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If you are in any doubt as to any aspect of this circular or as to the action to be taken, you should consult 
your stockbroker or other registered dealer in securities, bank manager, solicitor, professional accountant 
or other professional adviser.

If you have sold or transferred all your shares in China Grand Forestry Green Resources Group Limited, 
you should at once hand this circular to the purchaser or transferee or to the bank, stockbroker or other 
agent through whom the sale or transfer was effected for transmission to the purchaser or the transferee.

Hong Kong Exchanges and Clearing Limited and The Stock Exchange of Hong Kong Limited take no 
responsibility for the contents of this circular, make no representation as to its accuracy or completeness 
and expressly disclaim any liability whatsoever for any loss howsoever arising from or in reliance upon the 
whole or any part of the contents of this circular.
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(I) VERY SUBSTANTIAL DISPOSAL
IN RELATION TO DISPOSAL OF ASSETS;

(II) CONNECTED TRANSACTION
IN RELATION TO THE APPOINTMENT OF FINANCIAL ADVISER

AND
(III) NOTICE OF SPECIAL GENERAL MEETING

Financial Adviser to the Company

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 CompanyÕs Hong Kong branch share registrar, Tricor Tengis Limited at 26th Floor, 
Tesbury Centre, 28 QueenÕs 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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DEFINITIONS

In this circular, unless the context otherwise requires, the following words and expressions have the 
following meanings:

ÒAcquisitionÓ the acquisition of the entire issued share capital of Shenyu New 
Energy pursuant to the Acquisition Agreement by the Company 
from the Purchaser;

ÒAcquisition AgreementÓ the sale and purchase agreement dated 5 November 2007 as 
supplemented by the first, second and third supplemental 
agreements dated 23 November 2007, 17 December 2007 and 14 
June 2008 respectively entered into between the Company and the 
Purchaser in relation to the Acquisition;

ÒBeijing ShenhaoÓ ���/	Z	��-	•�U�Å�¦�Þ�"�®�! (Beijing Shenhao New Energy 
Technology Company Limited)*, a wholly owned subsidiary 
of Shenyu New Energy, is a company established in the PRC 
and is principally engaged in the research and development of 
technologies in biological energy and forestry resource;

ÒBoardÓ the board of Directors;

ÒBusiness DayÓ a day on which banks are generally open for business in Hong 
Kong other than a Saturday and a Sunday;

ÒCompanyÓ or ÒVendorÓ China Grand Forestry Green Resources Group Limited, a company 
incorporated in Bermuda with limited liability, the issued shares 
of which are listed on the main board of the Stock Exchange;

ÒCompletionÓ the completion of the Disposal;

ÒCompletion DateÓ the third Business Day after the Conditions Precedent having been 
fulfilled or at such other date as the parties may agree in writing;

ÒConditions PrecedentÓ the condition precedent to the completion of the Disposal 
Agreement;

ÒDirectorÓ a director of the Company and ÒDirectorsÓ include all directors of 
the Company;

ÒDisposalÓ the disposal of assets by the Company in accordance with the 
terms of the Disposal Agreement;

ÒDisposal AgreementÓ the agreement dated 12 February 2010 entered into between the 
Company and the Purchaser relating to the sale and purchase of 
the Disposed Assets;

* For identification purposes only
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ÒDisposal AssetsÓ Collectively Disposal Assets 1, Disposal Assets 2 and Disposal 
Assets 3;

ÒDisposal Assets 1Ó Current forest assets covers a total area of approximately 
1,350,000 Mu (excluding Jatropha Curcas L estate area) in the 
counties of Huize, Yanbi, Gengma, Yongren, Qiubei, Shuangbai, 
Yuanmou, Shuangjiang and Yunlong, all of which are located in 
the province of Yunnan;

ÒDisposal Assets 2Ó Current Jatroph estate covers a total area of approximately 
300,000 Mu in the counties of Huize and Shuangjiang, all of 
which are located in the province of Yunnan;

ÒDisposal Assets 3Ó A parcel land use right, construction contracts and respective 
liabilities of a hotel development project in Shuangbai county of 
Yunnan province;

ÒFinancial AdviserÓ Kingston Corporate Finance Limited, a licensed corporation
 or ÒKingstonÓ to carry on business in type 6 (advising on corporate finance) 

regulated activity under the SFO;

ÒGroupÓ the Company and its subsidiaries;

ÒHong KongÓ the Hong Kong Special Administrative Region of the PRC;

ÒIndependent Third  th i rd par ty ( ies)  independent  o f  and not  connected or 
 Party(ies)Ó acting in concert with the Company and any of its connected 

persons (as defined in the Listing Rules) and are not connected 
persons of the Company;

ÒJatrophaÓ Jatropha Curcas L, �ƒ�ö�• , is also called Gaotong, Heizaoshu, 
Muhuasheng, Youluzi and Laopangguo etc. It is a member of the 
Euphorbiaceae family. It is a deciduous shrub or tree that is two to 
five meters tall. As a source for bio-diesel after being processed, 
Jatropha Curcas L is a renewable energy source plant;

Latest Practicable Date 10 March 2010, being the latest practicable date prior to the 
printing of this circular for ascertaining certain information 
contained in this circular

ÒListing RulesÓ the Rules Governing the Listing of Securities on the Stock 
Exchange;

ÒMuÓ Chinese acres, one Chinese acre equals approximately 666.67 
square meters;
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ÒPurchaserÓ or ÒForcemadeÓ Forcemade Investments Limited is a company incorporated in 
British Virgin Islands. To the best of the DirectorsÕ knowledge, 
information and belief after having made reasonable enquiries, the 
Purchaser is an investment holding company and the Purchaser 
and its ultimate beneficial owner(s) are Independent Third Parties;

ÒPRCÓ the PeopleÕs Republic of China and for the purpose of this 
circular, excludes Hong Kong, the Macau Special Administrative 
Region of the PRC and Taiwan;

ÒRemaining GroupÓ the Group immediately upon the Completion;

ÒRMBÓ renminbi, the lawful currency of the PRC;

ÒSFOÓ the Securities and Futures Ordinance (Chapter 571 of the laws of 
Hong Kong)

ÒSGMÓ a special general meeting of the Company to be convened to 
approve, amongst other things, the Disposal Agreement and the 
transactions contemplated thereunder;

ÒShare Option(s)Ó the share option(s) granted under the Share Option Scheme;

ÒShare Option SchemeÓ the share option scheme of the Company which was adopted on 23 
November 2001;

ÒShareholdersÓ holders of Shares;

ÒSharesÓ ordinary share(s) of HK$0.10 each in the share capital of the 
Company;

ÒShenyu New EnergyÓ Shenyu New Energy Group Limited, is a company incorporated in 
the British Virgin Islands and is an investment holding company;

ÒShenyu New Energy GroupÓ Shenyu New Energy and its subsidiaries;

ÒStock ExchangeÓ The Stock Exchange of Hong Kong Limited;

ÒYunnan ShenyuÓ Yunnan Shenyu New Energy Company Limited, a Company 
incorporated in the PRC and an indirect wholly-owned subsidiary 
of the Company;

ÒHK$Ó Hong Kong dollar(s), the lawful currency of Hong Kong.

If there is any inconsistency between the Chinese name of PRC entities, departments, facilities or 
titles mentioned in this circular and their English translations, the Chinese version shall prevail.
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 12 March 2010

To the Shareholders

Dear Sir or Madam,

(I) 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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Listing Rules are less than 2.5%, the engagement of the Financial Adviser is subject only to the reporting 
and announcement requirements and is exempt from independent ShareholdersÕ approval requirements 
under Chapter 14A of the Listing Rules.

The purpose of this circular is to provide you with further details of the Disposal Agreement and the 
transactions contemplated thereunder and other information in compliance with the requirements of the 
Listing Rules.

THE DISPOSAL AGREEMENT

Date 12 February 2010 (after trading hours)

Parties

Vendor: the Company; and

Purchaser: Forcemade Investments Limited

To the best of the DirectorsÕ knowledge, information and belief after having made reasonable 
enquiries, the Purchaser and its ultimate beneficial owner(s) are Independent Third Parties.

Assets to be disposed

Pursuant to the Disposal Agreement, the Vendor has agreed to sell and the Purchaser has agreed to 
purchase the Disposal Assets, subject to fulfillment of the Conditions Precedent.

In respect of the Disposal Assets 1 and Disposal Assets 2, the Purchaser or its nominee(s) is entitled 
to remove all forestry assets in their respective lands within two years from the Completion Date. In the 
event that the Purchaser is unable to remove the forestry assets within the two years from the Completion 
Date, then:

(a) the Company has the absolute discretion over the Disposal Assets 1 and Disposal Assets 2, 
including but not limited to the removal of Disposal Assets 1 and Disposal Assets 2 without 
being accountable for any legal responsibility;

(b) the Purchaser shall wholly indemnify the Company any related losses or fees incurred as a 
result of the PurchaserÕs failure to remove the Disposal Assets 1 and Disposal Assets 2; and

(c) the Company shall after deducting expenses, reimburse the Purchaser any income accrued 
from the sales of Disposal Assets 1 and Disposal Assets 2 two years after the Completion 
Date. The Purchaser shall warrant not to seek any compensation against the Company any 
related losses or fees incurred from any negligence of the Company in relation to Disposal 
Assets 1 and Disposal Assets 2.
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In respect of the Disposal Assets 3, the Purchaser shall take up all the commitments and liabilities 
regarding the construction contracts of the hotel development upon the Completion.

Consideration

Pursuant to the Acquisition Agreement, the consideration of the Acquisition was up to a maximum 
amount of HK$4,000 million. The purchase consideration payables owing to the Purchaser were created 
from the Acquisition. For further details of the Acquisition, please refer to the circular issued by the 
Company dated 24 July 2008.

Pursuant to the Disposal Agreement, the Consideration will be completely cancelled out by the sum 
of the outstanding purchase consideration payables otherwise due to or owing to the Purchaser from the 
Group under the Acquisition Agreement. As at 30 September 2009, the purchase consideration payables 
otherwise due to or owing to the Purchaser were approximately HK$2,370 million. The fair values of the 
Disposal Assets are subjected to subsequent changes in accordance with the independent valuation reports 
on the Disposal Assets as at 31 December 2009.

The basis of the Consideration was determined after armÕs length negotiations between the parties 
to the Disposal Agreement with normal commercial terms, amongst other things, the carrying value of the 
Disposal Assets as at 31 March 2009 which amounted to approximately HK$1,482 million.

Conditions Precedent

Completion of the Disposal is conditional upon fulfillment of the following conditions:

(a) the passing of the relevant board resolutions and shareholder resolutions of the Company for 
approving the Disposal Agreement and transactions (if any) contemplated;

(b) the obtaining by the Company of the written confirmation of the legal representative of 
Yunnan Shenyu New Energy for approving the Disposal Agreement; and

(c) the obtaining by the Company of all necessary consents and approvals in compliance with the 
Listing Rules.

In the event that the above conditions are not fulfilled on or before 30 June 2010 or such other later 
date as may be agreed between the parties, the Disposal Agreement shall be of no further effect and all 
parties shall be released from their respective obligations and the parties shall have no claims against each 
other in respect of the Disposal Agreement except for any claims arising from prior breach of obligations 
contained in the Disposal Agreement.

Completion

Completion of the Disposal Agreement shall take place on the third Business Day after the 
Conditions Precedent having been fulfilled or at such other date as the parties may agree in writing.
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INFORMATION ON THE DISPOSAL ASSETS

The Disposal Assets are entirely owned by Yunnan Shenyu, a wholly owned subsidiary of Beijing 
Shenhao which in turn wholly owned by Shenyu New Energy, is principally engaged in the research and 
development of Jatropha based biological energy sources, such as bio-diesel. Jatropha is a source for bio-
diesel after being processed, and is a renewable energy source plant which is efficient for water and soil 
retention as well as ecology restoration.

The Group has acquired Shenyu New Energy since 12 September 2008. For the year ended 31 
March 2009, the audited net loss arising from the Disposal Assets amounted to approximately HK$137 
million.

POSSIBLE FINANCIAL EFFECT OF THE DISPOSAL

As at 30 September 2009, the carrying value of the Disposal Assets and purchase consideration 
payables amounted to approximately HK$1,457 million and approximately HK$2,370 million respectively. 
Based on the carrying values of the Disposal Assets and purchase consideration payables, the Group 
will recognize a gain of approximately HK$913 million arising from the Disposal upon the completion. 
However, this amount will be subjected to the subsequent changes in the fair values of the Disposal Assets 
and purchase consideration payables.

Since the whole consideration of the Disposal to be paid will be completely cancelled out the 
whole purchase consideration payables due to the Purchaser from the Group, no cash flow impact will be 
incurred.

VALUATION OF THE DISPOSAL ASSETS

Disposal Assets

P�yry Forest Industry Consulting and LCH (Asia-Pacific) Surveyors Limited, independent valuers, 
have valued the Disposal Assets. Valuation reports are set out in Appendix IV and Appendix V to this 
circular.

A reconciliation of the carrying amount of the Disposal Assets, as of 30 September 2009 to their 
fair value as of 31 December 2009 as stated in Appendix II to this circular is as follows:

 HK$ million

Carrying amount of the Disposal Assets as at 30 September 2009 (unaudited) 1,457.1

Less: Release of prepaid lease payments for the three months
    ended 31 December 2009 (0.10)
 

 1,457.0

Add: decrease in fair value of the Disposal Assets (44.0)
 

Fair value of the Disposal Assets as at 31 December 2009 1,413.0
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According to the Valuation Reports, the  fair value of the Disposal Asset 1, 2 and 3 as at 31 
December 2009 are HK$1,013 million, HK$337 million and HK$63 million respectively.

REASONS FOR AND BENEFITS OF THE DISPOSAL

Forcemade was not satisfied with the progress in profitability of Shenyu Group and complained to 
the Company which led to discussion for a possible solution. Early settlement with Forcemade enables 
the Company to remove uncertainty of potential litigation. In addition, upon completion of the Disposal, 
the Group still retains all the land use rights of all existing forest land and the Purchaser or its nominee(s) 
has to remove all forestry assets in such forest lands within two years from the Completion Date. The 
Group can well implement the plantation plan of Jatropha accordingly. Seed of Jatropha is one of the 
raw materials of bio-diesel production. Development of bio-diesel is one of the key strategic business 
developments to enhance the revenue and provide profit for the Group. In addition, bio-diesel processing 
plant development project together with the forest land use rights are still retained by the Group so as to 
support the development of the Jatropha based bio-diesel business. Furthermore, the Company is aiming 
to bolster the financial position by reducing debt level and retaining cash in hand for future business 
developments.

Upon completion of the Disposal, the outstanding purchase consideration payable amounting 
to approximately HK$2,370 million (as at 30 September 2009), which was approximately 75.5% total 
liabilities approximately HK$3,139 million as at 30 September 2009, would be fully settled.

In light of the above reasons, the Directors consider that the terms of the Disposal are fair and 
reasonable and are in the interests of the Company and the Shareholders as a whole.

IMPLICATIONS OF THE LISTING RULES

As the applicable percentage ratios as calculated under Rule 14.07 of the Listing Rules exceed 
75%, the Disposal constitutes a very substantial disposal for the Company under the Listing Rules and 
therefore is subject to approval by Shareholders at the SGM under Rule 14.49 of the Listing Rules. To 
the best of the DirectorsÕ knowledge, information and belief and having made all reasonable enquiries, 
no Shareholder has a material interest in the Disposal Agreement and the transactions contemplated 
thereunder and therefore no Shareholder is required to abstain from voting at the SGM.

CONNECTED TRANSACTION

Kingston has been appointed as the financial adviser to advise the Company in respect of the 
Disposal. The Financial Adviser is a licensed corporation to carry on type 6 (advising on corporate 
finance) regulated activity under the SFO. A fee of HK$400,000 will be payable in cash by the Company 
to the Financial Adviser.

The Directors (including the independent non-executive Directors) consider that the engagement of 
the Financial Adviser falls within the business scopes of the Financial Adviser. The beneficial owner of 
Kingston became the substantial shareholder (as defined in the Listing Rules) of the Company in late 2009 
and given the fact that Kingston has been appointed as the financial adviser to the Company in respect 
of various transactions since 2006, Kingston has developed a long term good business relationship with 
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the Company and has thorough understanding in the business of Company. The Directors believe that 
Kingston can provide its services to the Company in a more effective and efficient manner. The Directors 
are of the view that engagement of Kingston is on the terms no less favourable to the Company than terms 
previously offered from Kingston when it was independent to the Company. The Directors consider that 
the engagement of the Financial Adviser is on normal commercial terms, fair and reasonable and in the 
interest of the Company and the Shareholders as a whole.

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 Listing 
Rules are less than 2.5%, the engagement of the Financial Adviser is subject only to the reporting and 
announcement requirements and is exempt from independent ShareholdersÕ approval requirements under 
Chapter 14A of the Listing Rules.

THE SGM

As the transactions under the Disposal Agreement constitute a very substantial disposal of the 
Company under the Listing Rules, the Disposal Agreement and the transactions contemplated thereunder 
are subject to the approval of the Shareholders in the SGM. A notice convening the SGM 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) for the purpose 
of considering and, if thought fit, approving the Disposal Agreement and the transactions contemplated 
thereunder. The Notice of SGM is set out on pages 122 to 123 of this circular. Whether or not you are able 
to attend the SGM, please complete and return the accompanying form of proxy in accordance with the 
instructions printed thereon and return it to the CompanyÕs branch share registrar and transfer office in 
Hong Kong, Tricor Tengis Limited at 26/F., Tesbury Centre, 28 QueenÕs Road East, Wanchai, Hong Kong 
as soon as possible and in any event not less than 48 hours before the time fixed for the holding of the 
SGM or any adjournment thereof. Completion and return of the form of proxy will not preclude you from 
attending and voting at the SGM or any adjournment thereof should you so wish.

Pursuant to the amendments to the Listing Rules which became effective on 1 January 2009, any 
vote of shareholders at a general meeting must be taken by poll and accordingly, the ordinary resolution 
in relation to the Disposal Agreement will be put to vote by way of poll at the SGM. To the best of the 
DirectorsÕ knowledge, information and belief and having made all reasonable enquiries, no Shareholder 
has a material interest in the Disposal Agreement and the transactions contemplated thereunder and 
therefore no Shareholder is required to abstain from voting at the SGM.

If you are unable to attend the SGM in person, you are requested to complete 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 CompanyÕs Hong Kong branch share registrar, Tricor Tengis 
Limited at 26th Floor, Tesbury Centre, 28 QueenÕs Road East, Wanchai, Hong Kong, not less than 48 
hours before the time for holding the SGM or adjourned meeting or not less than 24 hours before the time 
appointed for taking the poll subsequent to the date of the SGM or adjourned meeting thereof (as the case 
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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 SGM.

GENERAL

The Company was incorporated in Bermuda with limited liability. The principal business activities 
of the Group are ecological forestry business. Upon completion of the Disposal, the Group still has estate 
area of approximately 7 million Mu to develop its ecological business continuously.

RECOMMENDATION

Having taken into account of the information set out above, the Board considers that the terms 
of the Disposal Agreement and the transactions contemplated thereunder are fair and reasonable, on 
normal commercial terms and in the interests of the Company and the Shareholders as a whole and so 
recommends the Shareholders to vote in favour of the resolutions relating to the aforesaid matters at the 
SGM.

By order of the Board
China Grand Forestry Green Resources Group Limited

Tse On Kin
Chairman
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THE IDENTIFIABLE NET INCOME STREAM IN 

RELATION TO AND VALUATIONS 
OF THE DISPOSAL ASSETS

PROFIT AND LOSS STATEMENTS AND VALUATIONS OF THE DISPOSAL ASSETS

In accordance with paragraph 14.68(2)(b)(i) of the Listing Rules, the profit and loss statements 
of the Disposal Assets for the period from 12 September 2008 (the date of acquisition of Shenyu New 
Energy Group Limited by the Company) to 31 March 2009 and six months ended 30 September 2009 and 
the valuations of the Disposal Assets as at 31 March 2009 and 31 December 2009 are set out below. In 
the opinion of the directors of the Company, such information was in agreement with (A) the underlying 
books and records and (B) valuation reports of the Disposal Assets of the Group.

A. Profit and loss statements of the Disposal Assets

 Period from
 12 September 2008 Six months
 to 31 March ended 30
 2009 September 2009
 HK$Õ000 HK$Õ000

Revenue … …
Cost of inventories and forestry products sold … …
Loss arising from changes in fair value of biological
 assets less estimated point-of-sale costs (136,481) …
Other income … …
Administrative expenses (351) (325)
Finance costs … …
  

Loss before taxation (136,832) (325)
Taxation … …
  

Loss for the year/period (136,832) (325)
  

Procedures have been carried out by BDO Limited, the reporting accountants of the Company, on 
the profit and loss statements of the Disposal Assets as shown in the above table in accordance with Hong 
Kong Standard on Related Services 4400 ÒEngagements to Perform Agreed-Upon Procedures Regarding 
Financial InformationÓ issued by the Hong Kong Institute of Certified Public Accountants (ÒHKICPAÓ) 
to ensure that such information has been properly compiled and derived from the underlying books 
and records of the Group. BDO Limited, the reporting accountants of the Company, reported that such 
information was in agreement with the underlying books and records of the Group.
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B. Valuations of the Disposal Assets

Valuations of the Disposal Assets 1 and 2 are as follows:
 As at As at
 31 March 2009 31 December 2009
 HK$Õ000 HK$Õ000

Valuation of Disposal Assets 1 1,121,297 1,013,000
  

 (Note 1) (Note 1)

Valuation of Disposal Assets 2 268,702 337,000
  

 (Note 2) (Note 2)

The valuation of Disposal Assets 3 as at 31 December 2009 was HK$62,924,000 based on the 
valuation report prepared by LCH (Asia Pacific) Surveyors Limited, an independent valuer, on market 
value basis as stated in Appendix V to this Circular. No valuation has been performed for Disposal Assets 
3 as at 31 March 2009.

Notes:

1. The valuation of the Disposal Assets 1 was based on the valuation report prepared by P�yry Forest Industry 
Consulting, an independent valuer, on an income expectation approach based on projected wood flows of the 
forest assets, the projected future pre-tax cash flows, based on their assessment of current timber log price, and a 
discounted rate of 11.5%.

2. The valuation of the Disposal Assets 2 was based on the valuation report prepared by P�yry Forest Industry 
Consulting, an independent valuer, based on the replacement cost approach by using the compound cost 
methodology.

Procedures have been carried out by BDO Limited, the reporting accountants of the Company, on 
the valuations of the Disposal Assets 1, 2 and 3 as shown in the above table in accordance with Hong 
Kong Standard on Related Services 4400 ÒEngagements to Perform Agreed-Upon Procedures Regarding 
Financial InformationÓ issued by the HKICPA to ensure that such information was in agreement with 
the valuation reports prepared by P�yry Forest Industry Consulting and LCH (Asia Pacific) Surveyors 
Limited, independent valuers. BDO Limited, the reporting accountants of the Company, reported that such 
information was in agreement with the valuation reports prepared by P�yry Forest Industry Consulting and 
LCH (Asia Pacific) Surveyors Limited.



APPENDIX II UNAUDITED PRO FORMA
 FINANCIAL INFORMATION OF THE REMAINING GROUP

13

(A) ACCOUNTANTSÕ REPORT
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Hong Kong
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 12 March 2010

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 ÒCompanyÓ) and its subsidiaries (hereinafter collectively referred to as the 
ÒGroupÓ) set out on pages 15 to 18 under the heading of ÒUnaudited Pro Forma Financial Information 
on the Remaining GroupÓ (the ÒUnaudited Pro Forma Financial InformationÓ) in Appendix II of the 
CompanyÕs circular dated 12 March 2010 (the ÒCircularÓ) 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 ÒDisposalÓ). 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 II 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 ÒListing RulesÓ) and with reference to 
Accounting Guideline 7 ÒPreparation of Pro Forma Financial Information for Inclusion in Investment 
CircularsÓ issued by the Hong Kong Institute of Certified Public Accountants (ÒHKICPAÓ).

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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Basis of Opinion

We conducted our engagement in accordance with Hong Kong Standard on Investment Circular 
Reporting Engagements 300 ÒAccountantsÕ Reports on Pro Forma Financial Information in Investment 
CircularsÓ issued by the HKICPA. Our work consisted primarily of comparing the unadjusted financial 
information with source documents, considering the evidence supporting the adjustments and discussing 
the Unaudited Pro Forma Financial Information with the directors of the Company. This engagement does 
not involve independent examination of any of the underlying financial information.

We planned and performed our work so as to obtain the information and explanations we considered 
necessary in order to provide us with sufficient evidence to give reasonable assurance that the Unaudited 
Pro Forma Financial Information has been properly compiled by the directors of the Company on the basis 
stated, that such basis is consistent with the accounting policies of the Group and that the adjustments are 
appropriate for the purpose of the Unaudited Pro Forma Financial Information as disclosed pursuant to 
paragraph 29(1) of Chapter 4 of the Listing Rules.

The Unaudited Pro Forma Financial Information is for illustrative purpose only, based on the 
judgments and assumptions of the directors of the Company, and, because of its hypothetical nature, 
does not provide any assurance or indication that any event will take place in the future and may not be 
indicative of:

€ the financial position of the Remaining Group as at 30 September 2009 or any future date; 
and

€ the results of the Remaining Group for the six months ended 30 September 2009 or any 
future periods.

Opinion

In our opinion:

(a) the Unaudited Pro Forma Financial Information has been properly compiled by the directors 
of the Company on the basis stated;

(b) such basis is consistent with the accounting policies of the Group; and

(c) the adjustments are appropriate for the purposes of the Unaudited Pro Forma Financial 
Information as disclosed pursuant to paragraph 29(1) of Chapter 4 of the Listing Rules.

Yours faithfully,
BDO Limited

Certified Public Accountants
Hong Kong

Sum Yuk Fan, Sharon
Director

Practising Certificate number P04967
Hong Kong
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(B) UNAUDITED PRO FORMA FINANCIAL INFORMATION OF THE REMAINING GROUP

The following is the unaudited pro forma consolidated net assets statement and the unaudited pro 
forma consolidated income statement of the Remaining Group (collectively known as the ÒUnaudited Pro 
Forma Financial InformationÓ) which have been prepared in accordance with Paragraph 29 of Chapter 4 
of the Listing Rules for the purpose of illustrating the effect of the Disposal on the financial position of 
the Remaining Group as if the Disposal had been completed on 30 September 2009 and the results of the 
Remaining Group as if the Disposal had been completed at the commencement of the six months period 
ended 30 September 2009.

As the Unaudited Pro Forma Financial Information has been prepared for illustrative purpose only, 
and because of its hypothetical nature, it does not provide any assurance or indication that any event will 
take place in the future and may not be indicative of the financial position and result of the Remaining 
Group following the completion of the Disposal.

The Unaudited Pro Forma Financial Information is based on the unaudited consolidated net assets 
of the Group as at 30 September 2009 and the unaudited consolidated income statement of the Group 
for the six months 30 September 2009 extracted from the published unaudited interim financial report of 
the Group for the six months ended 30 September 2009, after giving effect to the pro forma adjustments 
relating to the Disposal that are i) clearly shown and explained; ii) directly attributable to the Disposal and 
not relating to future events or decisions; and iii) factually supportable.

The Unaudited Pro Forma Financial Information is based on a number of assumptions, estimates 
and uncertainties. Accordingly, the Unaudited Pro Forma Financial Information does not purport to 
describe the actual financial position and result of the Remaining Group that would have been attained had 
the Disposal been completed on 30 September 2009 and at the commencement of the six months period 
ended 30 September 2009 respectively. The Unaudited Pro Forma Financial Information does not purport 
to predict the future financial positions or results of the Remaining Group.
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1. Unaudited Pro Forma Consolidated Net Assets Statement

 The Group  The Remaining
 as at  Group as at
 30 September Pro Forma 30 September
 2009 adjustments 2009
  Note 1
 HK$Õ000 HK$Õ000 HK$Õ000

ASSETS AND LIABILITIES
Non-current assets
Biological assets 6,821,680 (1,393,173) 5,428,507
Property, plant and equipment 83,369  83,369
Construction in progress 66,365 (32,274) 34,091
Prepaid lease payments 1,351,046 (30,971) 1,320,075
Long-term prepayments 109,190  109,190
Intangible assets 628,034  628,034
Available-for-sale investments 18,872  18,872
   

 9,078,556  7,622,138
   

Current assets
Inventories 656  656
Trade receivables 185,329  185,329
Prepaid lease payments 31,930 (648) 31,282
Other receivables, deposits and
 prepayments 152,065  152,065
Financial assets at fair value through
 profit or loss 14,122  14,122
Cash and cash equivalents 456,020  456,020
   

 840,122  839,474
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 The Group  The Remaining 
 as at  Group as at
 30 September Pro Forma  30 September
 2009 adjustments 2009
  Note 1
 HK$Õ000 HK$Õ000 HK$Õ000

Current liabilities
Trade payables 18,882  18,882
Other payables and accruals 187,566  187,566
Purchase consideration payable 100,000 (100,000) …
   

 306,448  206,448
   

Net current assets 533,674  633,026
   

Total assets less current liabilities 9,612,230  8,255,164
   

Non-current liabilities
Long term payables 465,822  465,822
Purchase consideration payable 2,269,831 (2,269,831) …
Convertible notes 96,123  96,123
Deferred taxation 640  640
   

 2,832,416  562,585
   

Net assets 6,779,814  7,692,579
   

Note to the unaudited pro forma consolidated net assets statement

(1) The pro forma adjustments represent the elimination of the carrying value of approximately HK$1,457,066,000 of 
the Disposal Assets and the purchase consideration payable.
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2. Unaudited Pro Forma Consolidated Income Statement

 The Group  The Remaining
 for the   Group for the
 six months  six months
 ended  ended
 30 September Pro Forma 30 September
 2009 adjustment 2009
  Note 2
 HK$Õ000 HK$Õ000 HK$Õ000

Revenue 5,415  5,415
Other income 2,839  2,839
Other net loss (2,338)  (2,338)
Cost of inventories and forestry 
 products sold (2,812)  (2,812)
Staff costs (41,668)  (41,668)
Depreciation of property, plant and
 equipment (9,238)  (9,238)
Amortisation of biological assets (18,263)  (18,263)
Amortisation of patent (13,380)  (13,380)
Release of prepaid lease payments (15,970) 325 (15,645)
Other operating expenses (23,038)  (23,038)
Finance costs (15,147)  (15,147)
   

Loss before taxation (133,600)  (133,275)
Taxation 332  332
   

Loss for the period (133,268)  (132,943)
Other comprehensive income for the period:
 Exchange difference on translation of
  financial statements of overseas entities 23,334  23,334
   

Total comprehensive loss for the period (109,934)  (109,609)
   

Note to the unaudited pro forma consolidated income statement

(2) The pro forma adjustment represent the amount for the release of prepaid lease payments in respect of the Disposal 
Assets 3.
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A. INDEBTEDNESS

As at the close of business on 31 January 2010, the Group had total outstanding borrowing 
of approximately HK$99 million representing the unsecured convertible notes due May 2010 with 
outstanding principal amount of approximately HK$100,000,000.

Save as aforesaid if any or as otherwise mentioned herein, and apart from intra-group liabilities and 
normal trade and other payables in the ordinary course of business, at the close of business on 31 January 
2010, the Group did not have any outstanding indebtedness, loan capital, bank overdrafts and liabilities 
under acceptances or other similar indebtedness, debenture, mortgages, charges or loans or acceptance 
credits or hire purchase or finance lease commitment, guarantees or contingent liabilities.

The Directors confirm that, save as disclosed herein, there has not been any material change in the 
indebtedness or contingent liabilities of the Group since 31 January 2010.

B. WORKING CAPITAL

Taking into consideration the financial resources available to the Group, including its internally 
generated funds and other financial resources, and in the absence of unforeseen circumstances, the 
Directors are satisfied that the Group will have sufficient working capital for its present requirements, that 
is for at least twelve months from the date of this circular.

C. FINANCIAL AND TRADING PROSPECT

The Directors expect the existing ecological forestry business of the Group will be continued into 
foreseeable future immediately upon completion of the Disposal. There are presently no plans for the 
significant divestment of this existing business as the Directors have identified ecological business as a 
opportunity with highly favorable long term prospect.

In addition, with the increasing awareness of alternative energy and ecology protection, the Chinese 
government is implementing various measures to support the development of such industries as ecological 
forestry, carbon emission reduction and energy. Such measures include the reduction of emissions in the 
forest industry, land concession rights reform and subsidies to the plantation of environmentally-friendly 
species. Of these, land concession rights reform directly presents a golden opportunity to the Group. 
Such a policy can speed up the process of forest ownership transfers, thereby raising the value of the 
land and forests owned by the Group. Besides, the Group will also make efforts to develop downstream 
industries. Other than bio-diesel, wood pellets production is also one of the directions in which the Group 
is considering its development. With the Chinese government unveiling economic stimulus packages, the 
macro-economy in the PRC is expected to recover gradually. Thus, there should be an upward trend in 
timber price and energy price.

Moreover, the Group is exploring overseas development opportunities carefully in order to catch up 
the growing demand for timber in China, so as to maximise its shareholdersÕ returns.

Upon completion of the Disposal, the liabilities of the Group would be reduced by around 75.5% 
and the Group can retain more cash for future business developments. 
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D. MANAGEMENT DISCUSSION AND ANALYSIS

The following information is the management discussion and analysis of the Remaining Group for 
the year ended 31 March 2009.

For the year ended 31 March 2009

Financial highlights

For the Year, the Remaining Group recorded a turnover of approximately HK$685 million, 
representing a decrease of 33% compared with the year ended 31 March 2008 (the ÒPrevious 
YearÓ). The Remaining GroupÕs loss attributable to shareholders was approximately HK$316 
million, representing a basic loss per share of HK5.75 cents (for the Previous Year: profit of 
HK$2,743,860,000, representing a basic earnings per share of HK51.03 cents).

The operating loss is mainly attributed to:

1. against the backdrop of global economic slump and the consequential drop in the 
demand for and prices of timber products, a significant drop in sales during the second 
half of the Year was recorded accordingly;

2. a net revaluation loss of biological assets of HK$203 million and write off of 
biological assets HK$66 million;

3. attributable non-cash imputed interest arising from the discounting of the 
consideration payable for to be amortised from the acquisition of Shenyu New 
Energy Group Limited and for acquisition of forest farms increased substantially by 
approximately HK$59 million;

4. HK$34 million incurred by the Remaining Group for debris removal and rebuilding of 
paths of forest farms within the affected area after snow-storm disaster in early 2008;

5. unrealised non-cash loss of HK$47 million on investments in listed equity securities at 
fair value; and

6. allowance for doubtful debts of approximately HK$59 million.

In calculating the Remaining GroupÕs net loss, sharing in losses of its joint-venture 
investment in the amount of HK$1.5 million (for the Previous Year: loss of HK$4.4 million) was 
included.

Dividend

The Board does not recommend any final dividend for the Year (for the Previous Year: 
HK$Nil).
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Review of the ecological forestry business

(i) Forest land and forest resources

As at 31 March 2009, the total area of forest land use rights owned by the Remaining Group 
amounted to approximately 7.5 million Chinese Mu and is mainly located in Hunan, Yunnan, 
Guizhou and Chongqing. The tree species mainly include massonpine, broadleaf hardwood, 
broadleaf tree, pine, foreign pine, Yunnan pine, Chinese pine and coniferous-broad leaved mixed 
natural forests. These species are mainly used for the production of pulp, building materials, 
furniture, wood board and particle board. With the growing timber resources, it is anticipated that 
the potential production capacity of timber products would increase and create a stable cash flow 
for the Remaining Group accordingly.

During the Year, the Remaining Group disposed of standing timber and land use rights of 
three forest farms in Shanxi Province, and recorded a net gain of HK$65 million. The majority 
of newly acquired forest land during the Year is located in Guizhou, Hunan and Chongqing and 
a higher proportion of timber in these areas has reached the phase for commercial purposes. This 
could optimise the quality of the Remaining GroupÕs forest resources.

Turnover from the sales of processed timber in various log grades, standing timber, paper 
mulberry products and others during the Year were approximately HK$550 million, HK$8 million, 
HK$69 million and HK$59 million respectively. Processed timber mainly comes from 21 forest 
farms in Hunan, Chongqing, Guangxi, Hubei and Sichuan. As mentioned above, a downturn in the 
real estate market and the financial crisis led to a sharp drop in sales for the Year.

(ii) Biomass energy

Biomass energy provides significant business opportunities for the forestry industry in 
China and would also optimise the Remaining GroupÕs business development. The Remaining 
GroupÕs biomass energy development can be classified into two aspects. First, Jatropha Curcas 
L. (ÒJatrophaÓ) is being used as a raw material for bio-diesel production. The development and 
cultivation bases are mainly located in Yunnan and Guizhou. Second, the Remaining Group uses 
residues from timber or bush as raw material, for biomass electrical generation. The development 
and cultivation bases are mainly located in Inner Mongolia and certain areas in Central China where 
suitable conditions exist. 

Bio-diesel, a type of biomass energy, is a clean burning alternative fuel produced from 
renewable resources. In September 2008, the Remaining Group completed the acquisition of 
Shenyu New Energy Group. The principal business of Shenyu New Energy Group is the research 
and development of biological energy resources by using Jatropha. The plantation of Jatropha 
is very undemanding to soil quality and the Remaining Group considers Jatropha as one of the 
most promising non-edible crops for bio-fuel production. As at 31 March 2009, the accumulated 
plantation area of Jatropha of Remaining Group amounted to approximately 0.5 million Chinese 
Mu. Because of the severity of the financial tsunami, the bio-diesel project suffered a delay in the 
Year.
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The Chinese government actively encourages the use of alternative energy as a raw material 
for electricity generation. In view of this, the Remaining Group also actively developed operations 
in Hubei and Inner Mongolia as raw material providers for biomass electricity generation during the 
Year.

Financial review

Revenue

The table below sets out the breakdown of the Remaining GroupÕs revenue for the Year:

 Year ended 31 March
 2009 2008
PRODUCT Amount Amount
 HK$Õ000 HK$Õ000

Processed timber products in various log grades 549,570 885,850
Standing timber 7,654 59,182
Paper mulberry products 69,281 …
Others 58,960 78,800
  

Total 685,465 1,023,832
  

The decrease in sales for the Year is mainly attributed to the financial turmoil that dealt a 
serious blow to the global economy; worldwide markets are hampered by uncertainty from a credit 
crunch; ChinaÕs exports fell; and instability in its real estate market led to shrinking demand for 
timber products and the drop in product prices.

Loss arising from changes in fair value of biological assets less estimated point-of-sale costs

 Amount
 HK$Õ000

Gain arising from newly acquired biological assets during the Year 437,381
Fair value loss for the Year (640,391)
 

Net loss (203,010)
 

Gain arising from newly acquired biological assets during the Year represents the excess of 
the fair value of biological assets as at the date of acquisition over the cost of acquisition.
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Other net loss

Other net loss mainly included net unrealised losses on investments in listed equity securities 
(classified as financial assets at fair value through profit or loss) amounted to approximately HK$47 
million, allowance for doubtful debt of HK$59 million and expense incurred in snow-storm disaster 
of HK$34 million and impairment losses on interests in jointly-controlled entities and amounts 
due from jointly-controlled entities amounted to approximately HK$25 million. On the other 
hand, the Remaining Group recorded a net gain from disposal of three forest farms for the Year of 
approximately HK$65 million, the analysis of which is set out below:

 Amount
 HK$Õ000

Sales proceeds from disposal of standing timber in forest farms 119,020
Sales proceeds from disposal of land use rights of forest farms 47,529
 

Total gain 166,549
Cost of standing timber in forest farms disposed, at fair value (67,857)
Cost of land use rights of forest farms disposed, net (33,226)
 

Net gain 65,466
 

Cost of inventories and forestry products sold

It mainly included timber cost, logging cost, transportation cost, processing cost and others. 
During the Year, unit cost of timber consumption was increased as a result of the increase in the 
purchase price of timber and fair value adjustments.

Other operating expenses

The Remaining GroupÕs other operating expenses being various administrative and selling 
expenses.

Finance costs

Approximately HK$54 million of which were non-cash financial costs to be amortised 
from the acquisition of Shenyu New Energy Group and approximately HK$5 million was imputed 
interest expenses on payables for acquisitions of certain forest farms.

Biological assets

The biological assets of the Remaining Group included other forest assets, Jatropha and 
paper mulberry trees which amounted to HK$4,749 million, HK$440 million and HK$237 million 
respectively.
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During the Year, P�yry Forest Industry Consulting valued the Remaining GroupÕs other 
forest assets and Jatropha plantation. In addition, LCH (Asia-Pacific) Surveyors Limited, a firm of 
independent chartered surveyors, valued the Remaining GroupÕs growing barks and round logs of 
paper mulberry trees.

The net increase in value was mainly arising from the acquisition of Shenyu New Energy 
Group.

Prepaid lease payments

Prepaid lease payments are the prepayments of land use rights located in the PRC. The net 
significant increase in value for the Year was mainly attributable to the acquisition of Shenyu New 
Energy Group.

Intangible assets

Intangible assets included goodwill of HK$190 million and patent of HK$451 million. 
The significant increase for the Year, which was mainly arising from the goodwill arising from 
acquisition of Shenyu New Energy Group, amounted to HK$104 million. 

Purchase consideration payable

The balances represent the present value of purchase consideration payable arising from the 
acquisition of Shenyu New Energy Group.

Other payables, accruals and long term payables

The balances mainly included payables of forest farms and plantation expenditure. The 
net decrease mainly represents the repayment for forest farms, additional plantation expenditure 
payable and amounts arising from the acquisition of Shenyu New Energy Group.

During the year, the Remaining Group negotiated and agreed with creditors to reschedule 
the payment timetable of payables for the consideration of forest assets acquired. Therefore, certain 
portions of payables were agreed to be repaid over one year and such portions were recorded as 
long term payables under non-current liabilities.

Liquidity, financial resources and Capital Structure

As at 31 March 2009, the Remaining GroupÕs cash and bank balances, which were 
principally Renminbi and Hong Kong dollar denominated, amounted to approximately HK$201 
million. The Remaining Group was not exposed to any substantial risk in foreign exchange 
fluctuations. In general, the Remaining Group mainly used its Renminbi income receipt for 
operating expenses in the PRC and did not use any financial instruments for hedging purpose.
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As at 31 March 2009, the Remaining Group had no borrowing (after excluding convertible 
notes liabilities).

The Remaining Group generally finances its operation using internally generated resources. 
As at 31 March 2009, the Remaining GroupÕs net current assets amounted to approximately 
HK$406 million. The Remaining GroupÕs current ratio, being its current assets as a percentage of 
its current liabilities, amounted to approximately 202%.

As at 31 March 2009, the share capital of the Company consisted of 5,471,715,600 ordinary 
shares of HK$0.10 each. Apart from the ordinary shares in issue, the Company issued convertible 
notes as alternative financing instruments.

As at 31 March 2009, the Remaining GroupÕs gearing ratio, measured on the basis of 
total borrowings (including convertible notes) as a percentage of total shareholdersÕ funds, was 
approximately 1.4% (2008: 1.3%).

Material acquisition

On 12 September 2008, the Company completed the acquisition of the entire shareholdings 
of Shenyu New Energy Group Limited, a company incorporated in the British Virgin Islands 
and held as its principal assets a 100 per cent equity interests in Beijing Shenhao New Energy 
Technology Company Limited. Beijing Shenhao New Energy Technology Company Limited owns 
the entire equity interest in Yunnan Shenyu New Energy Company Limited, which in turn owns 99% 
equity interest in Shuangbai Shenyu New Energy Base Company Limited (collectively referred to as 
ÒShenyu New Energy GroupÓ).

Charge on the GroupÕs assets

The Remaining Group did not have any pledged assets as at 31 March 2009 and 2008 to 
secure general banking facilities.

Contingent liabilities

As at 31 March 2009, the Remaining Group did not have contingent liabilities of material 
amounts.

Capital commitments

As at 31 March 2009, capital commitments in respect of construction costs which had 
been contracted but not provided for by the Remaining Group amounted to approximately 
HK$33,300,000.
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Exposure to Fluctuation in Exchange rate

The majority of the Remaining GroupÕs transactions and borrowings are denominated in 
Hong Kong dollars and Renminbi. Therefore, the Remaining GroupÕs exposure to exchange rate 
fluctuation is relatively insignificant. In general, the Remaining Group mainly uses its Renminbi 
income receipt for operating expenditure in the PRC and does not use any financial instruments for 
hedging purpose.

Employees

As at 31 March 2009, the Remaining Group employed a total of approximately 420 
employees, of which 20 employees are employed in Hong Kong. In addition to competitive 
packages offered to the employees, other benefits provided to eligible candidates include 
contributions to mandatory provident fund as well as group medical and accident insurance. On-
going training sessions were also conducted to enhance the competitiveness of the Remaining 
GroupÕs human assets. The Company also maintains a share option scheme, pursuant to which share 
options may be granted to directors, executives and employees of the Company as incentives for 
their contribution to the growth of the Remaining Group.
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Final Report 

2BA13349 
12 March 2010 

Yunnan Shenyu New Energy
Valuation of Forest Crop and Jatropha Assets 

As at 31 December 2009 



APPENDIX IV VALUATION REPORT ON THE DISPOSAL ASSETS 1 & 2

28

2BA13349 

Cover Photo:1

Copyright © Pöyry 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 Pöyry Forest Industry. 

1 This photo was taken in Huize County Yunnan Province of a Yunnan Shenyu Armand Pine stand exhibiting high 
stocking and canopy closure. 
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PREFACE 

This report is issued by Pöyry Forest Industry Ltd (Pöyry) to China Grand Forestry 
Green Resources (CGF) for its own use.  No responsibility is accepted for any 
other use. 

The report contains the opinion of Pöyry as to the Value 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 2009. The 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 
qualifications referred to in the body of the report. 

See Young Ho Steve 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

Pöyry Forest Industry Consulting Shanghai 

Copyright © Pöyry Forest Industry i
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CERTIFICATION

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

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

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

�ƒ Pöyry’s engagement in this assignment was not contingent upon developing 
or reporting predetermined results. 

�ƒ Pöyry’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. 
�ƒ The report has been prepared by staff consultants, retained consultants and 

office support personnel of Pöyry.

See Young Ho
Vice President Asia Pacific Forest Industry Consulting 

Pöyry 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 Pöyry’s reports on the Valuation of Yunnan Shenyu New Energy’s Forestry and 
Jatropha Assets in China, as 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. 

Pöyry 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 
Pöyry. 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 two counties 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 Pöyry’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 Pöyry, nor did the consultants 
become aware of such during the inspection. 
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Pöyry 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. Pöyry has no responsibility to update this report for events and 
circumstances occurring after the date of this report. 

Any liability on the part of Pöyry is limited to the amount of fee actually collected 
for work conducted by Pöyry.  Nothing in the report is, or should be relied upon, as 
a promise by Pöyry 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. 
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SUMMARY

Yunnan Shenyu New Energy Company Limited (Yunnan Shenyu or YS) 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 curcas) and in the acquisition, management and harvest or stumpage sale2

of existing tree crops.

At CGF’s request, Pöyry 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, Pöyry 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 Pöyry’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 

Total Valuation Area 67 579 ha 

ARMAND PINE
13%

HARD BROAD 
LEAF
32%

YUNNAN PINE
26%

Jatrohpa
29%

Copyright © Pöyry Forest Industry v

2 A stumpage sale is the sale of trees while they are still standing in the forest. When forestry companies sell 
stumpage they are selling the trees in their standing state. The purchaser 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. 
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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 

 - Pine 

- Broadleaf 

Small (6-14cm SED) 

RMB590/m3

RMB460/m3

Medium (14-26cm SED) 

RMB850/m3

RMB950/m3

Large (>26cm SED) 

RMB1210/m3

RMB1500/m3

Section 7 

Real Price Growth Small Logs: 5.7% per 
annum for next 2 years, 
then flat 

Medium and Large Logs: 8.3% per annum for next 2 
years, then flat 

Section 7 

Volume mix at maturity 

- Pine 

- Broadleaf 

Small (6-14cm SED) 

20%

20%

Medium (14-26cm SED) 

50%

40%

Large (>26cm SED) 

30%

40%

Section 4 

Yields Pine Thinning cut at 25yrs: 25-30 m3/ha

Pine Clearfall at 30yrs: 74-91 m3/ha

Broadleaf Selective cut at 25yrs: 18-34m3/ha

Section 4 

Silviculture Costs - Pine Year 1 RMB4858.5/ha 
(RMB324/mu)

Year 2 onwards RMB37.5/ha/a (RMB2.5/mu/a) Section 6 

Harvest Cost 

- Pine (clearfall) 

- Broadleaf and Pine 
(selective cut) 

RMB80/m3

RMB145/m3

Section 6 

Harvest Roading Costs RMB10/m3 – RMB15/m3 Section 6 

Pre-Harvest Inventory RMB6.50/m3

Transport Costs Range: RMB75-110/m3 (Distances of 100-250 km) Section 6 

Forest Taxes A standard harvest tax of 10% of the forest roadside price (Price at mill gate – 
cartage cost)

Section 6 

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) 

Broadleaf: 25 years selective cut once in 25 year cycle removing 50% volume 

Section 9

Pöyry has independently assessed market prices for the range of species and grades 
from data collected during the field inspection and Pöyry’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.
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Table S-2:  
Current and Future Log Prices Applied in Valuation Model  

Species Grade 
SED

(cms)

 Prices in 
December 

2009  

Period 1    
1 Jan 

2010 - 31 
Dec 2010 

Period 2    
1Jan 

2011 - 31 
Dec 2011 

Period 3    
1 Jan 

2012 – 31 
Dec 2012 

Period 4   
1 Jan 
2013 - 

onwards 

YS-Yunnan Pine 6-14  555 566 577 589 595

YS-Yunnan Pine 14-26  815 839 865 882 891

YS-Yunnan Pine >26 1 220 1,257 1,294 1,333 1,373

YS-Armand Pine 6-14  555 566 577 589 595

YS-Armand Pine 14-26  815 839 865 882 891

YS-Armand Pine >26 1 220 1,257 1,294 1,333 1,373

YS-Hard Broadleaf 6-14  540 551 562 573 579

YS-Hard Broadleaf 14-26 925 953 981 1,001 1,011

YS-Hard Broadleaf >26 1 475 1,519 1,565 1,612 1,660

Simple average 902 927 953 977 996

Market Valuation - Forest 

Pöyry’s estimate of the market value of the Yunnan Shenyu forest estate as at 
31 December 2009 is RMB 893 million.

The market value of the forest has been derived in accordance with IAS 41 – 
Agriculture. This is a global standard for the reporting of agricultural activity 
prepared by the International Accounting Standards Board (IASB).

Pöyry has tested the sensitivity of the market value to changes in prices, costs and 
discount rate as shown in Tables S-3 – S-7. 

Table S-3:  
Log Price Sensitivity 

Real Discount Rate Applied to Pre-tax Cash Flows 

10.50% 11.50% 12.50%

Scenario Current Rotation Value (RMB million) 

5% Real Price Increase 1002 962 912
No Real Price Increase  (Base) 945 893 847
5% Real Price Decrease 872 824 781

Table S-4:  
Overhead Cost Sensitivity 

Real Discount Rate Applied to Pre-tax Cash Flows 

10.50% 11.50% 12.50%

Scenario Current Rotation Value (RMB million) 

RMB295 fixed cost per ha/year 921 869 825
RMB195 fixed cost per ha/year 945 893 847
RMB95 fixed cost per ha/year 969 916 869
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Table S-5:  
Harvest Cost Sensitivity 

Real Discount Rate Applied to Pre-tax Cash Flows 

10.50% 11.50% 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% 11.50% 12.50% 

Scenario Current Rotation Value (RMB million) 

Cost RMB63/ha/year 937 884 839
Cost RMB31.50/ha/year (Base) 945 893 847
Cost RMB0/ha/year 953 900 855

Table S-7:  
Direct Forestry Cost Sensitivity 

Real Discount Rate Applied to Pre-tax Cash Flows 

10.50% 11.50% 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 175 000 m3 per
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 
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Pöyry’s opinion, this is a practicable harvesting strategy and one that should not 
exceed market capacity.   

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

Year Ending 31 December
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Figure S-3:  
Wood Flow by Rotation  

Year ending 31 December
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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 © Pöyry 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
Effect

Value
Change by 

Step

Value
Change 
by Step 

Cumulative 
Value

Change 

Cumulative 
Value

Change 

(RMB
million) 

(RMB
million) 

(%) (RMB
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: 

�ƒ The changes in forest crop maturity (nature growth) (+).  

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

�ƒ Poyry’s review of Chinese Market Log Price outlook (-) (see Chapter7). 
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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 
825 / ha ( RMB 55/mu) in subsequent years 

Section 6 

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, Pöyry has based its estimate of market value on the compounded 
replacement cost.  

Pöyry has estimated the market value of the Yunnan Shenyu jatropha asset in 
Huize and Shuangjiang counties as at 31 December 2009 to be RMB 297 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. 
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1 INTRODUCTION

Yunnan Shenyu New Energy Company Limited (Yunnan Shenyu or YS) 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 curcas) and in the acquisition, management and harvest or stumpage sale3

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 asset valuation, 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 they are still standing in the forest. When forestry companies sell 
stumpage they are selling the trees in their standing state. The purchaser 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. 
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2 PURPOSE AND SCOPE 

2.1 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:  

�ƒ The buyer and seller are typically motivated. 

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

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

�ƒ 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 sale”4.

The market value of the forest crop and jatropha assets is estimated as at 31
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 as “the amount for which an asset could be 
exchanged, or a liability settled, between knowledgeable, willing parties in an 
arm’s length transaction”.

2.2 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 Practice, The Appraisal Institute (www.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), Pöyry 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: 

�ƒ 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. 

�ƒ 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. 

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

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

�ƒ 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.

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

�ƒ 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, Pöyry has not confirmed the following: 

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

�ƒ 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: 

�ƒ The comparable sales method (i.e. referencing the results of market 
transactions of other properties similar to the subject property). 

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

�ƒ The costs method (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;

�ƒ 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 entitlement 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. 

�ƒ The income method employs a conventional discounting approach. In 
referencing wider evidence of investors’ expectations of a return 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).  

�ƒ Thecomparable sales approach 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 or $/m3). 
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. 
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For the forest asset, it is Pöyry’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 flows5 . The 
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. 

5 It is debatable whether the income and comparable sales approaches should share exactly the same basis for cash 
flow projection. It could be argued that the WACC employed in the income approach inherently assumes that the 
cash flows have been “de-risked” to a greater extent than commonly applies in the derivation of IDRs. 
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4 PHYSICAL ASSET DESCRIPTION  

Yunnan Shenyu provided Pöyry 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 
forest 

Area (ha) 

Open
forest 
(ha)

Jatropha 
Area (ha) 

Bush (ha) Bareland 
(ha)

Total Area 
(ha)

Huize 11 226 2 948 15 735 4 276 7 529 41 714
Yangbi 9 419 0 0 218 9 637
Gengma 12 441 942 56 14 13 453
Yongren 603 776 16 78 1 473
Qiubei 747 556 609 288 2 200
Yunlong 3100 206 605 379 4 290
Shuangbai 1 932 0 56 49 2 037
Yuanmou 0 1 091 585 13 261 14 937
Shuangjiang 376 1 656 3 826 2 052 11 851 19 761
Total 39 844 8 175 19 561 8 255 33 667 109 502

4.1 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 involved in growing 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 Pöyry’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 Pöyry’s analysis of anticipated log 
prices, both current and projected.  



APPENDIX IV VALUATION REPORT ON THE DISPOSAL ASSETS 1 & 2

50

2BA13349 

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

Since Pöyry’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 yunnanensis)

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, Pöyry 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 alnoides)

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 
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