee, all of which are deducted from the sales proceeds of the wood chips. All of the 
contracts are entered into by the authorized intermediaries, and we have no direct contractual relationships 
with suppliers of logs or customers of wood chips in the PRC. We typically specify annual and monthly 
quotas of the authorized volume of wood chips sales transactions, which are subject to adjustment by us and 
the authorized intermediaries. 

The Operational Procedures delineate our and the authorized intermediaries’ rights and obligations 
with respect to the purchase of raw timber, the processing of raw timber into wood chips and the sale of wood 
chips. Under the Operational Procedures, the authorized intermediaries assume the risks and obligations 
relating to the raw timber from the time the raw timber is purchased until it is delivered to the authorized 
intermediary’s premises. We assume all risks and obligations relating to the raw timber once it arrives at the 
premises of the authorized intermediary until it is processed into wood chips, except for any loss arising as a 
result of the authorized intermediary’s default. Once the raw timber is processed into wood chips, the 
authorized intermediary is responsible for selling wood chips to its customers and it assumes all rights and 
obligations relating to the wood chips under its sales contracts with customers. The Operational Procedures 



45 

provide that the authorized intermediaries are responsible for selling wood chips to customers within time 
limits specified by us, and that they assume all risks and obligations for failing to meet these delivery 
requirements. 

RISK FACTORS 

Risks Related to our Business 

The cyclical nature of the forest products industry and price fluctuations could adversely affect our results 
of operations 

Our results of operations are, and will continue to be, affected by the cyclical nature of the forest 
products industry. Prices and demand for logs and wood chips have been, and in the future are expected to be, 
subject to cyclical fluctuations. The pricing in the forestry market is affected by the prices of the ultimate 
wood products produced from logs in the PRC, including furniture, construction materials, interior decoration 
materials and pulp and paper products. The prices of wood products are also affected by the availability of 
wood substitutes. The markets for wood products are sensitive to changes in industry capacity and output 
levels, general timber industry conditions and cyclical changes in the world and PRC economies, any of 
which can have a significant impact on selling prices of wood products. The demand for wood products is 
also substantially affected by the level of new construction activity, which is subject to fluctuations that may 
or may not correspond to overall economic trends. Decreases in the level of construction activity generally 
reduce demand for wood products. The demand for wood products is also affected by the level of interior 
design activity and the demand for wood chips in the pulp and paper markets. These activities are, in turn, 
subject to fluctuations due to, among other factors: 

● changes in domestic and international economic conditions;  
 

● interest rates;  
 

● population growth and changing demographics; and  
 
● seasonal weather cycles (e.g., dry summers, wet winters) and other factors. 

 
Cyclical changes in the forest products industry, including changes in demand and pricing for our 

products and the other factors described above, could have a material adverse effect on our business, financial 
condition and results of operations. 

Our decision and ability to develop and operate future forestry plantations is subject to various factors and 
uncertainties, and no assurance can be given that we will actually develop and operate the amount of 
forestry plantations with respect to which we have certain contractual rights 

In the future, we expect to receive a greater percentage of our revenue from sales of standing timber 
sourced from our own forestry plantations, either planted tree plantations or purchased tree plantations. We 
currently have approximately 41,000 hectares of planted tree plantations and have the right to obtain a 
maximum of approximately 616,000 hectares with plantation land use rights from our PRC CJV Partners and 
other parties. We also have approximately 128,000 hectares of purchased tree plantations and we expect to 
acquire additional purchased tree plantations in the future. Under our agreements for our purchased tree 
plantations, we have an option to require the transfer of the plantation land use rights through a long-term 
lease for a maximum period of 50 years, subject to negotiation of a price for the transfer of the plantation land 
use rights and receipt of relevant governmental approvals, and satisfaction of registration requirements. 
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Further, we have received an undertaking from one of our PRC CJV Partners pursuant to which we may 
purchase mature pine trees on up to 200,000 hectares of mature purchased tree plantations within the next 24 
months and subsequently lease the plantation land on which the trees are located, subject to negotiation of a 
definitive agreement and the terms and conditions specified in the undertaking. See “Business—Plantations—
Purchased Tree Plantations.” 

In order for us to operate our purchased tree plantations as sustainable, rotational forestry plantations, 
we will have to exercise our option to obtain the relevant plantation land use rights through long-term leases 
and enter into plantation land use rights transfer agreements with the local landowners or the holders of the 
land use rights to the plantations. We cannot give any assurance that we will exercise any of these options or 
enter into plantation land use transfer agreements. To date we have not exercised our option or entered into 
any relevant agreement with respect to our purchased tree plantations. Our decision and ability to exercise our 
option or enter into agreements with respect to our purchased tree plantations will depend on, among other 
factors, our ability to negotiate a final price, whether the area is desirable for forestry plantations and the 
availability of future financing. We cannot give any assurance that the purchased tree plantations will be 
attractive areas for further rotations of forestry plantations. 

We also cannot give any assurance that we will be able to enter into any plantation land use rights 
transfer agreements with the local landowners or land use rights holders on commercially acceptable terms. 
The price could be affected by a variety of market and other factors, including the level of development in the 
area, the desirability of the area for uses other than forestry plantations and general economic conditions. 

In addition, we cannot give any assurance that we will obtain any or all of the maximum of 
approximately 616,000 hectares that we have a right to obtain from our PRC CJV Partners and other parties 
with respect to our planted tree plantations. Our decision and ability to do so will depend on, among other 
factors, whether a particular area is desirable for forestry plantations, the availability of purchased tree 
plantations for expansion of our operations, our view of the relative financial and other benefits of operating 
purchased tree plantations compared to operating planted tree plantations and the availability of future 
financing. 

Further, we cannot give any assurance that we will be able to enter into a definitive agreement to 
purchase any or all of the 200,000 hectares available under the undertaking from one of our PRC CJV 
Partners or subsequently lease any of the plantation land on which the trees are located, on terms acceptable to 
us, or at all. Our decision and ability to do so will depend on, among other factors, our ability to negotiate a 
final price within the price range specified in the undertaking, whether the area is desirable for forestry 
plantations and the availability of future financing. 

Should we be unable to exercise our rights to obtain additional forestry plantations, our business, 
financial condition and results of operations could be materially and adversely affected. 

We may not be able to meet our expectations for the yields of our forestry plantations 

The success of our business depends upon the productivity of our forestry plantations and our ability 
to realize yields at estimated levels. We estimate that the current average standing timber yield for our 
eucalyptus trees is approximately 90 cubic meters per hectare per five-year cycle. See “Business—
Plantations—Harvest Yields.” However, our current average standing timber yield is based upon a short 
operating history of one rotation and we may not be able to maintain this yield for future rotations. In 
addition, forestry plantation yields depend on a number of factors, many of which are beyond our control. 
These include damage by disease and pests and other natural disasters, and weather, climate and soil 
conditions. Our ability to maintain our yields will depend on these factors, and in particular the weather, 
climate and soil conditions for additional forestry plantations that we may obtain in the future. 
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In addition, we may not be able to meet our expectations that the yield of our eucalyptus forestry 
plantations will improve over time. Our ability to improve or maintain our yields will depend on the factors 
described above as well as our ability to develop genetic improvements in planting materials, our ability to 
grow improved species of eucalyptus trees and our ability to implement improved silvicultural practices as we 
gain experience in managing eucalyptus forestry plantations. As a result, we cannot provide you any 
assurance that we will be able to realize the historical or future yields expected by us. If we cannot achieve 
yields at expected levels, our business, financial condition and results of operations would be materially and 
adversely affected. 

Our ability to expand our forestry plantation resources and our manufacturing plants will require 
substantial future capital expenditures and we may be unable to obtain adequate financing to fund our 
capital and other requirements 

In 1995, we began building up our forestry plantation resources by planting the planted tree 
plantations. In 1997, we began acquiring purchased tree plantations, which require intensive capital 
investment. Typically, the cycle of such plantation trees for harvesting can range from approximately five to 
12 years, depending upon the tree species. In 2001, 2002 and 2003, we incurred approximately US$38 
million, US$37 million and US$89 million, respectively, for expanding our planted tree plantations and 
purchased tree plantations. We finance our forestry plantation expansion activities primarily from internal 
cash flows, and debt and equity financing.  We may have to obtain financing in order to acquire additional 
hectares of forestry plantations. We can give no assurance our cash flows will be sufficient to finance our 
operations or our future forestry plantation expansion. In addition, we can provide no assurance that debt or 
equity financing will be available in the future on attractive terms or at all. If we are not able to obtain 
financing, our business, financial condition and results of operations may be materially and adversely 
affected. 

In addition, as of December 31, 2003, we had incurred approximately US$65.4 million in 
constructing two manufacturing plants in the PRC. As of January 31, 2004, only two production lines have 
commenced commercial operation. See “Business—Manufacturing Plants—Implementation Schedule.”  Our 
need to make capital expenditures for our two manufacturing plants may have a material adverse effect on our 
business, financial condition and results of operations. 

We may not be able to effectively manage our forestry plantations if we do not hire additional employees 
and improve our management systems; improve internal controls 

As of December 31, 2003, we had 184 employees in Hong Kong and the PRC to manage our forestry 
plantations. We currently engage third parties to perform the day-to-day operations of our forestry plantations. 
However, as we expand the area of our forestry plantations, we will have to hire additional management 
employees, strengthen our management processes and develop a plantation resources information system in 
order to effectively manage our forestry plantations. There is no assurance that we will be able to recruit 
qualified management employees, strengthen our management processes or develop such an information 
system in a timely manner, or at all. We also believe that it is necessary for us to strengthen our internal 
controls and corporate governance as we continue to build the business. Should we fail to take the measures 
described in this paragraph, we may not be able to implement our expansion strategy or to manage our growth 
effectively and our business, financial condition and results of operations could be materially and adversely 
affected. 

The forest products industry is highly competitive 

The forest products industry is highly competitive in terms of price and quality. Wood products are 
subject to increasing competition from a variety of substitute products, including non-wood and engineered 
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wood products. Lumber and log markets in the PRC are subject to competition from worldwide suppliers. In 
our forestry plantations and standing timber, wood chips and wood-based products trading activities, we are 
subject to competition from other large domestic and foreign owned forestry plantations in the PRC, as well 
as wood dealers and local forestry bureaus, all of which provide logs, wood chips and wood-based products 
for sale in the PRC. We also compete with a number of overseas forestry companies selling wood chips in the 
PRC and elsewhere in East Asia. 

Our two manufacturing plants face competition from other large domestic and foreign owned wood 
panel manufacturers in the PRC, as well as manufacturers in other countries importing into China. In this 
regard, other manufacturers of wood panels are currently constructing new mills in the PRC that will 
substantially increase the production capacity of wood panels in the PRC. We may not be able to compete 
effectively against these and other potential competitors. If we are not able to compete effectively in our 
different business lines, or if competition significantly increases, our business, financial condition and results 
of operations could be materially and adversely affected. 

Our forestry plantations and wood-based products trading activities are subject to extensive PRC laws and 
regulations 

We are subject to regulation under a variety of PRC national and local laws and regulations, 
including, among others, the PRC Forestry Law and its Implementation Regulations, the Forest Tree and 
Forestry Land Ownership and Use Rights Registration Administrative Measures and the Administrative 
Measures on Foreign Investment Forestation of Guangdong Province.  Violations of a variety of PRC laws 
and regulations, including PRC environmental policies and programs that apply to our forestry plantations, 
could result in civil and criminal penalties, including the revocation of licenses required for our business. We 
engage in the following activities that are subject to regulation: 

● forestry plantation activities, including planting, plantation use and maintenance, logging and 
transportation of logs; 

 
● marketing, sale and trading of standing timber, logs and wood-based products; and 
 
● timber processing and manufacture and sale of wood panels.  
 
Operational Licenses and Permits 

Currently, PRC laws and regulations require forestry plantation companies to obtain licenses and 
permits to operate forestry plantations, harvest logs on the forestry plantations and transport the logs out of 
the forest areas. The forestry plantation companies must apply to the relevant Administration for Industry and 
Commerce of the PRC for the business license, and must apply to the local forestry bureaus for the logging 
permits and transportation permits for plantations that are to be harvested. We currently have the relevant 
business licenses for our subsidiary companies in the PRC to engage in forestry activities and have received 
the requisite logging permits and transportation permits for our completed logging and transportation 
activities. In this regard, the PRC government allocates logging quotas and transportation quotas annually for 
plantations that are to be harvested, rather than granting permits at the time the forest is established. We have 
confirmation from the relevant forestry bureaus that they will allocate to us on an annual basis the logging 
quotas to assure that we are able to harvest the mature trees in the forestry plantations we currently operate. 
However, there is no assurance that we will continue to maintain the business licenses and obtain the relevant 
permits for our future logging and transportation activities, or that the PRC government will not enact laws 
and regulations that would add requirements for forestry plantation companies to conduct these activities in 
the PRC. 
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In addition, PRC laws and regulations require foreign companies to obtain licenses to engage in any 
business activities in the PRC. As a result of these requirements, we currently engage in our trading activities 
through PRC authorized intermediaries that have the requisite business licenses. There is no assurance that the 
PRC government will not take action to restrict our ability to engage in trading activities through our 
authorized intermediaries. 

Further, PRC laws and regulations require manufacturers to obtain licenses and permits to operate 
timber manufacturing plants. The timber manufacturing companies must apply to the Administration for 
Industry and Commerce of the PRC for a business license, and those established in the forestry areas must 
apply for the Timber Operation (Processing) Permit required by the relevant forestry regulatory authorities in 
the PRC. Since we are not operating timber manufacturing plants in the forestry areas, it is not required that 
we apply for the Timber Operation (Processing) Permit. We currently have the requisite business licenses for 
our subsidiary companies in the PRC to engage in timber manufacturing activities. However, there is no 
assurance that we will continue to maintain the business licenses for our manufacturing plants, or that the 
PRC government will not pass laws and regulations that would place additional requirements on companies 
conducting these activities in the PRC. 

Environmental Regulations 

Laws and regulations protecting the environment have generally become strict in the PRC in recent 
years and could become more stringent in the future. On December 26, 1989, the Standing Committee of the 
National People’s Congress of the PRC adopted the Environmental Protection Law of the PRC. This law 
contains, and future legislation with respect to protection of the environment, whether relating to forests, 
protected animal species, or water conservation, could contain restrictions on tree planting, timber harvesting, 
and other forest practices. Currently, it is a general policy of the PRC that a person who harvests trees is 
required to replant the harvested lands. Our forestry plantations and manufacturing plants will also be subject 
to environmental laws and regulations, particularly with respect to air emissions and discharges of wastewater 
and other pollutants into land, water and air, and the use, disposal and remediation of hazardous substances 
and contaminants. We may be required to incur significant expenditures to comply with applicable 
environmental laws and regulations. Moreover, some or all of the environmental laws and regulations to 
which we are subject in our forestry plantations and manufacturing plants could become more stringent in the 
future, which could affect our production costs and results of operations. For example, international standards 
in wood-based products manufacturing currently require that wood panels satisfy specified maximum levels 
of formaldehyde emissions, as well as providing for other environmental protection measures. Any failure by 
us to comply with applicable environmental laws and regulations could result in civil or criminal fines or 
penalties or enforcement actions, including a requirement to install pollution control equipment or other 
mandated actions. Environmental laws and regulations may adversely affect our business, financial condition 
and results of operations. 

Plantation Land Use Rights 

Our PRC CJV Partners are required under the CJV contracts to obtain plantation land use rights 
certificates for the forestry plantations to be contributed to the CJVs. Our PRC CJV Partners generally obtain 
the plantation land use rights from third parties, who are generally rural collective organizations, and then 
contribute plantation land use rights to the CJVs. Under the Rural Land Contracting Law in the PRC, which 
took effect on March 1, 2003, our PRC CJV Partners must fulfill all relevant legal formalities for the transfer 
of plantation lands and the rights to operate and manage the plantations. These include obtaining consents 
from all members of the farming households who have contracted to transfer the plantation lands, from all 
members of the collective organizations where such farms are located to waive their preemptive rights and 
from the contracting parties who have rights to operate and manage the plantations. Because of the additional 
requirements of the Rural Land Contracting Law, our PRC CJV Partners may not be able to obtain sufficient 
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plantation land use rights from the rural collective organizations or the farming households, which would 
adversely affect their ability to make their required contributions to the CJVs. As a result, our PRC CJV 
Partners may not be able to provide us with the plantation land use rights to all the forestry plantations that we 
have the right to obtain. 

Implementation of New Form Plantation Rights Certificate 

Since 2000, the PRC has been improving its system of registering plantation land ownership, 
plantation land use rights and plantation ownership rights and of issuing certificates to the persons having 
land use rights, to owners owning the plantation trees and to owners of the plantation land. In April 2000, the 
State Forestry Bureau issued a notice, which provided that a new form of plantation rights certificate was to 
be used from the date of the notice. The PRC government is in the process of gradually issuing the new form 
of certificates, which were first issued in 2000, on a nationwide scale. The State Forestry Bureau indicated in 
a meeting held in July 2002 that they intend to complete the issue of new form certificates within one to five 
years. 

We have obtained from the relevant local forestry bureaus at the county level or above written 
confirmations issued to our CJVs and WFOE that they have the legal right to use the land for which we have 
not received certificates. We have obtained confirmation from the offices of the Heyuan, Gaoyao and 
Zhangzhou people’s governments that the confirmation letters issued by the Heyuan, Gaoyao and Zhangzhou 
forestry bureaus are true and accurate. We are applying for the relevant people’s governments’ confirmation 
on the other confirmation letters issued by local forestry bureaus in Guangxi and Jiangxi Provinces. In 
addition, for the purchased tree plantations, we have obtained confirmations from the relevant forestry 
bureaus that we have the legal right to own the purchased tree plantations for which we have not received 
certificates. Our PRC legal counsel is of the opinion that, as evidenced by the confirmations issued by the 
forestry bureaus and the local city governments, we have the legal right to use the plantation land in relation 
to the planted tree plantations and the right to own the trees on the purchased tree plantations and that there 
should be no legal impediment for us to obtain the plantation rights certificates. However, we can give no 
assurance when the official plantation rights certificates will be issued by the people’s government. Until 
official new-form plantation rights certificates are issued, there can be no assurance that our rights to our 
forestry plantations will not be subject to dispute or challenge. If such certificates are not issued, or are not 
issued in a timely manner, or if our right to any of our forestry plantation lands is subject to dispute or 
challenge, our business, financial condition and results of operations could be materially adversely affected. 

Agricultural Taxes and other Related Forestry Fees 

The PRC government levies taxes and other related forestry fees at the time trees are harvested or 
sold. These taxes and fees add to the cost of harvesting for PRC produced wood and are above the levels 
imposed in other major forestry plantation countries. These taxes and fees are imposed by the provincial 
governments and vary from province to province. The taxes and fees include agricultural taxes and 
reforestation and maintenance fees. Agricultural taxes generally amount to approximately 8% of the selling 
prices or government standardized prices, depending upon the entity and the province in which it operates. In 
certain provinces where our forestry plantations are located, the agricultural taxes are exempted or reduced. 
Reforestation and maintenance fees are charged at 20% of sales, but are subject to a 50% reduction and a 
rebate of 50% to 70%, subject to approval, if the enterprise replants the land. There is also a forest protection 
fee of RMB5 per cubic meter of wood harvested. No assurance can be given that these taxes and fees will not 
be increased in the future. According to a notice issued by the Finance Bureau, State Development Reform 
Committee and State Forestry Bureau on August 4, 2003, the forestry protection fee has been canceled. 
However, the cancellation of the forestry protection fee has not yet been fully implemented in the provinces 
where our forestry plantations are located. 
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The forestry industry is susceptible to weather conditions, timber growth cycles and natural disasters 
outside of our control 

Our business, financial condition and results of operations depend to a significant extent on our 
ability to harvest trees or engage in trading activities at adequate levels. The following factors, which are 
outside of our control, may affect the prices of logs and wood-based products, and our ability to harvest the 
trees on our forestry plantations or engage in our trading activities: 

● unfavorable local and global weather conditions, such as prolonged drought, flooding, hailstorms, 
windstorms, typhoons, frost and winter freezing; and 

 
● the occurrence of natural disasters, such as damage by fire, insect infestation, crop pests, and 

earthquakes. 
 

In recent years, the PRC has been adversely affected by severe flooding in certain areas of the PRC. 
In addition, the coastal areas of southern China suffer a number of typhoons each season, which lasts from 
July to September, which occasionally result in significant damage. Further, dry weather conditions brought 
by the El Nino weather pattern in 1998 adversely affected certain areas of the world. In 1996, damage brought 
about by frost adversely affected the yield of eucalyptus plantations on higher altitude inland plantations in 
the PRC. Similar conditions may well recur in the future. The occurrence of these or other natural disasters 
may disrupt or reduce the supply of trees available for harvesting in the areas of the PRC where our forestry 
plantations are located, which may adversely affect our business, financial condition and results of operations. 

Our insurance coverage may be insufficient to cover losses 

Consistent with PRC forestry industry practice, we maintain insurance for only a portion of our 
forestry plantations. We have insurance for losses from fires, floods, typhoons and malicious damage for 
approximately 33,000 hectares of forestry plantations at a variety of locations in the PRC, representing 
approximately 20% of our total forestry plantations. We do not carry business interruption insurance. As a 
result, our insurance coverage may be insufficient to cover losses that we may incur on uninsured forestry 
plantations. If we were to suffer an uninsured loss to our forestry plantations, our business, financial condition 
and results of operations could be materially adversely affected. 

We rely on our relationships with joint venture partners, authorized intermediaries, key customers, 
suppliers and third party service providers for our forestry plantations and trading activities 

We rely on our relationships with joint venture partners, authorized intermediaries, key customers, 
suppliers and third party service providers for our forestry plantations and trading activities. These 
relationships are discussed below. 

Joint Venture Partners and Contract Parties 

We have joint venture arrangements with our PRC CJV Partners and contractual arrangements with 
China Fujian Zhangzhou Lumin Development Company (“Zhangzhou Lumin”) for our WFOE, which 
operates our forestry plantation in Fujian Province. These, and possible future joint ventures and contractual 
arrangements with other third parties in connection with forestry plantations in the PRC, may involve certain 
risks. These risks include, among others, the possibility that the joint venture partners and contract parties 
may be unable or unwilling to fulfill their obligations, whether of a financial nature or otherwise, under the 
relevant joint venture or other agreements, or that the joint venture partners or contract parties could terminate 
our arrangements with them before the end of the term of the relevant contract or refuse to renew such 
arrangements when the term of the relevant contract expires. Although we have not experienced any 
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significant disputes with our PRC CJV Partners or contract parties, a serious dispute over joint venture and 
contractual obligations, timber-sharing arrangements or otherwise, or an early termination of our 
arrangements with them, could adversely affect our business, financial condition and results of operations. 

Authorized Intermediaries 

We principally rely on two authorized intermediaries for our authorized wood chips trading 
transactions in the PRC. A reduction in the number of wood dealers that can act as authorized intermediaries 
in our wood chips trading transactions could adversely affect our ability to engage in these activities, which 
could have a material adverse effect on our business, financial condition and results of operations. 

Customers 

A few large customers account for a significant percentage of our total revenue. During 2001, 2002 
and 2003, our top five customers accounted for approximately 78%, 86% and 71%, respectively, of total 
revenue. For the same periods, our largest customer accounted for approximately 29%, 30% and 29%, 
respectively, of total revenue.  These top customers are all wood dealers and our authorized intermediaries 
who sell logs, wood chips and wood-based products to end-user customers of these products. As a result, we 
expect that, for the foreseeable future, sales to a limited number of customers will continue to account, alone 
or in the aggregate, for a significant percentage of our total revenue. Dependence on a limited number of 
customers exposes us to the risk that a reduction of business volume from any one customer could have a 
material adverse effect on our business, financial condition and results of operations. 

Suppliers 

A few large suppliers account for a significant percentage of our timber supply. In 2001, 2002 and 
2003, our five largest timber suppliers accounted for approximately 74%, 82% and 72%, respectively, of our 
total costs of sales. For the same periods, our largest supplier of timber accounted for approximately 30%, 
31% and 25% respectively, of our total costs of sales.  These top suppliers are all wood dealers and our 
authorized intermediaries. We have not entered into any long-term supply contract for supply of raw timber. 
Dependence on a limited number of suppliers exposes us to the risk that any significant interruption in the 
supply of raw timber could have a material adverse effect on our business, financial condition and results of 
operations. 

Service Providers 

We rely to a significant extent on third party service providers for day-to-day operation of our 
forestry plantations. The operations performed by third party service providers include: site preparation, 
planting, plantation management, fertilization and harvesting. We occasionally experience seasonal labor 
shortages in May and September as farmers become fully engaged in the planting and harvesting of rice. If we 
are unable to obtain these third party service providers, at economical rates or at all, or if any of the services 
they provide are inadequately performed, our business, financial condition and results of operations would be 
materially adversely affected. 

Our manufacturing plants have a short operating history and they may not be successful 

Our two manufacturing plants are in an early stage of development and have a short operating history. 
Our manufacturing plants may not be profitable or successful. Our manufacturing plants are subject to the 
risks inherent in establishing a new business, including competitive pressures. Our ability to conduct and 
expand our manufacturing plants will depend upon our ability to, among other things: 
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● produce and develop high quality wood-based products that will be acceptable to customers; 
 
● recruit and retain technical and management personnel with requisite expertise and experience in the 

wood-based products manufacturing industry; and 
 
● raise working capital and fund capital expenditures for the expansion of the manufacturing plants. 
 

Our manufacturing plants were originally expected to be completed by the end of 2002 but certain 
production lines were subject to delays. We can give no assurance that the production lines planned at our 
manufacturing plants will commence commercial operation or that the facilities will operate at planned 
operating capacity. 

Our manufacturing plants are subject to operational risks for which we may not be adequately insured 

The operation of manufacturing plants involves many risks and hazards, including the breakdown, 
failure or substandard performance of equipment, the improper installation or operation of equipment, labor 
disturbances, natural disasters, environmental hazards and industrial accidents. In addition, the costs of 
repairing or replacing our production equipment and the associated downtime of the affected production line 
may not be insured, or the level of insurance may not be adequate. The occurrence of material operational 
problems could have a material adverse effect on our business, financial condition and results of operations. 

We are subject to risks presented by fluctuations in foreign currencies 

We publish our financial statements in U.S. dollars, while substantially all of our revenue is 
denominated in Renminbi. 

Since 1994, the conversion of Renminbi into Canadian and U.S. dollars has been based on rates set by 
the People’s Bank of China, which are set daily based on the previous day’s PRC interbank foreign exchange 
market rate and current exchange rates on the world financial markets. The PRC government has stated 
publicly that it intends to make Renminbi freely convertible in the future. However, we cannot predict when 
the PRC government will allow free conversion of Renminbi into foreign currencies. Renminbi devaluation 
and exchange rate fluctuations may adversely affect our results of operations and financial condition and may 
result in foreign exchange losses because of our substantial foreign currency-denominated indebtedness, 
expenses and other requirements. In addition, we may not be able to increase the Renminbi prices of our 
domestic sales to offset fully any depreciation of the Renminbi due to political, competitive or social factors. 

At December 31, 2003, a significant amount of our borrowings were denominated in currencies other 
than Renminbi, including US$95.6 million, €19.0 million and HK$1.6 million.  In addition, we have 
indebtedness of RMB156.5 million in Renminbi. Other than an interest rate cap agreement with respect to the 
Plantation Loan, we do not hedge exchange rate fluctuations between the Renminbi and other currencies and 
currently have no plans to do so.  

Any significant fluctuation in the exchange rates between the Renminbi and other currencies, such as 
the Canadian dollar, U.S. dollar, Euro and Hong Kong dollar, or in the U.S. dollar against the Renminbi, the 
Canadian dollar, the Euro or the Hong Kong dollar, may have an adverse impact on our results of operations 
and may adversely affect the value, translated or converted into Canadian dollars, U.S. dollars or otherwise, of 
our revenue and net income. 
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If we lose any of our key personnel, our operations and business may suffer 

We are heavily dependent upon our senior management in relation to their expertise in the forestry 
industry and research and development in forest plantation management practices and wood-based products 
manufacturing production processes, and the relationships cultivated by them with our PRC CJV Partners, 
major customers and others. We have no long-term contracts with any of our senior management. The 
departure of any of our senior management could materially and adversely affect our business, financial 
condition and results of operations. We do not have key person life insurance policies covering any of our 
employees. 

We are subject to increased credit risk and risks of provisions and write-offs as a result of our increased 
sales of standing timber 

We began selling standing timber in 2002 and expect sales of standing timber to increase as a 
percentage of revenue in the future. We recognize revenue from sales of standing timber when the buyer has 
signed the sales contract.  As a result of our sales of standing timber, our accounts receivables have increased 
significantly beginning in 2002. To the extent that customers that have purchased or will purchase in the 
future standing timber fail to pay, in a timely fashion or at all, our business, financial condition and results of 
operations could be materially and adversely affected. 

Risks Related to the PRC 

PRC economic, political and social conditions as well as government policies could adversely affect our 
business 

All of our forestry plantations are located in China. The PRC economy differs from the economies of 
most developed countries in many respects, including structure, government involvement, level of 
development, economic growth rate, government control of foreign exchange, allocation of resources and 
balance of payment position. 

The PRC economy has been transitioning from a planned economy to a more market-oriented 
economy. For the past two decades the PRC government has implemented economic reform measures 
emphasizing utilization of market forces in the development of the PRC economy. Some of these measures 
will benefit the overall PRC economy, but may have a negative effect on us. 

Our business, financial condition and results of operations may be adversely affected by: 

● changes in PRC political, economic and social conditions;  
 
● changes in policies of the PRC government, including changes in policies affecting the forestry 

industry; 
 
● changes in laws and regulations or the interpretation of laws and regulations; 
 
● measures which may be introduced to control inflation or deflation; 
 
● changes in the rate or method of taxation;  
 
● imposition of additional restrictions on currency conversion and remittances abroad; and 
 
● reduction in tariff protection and other import restrictions.  
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In addition, the growth of demand in China for forestry products depends heavily on economic 

growth. If China’s economic growth slows down or if the Chinese economy experiences a recession, the 
growth of demand for forestry products may also slow down or stop, and our business, financial condition and 
results of operations will be adversely affected. 

Our operations are subject to the uncertainty of the PRC legal system 

The PRC legal system is based on written statutes. Prior court decisions may be cited for reference 
but have limited precedential value. Since 1979, the PRC government has been developing a comprehensive 
system of commercial laws, and considerable progress has been made in introducing laws and regulations 
dealing with economic matters such as foreign investment, corporate organization and governance, commerce, 
taxation and trade. However, as these laws and regulations are relatively new, and due to the limited volume 
of published cases and judicial interpretation and their lack of precedential force, interpretation and 
enforcement of these laws and regulations involve significant uncertainties. At present, the legal framework 
for the forestry plantation industry in the PRC is at an early stage of development. For example, the laws and 
regulations relating to the ownership, licensing and rights over forestry areas are not well developed. Because 
these laws and regulations may not be comprehensive, and because of the limited volume of published cases 
and judicial interpretations and the non-binding nature of prior court decisions, the interpretation and 
enforcement of these laws, regulations and legal requirements involve some uncertainty. Such uncertainty 
may make it difficult for us to enforce our plantation land use rights and other rights. As the PRC legal system 
develops together with the PRC forestry industry, we cannot assure you that changes in such laws and 
regulations, or in their interpretation or enforcement, will not have a material adverse effect on our business, 
financial condition and results of operations. 

Restrictions on foreign currency exchange may limit our ability to obtain foreign currency or to utilize our 
revenue effectively 

We receive most of our revenues in Renminbi. As a result, any restrictions on currency exchange may 
limit our ability to use revenue generated in Renminbi to: 

 
● purchase timber imported from other countries;  
 
● fund other business activities outside the PRC, such as the purchase of equipment for our 

manufacturing plants; 
 
● service and repay our indebtedness; and  
 
● pay out dividends to our shareholders.  
 

Our subsidiary companies in China do not require prior approval from the State Administration for 
Foreign Exchange before undertaking current account foreign exchange transactions. Current account 
transactions refer to those international revenue and expenditure dealings that occur on a current basis, 
including revenues and expenditures in trade and labor services, and the declaration of and payment of 
dividends out of retained earnings. Foreign exchange for current account transactions may be obtained by 
producing commercial documents evidencing such transactions, provided that the transactions must be 
processed through banks in China licensed to engage in foreign exchange. 

Foreign exchange transactions under the capital account, however, will be subject to the registration 
requirements of the State Administration for Foreign Exchange. Capital account transactions refer to 
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international revenues and expenditures, that, being inflows and outflows of capital, produce increases or 
reductions in debt and equity, including direct investment, various types of borrowings and investment in 
securities. In addition, for either current or capital account transactions, our CJVs must purchase foreign 
currency from one of the PRC banks licensed to conduct foreign exchange. 

We cannot assure you that sufficient amounts of foreign currency will always be available to enable 
us to meet our foreign currency obligations, whether to service or repay indebtedness not denominated in 
Renminbi or to remit profits out of the PRC. In addition, our subsidiaries incorporated in the PRC may not be 
able to obtain sufficient foreign currency to pay dividends to us or to satisfy their other foreign currency 
requirements. Since foreign exchange transactions under the capital account are still subject to limitations and 
require approval from the State Administration for Foreign Exchange, this could affect our subsidiaries’ 
ability to obtain foreign exchange through debt or equity financing, including by means of loans or capital 
contributions from us. We also cannot provide assurance that the PRC government will not impose further 
restrictions on the convertibility of the Renminbi. 

We are in the process of establishing a wholly foreign owned subsidiary company in the PRC. We 
intend that this wholly foreign owned subsidiary will process current account foreign exchange transactions 
through banks licensed to engage in foreign exchange, or apply directly to the State Administration for 
Foreign Exchange for capital account transactions. As a result, upon the establishment of this subsidiary we 
should no longer have to rely on authorized intermediaries to process these transactions, or make these 
applications on our behalf. Moreover, according to the Administrative Measures Regarding Foreign 
Investment in the Commercial Sector promulgated by the PRC Ministry of Commerce on April 16, 2004 and 
effective from June 1, 2004, foreign companies are permitted to engage in trading activities in China by 
establishing foreign invested enterprises in China. We expect the new wholly foreign owned subsidiary 
company to be in compliance with the newly promulgated measures.  However, there is no assurance that we 
will be able to establish this new wholly foreign owned subsidiary company, or will be able to obtain the 
necessary business licenses and permits in the PRC. 

Certain PRC regulations governing PRC companies are less developed than those applicable to companies 
incorporated in more developed countries 

A significant portion of our investments are in the form of Sino-foreign cooperative joint venture 
companies established in the PRC, which are subject to PRC laws and regulations applicable to foreign 
investment companies, and other applicable laws and regulations in the PRC. These laws and regulations may 
not afford investors the same legal protections available to them in Canada, the United States or elsewhere, 
and may be less developed than those applicable to companies incorporated in Canada, the United States and 
other developed countries or regions. 

If our subsidiaries incorporated in the PRC are restricted from paying dividends and other distributions to 
us, our primary source of funding would decrease 
 

We are a holding company with no significant assets other than our equity interests in our wholly 
owned subsidiaries in the PRC, Hong Kong and the British Virgin Islands. As a result, we rely on dividends 
paid to us by our subsidiaries and affiliated entities in the PRC, including the funds necessary to service or 
repay any debt we may incur. If our subsidiaries incur debt on their own behalf in the future, the instruments 
governing the debt may restrict their ability to meet our financial obligations and to pay dividends or make 
other distributions to us, which in turn would limit our ability to pay dividends on our shares.  PRC 
regulations permit payment of dividends only out of accumulated profits as determined in accordance with 
PRC accounting standards and regulations. Our subsidiaries in the PRC are also required to set aside a portion 
of their after-tax profits according to PRC accounting standard and regulations to fund certain reserve funds 
that are not distributable as cash dividends. 
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SELECTED CONSOLIDATED FINANCIAL INFORMATION 

Annual Financial Information 

The following selected financial information has been derived from the consolidated financial 
statements of the Corporation for the three years ended December 31, 2003, 2002 and 2001.  The information 
should be read in conjunction with the MD&A and the Annual Financial Statements. 

 Year Ended December 31 

 2003 2002 2001 

 (thousands of dollars, except per share 
amounts) 

Operating Results 
 
 

 [restated] 

 
 Revenue 

 
$265,739 

 
$200,748 

 
$137,313 

 
 Net Income 

 
30,180 

 
20,592 

 
18,573 

 
 Basic net income per share

(1)
 

 
0.38 

 
0.27 

 
0.25 

 
 Fully-diluted net income per share

(1)
 

 
0.32 

 
0.27 

 
0.21 

 
Financial Position 

 
 

 
 

 

 
 Total assets 

 
418,854 

 
336,895 

 
282,550 

 
 Long term debt 

 
55,953 

 
82,289 

 
47,220 

 
Shareholders’ Equity 

  
 

 

 
 Cash dividends declared per: 

   
 

 
  Class A Subordinate-Voting Share 

 
nil 

 
nil 

 
nil 

 
  Class B Multiple-Voting Share 

 
nil 

 
nil 

 
nil 

 
Note: 
 
(1) Net Income per share is calculated using the weighted average number of Class A Subordinate-Voting Shares and Class B 

Multiple-Voting Shares outstanding during each period. 
 
Quarterly Financial Information 

The following table is a summary of selected quarterly financial information of the Corporation for 
each of the eight quarters ended December 31, 2003: 
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Net Income Per Share  Revenue 
($000’s) 

Net Income 
($000’s) Basic Diluted 

 
2003 
December 31 $82,336 $  8,036 $0.09  $0.07 

September 30 79,066 12,105 0.15  0.11 

June 30 66,000 7,292 0.09  0.06 

March 31 38,337 2,747 0.04  0.04 
 
2002  
December 31 $66,044 $8,566 $0.11  $0.10 

September 30 57,587 7,076 0.09  0.09 

June 30 43,962 2,944 0.04  0.04 

March 31 33,155 2,006 0.03  0.02 
 

 
Dividend Record and Policy 

We have not declared any dividends on our shares.  Other than restrictions on the payment of 
dividends imposed by law and the priority of the Class A Subordinate-Voting Shares over the Class B 
Multiple-Voting shares with respect to the payment of dividends, there are no restrictions which would 
prevent Sino-Forest from paying dividends.  Any payment of dividends on Class A Subordinate-Voting 
Shares and Class B Multiple-Voting Shares is at the discretion of our board of directors and is dependent 
upon the our results of operations, financial condition, financing requirements and other factors that the board 
of directors deems relevant. 

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
OPERATING RESULTS 

Reference is made to the section entitled “Management Discussion and Analysis” on pages 23 
through 32 of our Annual Report to the Shareholders for the year ended December 31, 2003, which section is 
incorporated herein by reference. 

 

MARKET FOR SECURITIES 

The Class A Subordinate-Voting Shares are listed on the TSX and trade under the stock symbol 
“TRE.A”. 

DIRECTORS AND EXECUTIVE OFFICERS 

The table presented below provides the names of our current directors and executive officers, the 
offices held by them and the date of their first appointment. 
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Name and 
Municipality of Residence Position(s) Held Principal Occupation Director Since

(1)
 

Allen T.Y. Chan(2)(3) 
Hong Kong 

Chairman, Chief Executive 
Officer and Director 

Officer of the Corporation 1994 

R. John (Jack) Lawrence(2)(3) 
Toronto, Ontario 

Director Chairman of Lawrence & 
Company Inc., a private 
investment company 

1997 

Jay A. Lefton 
Toronto, Ontario 

Corporate Secretary Partner, Aird & Berlis LLP 
Barristers & Solicitors 

- 

Edmund Mak(2)(3)(4) 
Vancouver, B.C. 

Director Real estate marketing agent, 
Re/Max Select Properties, a 
real estate company 

1994 

Simon Murray 
Hong Kong 

Director Chairman, General Enterprises 
Management Services Limited 

1999 

Kai Kit Poon 
Hong Kong 

President and Director Officer of the Corporation 1994 

Kee Y. Wong(4) 
Toronto, Ontario 

Executive Vice President, 
Chief Financial Officer and 
Director 

Officer of the Corporation 1997 

 
Notes: 
 
(1) All our directors serve until the next annual meeting of shareholders or until such director’s successors is duly elected or 

appointed. 
(2) Member of the Audit Committee. 
(3) Member of the Compensation Committee. 
(4) Member of the Corporate Governance Committee. 
 

Each of the foregoing persons has held the position shown as his principal occupation for the last five 
years.   

Ownership of Shares by Directors and Executive Officers 

As at April 15, 2004, our directors and executive officers as a group beneficially owned, directly or 
indirectly or exercised control over, 7,975,858 Class A Subordinate-Voting Shares, representing 
approximately 8.3% of the issued and outstanding Class A Subordinate-Voting Shares, and no Class B 
Multiple-Voting Shares.  

ADDITIONAL INFORMATION 

We will provide to any person, upon request to us: 

(a) when our securities are in the course of a distribution pursuant to a short form prospectus or 
a preliminary short form prospectus which has been filed in respect of a distribution of its 
securities; 
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(i) one copy of this Annual Information Form, together with one copy of any document, 
or the pertinent pages of any document, incorporated by reference in this Annual 
Information Form; 

(ii) one copy of our comparative financial statements for our most recently completed 
financial year together with the accompanying report of the auditor and one copy of 
any four interim financial statements subsequent to the financial statements for our 
most recently completed financial year; 

(iii) one copy of our information circular in respect of our most recent annual meeting of 
shareholders that involved the election of directors or one copy of any annual filing 
prepared in lieu of that information circular, as appropriate; and 

(iv) one copy of any other documents that are incorporated by reference into the 
preliminary short form prospectus or the short form prospectus and are not required 
to be provided under (i) to (iii) above; or 

(b) at any other time, one copy of any other documents referred to in (a)(i), (ii) and (iii) above, 
provided that we may require the payment of a reasonable charge if the request is made by a 
person who is not a security holder of ours. 

Further additional information, including directors’ and officers’ remuneration and indebtedness, 
principal holders of our securities, options to purchase securities and interests of insiders in material 
transactions, where applicable, is contained in our information circular in respect of its annual and special 
meeting of shareholders to be held on June 21, 2004.  Additional financial information is provided in our 
comparative financial statements for our most recently completed financial year ended December 31, 2003.  A 
copy of such documents may be obtained upon request from us at 90 Burnhamthorpe Road West, Suite 1208, 
Mississauga, Ontario, L5B 3C3 ((905) 281-8889). 
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