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A letter from the board of directors of China Grand Forestry Green Resources Group Limited is set out on
pages 4 to 10 of this circular.

A notice convening the special general meeting of China Grand Forestry Green Resources Group
Limited to be held at Units 3309-11, 33F., West Tower, Shun Tak Centre, 168-200 Connaught Road
Central, Sheung Wan, Hong Kong on 30 March 2010 at 10:30 a.m. (or immediately after the conclusion
or adjournment of the special general meeting of the Company to be held at 10:00 a.m. on the same
day, if later), is set out on pages 122 to 123 of this circular. If you are unable to attend the special
general meeting in person, you are requested to complete and return the accompanying form of proxy in
accordance with the instructions printed thereon. In order to be valid, the proxy form must be deposited
by hand or post to the CompanyOs Hong Kong branch share registrar, Tricor Tengis Limited at 26th Floor,
Tesbury Centre, 28 QueenOs Road East, Wanchai, Hong Kong, not less than 48 hours before the time
appointed for holding the special general meeting or adjourned meeting or not less than 24 hours before
the time appointed for taking the poll subsequent to the date of the special general meeting or adjourned
meeting thereof (as the case may be). If the proxy form is signed by a person under a power of attorney or
other authority, a notarially certified copy of that power of attorney or authority shall be deposited at the
same time as mentioned in the proxy form. Completion and return of the proxy form will not preclude you
from subsequently attending and voting at the special general meeting or any adjournment thereof should
you so wish.
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To the Shareholders

Dear Sir or Madam,

() VERY SUBSTANTIAL DISPOSAL
IN RELATION TO DISPOSAL OF ASSETS;
AND
(II) CONNECTED TRANSACTION
IN RELATION TO THE APPOINTMENT OF FINANCIAL ADVISER

INTRODUCTION

On 12 February 2010, after trading hours, the Company entered into the Disposal Agreement with
the Purchaser relating to the Disposal. Pursuant to the Disposal Agreement, the Company has agreed to
sell and the Purchaser has agreed to purchase the Disposal Assets, subject to fulfillment of the Conditions
Precedent. Upon the completion of the Disposal, purchase consideration payables will be completely
cancelled out and no outstanding amount under the Acquisition Agreement would be due to or owing to
the Purchaser from the Group.

Kingston has been appointed as the financial adviser to advise the Company in respect of the
Disposal. The beneficial owner of the Financial Adviser is a substantial shareholder (as defined in the
Listing Rules) of the Company, and the Financial Adviser is therefore a connected person of the Company
within the meaning of Rule 14A.11 of the Listing Rules. The Financial Adviser also holds 10,000,000
Share Options. The engagement of the Financial Adviser constitutes a connected transaction for the
Company under Chapter 14A of the Listing Rules. As the relevant percentages under Rule 14.07 of the
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The Board of Directors

China Grand Forestry Green Resources Group Limited
Room 3309-11, 33rd Floor

West Tower, Shun Tak Centre

168-200 Connaught Road Central

Hong Kong

Dear Sirs,

We report on the unaudited pro forma financial information of China Grand Forestry Green
Resources Group Limited (the OCompanyQ) and its subsidiaries (hereinafter collectively referred to as the
OGroupO) set out on pages 15 to 18 under the heading of OUnaudited Pro Forma Financial Information
on the Remaining GroupO (the OUnaudited Pro Forma Financial InformationO) in Appendix Il of the
CompanyOs circular dated 12 March 2010 (the OCircularO) in connection with the proposed disposal of
certain assets of Yunnan Shenyu New Energy Company Limited in accordance with the disposal agreement
dated 12 February 2010 (the ODisposalO). The Unaudited Pro Forma Financial Information has been
prepared by the directors of the Company, for illustrative purposes only, to provide information about how
the Disposal might have affected the relevant financial information presented. The basis of preparation of
the Unaudited Pro Forma Financial Information is set out in Appendix Il of the Circular.

Respective Responsibilities of the Directors of the Company and Reporting Accountants

It is the sole responsibility of the directors of the Company to prepare the Unaudited Pro Forma
Financial Information in accordance with paragraph 29 of Chapter 4 of the Rules Governing the Listing
of Securities on The Stock Exchange of Hong Kong Limited (the OListing RulesO) and with reference to
Accounting Guideline 7 OPreparation of Pro Forma Financial Information for Inclusion in Investment
CircularsO issued by the Hong Kong Institute of Certified Public Accountants (OHKICPAO).

It is our responsibility to form an opinion, as required by paragraph 29(7) of Chapter 4 of the
Listing Rules, on the Unaudited Pro Forma Financial Information and to report our opinion to you. We
do not accept any responsibility for any reports previously given by us on any financial information used
in the compilation of the Unaudited Pro Forma Financial Information beyond that owed to those to whom
those reports were addressed by us at the dates of their issue.
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Cover Photo:*
Copyright © Poyry Forest Industry Pte Ltd

All rights are reserved. This document or any part thereof may not be copied or
reproduced without permission in writing from Poyry Forest Industry.

! This photo was taken in Huize Coyntunnan Province of a Ywnan Shenyu Armand Pine stand exhibiting high
stocking and canopy closure.
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PREFACE

This report is issued by Poyry Forest Industry IRdyry) to China Grand Forestry
Green ResourcesCGF) for its own use. No responsibility is accepted for any
other use.

The report contains the opinion of Poyry as to\th&ue of Yunnan Shenyu New
Energy’s Forestry covers an area of 89 941 ha (1 349 115 mu) and of its Huize
and Shuangjiang Jatropha assets covers an area of 19 561 ha (293 415 mu) in
China (Yunnan Shenyu or YS) as at 31 December 2009he combined
valuations exclude the following:

1. Value of the Land Use Rights

2. The forest valuation excludes volume arising from areas harvested beyond
50 years including a second selective cut in the broadleaf forest and
harvesting of replanted areas (i.e. values only current crops).

3. Other non forestry and non jatropha plantation related assets belonging to
Yunnan Shenyu.

The findings and conclusions presented in this report are subject to the assumptions
and limiting conditions set out in the following pages and to any further
gualifications referred to in the body of the report.

See Young Ho teve Croskery
VICE PRESIDENT SENIOR CONSULTANT
Contact

See Young Ho

2208-2210 Cloud Nine Plaza
No. 1118 West Yan An Rd.,
SHANGHAI 200052

P.R.China

Tel. +86 21 6115 9660

Fax +86 21 6115 9670

Email seeyoung.ho@poyry.com

Poyry Forest Industry Consulting Shanghai
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CERTIFICATION

Poyry certify to the following statements to the best of our knowledge and belief:

f The statements of fact contained in this report are true and correct.

f The reported analyses, opinions, and conclusions are limited only by the
reported assumptions and limiting conditions, and are our personal, impartial,
and unbiased professional analyses, opinions, and conclusions.

f PoOyry has no present or prospective interest in the subject property, and no
personal interest or bias with respect to the parties involved.

f POyry’s engagement in this assignment was not contingent upon developing
or reporting predetermined results.

f POyry’s compensation for completing this assignment is not contingent upon:

1. The development or reporting of a predetermined value or direction in
value that favours the cause of the client

2. The amount of the value opinion

3. The attainment of a stipulated result, or

4. The occurrence of a subsequent event directly related to the intended use of
this appraisal.

f The report has been prepared by staff consultants, retained consultants and
office support personnel of Poyry.

See Young Ho
Vice President Asia Pacific Forest Industry Consulting

Poyry Forest Industry
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ASSUMPTIONS AND LIMITING CONDITIONS

This report was prepared at the request of and for the exclusive use of the client,
China Grand Forestry Green Resources Group Limited. This report may not be
used for any purpose other than the purpose for which it was prepared. Its use is
restricted to consideration of its entire contents. This valuation represents an update
of PAyry’s reports on th¥aluation of Yunnan Shenyu New Energy’s Forestry and
Jatropha Assets in Chinas at 31 December 2007, as at 30 April 2008 and as at 31
March 2009.

Data describing the area of forest owned, by species, age and location were
provided by China Grand Forestry Green Resources Group Limited.

Poyry has not reviewed in any detail contracts relating to forest land use rights or
cutting rights or forest asset purchases. Legal matters are beyond the scope of this
report and the valuation is prepared on the assumption that titles to the forest assets
are according to the data provided by China Grand Forestry Green Resources
Group Limited. Maps, diagrams and pictures presented in this report are intended
merely to assist the reader.

This valuation included limited inspections of the plantation forest and jatropha
assets of Yunnan Shenyu New Energy Ltd. These were at locations selected by
Poyry. The inspections were carried out during the period 1 - 6 February 2010.

The forest inspection process comprised driving to and walking through and around
selected forest areas and an inventory of nine plots in which trees were measured.

This valuation is of YS forest assets in nine counties in Yunnan, and its Jatropha
assets in just two counties. The twaunties containing jatropha that are included

in this valuation are Huize and Shuangjiang. The field inspection of jatropha was
carried out to the two counties. The field inspection of forest was carried out in

Gengma and Huize counties.

Growth and yield expectations in the various types of forest tree crops are the same
as those applied in Poyry’s previous valuations. The yield tables have been derived
from data provided by the client. Factors translating standing volume to
recoverable (and merchantable) volume have been applied in the derivation of yield
tables.

Any existing liens and encumbrances have been disregarded, and the forest
resource has been appraised as though free and clear under responsible ownership
and competent management.

Unless otherwise stated in this report, the existence of hazardous materials or other
adverse environmental conditions, which may or may not be present on the
property, were neither called to the attention of POyry, nor did the consultants
become aware of such during the inspection.

Copyright © Pdyry Forest Industry iii
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Poyry recognizes the possibility that any valuation can eventually become the
subject of audit or court testimony. If such audit or testimony becomes necessary
as a result of this valuation, it will be a new assignment subject to fees then in
effect. Poyry has no responsibility to update this report for events and

circumstances occurring after the date of this report.

Any liability on the part of Poyry is limited to the amount of fee actually collected
for work conducted by Poyry. Nothing in the report is, or should be relied upon, as
a promise by Poyry as to the future growth, yields, costs or returns of the forests.
Actual results may be different from the opinion contained in this report, as
anticipated events may not occur as expected and the variation may be significant.

iv Copyright © Poyry Forest Industry
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SUMMARY

Yunnan Shenyu New Energy Company Limiteduinan Shenyu or Yg is a
wholly owned subsidiary of China Grand Forestry Green Resources Group Limited
(CGF), a publicly listed company on the Hong Kong Stock Exchange.

Yunnan Shenyu is based in Yunnan, China, and engages in both bio-energy
industry development, (more specifically in the research and development of
Jatropha curcasand in the acquisition, management and harvest or stumpage sale

of existing tree crops.

At CGF’s request, Poyry has prepared an independent market valuation of Yunnan
Shenyu’s forest and Jatrohpa estate. The valuation date is as at 31 December 2009.

In preparing these valuations, Poyry has relied on information provided by Yunnan
Shenyu, other industry information available to the organisation, and the results of
a high level field inspection and assessment. This report sets out Poyry’'s
assessment and valuation of Yunnan Shenyu'’s forest and jatropha estate and should
be considered in conjunction with the assumptions and qualifications expressed.

The report contains the valuation results as to the value of Yunnan Shenyu’s forest
asserts coversan area of 89 941 ha (1 349 115 mu) and of its Huize ahsn
Shuangjiang Jatropha assets covers an area of 19 561 ha (293 415 mu). Among the
total forest estate, 41 922 ha (628 830 mu) consists of bush and bare land areas.
Since the bush and bareland areas are considered by Yunnan Shenyu to be suitable
for the establishing with new jatropha plantations. Therefore, only the closed and
open forest assts of 48 019 ha (720 285 mu), and 19 561 ha (293 415 mu) jatropha
plantations in Huize (15 735 ha) and Shuangjiang (3 826 ha) are the subject of this
valuation.

Figure S-1:
Species Distribution - Yunnan Shenyu Forest and Jatropha Plantations December
2009 valuation area

| Jatrohpa

29%

Total Valuation Area 67 579 ha
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Valuation Assumptions - Forest

The principal valuation assumptions are summarised in Table S-1

Table S-1:
Summary of Main Assumptions in Yunnan Shenyu Forest Valuation
Item Assumptions Report
Reference
Delivered Log Prices Small (6-14cm SED) Medium (14-26cm SED) Large (>26cm SED) Section 7
- Pine RMB590/m® RMB850/m® RMB1210/m®
- Broadleaf RMB460/m® RMB950/m® RMB1500/m®
Real Price Growth Small Logs: 5.7% per Medium and Large Logs: 8.3% per annum for next 2 Section 7
annum for next 2 years, | years, then flat
then flat
Volume mix at maturity | Small (6-14cm SED) Medium (14-26cm SED) Large (>26cm SED) Section 4
- Pine 20% 50% 30%
- Broadleaf 20% 40% 40%
Yields Pine Thinning cut at 25yrs: 25-30 m*ha Section 4
Pine Clearfall at 30yrs: 74-91 m°/ha
Broadleaf Selective cut at 25yrs: 18-34m°/ha
Silviculture Costs - Pine | Year 1 RMB4858.5/ha Year 2 onwards RMB37.5/ha/a (RMB2.5/mu/a) Section 6
(RMB324/mu)
Harvest Cost Section 6
- Pine (clearfall) RMB80/m®
- Broadleaf and Pine RMB145/m®
(selective cut)
Harvest Roading Costs | RMB10/m?®— RMB15/m® Section 6
Pre-Harvest Inventory RMB6.50/m’
Transport Costs Range: RMB75-110/m® (Distances of 100-250 km) Section 6
Forest Taxes A standard harvest tax of 10% of the forest roadside price (Price at mill gate — Section 6
cartage cost)
Overheads RMB195/ha/a (RMB10/mu/a) Section 6
Land Rental RMB 31.5/ha/a (RMB 2/mu/a) Section 6
Minimum Harvest Ages | Pine: 25 years (clearfall) Section 9
Broadleaf: 25 years selective cut once in 25 year cycle removing 50% volume

Poyry has independently assessed market prices for the range of species and grades
from data collected during the field inspection and P&yry’'s China log price
database. The start log prices for the Yunnan Shenyu estate in December 2009 are
similar to those in March 2009. On average, an increase in log prices of around
9.6% is expected over the next four years. The assumed log prices for the main
species are shown in Table S-2.

Vi Copyright © Poyry Forest Industry
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Table S-2:
Current and Future Log Prices Applied in Valuation Model
Species Grade
SED
(cms)

Convriaht © Pavrv Farest Industrv
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Table S-5:
Harvest Cost Sensitivity
Real Discount Rate Applied to Pre-tax Cash Flows
10.50% | 1150% | 12.50%
Scenario Current Rotation Value (RMB million)

10% Harvest Cost Increase 914 | 964 | 819
Base Harvest Cost 945 | 893 | 847
10% Harvest Cost Decrease 975 | 922 | 974

Table S-6:
Land Rental Cost Sensitivity

Real Discount Rate Applied to Pre-tax Cash Flows
10.50% | 1150% | 12.50%
Scenario Current Rotation Value (RMB million)
Cost RMB63/halyear 937 | 884 | 839
Cost RMB31.50/halyear (Base) 945 | 893 | 847
Cost RMBO0/ha/year 953 | 900 | 855

Table S-7:
Direct Forestry Cost Sensitivity
Real Discount Rate Applied to Pre-tax Cash Flows
10.50% | 1150% | 12.50%
Scenario Current Rotation Value (RMB million)

50% Forestry Cost Increase 940 | 889 | 842
Base Forestry Cost 945 | 893 | 847
50% Forestry Cost Decrease 949 | 897 | 850

The valuation result is most sensitive to log price, with a 5% reduction in log price
causing a 7% decrease in forest value, and vice versa. It is less sensitive to annual
overhead costs, with increases of RMB100 per hectare per year causing a 2.5%
reduction in forest value. A doubling of land rentals to RMB63/ha has a less than
1% impact on estate NPV. The valuation is also largely insensitive to harvest costs,
with a 10% increase in the cost of logging causing a 3% reduction in value, and
vice versa. Large changes in forestry direct costs have no material impact on the
forest valuation.

The perpetual wood flows from the Yunnan Shenyu forest estate by county are
shown in Figure S-3. The current rotation component of the overall wood flow on
which the market valuation is based is also indicated. The periods are full years
beginning 1 January. The first two years’ harvest is constrained to 175°@@® m
year. Beyond that, the level of harvest is constrained such that it does not vary
within lustra (five-year periods), but may vary by up to 25% between lustra. In

Viii Copyright © Poyry Forest Industry
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Poyry’s opinion, this is a practicable harvesting strategy and one that should not
exceed market capacity.

Figure S-2:
Wood Flow by Origin (County)

m HUZE® | SHUANGBAI B B YANGE|I m YONGREN m YUANMOU O

Figure S-3:
Wood Flow by Rotation

o @ ARMAND PINE O

Table S-8 summarises the key factors that have produced the change in the value of
the Yunnan Shenyu forest estate tree crops, between 31 March 2009 and 31
December 2009.

Copyright © Pdyry Forest Industry ix
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Table S-8:
Key Components Producing the Change in Forest Tree Crop Value March-December
2009
Cumulative Value Value Cumulative Cumulative
Value Change by Change Value Value
Effect Step by Step Change Change
(RMB (RMB (%) (RMB (%)
million) million) million)
Crop Market Value as at 31-March 2009 989
Change in forest area and maturity 1012 23 2 23 2
due to area sales and purchases, and growth (maturing)
of crops [i.e. 2009 Physical Forest Description]
Change in Harvest Tax (application of China generic
harvest tax method) 973 -39 -4 -16 -2
Change in Log price forcasting 893 -80 -8 -96 -10
Crop Market Value as at 31-December 2009 893
TOTAL CHANGE -96 -96 -96 -10

The main contributors to the change in forest crop value are:
The changes in forest crop maturity (nature growth) (+).

The generic harvest tax regulation changes in China on July 2009 (-) (see
Chapter 6).

f Poyry’s review of Chinese Market Log Price outlook (-) (see Chapter7).

% Copyright © Pdyry Forest Industry
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Valuation Assumptions — Jatropha Market Valuation

Table S-9:
Main Assumptions Applied in Yunnan Shenyu Jatropha Plantation Market Valuation

Cost Items Assumption Report
Reference
Land Preparation RMB 1200 / ha ( RMB 80/mu) Section 6
Planting RMB 375/ ha ( RMB 25/mu) Section 6
Seedlings RMB 2 per seedling, RMB 3000 / ha ( RMB 200/mu) Section 6
Fertilising RMB 375 / ha ( RMB 25/mu) Section 6
Maintenance RMB 600 / ha ( RMB 40/mu) in first year and RMB Section 6
825/ ha ( RMB 55/mu) in subsequent years
Land Rent RMB 300 / ha ( RMB 20/mu) Section 6
Administration RMB 150 / ha ( RMB 10/mu) Section 6

Market Valuation - Jatropha

The jatropha plantation market valuation has been undertaken using the
replacement cost based approach.

Jatropha is a relatively new and developing crop. Because there is a lack of
sufficient price and yield information with which to reliably forecast future
cash flows, Poyry has based its estimate of market value on the compounded
replacement cost.

Poyry has estimated the market value of the Yunnan Shenyu jatropha asset in
Huize and Shuangjiang counties as at 31 December 200RwIB£97 million.

Table S-10:
Sensitivity Analysis of the Jatropha Plantation Market Valuation
Scenario Value (million RMB)
Base Case (20% compounding rate) 297
25% increase in compund rate —25% compounding rate 335
25% decrease in compund rate -15% compounding rate 263
25% increase in land rental 309
25% decrease in land rental 285
10% increase in Silviculture cost 321
10% decrease in Silviculture cost 273

The jatropha plantation value is most sensitive to the estimated silviculture cost
which includes all costs except for land rental and overheads. A 10% change in
silviculture cost will cause an 8% difference in value. In comparison, land rental is
a smaller component of the overall cost, with a 25% movement in either direction
having only an impact of 4% on value.

Copyright © Poéyry Forest Industry Xi
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1 INTRODUCTION

Yunnan Shenyu New Energy Company Limitetuiinan Shenyu or Y is a
wholly owned subsidiary of China Grand Forestry Green Resources Group Limited
(CGF), a publicly listed company on the Hong Kong Stock Exchange.

Yunnan Shenyu is based in Yunnan, China, and engages in both bio-energy
industry development, (more specifically in the research and development of
Jatropha curcasand in the acquisition, management and harvest or stumpatje sale
of existing tree crops. This valuation report combines separate market valuations of
the forestry and jatropha assets.

Southwest China, including Guizhou, Sichuan and Yunnan Provinces, is the
official target area for jatropha production in China. In this part of the country
provincial governments have plans to expand the jatropha area to 15.4 million mu
(1 million ha) on marginal land over the next decade and a half, or a roughly 15-
fold increase over current areas, much of which is wild.

The Yunnan provincial government wants to construct the largest production base
for biofuels in China and act as an example province. The plan is to cultivate
10 million mu of jatropha and form a biofuel industry. The focus areas are Honghe,
Chuxiong, Wenshan, Lijiang, Lincang and another six counties within Yunnan
Province. While research on jatropha in China dates back to the late 1970s, the
infrastructure that would support a rapid scaling up of jatropha plantations in
Southwest China needs to be developed. At present no large scale commercial
jatropha oil or jatropha biodiesel production exists in China. Therefore, compared
to traditional forest or agricultural assetlwation, there is much greater variance
and uncertainty involved in the valuation of jatropha plantations. However,
production yields, agriculture practices and costs will become more certain over the
next few years with further development in large scale jatropha plantations.

3 A stumpage sale is the sale of trees while theyti#firstanding in the forest. Wén forestry companies sell

stumpage they are selling the trees in their standing $tagéepurchaser of the stumpage arranges the harvest of the
trees within an agreed timeframe and owns the log produce. The owner of the land use rights (YS in this case), then
has the right to replant the land in forest.

Copyright © Poyry Forest Industry 1
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2.2

PURPOSE AND SCOPE

Purpose of the Valuation Update

The purpose of the valuation is to provide an independent estimate of the market
value of the forest crop and jatropha assets for reporting purposes. A useful
definition of “market value” is:

“the most probable price which a property should bring in a competitive and
open market under all conditions requisite to a fair sale, the buyer and seller
each acting prudently and knowledgeably, and assuming that the price is not
affected by undue stimulus. Implicit in this definition is the consummation of a
sale as of a specified date and the passing of title from seller to buyer under
conditions whereby:

f The buyer and seller are typically motivated.

f Both parties are well informed or well advised, and acting in what they
consider their own best interests.

f A reasonable time is allowed for exposure in the open market.

f The price represents the normal consideration for the property sold
unaffected by special or creative financing or sales concessions granted by
anyone associated with the safe”

The market value of the forest crop and jatropha assets is estimated3hs at
December 2009

The term “Market Value” is usually interchangeable with “Fair Value” as defined

in International Accounting Standard 41 (IAS 41). IAS 41 prescribes the
accounting treatment, financial statement presentation, and disclosures related to
agricultural activity.

In IAS 41, “Fair Value” is defined astlfe amount for which an asset could be
exchanged, or a liability settled, between knowledgeable, willing parties in an
arm'’s length transactich

Scope of the Valuation Update

The forest asset valuation employs an income expectation approach based on
projected wood flows to value Yunnan Shenyu’s forest asset. Forest asset value has
been estimated by projecting pre-tax cash flows and applying a discount rate

expressed in real terms.

A separate estimate of the market value of Yunnan Shenyu’s jatropha asset in
Huize and Shuangjiang counties has been conducted and is based on the
accumulated costs method. This approach estimates the market value of the
jatropha estate by projecting forward industry standard costs required to establish

4 Uniform Standards of Professional Appraisal Praclite, Appraisal Institutewww.appraisalinstitute.org).
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and maintain the crop, until the asset reaches its current condition. In anticipation

of the

need to eventually migrate to an income based valuation (as applied to the

forest crops), Poyry has applied a harmonisation process that would see the cost-
based value transition to an income based value in a smooth, rather than
discontinuous manner. This has involved adding 20% to the accumulated costs
each year.

As a valuation update, the exercise has specifically addressed the following:

f

Changes to the area of tree crops, by location, species and age, between
31 March 2009 and 31 December 2009, and changes to the jatropha crop
asset area, by location, over the same period.

Acknowledgement of recent inventory data and their support for the
application of existing yield estimates (as applied in the March 2009
valuation) for the forestry asset.

Recognition of changes in harvest related costs for the forest assets.

Consideration of wider industry and more generic costs in relation to forest
management overheads, land rentals and harvest related taxes for the
combined assets.

Acknowledgement of the impact of the global economic recession on
demand for logs and reduced log prices in the near term for the forestry
asset.

Allowance for expectations of generally higher longer term log prices for
the forestry asset.

The relative maturity and age-class profile of the YS forest estate, and the
potential to harvest a large volume of wood in the near term.

2.3 Matters beyond the Scope of the Valuation

In arriving at the forest values, Pdyry has not confirmed the following:

f

f

The current legal ownership of the combined assets and the security of
tenure.

The appropriateness of the species, genetic material and management
techniques employed by YS in managing and re-establishing the combined
assets.
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3 VALUATION METHODOLOGY

It is recommended practice when appraising real property to consider three main
approaches:

f The comparable salesmethod (i.e. referencing the results of market
transactions of other properties similar to the subject property).

f The income method (i.e. assessing the present value of the anticipated
future net earnings stream).

f The costsmethod (i.e. acknowledging what it would cost to recreate the
asset in its current condition).

It then rests with the appraiser’s professional judgement to assess what weighting
should be applied to the results from the respective methods.

The assessment of forest investments generally requires the examination of cash
flows over a long time period. This leads to the application of discounted cash flow
analysis techniques (DCF) as an indispensable part of the appraisal process. Each
of the three main approaches may come to be applied within a DCF framework.
Thus;

f The costmethod may be applied with wholly young stands and especially
those where relying on a discounting approach alone produces values
unlikely to be supported by the market. In valuing the young stands
reference is made to their costs of establishment. In order to recognise the
forest owner’s entittement to a return on investment, a compounding
approach may be applied, requiring the selection of a suitable compounding
rate. Compounding is the inverse of discounting and there is a need to select
an appropriate rate.

f The income method employs a conventional discounting approach. In
referencing wider evidence of investoegpectations of agturn on capital,
one common basis for the discount rate is the Weighted Average Cost of
Capital (WACC). The cost of equity may be examined within the Capital
Asset Pricing Model (CAPM).

f Thecomparable saleapproach may also employ a DCF framework. This is
particularly necessary because such sales evidence as does exist is rarely
immediately comparable on a convenient unit basis (e.g. $/hectare’pr $/m
In order to effect adjustments it is necessary to consider relative forest
maturity, and this leads back to DCF analysis. Ultimately the one parameter
that can be distilled from sales and then extrapolated to a subject forest is
the Implied Discount Rate (IDR). This is obtained from other contemporary
transactions by relating constructed cash flows for the sold forests to their
respective transaction values.

4 Copyright © Poyry Forest Industry
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For the forest asset, it is POyry’s opinion that the parties to any real or hypothetical
transaction involving Yunnan Shenyu’s forest estate would not attribute weight to
the cost method of valuation. This method has not therefore been further addressed
in the forest valuation.

Both the comparable sales and income approaches have been considered for the
forest asset valuation. Their application has shared the same forest estate model
which provides the means of projecting future anticipated cash Tlowée
distinction between the approaches has been maintained in the basis for selecting
the discount rates.

The scope of the forest asset market valuation is confined to the projected cash
flows arising from the existing tree crop. Previous expenditure on the forest is
treated as “sunk” and is therefore excluded from the derivation of value. Perpetual
wood flows are modelled, but their financial contributions are not included in the
derived market value.

The cost method has been the primary means of valuing the jatropha resource. This
crop has not yet reached large scale commercial production. As a result, there is
little actual cost, price and yield information with which to reliably forecast future
cash flows using the income method.

A full description of Valuation Methodology is provided in Appendix 1.

® It is debatable whether tirecomeandcomparable saleapproaches should share exactly the same basis for cash
flow projection. It could be argued that the WACC employed inrtb@meapproach inherentlgssumes that the
cash flows have been “de-risked” to a greater extent than commonly applies in the derivation of IDRs.

Copyright © Poyry Forest Industry 5
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4.1

PHYSICAL ASSET DESCRIPTION

Yunnan Shenyu provided Péyry with data describing the forest and jatropha crop
areas in Huize and Shuangjiang owned by species, maturity class and location.
Table 4-1 below summarises this in terms of area by vegetation type and county.

Table 4-1:
Area Statement for Yunnan Shenyu Combined Assets of this valuation
County Close Open Jatropha Bush (ha) Bareland Total Area
forest forest Area (ha) (ha) (ha)
Area (ha) (ha)
Huize 11 226 2948 15 735 4276 7529 41 714
Yangbi 9419 0 0 218 9637
Gengma 12 441 942 56 14 13 453
Yongren 603 776 16 78 1473
Qiubei 747 556 609 288 2 200
Yunlong 3100 206 605 379 4 290
Shuangbai 1932 0 56 49 2037
Yuanmou 0 1091 585 13 261 14 937
Shuangjiang 376 1 656 3 826 2052 11 851 19 761
Total 39 844 8175 19 561 8 255 33667 109 502

Forest Description

When applied to forest resources, the term “Forest Description” is a technical term.
It includes all aspects of the forest’'s current physical condition. It also includes
projections of the forests future growth performance. Further, it includes financial
parameters; specifically the costs involvedyrowing and harvesting the forest and
estimates of the prices for the products that will arise.

The physical and financial forest descriptions are combined in a forest estate
model. This allows for the modelling of the forest in terms of the physical wood
flows as well as the financial cash flows.

A summary of the physical description of Yunnan Shenyu’'s forest estate,
combining the data provided by Yunnan Shenyu, and Poyry’s analysis of that data
is presented in Map 4-1 and Figure 4-1 to Figure 4-2.

Subsequent sections outline the ‘financial forest description’ which detail all

forestry and harvesting costs. Also included is Poyry’s analysis of anticipated log
prices, both current and projected.

Copyright © Poyry Forest Industry
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Map 4-1:
Location of Yunnan Shenyu’s Forest Assets (Yunnan Province)

Since PoOyry’s March 2009 valuation, the area of productive plantation forest
operated by YS has not been changed. The largest county in terms of the area of
forest owned by YS is Huize County with 14 174 ha, or 30% of the total forested
area. Huize, Gengma and Yangbi are the three largest counties in terms of Yunnan
Shenyu’s holdings, accounting for 77% of the total stocked forest area.

Yunnan Shenyu’s forest assets comprise two conifer species - Yunnan and Armand
pine, and ‘hard broadleaf’ forest. The hard broadleaf forest consists mainly of
southwest birch, oak and alder.

Yunnan Pine Pinus yunnanensiy

Yunnan pine is an endemic conifer species that can only be found in southwest
China. The wood air-dry density is about 0.586-0.624g/cm3. It is used in various
applications including furniture making, timber frames for construction, door and
window frames, packaging, mine supports, wooden railroad crossties, and the pulp
and paper industry. It is also an important species in resin production. Most of the
near mature and mature trees visited in the region during the field inspection had
been tapped for resin. Although it has been common in the Chinese state forestry
industry to manage Yunnan pine on a 35 — 45 year rotation, Poyry believes a large-
scale commercial operator such as YS would find a lower rotation age of 25 years a
more viable economic option.

Southwest Birch/Alder-leaf Birch (Betula alnoide$

This is a valuable indigenous broadleaf species with fast growth and high-quality
wood. It is generally suited to an annual average temperature of 13.5 to 20.6°C and
annual rainfall of more than 1 000 mm. Regarded as a pioneer species, this

Copyright © Poyry Forest Industry 7






























































































































































































































