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INTRODUCTION

1.
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On August 20, 2014, following an application by Hanfeng Evergreen Inc. (“Hanfeng”
or the “Company”), the Ontario Superior Court of Justice (the “Court”) issued an
order (the “Approval Order”) approving a share transfer agreement (the “Share
Transfer Agreement”) dated August 8, 2014 and the transaction contemplated therein

(the “Share Transfer Transaction”).

The Approval Order provided for vesting in HL] Pengcheng (as defined below) all the
shares of Hanfeng Slow-Release Fertilizer Co., Ltd. (the “Chinese Subsidiary”), the
Company's wholly-owned subsidiary in China upon the completion of the Share

Transfer Transaction. A copy of the Approval Order is attached hereto as Appendix
IIA/I.

Pursuant to an order issued by this Court on August 20, 2014 (the “Appointment
Order”), Ernst & Young Inc. (“EY”) was appointed as receiver and manager (the
“Receiver”) of the assets, undertakings and properties (the “Properties”) of the
Company, pursuant to section 101 of the Courts of Justice Act, R.S.O. 1990, c. C.43, as
amended. A copy of the Appointment Order is attached hereto as Appendix “B”.

The Appointment Order authorized the Receiver to, among other things:

(a) take any necessary steps required to complete the Share Transfer Transaction;
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(b)

(©)

(d)

-2-

take possession of and exercise control over the Properties and any and all

proceeds, receipts and disbursements arising out of, or from, the Properties;

engage counsel and advisors from time to time to assist with the exercise of the

Receiver's powers and duties; and

seek Court approval of and conduct a procedure for the solicitation,

determination and resolution of claims against the Company.

On July 24, 2015 and July 31, 2015, following an application by the Receiver, this Court

issued two Orders (collectively, the “Clarification Orders”), which, among other

things:

()

(b)

(©)

(f)

confirmed the Receiver's power and authority to exercise the shareholder
rights of Hanfeng with respect to the Chinese Subsidiary, including the
replacement of Mr. Yu Xinduo (“Mr. Yu”) with Mr. Hong Rong-Kai (“Mr.

Hong”) as the legal representative and a director of the Chinese Subsidiary;

authorized the Receiver to take any necessary steps to assert its ownership of

and effect control over the Chinese Subsidiary;

required Mr. Yu to provide unfettered access for Mr. Hong and his designates
to the Chinese Subsidiary's offices and facilities and to the Chinese Subsidiary's

books and financial records;

required Mr. Yu to surrender the chops and certain other business and legal

documents of the Chinese Subsidiary to Mr. Hong and the Receiver;

required Mr. Yu to provide full and timely cooperation to the Receiver with

respect to the above tasks; and

prohibited Mr. Yu, without the Receiver's approval, from executing any
agreement with respect to the Chinese Subsidiary or causing it to make any

payments.

Copies of the Clarification Orders are attached hereto collectively as Appendix “C”.



PURPOSE

6. The purpose of this fourth report of the Receiver (the “Fourth Report”) is to report to

the Court in respect of:

(a) the status of the Share Transfer Transaction;

(b) the Receiver’s efforts to gain control of the Chinese Subsidiary;

(c) the current status of the Chinese Subsidiary;

(d) the commencement and status of the claim by the Receiver against, inter alia,
Mr. Yu;

(e) the commencement and status of a proceeding brought by New Pengcheng (as

defined below) against Hanfeng, the Chinese Subsidiary and EY in China;

(f) the Receiver’s other activities; and

(g) the current financial position of the Company.
7. The Fourth Report is organized as follows:

(@) Terms of Reference;

(b) General Background;

(c) Update on the Share Transfer Transaction;

(d) Update on Control over the Chinese Subsidiary;
(e) Status of the Chinese Subsidiary;

(f) Litigation Proceedings;

(g) Summary of the Receiver’s Other Activities; and

(h) Hanfeng’s Current Financial Position.

6690422 v11



TERMS OF REFERENCE

8.

10.
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In preparing the Fourth Report and making the comments herein, the Receiver has
been provided with, and has relied upon, certain unaudited, draft and/or internal
financial information, prepared from the Company’s books and records, discussions
with employees of the Company and information from other third-party sources

(collectively, the “Information”). Except as described in the Fourth Report:

(@) the Receiver has not audited, reviewed or otherwise attempted to verify the
accuracy or completeness of the Information in a manner that would wholly
or partially comply with the Generally Accepted Assurance Standards
pursuant to the Canadian Institute of Chartered Accountants Handbook and,
accordingly, the Receiver expresses no opinion or other form of assurance in

respect of the Information; and

(b) the Receiver has prepared the Fourth Report in its capacity as a court-
appointed officer solely for the use of this Court and the stakeholders in these
proceedings and will make a copy of the Fourth Report available on the

Receiver’s website at www.ey.com/ca/hanfeng.

The Receiver has previously filed with the court its first report dated September 12,
2014 (the “First Report”), the supplement to the first report dated September 22, 2014,
the second report dated July 17, 2015 (the “Second Report”) and the supplement to
the second report dated July 22, 2015 and its third report dated September 25, 2015
(the “Third Report”). Copies of each of these reports are posted on the Receiver’s
website. Copies of the First Report with supplement, the Second Report and
supplement (without appendices) and the Third Report (without appendices) are
attached hereto as Appendices “D”, “E” and “F”.

All monetary amounts contained herein are expressed in Canadian dollars, unless

otherwise stated.



GENERAL BACKGROUND

Hanfeng and its Chinese Subsidiary

11.

12.

13.

14.

15.
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Hanfeng, through its wholly-owned subsidiaries, was a developer and producer of
value-added fertilizers in the China. Hanfeng is incorporated under the laws of

Ontario with its registered head office in Toronto.

Hanfeng has no independent operations and exists solely as a holding company for
certain entities incorporated in China and, at the relevant times, were operating in
China. By mid-August, 2014, the Company's principal remaining un-monetized asset
was all the issued and outstanding shares of the Chinese Subsidiary (the “Shares”).
The Chinese Subsidiary is a Wholly Foreign-Owned Enterprise (“WFOE”) that was

established and is registered in China.

In accordance with its articles of association, the board of the Chinese Subsidiary is
required to have three directors. Until the board reorganization in June 2015

(described in greater detail below), the board consisted of the following members:

(@) Mr. Yu, founder and former CEO of the Company, who owns and controls

approximately 20.4% of the Company's shares;
(b) Qi Zhida, General Manager of the Chinese Subsidiary; and
(c) a vacant seat.

On or about June 5, 2015, Mr. Guan Liu (“Mr. Guan”) (a lawyer at Heilongjiang
Honghui Law Firm (“Honghui”), the Receiver’s Chinese counsel) was appointed to

the Chinese Subsidiary’s board of directors to fill the vacant seat.

Despite the Receiver’s efforts described below, Mr. Yu remains both a director of the
Chinese Subsidiary as well as the legal representative of the Chinese Subsidiary, a
position that, under Chinese law, is responsible for the overall activities of the Chinese
Subsidiary. The Chinese Subsidiary is managed by Mr. Yu and a team of individuals
designated by him (collectively, the “Local Management Team”). The Local

Management Team, by way of Mr. Yu's (as legal representative) delegation of
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authority, controls the Chinese Subsidiary's business license, chop sets (which are
company seals required for executing corporate documents and government

registrations) and bank accounts.

As described in greater detail herein, notwithstanding the Clarification Orders, since
the filing of the Third Report, the Receiver and its representatives have been unable to
obtain any meaningful information from the Local Management Team with respect to
the status of the Chinese Subsidiary, and also have been denied access to the Chinese
Subsidiary’s premises as well as its books and records. Based on the Receiver’s
investigations, substantial bank loans were taken out by the Chinese Subsidiary under
Mr. Yu's authority. Mr. Yu, even after direct questioning by the Receiver, denied the
existence of the loans and concealed from Hanfeng and the Receiver such
indebtedness as well as other guarantees of indebtedness the Chinese Subsidiary had
provided in respect of other Chinese company’s under Yu's control but not related to
Hanfeng. The Receiver has not been able to identify any evidence to suggest that the
Chinese Subsidiary ever received the cash proceeds or other benefit of any of these

loans.

Share Transfer Transaction

17.

18.

On or about June 16, 2014, Mr. Yu and Ms. Lei Li! (“Ms. Li”) forwarded to Hanfeng a
letter of intent to effect the Share Transfer Transaction from an entity that identified
itself with a Chinese name that translates into Heilongjian Pengcheng Fertilizer Co.
Ltd (“HL]J Pengcheng”). Prior to entering into any definitive agreement with HL]J
Pengcheng, the Company conducted due diligence, including obtaining an

independent report from Deloitte LLP, in respect of HL] Pengcheng.

During the subsequent eight weeks, the Company and HL] Pengcheng negotiated the
terms of a Share Transfer Agreement and related documents. Each of the Chinese
language drafts of these documents prepared by HL] Pengcheng continued to refer to

the buyer using the same corporate name of the buyer referred to in paragraph 16.

1 Ms. Lei Li is the spouse of Mr. Yu and a former director and officer of Hanfeng.

6690422 v11
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22.
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However, in preparing the execution versions of the Share Transfer Agreement on
August 8, 2014, the name of the buyer was switched from the Chinese language
translation of “Heilongjian Pengcheng Fertilizer Co. Ltd.” to the Chinese language
translation of “Harbin Pengcheng Fertilizer Co. Ltd.” (“New Pengcheng”). An English
language translation of the Share Transfer Agreement is attached hereto as Appendix

IIGII
.

Unlike HL] Pengcheng, a well-established company active in Heilongjiang Province
of China, New Pengcheng appears to be a shell company with no operations that was
only registered on August 4, 2014 (4 days before signing of the Share Transfer

Agreement) and in respect of which very limited information is available to the public.

As discussed in the Second and Third Reports, the Receiver has significant skepticism
over the New Pengcheng's purported identity, intent and ability to ever close the

Share Transfer Transaction.

The Share Transfer Agreement provides that the total purchase price for all of the
Shares is RMB 248 million (approximately $49.6 million), of which cash consideration
is RMB 198.4 million. Set out in the table below is a summary of the timing and amount

of the payments and consideration provided for in the agreement.

Description Amount Time
RMB Within 7 business days of the
5% of the total purchase price date of the Share Transfer
12,400,000
Agreement
15% of the total purchase price RMB Within 10 business days of the
Court approval of the Share
37,200,000 .
Transfer Transaction
o . RMB Within 10 days upon closing of
607% of the total purchase price 148,800,000 | the Share Transfer Transaction
Total Cash Consideration RMB
198,400,000
20% of the total purchase price in
promissory note to be asagngd o RMB Within 10 days upon closing of
Mr. Yu on account of approximately ;
o , 49,600,000 | the Share Transfer Transaction
20.4% of the Company's shares
owned or controlled by Mr. Yu
Total Purchase Price RMB
248,000,000
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New Pengcheng paid the 5% deposit amount (the “Deposit”) due in connection with
the execution of the Share Transfer Agreement on August 28, 2014, being 9 days after
it was due under the terms of the Share Transfer Agreement, but failed to make the
15% interim payment (the “Interim Payment”) due on September 3, 2014, and failed

to make any subsequent payments.

As described in the First and Second Report, the failure to make the Interim Payment
was initially attributed to issues arising from the requirement for the Chinese
regulatory authorities to authorize foreign exchange payments being remitted out of

China.

In order to advance the Share Transfer Transaction and address the obstacles being
raised by New Pengcheng regarding local regulatory requirements, after extensive
negotiations, the Receiver subsequently agreed with New Pengcheng that the Interim
Payment could be paid by it into escrow with a Chinese bank, and accordingly the
parties entered into an escrow agreement (the “Escrow Agreement”) dated February
13, 2015. Under the terms of the Escrow Agreement, New Pengcheng was required to
deposit the Interim Payment within five days into an account (the “Escrow Account”)
at Minsheng Bank (the “Escrow Bank”) under New Pengcheng’s name. Although an
account was opened by New Pengcheng at the Escrow Bank, the Interim Payment was

not deposited when required under the Escrow Agreement.

On March 23, 2015, following numerous demands being made by the Receiver, New
Pengcheng committed to a new timeframe for the deposit of the Interim Payment into
the Escrow Account. New Pengcheng made deposits in the aggregate amount of RMB
10 million between April 3, 2015 and April 27, 2015 (the “Escrow Funds”). The
remainder of the Interim Payment in the amount of RMB 27 million was due on April

30, 2015, but was never deposited.

The Receiver, with the assistance of its Chinese counsel and advisors, began
investigations in China as a result of the numerous and ongoing breaches by New

Pengcheng under the Share Transfer Agreement and the Escrow Agreement. As the
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investigations progressed, the Receiver uncovered concerning information about the
real identity of the New Pengcheng, the Chinese Subsidiary’s status and the potential
linkage between Mr. Yu and New Pengcheng (as described in detail in the Second and

Third Reports and further below).

As a result of these findings and its concerns, as well as the lack of trust in New
Pengcheng that was created by this course of action, the Receiver, in consultation with
its Canadian and Chinese counsel, concluded that it should adhere strictly to the
timing of the payment structure in the Share Transfer Agreement and it should not
accede to further departures from its terms. Accordingly, the Receiver insisted that
applications for regulatory approval be made only after New Pengcheng had rectified
its various breaches, including depositing the remainder of the Interim Payment in the
Escrow Account in accordance with the Escrow Agreement. In parallel, the Receiver,
in accordance with the orders of this Court, also took further steps to attempt to gain

control over the Chinese Subsidiary as discussed further herein.

As described in the Third Report, the Receiver was informed that starting in the week
of July 13, 2015, New Pengcheng had repeatedly contacted the Escrow Bank

requesting the Escrow Bank return the Escrow Funds to New Pengcheng.

On July 22, 2015, the Receiver received from New Pengcheng an email, which, among
other things, alleged that the Receiver was responsible for the delay of the Share
Transfer Transaction. On July 28, 2015, New Pengcheng sent another email, which
repeated its previous allegations and demanded the return of all payments previously

made, being the Deposit and the Escrow Funds.

The Receiver rejected New Pengcheng’s allegations the Receiver had failed to meet its
obligations in any way. The Receiver obtained a legal opinion from Honghui
confirming the Receiver's entitlement to the Deposit under the Share Transfer
Agreement and in accordance with Chinese law. A copy of the legal opinion together

with its translation is attached hereto as Appendix “H”.

On July 28, 2015, the Escrow Bank sent a notice notifying the parties to the Escrow

Agreement, including the Receiver that the Escrow Agreement was to be terminated
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effective August 4, 2015. The notice did not, however, provide details as to how the
Escrow Funds would be released. Article 8.5 of the Escrow Agreement provides that
“on the termination date for the escrow, the Escrow Bank shall deal with the balance
of the escrow amount in accordance with the instructions in the written notice jointly

issued by the buyer and the seller”. (emphasis added)

The Receiver informed the Escrow Bank and New Pengcheng that it would not
consent to the designation of a successor account under the Escrow Agreement or
release of the Escrow Funds back to New Pengcheng. The Receiver also instructed Mr.
Yu that he was not to authorize or cause any change to the Escrow Funds without

written instructions from the Receiver.

Despite the Receiver’s clear instructions to Yu and the Escrow Bank, the Receiver’s
Chinese counsel found Mr. Yu had provided written consent on behalf of Hanfeng
(which he was not authorized to do) to the Escrow Bank, resulting in the Escrow Funds

being released back to New Pengcheng in August 2015.

Control of Chinese Subsidiary

35.
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As noted in the Second Report, the Chinese Subsidiary is managed by the Local
Management Team under Mr. Yu's supervision. Although Mr. Yu advised on several
occasions the Chinese Subsidiary had been dormant since around April 2014, the
Receiver became increasingly concerned about the status of the assets of the Chinese

Subsidiary (the “Heilongjiang Assets”) due to:

(a) the Chinese Subsidiary incurring significantly more disbursements than what

would be expected for a dormant manufacturing facility;

(b) the absence of any meaningful cooperation from Mr. Yu, Ms. Li and the Local
Management Team and their continuing refusal to provide detailed

supporting information for the disbursements;
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financial and operational information received by the Receiver being
inadequate and inconsistent with explanations and supporting collaborative

information; and

discovery of lawsuits related to undisclosed loans of the Chinese Subsidiary
that were concealed from the Company and Receiver and subsequent
settlements entered into by the Chinese Subsidiary without the Receiver's
knowledge or agreement. Under these settlements, the Chinese Subsidiary is
obligated to pay to China Industrial Bank (“Industrial Bank”) approximately
RMB 161 million in principal and interest (approximately $32 million) (the
“Industrial Bank Settlements”) (all as described in greater detail in the Second

Report).

As discussed in the Second Report, in order to preserve the Heilongjiang Assets, in

June 2015, the Receiver undertook to reorganize the board and management of the

Chinese Subsidiary by appointing:

()

(b)

(©)

Mr. Guan Liu as a director of the Chinese Subsidiary to fill the vacancy in the

Chinese Subsidiary's board;

Mr. Hong? as the legal representative and a director of the Chinese Subsidiary

to replace Mr. Yu; and

an associate of Mr. Hong as a director to replace the third director.

UPDATE ON THE SHARE TRANSFER TRANSACTION

37.

The Receiver remained intent on completing the Share Transfer Transaction.

However, concerns mounted over New Pengcheng’s ability and intent to complete the

Share Transfer Transaction, as well as the real identity of New Pengcheng and Mr.

Yu's role in the entire transaction in light of the following:

2 Mr. Hong is a Canadian citizen who received his PhD degree from the University of Toronto. The Receiver understands
Mr. Hong has extensive experience in restructuring, general management and operation management from his previous
employment with several multinational companies. The Receiver is advised that Mr. Hong founded four companies (one in
China, two in Taiwan and one in Toronto) and has provided freelance advisory services to a wide variety of clients. Mr.
Hong is familiar with the transactional environment in China.

6690422 v11
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(a) New Pengcheng’s continued failure to meet its obligations under the Share

Transfer Agreement and Escrow Agreement;

(b) despite the Receiver’s express instructions not to authorize or cause any
change to the Escrow Funds, Mr. Yu provided written consent to the Escrow

Bank for the release of the Escrow Funds back to New Pengcheng;

(©) misrepresentations by Mr. Yu and Ms. Li about the true identity and corporate

history of New Pengcheng (as discussed further herein);

(d) the discovery of substantial undisclosed bank loans of the Chinese Subsidiary,
which far exceeds the purchase price for the Share Transfer Transaction (as

discussed further herein); and

(e) a lawsuit commenced by New Pengcheng against Hanfeng, the Chinese
Subsidiary, Mr. Yu and EY in its personal capacity seeking to terminate the
Share Transfer Agreement and the return of the Deposit that it had paid

previously in the amount of RMB 12.4 million (as discussed further herein).

Based on the foregoing, the Receiver no longer has any remaining belief that New
Pengcheng has the financial resources or desire to close the Share Transfer

Transaction, or that the Share Transfer Transaction can be completed.

The Receiver believes that New Pengcheng’s numerous and continuous breaches of
the Share Transfer Agreement are the sole cause for the failure to close the Share
Transfer Transaction. The Receiver also continues to believe that it is entitled to keep

the Deposit pursuant to the Share Transfer Agreement.

In the Second and Third Reports, the Receiver advised this Court that it was critical to
the estate to further both the investigation activities and efforts to preserve the assets
of the Chinese Subsidiary. In the Third Report, the Receiver advised this Court that
the remaining funds in the estate, including a portion or all of the Deposit, would be
used by the Receiver to fund the next steps outlined in the Report. This Court
approved the Third Report by an Order dated October 5, 2015, a copy of which is

attached hereto as Appendix “I”. In accordance with this Order, the Receiver has
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continued to use the Company’s remaining funds, including the Deposit, to fund the

various activities as further described herein.

UPDATE ON CONTROL OVER THE CHINESE SUBSIDARY

41.

42.

43.

44,
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Mr. Guan's appointment as director was approved on August 18, 2015, by Harbin
Administration of Industry and Commerce (“HAIC”), upon a review of the

translation of the Clarification Orders.

In the Third Report, the Receiver reported it was in the process of preparing the
submissions to HAIC for the registration of Mr. Hong as legal representative and a
director of the Chinese Subsidiary. Despite the Clarification Orders and repeated
demands by the Receiver and its representatives, Mr. Yu and the Local Management

Team have refused to provide cooperation, including:

(a) refusing to sign/seal certain documents necessary for a submission to register
Mr. Hong as the legal representative and director of the Chinese Subsidiary

and refusing to surrender the chops, bank tokens or other business documents;

(b) failing to provide financial information and records of the Chinese Subsidiary;

and

(©) refusing to accommodate access to the Chinese Subsidiary’s facility; in
particular, Mr. Hong and Mr. Guan were denied entry to the Chinese
Subsidiary’s facility by security during the weeks of July 27, 2015 and June 6,
2016.

With respect to the replacement of Mr. Yu as the Chinese Subsidiary’s legal
representative, Honghui and Mr. Hong engaged in numerous discussions with HAIC,
and learned that HAIC was not prepared to process the submissions without the

documents being signed/sealed by Mr. Yu and the Chinese Subsidiary.

In order to address the non-cooperation of Mr. Yu and the Local Management Team,

the Receiver, with assistance of Honghui, applied to the Harbin Intermediate People’s
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Court in Heilongjiang Province, China (the “Harbin Court”) in November 2015,

seeking, among other things,
(a) recognition of the Appointment Order and Clarification Orders; and

(b) endorsement of the Receiver’s authority to exercise certain shareholder rights
on behalf of Hanfeng in respect of the Chinese subsidiary, including changing
the legal representative of the Chinese Subsidiary.

However, the Harbin Court was not prepared to hear the Receiver’s application based

on its review of the aforementioned Orders issued by this Court.

The Receiver, with assistance of Honghui and Mr. Hong, has also had several
discussions with the banks of the Chinese Subsidiary, but without the cooperation of
Mr. Yu, as legal representative, or the Local Management Team, has only been able to
obtained limited information with respect to the Chinese Subsidiary (as further

discussed below).

Since the filing of the Third Report, the Receiver has not been able to obtain any
meaningful information from Mr. Yu and the Local Management with respect to the
Chinese Subsidiary. There has also been no significant progress in effecting control

over the Chinese Subsidiary and appointing Mr. Hong as the legal representative.

STATUS OF THE CHINESE SUBSIDIARY

48.

49.
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Following the discovery of the Industrial Bank Settlements, the Receiver, with
assistance of its Chinese counsel and Mr. Hong, uncovered additional bank loans of
the Chinese Subsidiary which had been concealed from Hanfeng and the Receiver.
The Receiver’s further investigations reveal the Chinese Subsidiary has been carrying
a significant amount of undisclosed indebtedness since long before the receivership

proceedings.

According to information from the Corporate Credit Information Centre of the
People’s Bank of China (the central bank of China), the indebtedness of the Chinese
Subsidiary amounted to over RMB 438 million (approximately $87.6 million) as of
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March 31, 2016, which far exceeds the Chinese Subsidiary’s available cash, as at June
30, 2015, of RMB 74 million (or the equivalent of $14.4 million) as reported by the Local
Management Team. The Chinese Subsidiary has defaulted under certain of these bank
loans, resulting in seizure and recovery actions being initiated in China by its lenders

such as the Industrial Bank.

LITIGATION PROCEEDINGS

50.

As aresult of the issues discussed above with respect to the Share Transfer Transaction
and control over the Chinese Subsidiary, the Receiver has become involved in two

legal proceedings, both of which remain ongoing;:
(@) the Receiver’s action against Mr. Yu and Ms. Li in Canada; and

(b) the proceeding brought in China by New Pengcheng against Hanfeng, the
Chinese Subsidiary, Mr. Yu and EY (the “New Pengcheng Proceeding”).

Receiver’s Action

51.

52.
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On March 22, 2016, the Receiver commenced a claim (the “Receiver’s Action”) in the
Ontario Superior Court of Justice against Mr. Yu and Ms. Li. Among other things, the
Statement of Claim alleges Mr. Yu breached his fiduciary duties to Hanfeng and the
Chinese Subsidiary by taking out a series of loans on behalf of the Chinese Subsidiary,
which proceeds he converted for his own use or otherwise improperly dissipated from
the Chinese Subsidiary, and/or were received by Ms. Li. In addition, the Statement of
Claim alleges that Mr. Yu and Ms. Li fraudulently represented the true identity and

corporate history of New Pengcheng.

In the Receiver’s Action, the Receiver claims restitution or damages in the total
amount of Canadian currency sufficient to purchase RMB 865,600,000 for breach of
fiduciary duty, fraud, conversion, unjust enrichment, knowing assistance and
knowing receipt and fraudulent misrepresentation and seeks a declaration that all
monies belonging the Chinese Subsidiary and wrongfully obtained by Mr. Yu and/or
Ms. Li are subject to a constructive trust in favor of the Receiver. The Receiver also

asserts a claim for aggravated, exemplary and punitive damages in the amount of
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$500,000 and special damages in an amount to be determined in advance of trial for
costs associated with the Court approval and monitoring of the Share Transfer
Agreement, delays to the Share Transfer Transaction and the costs to investigate Mr.

Yu and Ms. Li’s activities and to try and preserve the Chinese Subsidiary’s assets.

After the Receiver delivered two responses to the defendants” Demand for Particulars,
on January 5, 2017, Mr. Yu and Ms. Li delivered a defence to the action. The Statement
of Defence broadly denies the allegations of the Receiver and claims certain allegations

fail to disclose a cause of action against Mr. Yu and Ms. Li.
The next steps in this proceeding are expected to be as follows:

a the Receiver intends to file a reply to the Statement of Defence and has been
Py
given an indulgence with respect to service and filing. Accordingly, at this time

pleadings are not closed;

(b) the defendants have stated they may file a motion to strike certain aspects of
the Receiver’s claim with respect to Ms. Li, but as of the date of this report,

have not yet done so; and

(c) once pleadings have closed, a timetable will be established for discovery.

New Pengcheng Proceeding

55.

56.
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On or about August 3, 2015, New Pengcheng commenced an action against Hanfeng,
the Chinese Subsidiary, Mr. Yu and EY in its personal capacity in the Harbin Court,
seeking to terminate the Share Transfer Agreement and the return of the Deposit that

it had paid previously in the amount of RMB 12.4 million.

On February 15, 2017, the Harbin Court released its decision (backdated to December

29, 2016). Among other things, the decision included the following:
(@) the termination of the Share Transfer Agreement;

(b) the requirement for Hangfeng to return the deposit, plus interest, to the

Purchaser; and
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(©) a finding that EY, in its personal capacity, was not a party to the Share Transfer

Agreement and not personally liable for the return of the deposit.

The Receiver does not believe that the Harbin Court reached the appropriate result
with respect to the termination of the Share Transfer Agreement and the requirement

for Hangfeng to return the deposit.

In forming its judgment, the Harbin Court held that the Share Transfer Agreement
was entered into lawfully, but was ineffective, and therefore not binding upon the
parties on account of the ultimate failure to obtain certain regulatory approval
concerning foreign investment entities (the “FIE Approval”). The Receiver takes issue
with this conclusion as, among other things, its Chinese counsel, Honghui, has
advised that the proper interpretation of applicable Chinese law is that a lawfully
established contract is legally binding on the parties regardless of whether such FIE
Approval was obtained, in particular, the parties should be bound by the contractual

obligations in respect of the steps towards applying for the FIE Approval.

In addition, the Harbin Court based its decision, in part, on Hanfeng's failure to apply
for the FIE Approval. However, the Harbin Court failed to consider that Hanfeng was
willing to apply for the FIE Approval, but did not do so as a result of New Pengcheng
breaching its obligations pursuant to the terms of the Share Transfer Agreement,

including payment of the required deposit, on numerous occasions.

The Receiver takes the position that these, and other grounds, constitute reasonable

grounds to appeal the decision and intends to appeal same.

In order to appeal, Hanfeng is required to file written submissions within 30 days of
formally receiving the Harbin Court’s decision and make a payment to the court. At
the time of this report, the Receiver has instructed Honghui to file the appeal
submissions. Honghui has advised the Receiver that it may take three to five months

before the appeal is decided.
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SUMMARY OF THE RECEIVER’S OTHER ACTIVITES

62.

In addition to the activities described above, since the filing of the Third Report,

Receiver has taken various steps pursuant to the Appointment Order as detailed

below:
(a) responded to inquiries from stakeholders;
(b) consulted certain stakeholders as appropriate with respect to the Share

Transfer Transaction and Chinese Subsidiary; and

(c) suspended disbursements except for funding Chinese counsel and expenses

related to the litigation activities in China in order to preserve liquidity.

THE COMPANY’S CURRENT FINANCIAL POSITION

63.

64.

65.

66.

67.
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As described in the Second Report, the Receiver has received 17 non-equity claims
with a total face value of $4,307,663 and 2 late claims for a total amount of $17,863 in

the Claims Process.

The Receiver currently holds funds in the amount of CA$2,037,485 and US$7,901 in

respect of the receivership of Hanfeng.

At the time of this Report, outstanding professional fees and disbursements are

estimated at $525,000 before HST.

As described in more detail above, given the current status of the Share Transfer

Transaction and that it is unlikely to proceed further, the Receiver intends to:

(a) proceed with pursuing the litigation as against Mr. Yu and Ms. Li in Canada;

and

(b) proceed with the appeal of the Chinese Court decision in China in respect of

the New Pengcheng lawsuit.

The Receiver, therefore, intends to return to this Court in the near future to seek

approval of its activities and for payment of the Receiver’s and Canadian counsel’s
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outstanding professional fees and disbursements in accordance with the Appointment

Order.
All of which is respectfully submitted this April 4th, 2017
ERNST & YOUNG INC.

In its capacity as Receiver of
Hanfeng and not in its personal or corporate capacity

7‘”/7 S

Murray A. McDonald
President
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This is Appendix “A”
to the Fourth Report of the Receiver
dated April 4, 2017



Court File No. CV-14-10667-00CL
ONTARIO
SUPERIOR COURT OF JUSTICE

COMMERCIAL LIST

THE HONOURABLE MADAM ) WEDNESDAY, THE 20TH

JUSTICE MATHESON DAY OF AUGUST, 2014

IN THE MATTER OF AN APPLICATION UNDER
SECTION 101 OF THE COURTS OF JUSTICE ACT,
R.S.0. c. C.43 (as amended)

AND IN THE MATTER OF HANFENG EVERGREEN INC.

APPROVAL AND VESTING ORDER

THIS APPLICATION, made by Hanfeng Evergreen Inc. (the "Applicant") for an order
approving the sale transaction (the "Transaction") contemplated by a share transfer agreement
(the "Share Transfer Agreement") between the Applicant and Heilongjiang Pengcheng
Fertilizer Co., Ltd. (the "Purchaser") dated August 8, 2014 and appended to the Affidavit of
Jonathan Pollack dated August 13, 2014 (the "Pollack Affidavit"), and vesting in the Purchaser
the Applicant’s right, title and interest in and to the shares described in the Share Transfer
Agreement (the "Purchased Shares"), was heard this day at 330 University Avenue, Toronto,
Ontario.

ON READING the Pollack Affidavit and on hearing the submissions of counsel for the
Applicant and for Harris Christopoulos, no one appearing for any other person on the service
list, although properly served as appears from the affidavits of service sworn August 14, 2014
and the affidavit of Sheila van Spronsen dated August 20, 2014, filed:
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1. THIS COURT ORDERS AND DECLARES that the Transaction is hereby approved, and
the execution of the Share Transfer Agreement by the Applicant is hereby authorized and
approved nunc pro tunc. Ernst & Young Inc., in its capacity as the Court-appointed receiver and
manager (the “Receiver”) of the undertaking, property and assets of the Applicant, is hereby
authorized and directed to take such additional steps and execute such additional documents as
may be necessary or desirable for the completion of the Transaction and for the conveyance of

the Purchased Shares to the Purchaser.

2. THIS COURT ORDERS AND DECLARES that upon the delivery of a Receiver’s
certificate to the Purchaser substantially in the form attached as Schedule “A” hereto (the
"Receiver's Certificate"), all of the Applicant's right, title and interest in and to the Purchased
Shares described in the Share Transfer Agreement shall vest absolutely in the Purchaser, free
and clear of and from any and all security interests (whether contractual, statutory, or
otherwise), hypothecs, mortgages, trusts or deemed trusts (whether contractual, statutory, or
otherwise), liens, executions, levies, charges, or other financial or monetary claims, whether or
not they have attached or been perfected, registered or filed and whether secured, unsecured or
otherwise (collectively, the "Claims") including, without limiting the generality of the foregoing:
(i) any encumbrances or charges created by the Order dated August 15, 2014; and (ii) all
charges, security interests or claims evidenced by registrations pursuant to the Personal Property
Security Act (Ontario) or any other personal property registry system (all of which are
collectively referred to as the "Encumbrances") and, for greater certainty, this Court orders that
all of the Encumbrances affecting or relating to the Purchased Shares are hereby expunged and

discharged as against the Purchased Shares.

3. THIS COURT ORDERS that for the purposes of determining the nature and priority of
Claims, the net proceeds from the sale of the Purchased Shares shall stand in the place and stead
of the Purchased Shares, and that from and after the delivery of the Receiver's Certificate all
Claims and Encumbrances shall attach to the net proceeds from the sale of the Purchased Shares
with the same priority as they had with respect to the Purchased Shares immediately prior to
the sale, as if the Purchased Shares had not been sold and remained in the possession or control

of the person having that possession or control immediately prior to the sale.

4. THIS COURT ORDERS AND DIRECTS the Receiver to file with the Court a copy of the

Receiver's Certificate, forthwith after delivery thereof.
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5. THIS COURT ORDERS that, notwithstanding;:

(@) the pendency of these proceedings;

(b) any applications for a bankruptcy order now or hereafter issued pursuant to the
Bankruptcy and Insolvency Act (Canada) in respect of the Applicant and any

bankruptcy order issued pursuant to any such applications; and
() any assignment in bankruptcy made in respect of the Applicant;

the vesting of the Purchased Shares in the Purchaser pursuant to this Order shall be binding on
any trustee in bankruptcy that may be appointed in respect of the Applicant and shall not be
void or voidable by creditors of the Applicant, nor shall it constitute nor be deemed to be a
fraudulent preference, assignment, fraudulent conveyance, transfer at undervalue, or other
reviewable transaction under the Bankruptcy and Insolvency Act (Canada) or any other applicable
federal or provincial legislation, nor shall it constitute oppressive or unfairly prejudicial conduct

by the Purchaser pursuant to any applicable federal or provincial legislation.

6. THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,
regulatory or administrative body having jurisdiction in Canada or in the People’s Republic of
China to give effect to this Order and to assist the Receiver and its agents in carrying out the
terms of this Order. All courts, tribunals, regulatory and administrative bodies are hereby
respectfully requested to make such orders and to provide such assistance to the Receiver, as an
officer of this Court, as may be necessary or desirable to give effect to this Order or to assist the

Receiver and its agents in carrying out the terms of this Order.

Natasha Brown
Registrar

. Lo 'i/d'«/)/)
AUG 7 3 10

M
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Schedule “A” ~ Form of Receiver’s Certificate

Court File No.
ONTARIO
SUPERIOR COURT OF JUSTICE

COMMERCIAL LIST

IN THE MATTER OF AN APPLICATION UNDER
SECTION 101 OF THE COURTS OF JUSTICE ACT,
R.S.0. c. C.43 (as amended)

AND IN THE MATTER OF HANFENG EVERGREEN INC.

RECEIVER’S CERTIFICATE

RECITALS

A. Pursuant to an Order of the Honourable [NAME OF JUDGE] of the Ontario Superior
Court of Justice (the "Court") dated August 15, 2014, Ernst & Young Inc. was appointed as the
receiver (the "Receiver") of the undertaking, property and assets of Hanfeng Evergreen Inc. (the
“ Applicant”).

B. Pursuant to an Order of the Court dated August 15, 2014, the Court approved the
agreement of purchase and sale made as of August 8, 2014 (the "Share Transfer Agreement")
between the Applicant and Heilongjiang Pengcheng Fertilizer Co., Ltd. (the "Purchaser") and
provided for the vesting in the Purchaser of the Applicant’s right, title and interest in and to the
Purchased Shares, which vesting is to be effective with respect to the Purchased Shares upon
the delivery by the Receiver to the Purchaser of a certificate confirming (i) the payment by the
Purchaser of the Purchase Price for the Purchased Shares; (ii) that the conditions to Closing as
set out in the Share Transfer Agreement have been satisfied or waived by the Receiver and the

Purchaser; and (iii) the Transaction has been completed to the satisfaction of the Receiver.
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C. Unless otherwise indicated herein, terms with initial capitals have the meanings set out

in the Share Transfer Agreement.
THE RECEIVER CERTIFIES the following:

1. The Purchaser has paid and the Receiver has received the Purchase Price for the

Purchased Shares payable on the Closing Date pursuant to the Share Transfer Agreement;

2. The conditions to Closing as set out in the Share Transfer Agreement have been satisfied

or waived by the Receiver and the Purchaser; and
3. The Transaction has been completed to the satisfaction of the Receiver.

4, This Certificate was delivered by the Receiver at [TIME] on [DATE].

ERNST & YOUNG INC,, in its capacity as
Receiver of the undertaking, property and
assets of Hanfeng Evergreen Inc., and not in its
personal capacity

Per:

Name: Murray A. McDonald
Title: President, Ernst & Young Inc.
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Court File No. CV-14-10667-00CL
IN THE MATTER OF AN APPLICATION UNDER SECTION 101 OF THE COURTS OF

JUSTICE ACT, R.S.O. c. C.43 (as amended)
AND IN THE MATTER OF HANFENG EVERGREEN INC.

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
Proceedings commenced at Toronto

APPROVAL AND VESTING ORDER

STIKEMAN ELLIOTT LLP
Barristers & Solicitors

5300 Commerce Court West
199 Bay Street

Toronto, Canada M5L 1B9

Peter F. Howard LSUC# 22056F
Tel: (416) 869-5613
E-mail: phoward@stikeman.com

Maria Konyukhova LSUC# 52880V
Tel: (416) 869-5230
E-mail: mkonvukhova@stikeman.com

Yannick Katirai LSUC# 62234K

Tel: (416) 869-5556

E-mail: ykatirai@stikeman.com
.Fax: (416) 947-0866

Lawyers for the Applicant
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This is Appendix “B”
to the Fourth Report of the Receiver
dated April 4, 2017



Court File No. CV-14-10667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE MADAM ) WEDNESDAY, THE 20T
)
JUSTICE MATHESON ) DAY OF AUGUST, 2014

IN THE MATTER OF AN APPLICATION UNDER
SECTION 101 OF THE COURTS OF JUSTICE ACT,
R.S.0. c. C.43 (as amended)

AND IN THE MATTER OF HANFENG EVERGREEN INC.

ORDER
(Appointment Order)

THIS APPLICATION made by the Applicant Hanfeng Evergreen Inc. (the “Applicant”)
for an Order pursuant to section 101 of the Courts of Justice Act, R.S.0. 1990, c. C.43, as amended
(the "CJA") appointing Ernst & Young Inc. (“E&Y”) as receiver and manager (in such capacities,
the "Receiver") without security, of all of the assets, undertakings and properties of the
Applicant acquired for, or used in relation to a business carried on by the Applicant, was heard

this day at 330 University Avenue, Toronto, Ontario.

ON READING the affidavit of Jonathan Pollack sworn August 13, 2014 and the Exhibits
thereto and on hearing the submissions of counsel for Hanfeng and for Harris Christopoulos, no
one appearing for anyone else although duly served as appears from the affidavits of service
sworn August 14, 2014 and the affidavit of Sheila van Spronsen dated August 20, 2014, filed,

and on reading the consent of E&Y to act as the Receiver,
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SERVICE

1. THIS COURT ORDERS that the time for service of the Notice of Application and the
Application is hereby abridged and validated so that this motion is properly returnable today

and hereby dispenses with further service thereof.
APPOINTMENT

2. THIS COURT ORDERS that pursuant to section 101 of the CJA, E&Y is hereby
appointed Receiver, without security, of all of the assets, undertakings and properties of the
Applicant acquired for, or used in relation to a business carried on by the Applicant, including

all proceeds thereof (the "Property").

RECEIVER’S POWERS

3. THIS COURT ORDERS that the Receiver is hereby empowered and authorized, but not
obligated, to act at once in respect of the Property and, without in any way limiting the
generality of the foregoing, the Receiver is hereby expressly empowered and authorized to do

any of the following where the Receiver considers it necessary or desirable:

(@) to take such additional steps and execute such additional documents as
may be necessary or desirable for the completion of the transaction
contemplated by the share transfer agreement with Heilongjiang

Pengcheng Fertilizer Co., Ltd. dated August 8, 2014;

(b)  to take possession of and exercise control over the Property and any and

all proceeds, receipts and disbursements arising out of or from the

Property;

(© to receive, preserve, and protect the Property, or any part or parts thereof,
including, but not limited to, the changing of locks and security codes, the
relocating of Property to safeguard it, the engaging of independent
security personnel, the taking of physical inventories and the placement

of such insurance coverage as may be necessary or desirable;
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to manage, operate, and carry on the business of the Applicant, including
the powers to enter into any agreements, incur any obligations in the
ordinary course of business, cease to carry on all or any part of the

business, or cease to perform any contracts of the Applicant;

to engage consultants, appraisers, agents, experts, auditors, accountants,
managers, counsel and such other persons from time to time and on
whatever basis, including on a temporary basis, to assist with the exercise
of the Receiver's powers and duties, including without limitation those

conferred by this Order;

to purchase or lease such machinery, equipment, inventories, supplies,
premises or other assets to continue the business of the Applicant or any

part or parts thereof;

to receive and collect all monies and accounts now owed or hereafter
owing to the Applicant and to exercise all remedies of the Applicant in
collecting such monies, including, without limitation, to enforce any

security held by the Applicant;
to settle, extend or compromise any indebtedness owing to the Applicant;

to execute, assign, issue and endorse documents of whatever nature in
respect of any of the Property, whether in the Receiver's name or in the
name and on behalf of the Applicant, for any purpose pursuant to this

Order;

to initiate, prosecute and continue the prosecution of any and all
proceedings and to defend all proceedings now pending or hereafter
instituted with respect to the Applicant, the Property or the Receiver, and
to settle or compromise any such proceedings. The authority hereby
conveyed shall extend to such appeals or applications for judicial review

in respect of any order or judgment pronounced in any such proceeding;
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(©)

to market any or all of the Property, including advertising and soliciting
offers in respect of the Property or any part or parts thereof and
negotiating such terms and conditions of sale as the Receiver in its

discretion may deem appropriate;

to sell, convey, transfer, lease or assign the Property or any part or parts

thereof out of the ordinary course of business,

(i)  without the approval of this Court in respect of any transaction
not exceeding $100,000, provided that the aggregate consideration
for all such transactions does not exceed $1,000,000; and

(i)  with the approval of this Court in respect of any transaction in
which the purchase price or the aggregate purchase price exceeds

the applicable amount set out in the preceding clause;

and in each such case notice under subsection 63(4) of the Ontario
Personal Property Security Act, shall not be required, and in each case the
Ontario Bulk Sales Act shall not apply.

to apply for any vesting order or other orders necessary to convey the
Property or any part or parts thereof to a purchaser or purchasers thereof,

free and clear of any liens or encumbrances affecting such Property;

to report to, meet with and discuss with such affected Persons (as defined
below) as the Receiver deems appropriate on all matters relating to the
Property and the receivership, and to share information, subject to such

terms as to confidentiality as the Receiver deems advisable;

to register a copy of this Order and any other Orders in respect of the
Property against title to any of the Property;

to apply for any permits, licences, approvals or permissions as may be

required by any governmental authority and any renewals thereof for
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and on behalf of and, if thought desirable by the Receiver, in the name of
the Applicant;

to enter into agreements with any trustee in bankruptcy appointed in
respect of the Applicant, including, without limiting the generality of the
foregoing, the ability to enter into occupation agreements for any

property owned or leased by the Applicant;

to exercise any shareholder, partnership, joint venture or other rights

which the Applicant may have;

to seek Court approval of and conduct a procedure for the solicitation,

determination and resolution of claims against the Applicant;

to seek Court approval to distribute any proceeds of any sale of the
Property to the stakeholders of the Applicant in accordance with their

relative priorities pursuant to further Order of the Court;

to take such steps and execute such documents as may be necessary or
desirable to purchase tail director and officer liability insurance coverage;

and

to take any steps reasonably incidental to the exercise of these powers or

the performance of any statutory obligations.

and in each case where the Receiver takes any such actions or steps, it shall be exclusively

authorized and empowered to do so, to the exclusion of all other Persons (as defined below),

including the Applicant, and without interference from any other Person.

DUTY TO PROVIDE ACCESS AND CO-OPERATION TO THE RECEIVER

4. THIS COURT ORDERS that (i) the Applicant, (ii) all of its current and former directors,

officers, employees, agents, accountants, legal counsel and shareholders, and all other persons

acting on its instructions or behalf, and (iii) all other individuals, firms, corporations,

governmental bodies or agencies, or other entities having notice of this Order (all of the

foregoing, collectively, being "Persons" and each being a "Person") shall forthwith advise the
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Receiver of the existence of any Property in such Person's possession or control, shall grant
immediate and continued access to the Property to the Receiver, and shall deliver all such

Property to the Receiver upon the Receiver's request.

5. THIS COURT ORDERS that all Persons shall forthwith advise the Receiver of the
existence of any books, documents, securities, contracts, orders, corporate and accounting
records, and any other papers, records and information of any kind related to the business or
affairs of the Applicant, and any computer programs, computer tapes, computer disks, or other
data storage media containing any such information (the foregoing, collectively, the "Records")
in that Person's possession or control, and shall provide to the Receiver or permit the Receiver
to make, retain and take away copies thereof and grant to the Receiver unfettered access to and
use of accounting, computer, software and physical facilities relating thereto, provided however
that nothing in this paragraph 5 or in paragraph 6 of this Order shall require the delivery of
Records, or the granting of access to Records, which may not be disclosed or provided to the
Receiver due to the privilege attaching to solicitor-client communication or due to statutory

provisions prohibiting such disclosure.

6. THIS COURT ORDERS that if any Records are stored or otherwise contained on a
computer or other electronic system of information storage, whether by independent service
provider or otherwise, all Persons in possession or control of such Records shall forthwith give
unfettered access to the Receiver for the purpose of allowing the Receiver to recover and fully
copy all of the information contained therein whether by way of printing the information onto
paper or making copies of computer disks or such other manner of retrieving and copying the
information as the Receiver in its discretion deems expedient, and shall not alter, erase or
destroy any Records without the prior written consent of the Receiver. Further, for the
purposes of this paragraph, all Persons shall provide the Receiver with all such assistance in
gaining immediate access to the information in the Records as the Receiver may in its discretion
require including providing the Receiver with instructions on the use of any computer or other
system and providing the Receiver with any and all access codes, account names and account

numbers that may be required to gain access to the information.

7. THIS COURT ORDERS that the Receiver shall provide each of the relevant landlords

with notice of the Receiver’s intention to remove any fixtures from any leased premises at least
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seven (7) days prior to the date of the intended removal. The relevant landlord shall be entitled
to have a representative present in the leased premises to observe such removal and, if the
landlord disputes the Receiver’s entitlement to remove any such fixture under the provisions of
the lease, such fixture shall remain on the premises and shall be dealt with as agreed between
any applicable secured creditors, such landlord and the Receiver, or by further Order of this
Court upon application by the Receiver on at least two (2) days’ notice to such landlord and any

such secured creditors.
NO PROCEEDINGS AGAINST THE RECEIVER

8. THIS COURT ORDERS that no proceeding or enforcement process in any court or
tribunal (each, a "Proceeding"), shall be commenced or continued against the Receiver except

with the written consent of the Receiver or with leave of this Court.

NO PROCEEDINGS AGAINST THE APPLICANT OR THE PROPERTY

9. THIS COURT ORDERS that no Proceeding against or in respect of the Applicant or the
Property shall be commenced or continued except with the written consent of the Receiver or
with leave of this Court and any and all Proceedings currently under way against or in respect
of the Applicant or the Property are hereby stayed and suspended pending further Order of this

Court.

NO EXERCISE OF RIGHTS OR REMEDIES

10.  THIS COURT ORDERS that all rights and remedies against the Applicant, the Receiver,
or affecting the Property, are hereby stayed and suspended except with the written consent of
the Receiver or leave of this Court, provided that nothing in this paragraph shall (i) empower
the Receiver or the Applicant to carry on any business which the Applicant is not lawfully
entitled to carry on, (ii) exempt the Receiver or the Applicant from compliance with statutory or
regulatory provisions relating to health, safety or the environment, (iii) prevent the filing of any
registration to preserve or perfect a security interest, or (iv) prevent the registration of a claim

for lien.
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NO INTERFERENCE WITH THE RECEIVER

11. THIS COURT ORDERS that no Person shall discontinue, fail to honour, alter, interfere
with, repudiate, terminate or cease to perform any right, renewal right, contract, agreement,
licence or permit in favour of or held by the Applicant, without written consent of the Receiver

or leave of this Court.

CONTINUATION OF SERVICES

12 THIS COURT ORDERS that all Persons having oral or written agreements with the
Applicant or statutory or regulatory mandates for the supply of goods and/or services,
including without limitation, all computer software, communication and other data services,
centralized banking services, payroll services, insurance, transportation services, utility or other
services to the Applicant are hereby restrained until further Order of this Court from
discontinuing, altering, interfering with or terminating the supply of such goods or services as
may be required by the Receiver, and that the Receiver shall be entitled to the continued use of
the Applicant's current telephone numbers, facsimile numbers, internet addresses and domain
names, provided in each case that the normal prices or charges for all such goods or services
received after the date of this Order are paid by the Receiver in accordance with normal
payment practices of the Applicant or such other practices as may be agreed upon by the

supplier or service provider and the Receiver, or as may be ordered by this Court.

RECEIVER TO HOLD FUNDS

13. THIS COURT ORDERS that all funds, monies, cheques, instruments, and other forms of
payments received or collected by the Receiver from and after the making of this Order from
any source whatsoever, including without limitation the sale of all or any of the Property and
the collection of any accounts receivable in whole or in part, whether in existence on the date of
this Order or hereafter coming into existence, shall be deposited into one or more new accounts
to be opened by the Receiver (the "Post Receivership Accounts") and the monies standing to
the credit of such Post Receivership Accounts from time to time, net of any disbursements
provided for herein, shall be held by the Receiver to be paid in accordance with the terms of this
Order or any further Order of this Court.
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EMPLOYEES

14. THIS COURT ORDERS that all employees of the Applicant shall remain the employees
of the Applicant until such time as the Receiver, on the Applicant's behalf, may terminate the
employment of such employees. The Receiver shall not be liable for any employee-related
liabilities, including any successor employer liabilities as provided for in section 14.06(1.2) of
the Bankruptcy and Insolvency Act (Canada) (“BIA”), other than such amounts as the Receiver
may specifically agree in writing to pay, or in respect of its obligations under sections 81.4(5) or

81.6(3) of the BIA or under the Wage Earner Protection Program Act (Canada).

PIPEDA

15. THIS COURT ORDERS that, pursuant to clause 7(3)(c) of the Personal Information
Protection and Electronic Documents Act (Canada), the Receiver shall disclose personal
information of identifiable individuals to prospective purchasers or bidders for the Property
and to their advisors, but only to the extent desirable or required to negotiate and attempt to
complete one or more sales of the Property (each, a "Sale"). Each prospective purchaser or
bidder to whom such personal information is disclosed shall maintain and protect the privacy
of such information and limit the use of such information to its evaluation of the Sale, and if it
does not complete a Sale, shall return all such information to the Receiver, or in the alternative
destroy all such information. The purchaser of any Property shall be entitled to continue to use
the personal information provided to it, and related to the Property purchased, in a manner
which is in all material respects identical to the prior use of such information by the Applicant,
and shall return all other personal information to the Receiver, or ensure that all other personal

information is destroyed.

LIMITATION ON ENVIRONMENTAL LIABILITIES

16.  THIS COURT ORDERS that nothing herein contained shall require the Receiver to
occupy or to take control, care, charge, possession or management (separately and/or
collectively, "Possession") of any of the Property that might be environmentally contaminated,
might be a pollutant or a contaminant, or might cause or contribute to a spill, discharge, release
or deposit of a substance contrary to any federal, provincial or other law respecting the
protection, conservation, enhancement, remediation or rehabilitation of the environment or

relating to the disposal of waste or other contamination including, without limitation, the
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Canadian Environmental Protection Act, the Environmental Protection Act (Ontario), the Water
Resources Act (Ontario), or the Occupational Health and Safety Act (Ontario) and regulations
thereunder (the "Environmental Legislation"), provided however that nothing herein shall
exempt the Receiver from any duty to report or make disclosure imposed by applicable
Environmental Legislation. The Receiver shall not, as a result of this Order or anything done in
pursuance of the Receiver's duties and powers under this Order, be deemed to be in Possession
of any of the Property within the meaning of any Environmental Legislation, unless it is actually

In possession.

LIMITATION ON THE RECEIVER’S LIABILITY

17. THIS COURT ORDERS that the Receiver shall incur no liability or obligation as a result
of its appointment or the carrying out the provisions of this Order, save and except for any
gross negligence or wilful misconduct on its part or in respect of its obligations under sections

81.4(5) or 81.6(3) of the BIA or under the Wage Earner Protection Program Act (Canada).

RECEIVER'S ACCOUNTS

18.  THIS COURT ORDERS that the Receiver and counsel to the Receiver shall be paid their
reasonable fees and disbursements, in each case at their standard rates and charges unless
otherwise ordered by the Court on the passing of accounts, and that the Receiver and counsel to
the Receiver shall be entitled to and are hereby granted a charge (the "Receiver's Charge") on
the Property, as security for such fees and disbursements, both before and after the making of
this Order in respect of these proceedings, and that the Receiver's Charge shall form a first
charge on the Property in priority to all security interests, trusts, liens, charges and
encumbrances, statutory or otherwise, in favour of any Person but subject to sections 14.06(7),

81.4(4), and 81.6(2) of the BIA.

19.  THIS COURT ORDERS that the Receiver and its legal counsel shall pass its accounts
from time to time, and for this purpose the accounts of the Receiver and its legal counsel are

hereby referred to a judge of the Commercial List of the Ontario Superior Court of Justice.

20.  THIS COURT ORDERS that prior to the passing of its accounts, the Receiver shall be at
liberty from time to time to apply reasonable amounts, out of the monies in its hands, against its

fees and disbursements, including legal fees and disbursements, incurred at the standard rates
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and charges of the Receiver or its counsel, and such amounts shall constitute advances against

its remuneration and disbursements when and as approved by this Court.

SERVICE AND NOTICE

21.  THIS COURT ORDERS that the E-Service Protocol of the Commercial List (the
“Protocol”) is approved and adopted by reference herein and, in this proceeding, the
service of documents made in accordance with the Protocol (which can be found on the

Commercial List website at  http://www.ontariocourts.ca/scj/ practice/ practice-

directions/ toronto/ e-service-protocol/) shall be valid and effective service. Subject to Rule

17.05 this Order shall constitute an order for substituted service pursuant to Rule 16.04
of the Rules of Civil Procedure. Subject to Rule 3.01(d) of the Rules of Civil Procedure
and paragraph 21 of the Protocol, service of documents in accordance with the Protocol
will be effective on transmission. This Court further orders that a Case Website shall be
established in accordance with the Protocol with the following URL

‘http:/ /www.ey.com/ca/hanfeng’.

22. THIS COURT ORDERS that if the service or distribution of documents in accordance
with the Protocol is not practicable, the Receiver is at liberty to serve or distribute this Order,
any other materials and orders in these proceedings, any notices or other correspondence, by
forwarding true copies thereof by prepaid ordinary mail, courier, personal delivery or facsimile
transmission to the Applicant's creditors or other interested parties at their respective addresses
as last shown on the records of the Applicant and that any such service or distribution by
courier, personal delivery or facsimile transmission shall be deemed to be received on the next
business day following the date of forwarding thereof, or if sent by ordinary mail, on the third

business day after mailing.

GENERAL

23.  THIS COURT ORDERS that the Receiver may from time to time apply to this Court for

advice and directions in the discharge of its powers and duties hereunder.

24. THIS COURT ORDERS that nothing in this Order shall prevent the Receiver from acting
as a trustee in bankruptcy of the Applicant.
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25. THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,
regulatory or administrative body having jurisdiction in Canada or in the People’s Republic of
China to give effect to this Order and to assist the Receiver and its agents in carrying out the
terms of this Order. All courts, tribunals, regulatory and administrative bodies are hereby
respectfully requested to make such orders and to provide such assistance to the Receiver, as an
officer of this Court, as may be necessary or desirable to give effect to this Order or to assist the

Receiver and its agents in carrying out the terms of this Order.

26.  THIS COURT ORDERS that the Receiver be at liberty and is hereby authorized and
empowered to apply to any court, tribunal, regulatory or administrative body, wherever
located, for the recognition of this Order and for assistance in carrying out the terms of this
Order, and that the Receiver is authorized and empowered to act as a representative in respect
of the within proceedings for the purpose of having these proceedings recognized in a

jurisdiction outside Canada.

27.  THIS COURT ORDERS that any interested party may apply to this Court to vary or
amend this Order on not less than seven (7) days' notice to the Receiver and to any other party

likely to be affected by the order sought or upon such other notice, if any, as this Court may

order.

A Natasha Brown
D Registrar
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Court File No. CV-14-10667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE ) FRIDAY, THE 24th
)
JUSTICE CONWAY ) DAY OF JULY, 2015

/90" 05 COURTS OF JUSTICE ACT, R.S.0. c. C.43 (as amended)

[
i
g
(]
m

—]-N—TJ:Q/IA'ITER OF AN APPLICATION UNDER SECTION 101 OF THE
[

IN THE MATTER OF HANFENG EVERGREEN INC.

ORDER

THIS MOTION, made by Ernst & Young Inc., in its capacity as the receiver
(the “Receiver”) of Hanfeng Evergreen Inc. (“Hanfeng”), for an order clarifying and
expanding the Receiver’s powers was heard this day at 330 University Avenue,

Toronto, Ontario.

ON READING the Second Report of the Receiver dated July 17, 2015 (the
“Second Report”) and the Supplement to the Second Report of the Receiver dated
July 22, 2015 (the “Supplement”), and on hearing the submissions of counsel to the
Receiver, no one appearing for any other person on the Service List, although

properly served as appears from the affidavit of service, filed:
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THIS COURT ORDERS that the time for service of the motion record in
respect of this Motion is hereby abridged so that this Motion is properly

returnable today and hereby dispenses with further service thereof.

THIS COURT ORDERS that any capitalized terms not otherwise defined in

this Order shall have the meanings ascribed to them in the Second Report.

THIS COURT ORDERS that the Receiver is empowered and authorized to
exercise any shareholder rights that Hanfeng has, including Hanfeng's rights
as sole shareholder of Hanfeng Slow-Release Fertilizer Co. Ltd. (the
“Chinese Subsidiary”).

THIS COURT ORDERS Mr. Yu Xinduo to provide full and timely

cooperation to the Receiver, including, but not limited to the following:

(a)  providing unfettered access for Mr. Rong-Kai Hong and his
company Formosa Supply Services Co., Ltd. and his designates
to the Chinese Subsidiary’s offices and facilities and books and

financial records.

THIS COURT ORDERS that Mr. Yu Xinduo is forthwith prohibited from
executing any document or entering into any agreement with respect to the

Chinese Subsidiary without the Receiver’s prior written consent thereto.

THIS COURT ORDERS that Mr. Yu Xinduo is forthwith prohibited from
causing the Chinese Subsidiary to make any payments (including with
respect to the Settlements, as defined in the Supplement) or any transfers out
of any bank accounts in the name of the Chinese Subsidiary, including but
not limited to, the bank account no. 23001866251050505638 with the China

Construction Bank without the Receiver’s prior written consent thereto.
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THIS COURT HEREBY REQUESTS the aid and recognition of any court,
tribunal, regulatory or administrative body having jurisdiction in Canada or
in the People’s Republic of China to give effect to this Order and to assist the
Receiver and its agents in carrying out the terms of this Order. All courts,
tribunals, regulatory and administrative bodies are hereby respectfully
requested to make such orders and to provide such assistance to the Receiver,
as an officer of this Court, as may be necessary or desirable to give effect to

this Order or to assist the Receiver and its agents in carrying out the terms of
this Order.

ENTER ) H'JT- Sl
i 1ED AT 4 ” K

ON ISCRIT 4 .
/ BOOK No. TORONTO Giuseppe Dip-.: -

JUL 24 208
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AND IN THE MATTER OF HANFENG EVERGREEN INC.

ONTARIO
SUPERIOR COURT OF JUSTICE
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Court File No. CV-14-10667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE ) FRIDAY, THE 31st
_ )
JUSTICE [ 77 7 ) DAY OF JULY, 2015

) IN”'H:_IE MATTER OF AN APPLICATION UNDER SECTION 101 OF THE
’COURTS OF JUSTICE ACT, R.S.O. c. C.43 (as amended)

THIS MOTION, made by Ernst & Young Inc., in its capacity as the receiver
(the “Receiver”) of Hanfeng Evergreen Inc. (“Hanfeng”), for an order clarifying and
expanding the Receiver's powers was heard this day at 330 University Avenue,

Toronto, Ontario.

ON READING the Second Report of the Receiver dated July 17, 2015 (the
“Second Report”) and the Supplement to the Second Report of the Receiver dated
July 22, 2015 (the “Supplement”), and on hearing the submissions of counsel to the
Receiver and Yu Xinduo, no one appearing for any other person on the Service List,

although properly served as appears from the affidavit of service, filed:
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THIS COURT ORDERS that the time for service of the motion record in
respect of this Motion is hereby abridged so that this Motion is properly

returnable today and hereby dispenses with further service thereof.

' THIS COURT ORDERS that any capitalized terms not otherwise defined in

this Order shall have the meanings ascribed to them in the Second Report.

THIS COURT ORDERS that the Receiver is empowered and authorized to
exercise any shareholder rights that Hanfeng has, including Hanfeng’s rights
as sole shareholder of Hanfeng Slow-Release Fertilizer Co., Ltd. (the
“Chinese Subsidiary”), including but not limited to, to change the legal

representative and directors of the Chinese Subsidiary.

THIS COURT ORDERS that the Receiver is authorized to take any necessary
steps to assert its ownership of and effect control over the Chinese Subsidiary
and the Heilongjiang Assets, including but not limited to, the bank account
no. 23001866251050505638 opened with the China Construction Bank in the

name of the Chinese Subsidiary.

THIS COURT ORDERS that the Receiver is authorized and directed to
engage Mr. Rong-kai Hong ( “Mr. Hong”) and his company, Formosa Supply
Services Co., Ltd, (“FSS”), to provide interim management services in
connection with the Chinese Subsidiary, including appointment of Mr. Hong
as the legal representative (the “New Legal Representative”) and a director

of the Chinese Subsidiary.

THIS COURT ORDERS Mr. Yu Xinduo to provide full and timely

cooperation to the Receiver, including, but not limited to the following:

(a)  attending at Harbin Administration of Industry and Commerce
("HAIC”) in order to facilitate the change of legal representative
of the Chinese Subsidiary;
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(b)  taking any steps within Mr. Yu’s control and permitted by law
to effect the surrender of all chops, including the company chop
and finance chops relating to the Chinese Subsidiary and any of
its subsidiaries to the New Legal Representative;

(c) taking any steps within Mr. Yu's control and permitted by law
to effect the surrender of all online banking tokens of the
Chinese Subsidiary to the New Legal Representative; and

(d)  taking any steps within Mr. Yu's control and permitted by law
to effect the surrender to the New Legal Representative all
corporate licenses, certificates and registrations of the Chinese
Subsidiary and any of its subsidiaries, including the original
business license, replicate business license, organizational code

certificate, tax certificate and safe registration.

THIS COURT ORDERS that the First Report, the Second Report and the
Supplement and the conduct and activities of the Receiver as described in

each of the reports are hereby approved.

THIS COURT HEREBY REQUESTS the aid and recognition of any court,
tribunal, regulatory or administrative body having jurisdiction in Canada or
in the People’s Republic of China to give effect to this Order and to assist the
Receiver and its agents in carrying out the terms of this Order. All courts,
tribunals, regulatory and administrative bodies are hereby respectfully
requested to make such orders and to provide such assistance to the Receiver,
as an officer of this Court, as may be necessary or desirable to give effect to
this Order or to assist the Receiver and its agents ir carrying out the terms of

this Order.

ENTERED AT 7 INSCRIT A TORONTO
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ORDER
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Court File No. CV-14-10667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF AN APPLICATION UNDER SECTION 101 OF THE
COURTS OF JUSTICE ACT, R.S.O. c. C.43 (as amended)

AND IN THE MATTER OF HANFENG EVERGREEN INC.

FIRST REPORT OF THE RECEIVER
DATED SEPTEMBER 12,2014

INTRODUCTION

1. On August 20, 2014, pursuant to an order issued by the Ontario Superior Court of
Justice, Ernst & Young Inc. was appointed as receiver and manager (the “Receiver”)
of the assets, undertakings and properties of the Hanfeng Evergreen Inc. (“Hanfeng”

or the “Company”), pursuant to section 101 of the Courts of Justice Act (Ontario).

PURPOSE

2. The purpose of this first report of the Receiver (the “First Report”) is to provide this

Court with information in respect of the following:

e status of the sale of the Company's wholly owned subsidiary, Hanfeng Slow-

Release Fertilizer Co., Ltd.; and

e the Receiver’s request for an order establishing a process to resolve any
claims against Hanfeng and establishing a claims bar date by which such

claims must be filed.
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TERMS OF REFERENCE

3. In preparing this First Report and making the comments herein, the Receiver has
been provided with, and has relied upon, certain unaudited, draft and/or internal
financial information, prepared by the Company’s books and records, discussions
with employees of the Company and information from other third-party sources

(collectively, the “Information”). Except as described in this First Report:

(a) The Receiver has not audited, reviewed or otherwise attempted to verify
the accuracy or completeness of the Information in a manner that would
wholly or partially comply with the Generally Accepted Assurance
Standards pursuant to the Canadian Institute of Chartered Accountants
Handbook and, accordingly, the Receiver expresses no opinion or other

form of assurance in respect of the Information; and

(b)  The Receiver has prepared this First Report in its capacity as a court-
appointed officer solely for the use of this Court and the stakeholders in
these proceedings and will make a copy of this First Report available on

the Receiver’s website at www.ey.com/ca/hanfeng.

4.  All monetary amounts contained herein are expressed in Canadian dollars, unless

otherwise stated.

GENERAL BACKGROUND

5. The Company, through its wholly-owned subsidiaries, was a developer and producer
of value-added fertilizers in the People’s Republic of China (“China’”). The Company

is incorporated under the laws of Ontario with its registered head office in Toronto.

6. The Company has no independent operations and exists solely as a holding company
for certain operating entities located in China. By mid-August 2014, the Company’s

principal remaining un-monetized asset was all the issued and outstanding shares of



Hanfeng Slow-Release Fertilizer Co., Ltd., a company legally registered and
established in China (the “Chinese Subsidiary™).

7. On August 20, 2014, following an application by the Company, this Court:

e issued an order appointing Ernst & Young Inc. as the receiver and manager of

the Company (the “Receivership Order”); and

e approved a share transfer agreement between the Company and Heilongjiang
Harbin Pengcheng Fertilizer Co., Ltd. (the “Purchaser”) dated August 8, 2014
(the “Share Transfer Agreement”) in respect of the shares of the Chinese
Subsidiary (the “Shares™) and the transaction contemplated therein (the “Share
Transfer Transaction™) and provided for the vesting of all of the Shares in the
Purchaser free and clear of any encumbrances upon the completion of the

Share Transfer Transaction (the “Vesting Order”).

8.  The Receiver has made various materials relating to the receivership available on its

website at www.ey.com/ca‘hanfeng.

SHARE TRANSFER TRANSACTION UPDATE

9.  The Receivership Order provides, among other things, for the Receiver to close the

Share Transfer Transaction and collect the purchase price payable thereunder.

10. The Receiver is proceeding to complete any necessary steps required for the closing
of the Share Transfer Transaction, including coordinating with the Company’s

Chinese counsel as needed.

11. Pursuant to the terms of the Share Transfer Agreement, RMB 12,400,000

(approximately $2.2 million) has already been received from the Purchaser.

12. A further RMB 37,200,000 (approximately $6.6 million) was due ten business days
after the date of approval of the Share Transfer Transaction by this Court. The
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Receiver understands that the payment was delayed on account of regulatory
clearance from China's State Administration of Foreign Exchange (“SAFE”). The
Receiver further understands that SAFE clearance has now been obtained and

expects receipt of the payment in the week ending September 19, 2014.
HANFENG CLAIMS PROCESS
General

13. The Receiver seeks an order for the establishment and resolution of any claims

against the Company (the “Claims Procedure Order”).
14. The purpose of the proposed Claims Procedure Order is to:

e establish a process to ensure that all parties with a claim or an alleged claim be

called upon to advance their claim expeditiously;
e to permit such claims to be processed and adjudicated efficiently; and

e to analyze and consider the effect of any such alleged claims prior to any

distribution of the remaining assets to Hanfeng’s shareholders.

15. The Claims Procedure Order establishes a Claims Bar Date (as defined below) and
sets out the procedures for the calling of proofs of claims and a process to lead to

the final determination of the Claims (as defined in the Claims Procedure Order).
Claims Bar Date

16. The Receiver proposes that any Person (as defined in the Claims Procedure Order)
asserting a Claim be required to file a proof of claim with the Receiver prior to 5:00

pm (prevailing Eastern time) on November 10, 2014 (the “Claims Bar Date”).

17. Any Person that fails to file a Proof of Claim (as defined in the Claims Procedure

Order) with the Receiver on or before the Claims Bar Date shall:

-
-
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e be forever barred from making or enforcing any Claim against the Company;

and

e not be entitled to any further notice in these proceedings, and shall not be
entitled to participate as a Claimant (as defined the Claims Procedure Order)

in these proceedings.

18. The Receiver submits that the Claims Bar Date is reasonable. It provides parties
with a claim or an alleged claim with 45 calendar days from the date of the
proposed Claims Procedure Order to evaluate their Claims against Hanfeng and

submit the necessary Proofs of Claim.
Notice of Claims Procedure

19. The Receiver will publish a Notice of Claims Procedure and Claims Bar Date (as
defined in the Claims Procedure Order) in the Globe and Mail (National Edition),
the National Post (National Edition) and a local newspaper in Heilongjiang province
in China no later than September 30, 2014. A copy of the Notice of Claims
Procedure and Claims Bar Date is attached as Schedule A to the Claims Procedure
Order.

20. The Receiver will post an electronic copy of the Notice of Claims Procedure and

Claims Bar Date on its website www.ey.com/ca/hanfeng as soon as practicable but

by no later than September 30, 2014.

21. The Receiver will send a copy of the Claims Package (as defined in the Claims
Procedure Order), which includes among other things, a Proof of Claim to each
Known Creditor (as defined in the Claims Procedure Order) by regular mail,
courier, facsimile, or electronic mail as soon as practicable but by no later than
September 30, 2014. A copy of the Proof of Claim is attached as Schedule B to the

Claims Procedure Order.



22.

23.

In addition, provided that such request is received by the Receiver prior to the
Claims Bar Date, the Receiver will send a copy of the Claims Package to any
Claimant as soon as reasonably possible after receipt of such a request for a

package.

In the Receiver’s view, the identification of Known Creditors, the mailing of the
Claims Package, the publication of the Notice of Claims Procedure and Claims Bar
Date described above will provide sufficient and timely notification to allow parties
with a claim or an alleged claim to submit their Proofs of Claim prior to the Claims

Bar Date.

Adjudication of Claims

24.

25.

The Receiver will review each Proof of Claim filed and at any time may:

a) request additional information from a Claimant;

b) attempt to consensually resolve the amount of the Proof of Claim with the
Claimant;

¢) accept (in whole or in part) the amount and/or status of the Claim;

d) by notice in writing, no later than 20 calendar days after receipt of the Proof of
Claim, revise or disallow (in whole or in part) the amount and/or status of any
Claim by delivering to the Claimant a notice of revision or disallowance (the
“Notice of Revision or Disallowance™). A copy of the Notice of Revision or
Disallowance is attached as Schedule C to the Claims Procedure Order; and/or

¢) refer the Claim to a Claims Officer (as defined in the Claims Procedure Order)

or to this Court for resolution;

Any Claimant who intends to dispute the amount of its Claim as set out in the
Notice of Revision or Disallowance must file a Dispute Notice with the Receiver no
later than 20 calendar days after the date of the Notice of Revision or Disallowance.
A copy of the Dispute Notice is attached as Schedule D to the Claims Procedure
Order.

-
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26.

27.

28.

29.

30.

31

The Receiver submits that the period of time to file a Dispute Notice is reasonable
as most Claimants will have performed an evaluation of their Claim prior to
submitting a Proof of Claim and therefore should be in a position to respond within

the time period established.

The Receiver believes the appointment of Claims Officers (as defined in the Claims
Procedure Order) to the extent necessary will greatly assist with the administration
of the provisions of the Claims Procedure Order and provide an efficient and timely
means of determining those claims that are disputed and which the Receiver is

unable to resolve.

Upon receipt of a Dispute Notice, the Receiver may
a) attempt to consensually resolve the amount of the Claim with the
Claimant;
b) refer the dispute to a Claims Officer for determination; and / or

c¢) bring the dispute before this Court for determination

If the Receiver refers the dispute to a Claims Officer for determination, the Claims
Officer will determine the manner, if any, in which evidence may be brought before
the Claims Officer by the parties as well as any other procedural or substantive

manners.

The Claims Officer shall schedule and conduct a hearing to determine the validity,
amount and/or classification of the Claim and as soon as practicable thereafter

notify the Receiver and Claimant of his or her determination.

The Claimant and the Receiver each have the ability to appeal a determination of the
Claims Officer by way of motion to this Court filed within 15 calendar days of
delivery of such determination. If an appeal is not filed within such 15-day period,

then the Claims Officer’s determination shall, subject to a further order of this



Court, be deemed to be final and binding and shall be a Proven Claim (as defined

in the Claim Procedure Order).
Conclusion

32. The Receiver believes that the Claim Procedure Order establishes a robust overall
procedural framework that provides for an efficient mechanism for claims to be

processed and adjudicated.
All of which is respectfully submitted this 12th day of September 2014.

ERNST & YOUNG INC.
In its capacity as Receiver of
Hanfeng and not in its personal or corporate capacity

Murray A. McDonald
President



Court File No. CV-14-10667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF AN APPLICATION UNDER SECTION 101 OF THE

COURTS OF JUSTICE ACT, R.S.0O. c. C.43 (as amended)
AND IN THE MATTER OF HANFENG EVERGREEN INC.

SUPPLEMENT TO FIRST REPORT OF THE RECEIVER
DATED SEPTEMBER 22, 2014

PURPOSE

1.

This supplement to the First Report of the Receiver (the “Supplemental First
Report™) is provided in reference to the Receiver’s First Report dated September 12,
2014 (the “First Report”). The purpose of the Supplemental First Report is to
provide this Court with information in respect of the status of the sale of Hanfeng
Evergreen Inc.’s (or the “Company”) wholly owned subsidiary, Hanfeng Slow-
Release Fertilizer Co., Ltd (the “Chinese Subsidiary”).

TERMS OF REFERENCE

2.

In preparing this Supplemental First Report and making the comments herein, the
Receiver has been provided with, and has relied upon, certain unaudited, draft
and/or internal financial information, prepared by the Company’s books and
records, discussions with employees of the Company and information from other
third-party sources (collectively, the “Information”). Except as described in this

Supplemental First Report:

(@) The Receiver has not audited, reviewed or otherwise attempted to verify
the accuracy or completeness of the Information in a manner that would
wholly or partially comply with the Generally Accepted Assurance

Standards pursuant to the Canadian Institute of Chartered Accountants
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Handbook and, accordingly, the Receiver expresses no opinion or other

form of assurance in respect of the Information; and

(b) The Receiver has prepared this Supplemental First Report in its capacity
as a court-appointed officer solely for the use of this Court and the
stakeholders in these proceedings and will make a copy of this First

Report available on the Receiver’s website at www.ey.com/ca/hanfeng.

3. All monetary amounts contained herein are expressed in Canadian dollars, unless

otherwise stated.

GENERAL BACKGROUND

4.  On August 20, 2014, following an application by the Company, this Court approved
a share transfer agreement between the Company and Heilongjiang Harbin
Pengcheng Fertilizer Co., Ltd. (the “Purchaser”) dated August 8, 2014 (the “Share
Transfer Agreement”) in respect of the shares of the Chinese Subsidiary (the
“Shares”) and the transaction contemplated therein (the “Share Transfer
Transaction”) and provided for the vesting of all of the Shares in the Purchaser free
and clear of any encumbrances upon the completion of the Share Transfer

Transaction (the “Vesting Order”).
SHARE TRANSFER TRANSACTION UPDATE

5. On September 12, 2014, the Receiver provided the following update in the First
Report in respect of the payments contemplated in the Share Transfer Transaction:

e Pursuant to the terms of the Share Transfer Agreement, RMB 12,400,000
(approximately $2.2 million) has already been received from the Purchaser;

and

e A further RMB 37,200,000 (approximately $6.6 million) due ten business
days after the date of approval of the Share Transfer Transaction by this Court

was delayed on account of regulatory clearance from China's State



Administration of Foreign Exchange (“SAFE”). The Receiver understood that
as of September 12, 2014, SAFE clearance had been obtained and that the
payment would be processed and released. The Receiver expected receipt of

the payment in the week ending September 19, 2014.

6. Subsequently, on September 15, 2014 the Purchaser advised the Receiver, that
notwithstanding that SAFE clearance had been obtained, the bank handling this
remittance (the “Bank”) informed the purchaser that after the Bank’s review of the
supporting documentation, the Bank would not initiate the RMB 37,200,000
payment unless it received a notarized copy of the Vesting Order which had been
appropriately authenticated by Official Documents Services, Ontario and the
Consulate of the People’s Republic of China (the “Authenticated Court Order”).
Therefore, the Receiver proceeded to undertake the requisite steps and has
dispatched a copy of the Authenticated Court Order to the Purchaser. The Receiver
understands that payment will be initiated forthwith after receipt of the
Authenticated Court Order by the Purchaser and the Bank.

7. The Receiver understands that the Authenticated Court Order has arrived in Harbin,
China (where the Purchaser is located) and that delivery to the Purchaser is pending.
The Receiver also understands that the Purchaser will deliver the Authenticated

Court Order to the Bank forthwith upon receipt.
All of which is respectfully submitted this 22nd day of September 2014.

ERNST & YOUNG INC.
In its capacity as Receiver of
Hanfeng and not in its personal or corporate capacity
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Murray A. McDonald
President
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Court File No. CV-14-10667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF AN APPLICATION UNDER SECTION 101 OF THE
COURTS OF JUSTICE ACT, R.S.0. c. C.43 (as amended)

AND IN THE MATTER OF HANFENG EVERGREEN INC.

SECOND REPORT OF THE RECEIVER
DATED JULY 17, 2015

INTRODUCTION

1. On August 20, 2014, following an application by Hanfeng Evergreen Inc.
(“Hanfeng” or the “Company”), the Ontario Superior Court of Justice (the
“Court”) issued an order (the “Approval Order”) approving a share transfer
agreement (the “Share Transfer Agreement”) dated August 8, 2014 and the

transaction contemplated therein (the “Share Transfer Transaction”).

2. The Approval Order provides for vesting in HLJ Pengcheng (as defined below) all
the shares of Hanfeng Slow-Release Fertilizer Co., Ltd., the Company’s fully owned
subsidiary in China (the “Chinese Subsidiary”) upon the completion of the Share
Transfer Transaction. A copy of the Approval Order is attached hereto as
Appendix “A”.

3. Pursuant to an order issued by this Court on August 20, 2014 (the “Appointment
Order”), Ernst & Young Inc. was appointed as receiver and manager (the
“Receiver”) of the assets, undertakings and properties (the “Properties”) of the
Company, pursuant to section 101 of the Courts of Justice Act (Ontario). A copy of
the Appointment Order is attached hereto as Appendix “B”.



4. The Appointment Order authorized the Receiver, among other things, to:

take any necessary steps required to complete the Share Transfer Transaction;

b. take possession of and exercise control of the Properties and any and all
proceeds, receipts, and disbursements arising out of, or from, the Properties;

c. engage counsel and advisors from time to time to assist with the excise of the
Receiver’s powers and duties; and

d. seek Court approval of and conduct a procedure for the solicitation,

determination and resolution of claims against the Company.

5.  On September 23, 2014, this Court issued an Order (the “Claims Procedure
Order”) approving a claims process (the “Claims Process”). A copy of the Claims

Procedure Order is attached hereto as Appendix “C”.
PURPOSE

6. The purpose of this second report of the Receiver (the “Second Report”) is to

report to this Court with respect to the following:

(a) the status of the Share Transfer Transaction;

(b) new information in respect of the purchaser in the Share Transfer Transaction;
(c) a summary of the Receiver’s other activities;

(d) a summary of receipts and disbursements; and

(e) the Receiver’s motion for Orders:

i. clarifying and expanding the Receiver’s power and authority to
exercise the shareholder rights that the Company has, including but not
limited to, change the legal representative and directors of the Chinese
Subsidiary;

ii. authorizing and empowering the Receiver to renegotiate and, if
necessary, terminate the Share Transfer Agreement as the Receiver in

its discretion deems appropriate in the circumstances;



iii.

vi.

authorizing the Receiver to take any necessary actions and steps to
safeguard the assets, complete its ongoing investigation and to
consider alternatives to realize on the assets of the Chinese Subsidiary
(the “Heilongjiang Assets”), in whole or in part, for the benefit of the
Company'’s creditors and shareholders, if the Receiver in its discretion
sees no reasonable prospect in closing the Share Transfer Transaction;
authorizing the Receiver to take any necessary actions and steps to
effect control over the Chinese Subsidiary;

authorizing the Receiver to engage Mr. Hong Rong-Kai and his
company, Formosa Supply Services Co., Ltd (FSS), to provide interim
management services in connection with the Chinese Subsidiary,
including appointment of Mr. Hong as the legal representative (the
“New Legal Representative”) and a director of the Chinese
Subsidiary and Mr. Hong’s associate as a director of the Chinese
subsidiary;

requiring Mr. Yu Xinduo, the current legal representative of the
Chinese Subsidiary, to provide full and timely cooperation to the
Receiver in carrying out the actions described above including but not
limited to the following:

(a) obtaining the Receiver’s written approval prior to executing
any document or entering into any agreement in his capacity
as the legal representative of the Chinese Subsidiary;

(b) attending at Harbin Administration of Industry and Commerce
(“HAIC”) in order to facilitate the change of legal
representative of the Chinese Subsidiary;

(c) surrendering all chop sets, including the company chop and
finance chops (which are described in greater detail below)
relating to the Chinese Subsidiary and any of its subsidiaries

as described below to the New Legal Representative;



(d) surrendering all online banking tokens of the Chinese
Subsidiary to the New Legal Representative;

(e) surrendering to the New Legal Representative all corporate
licenses, certificates and registrations of the Chinese
Subsidiary and any of its subsidiaries, including the original
business license, replicate business license, organizational
code certificate, tax certificate and safe registration; and

(f) providing unfettered access for the New Legal Representative
to the Chinese Subsidiary’s offices and facilities; and

vii. approving the First Report (as defined below) and the Second Report
and the conduct and activities of the Receiver as described in each of

the reports.
7.  This Second Report is organized as follows:

(a) Terms of Reference;

(b) General Background,

(c) Share Transfer Transaction Update;

(d) New Information Concerning the purchaser;
(e) Current Status of the Chinese Subsidiary;

(f) Control Over the Chinese Subsidiary;

(g) Summary of the Receiver’s Other Activities;
(h) Summary of Receipts and Disbursements; and

(1) Recommendations.

TERMS OF REFERENCE

8.  In preparing this Second Report and making the comments herein, the Receiver has
been provided with, and has relied upon, certain unaudited, draft and/or internal
financial information, prepared by the books and records of the Company and the

Chinese Subsidiary, discussions with employees of the Company and the Chinese



10.

Subsidiary and information from other third-party sources (collectively, the

“Information”). Except as described in this Second Report:

(a) The Receiver has not audited, reviewed or otherwise attempted to verify
the accuracy or completeness of the Information in a manner that would
wholly or partially comply with the Generally Accepted Assurance
Standards pursuant to the Canadian Institute of Chartered Accountants
Handbook and, accordingly, the Receiver expresses no opinion or other

form of assurance in respect of the Information; and

(b)  The Receiver has prepared this Second Report in its capacity as a court-
appointed officer solely for the use of this Court and the stakeholders in

these proceedings.

The Receiver has previously filed with this Court its first report dated September
12, 2014 and supplement to the first report dated September 22, 2014 (together
referred to as the “First Report”), a copy of which is attached hereto as Appendix
“D”. The Receiver will make a copy of the Second Report available on the
Receiver’s website at www.ey.com/ca/hanfeng. A copy of the First Report has also

been posted on the Receiver’s website.

All monetary amounts contained herein are expressed in Canadian dollars, unless

otherwise stated.

GENERAL BACKGROUND

Hanfeng and its Chinese Subsidiary

11.

12

Hanfeng, through its wholly-owned subsidiaries, was a developer and producer of
value-added fertilizers in the People’s Republic of China (“China”). The Company

is incorporated under the laws of Ontario with its registered head office in Toronto.

The Company has no independent operations and exists solely as a holding

company for certain operating entities located in China. By mid-August 2014, the




13.

14.

13

Company’s principal remaining un-monetized asset was all the issued and
outstanding shares of the Chinese Subsidiary (the “Shares”). The Chinese
Subsidiary is a Wholly Foreign-Owned Enterprise (“WFOE”) that was established

and is registered in China.

In accordance with its articles of association, the board of the Chinese Subsidiary is
required to have three directors. The board composition currently consists of the

following:

e Mr. Yu Xinduo, founder and former CEO of the Company, who owns and
controls approximately 20.4% of the Company’s Shares;
¢ Qi Zhida, General Manager of the Chinese Subsidiarity; and

® avacancy due to the third director having passed away.

Mr. Yu is also currently the legal representative of the Chinese Subsidiary, a
position that is responsible for the overall activities of the Chinese Subsidiary. The
Chinese Subsidiary is managed by Mr. Yu and a team of individuals designated by
him (collectively, the “Local Management Team”). The Local Management Team
controls the Chinese Subsidiary’s business license, chop sets (which are company
seals required for executing documents and government registrations) and bank

accounts.

Pursuant to a guarantee agreement by Mr. Yu in favour of the purchaser dated
August 8, 2014 (the “Yu Guarantee”), Mr. Yu has agreed to: a) remain with the
Chinese Subsidiary for a transition period of 12 months; ii) act as the legal
representative of the Chinese Subsidiary; and iii) take all commercially reasonable
efforts during the transition period to safeguard the interests of the Chinese
Subsidiary and to protect it from certain risks. Copies of the Share Transfer

Agreement and the Yu Guarantee are attached hereto as Appendix “E”.



16. The Receiver also engaged Mr. Yu to, among other things, facilitate communication
with the purchaser primarily due to his involvement in dealing with the purchaser

prior to the Receivership proceedings.

Share Transfer Transaction

17. The Share Transfer Agreement provides that the total purchase price for all of the
Shares is RMB 248 million (approximately $49.6 million), of which cash
consideration is RMB 198.4 million. Set out in the table below is a summary of the

timing and amount of the payments and consideration provided for in the agreement.

Amount

| Description (RMB) Time

5% of the total purchase price (the 5% Within 7 business days of the date of the Share
Deposit™) 12,400,000 Transfer Agreement

15% of the total purchase price (the Within 10 business days of the Court approval of
“15% Interim Payment™) 37.200,000{the Share Transfer Transaction

60% of the total purchase price (the Within 10 days upon closing of the Share
“Final Payment”) 148.800,000| Transfer Transaction

Total Cash Consideration 198,400,000

20% of the total purchase price in

promissory note (“the Promissory Note™)}

to be assigned to Mr. Yu Xinduo on

account of approximately 20.4% of the

Company's shares owned or controlled by Within 10 days upon closing of the Share

Mr. Yu 49,600,000 |Transfer Transaction

Total Purchase Price 248,000,000

China s Regulatory Approvals

18. The regulatory framework in China governing a share transfer transaction in
connection with a WFOE is complex. Further, the Receiver understands there is
uncertainty in how laws and regulations in China may be applied in a particular
instance, which leads to a lack of certainty in the documentation requirements and

review criteria of the local authorities.

19. It is the Receiver’s understanding the Share Transfer Transaction is subject to

multiple regulatory approvals in China, which include the two following milestones:



20.

21.

(a) approval by Harbin Economic Cooperation Promotion Bureau
(“HECPB”) (the “HECPB Approval”); and

(b)  updating of the business license of the Chinese Subsidiary by HAIC upon
registration of the purchaser as the shareholder of the Chinese Subsidiary
(the “Business License Registration”). Under Chinese law, the
registration of a new business license marks the completion of transfer of
ownership and in this case also represents the closing of the Share

Transfer Transaction (the “Closing”).

The Receiver further understands HECPB Approval is a prerequisite of the review
by China’s other regulatory bodies, which are generally expected to follow the
decision of HECPB. While it is difficult to estimate the time required to clear all
necessary regulatory approvals; after the HECPB Approval is issued, it is possible
to complete the other regulatory approvals in a relatively short order (as quick as

approximately 2 to 3 weeks), assuming all required documentation is in order.

Further, remittance of the purchase price proceeds from China to Canada is subject
to regulatory clearance by China’s State Administration of Foreign Exchange
(“SAFE”).

SHARE TRANSFER TRANSACTION UPDATE

Delayed and Failed Wire Transfers

22,

23.

As discussed in the First Report, the Receiver received the 5% Deposit in the
amount of RMB 12.4 million (approximately $2.2 million) on August 28, 2014,
which was 9 days after the due date pursuant to the Share Transfer Agreement.

As further discussed in the First Report, the Receiver was advised by the purchaser
that the remittance of the 15% Interim Payment was delayed as the bank handling

the remittance (i.e., the Bank of East Asia or “BEA”) made a request to review an



24,

25

26.

27,

authenticated copy of the Approval Order, which was couriered by the Receiver in
the week of September 15, 2014.

In the interim, the Receiver continued to follow up with the purchaser and Mr. Yu
on the status of wire transfer, and confirmed with the purchaser and BEA certain
information regarding the Canadian depository bank account. However, on
November 6, 2014, the purchaser advised that its remittance request for the 15%
Interim Payment had been rejected by BEA, as it had been determined that a
different category of SAFE clearance should apply to this type of wire transfer (i.e.,
a capital account foreign exchange transaction). The necessary SAFE clearance (the
“Foreign Exchange Registration”) requires the purchaser to present, inter alia, the

following:
e The HECPB Approval; and

e Tax clearance in respect of the Share Transfer Transaction from the local tax

authorities (the “Tax Clearance”).

In October, 2014, the Receiver engaged the Beijing office of MayerBrown JSM
(“MayerBrown”) as counsel in China to assist the Receiver to better understand
China’s regulatory environment and evaluate options. The Receiver, with the
assistance of MayerBrown, took steps to review and discuss the payment issues with
the purchaser, Mr. Yu and BEA.

Subsequent to its failure to remit the 15% Interim Payment, the purchaser requested
the Receiver to provide certain additional authenticated documentation (the
“Additional Documentation”) in order to proceed with the HECPB Approval

process (prior to making any interim payment).

The purchaser’s suggested course of action would result in the Receiver releasing

documents to the purchaser, which documents the purchaser may then use to



28.

complete the ownership transfer without having paid 95% of the Cash Purchase

Price.

In light of the required wire transfer approvals and payment remittance issues
encountered to date, as well as the potential short time frame between the HECPB
Approval and Closing, the Receiver was concerned with the heightened collection
risk associated with the approach suggested by the purchaser, whereby the 15%
Interim Payment may not be remitted by the purchaser and received by the Receiver
until after Closing. After consultation with MayerBrown and Stikeman Elliott LLP
(“Stikeman”), the Receiver’s Canadian counsel (collectively, “Counsel”), the
Receiver’s view was that it is imperative for the 15% Interim Payment to be made
prior to proceeding with the HECPB Approval process. Accordingly, the Receiver

has not yet provided the purchaser with the Additional Documentation.

Escrow Account in China

29.

30.

2

The Receiver, with assistance of the Counsel, engaged in extensive discussions with
the purchaser and Mr. Yu with a view to finding a practical and acceptable solution
within the framework contemplated in the Share Transfer Agreement, while

complying with China’s regulatory requirements.

Starting in or around the week of November 24, 2014, the focus of the discussions
with the purchaser and Mr. Yu began to move toward using an escrow account in
China to receive the remaining purchase price and to proceed with the Share

Transfer Transaction.

In December 2014, the purchaser advised it was prepared to use the Harbin branch
of China Minsheng Bank (“Minsheng Bank”) as the escrow agent. The Receiver,
with assistance of MayerBrown and Stikeman, then engaged in extensive
negotiations with the purchaser and Mingsheng Bank in order to reach escrow

arrangements acceptable to all the parties.

10



32. On February 11, 2015, the Receiver authorized Mr.Yu, on behalf of the Receiver, to
enter into an escrow agreement (the “Escrow Agreement”) with the purchaser and

Minsheng Bank on the following terms:

(a) the purchaser shall deposit the 15% Interim Payment into an escrow
account under the purchaser’s name with the Minsheng Bank (the
“Escrow Account”) within 5 business days of the date of the Escrow

Agreement;

(b) the 15% Interim Payment to be released to Canada within 1 business day

after completing the Tax Clearance;

(c)  within 10 business days after the Business License Registration, the Final
Payment is to be deposited into the Escrow Account and then released to

Canada; and

(d)  prior to the deposit of the Final Payment, the Chinese Subsidiary’s
representative shall have custody of original documents including the

HECPB Approval and the business license of the Chinese Subsidiary.

33. The Receiver understands the Escrow Account was opened with the Minsheng Bank
on or about February 13, 2015, and the deposit of the 15% Interim Payment became

due on or about February 16, 2015 pursuant to the Escrow Agreement.

Further Impasse and the Purchaser’s Failure to Meet Its Commitments

34. The purchaser has failed to fund the escrow account in accordance with the Escrow
Agreement. The Receiver was initially informed by the purchaser that the delay in
funding the escrow was caused by its office closure during the Chinese New Year
holiday season between February 14 and March 6, 2015. However, on a conference
call on March 11, 2015, the purchaser advised it was unable to make the 15%
Interim Payment on time due to its tight liquidity related to the seasonality of its

business and requested an extension to fund the Escrow Account.

11



35.

36.

3

After numerous discussions, on March 23, 2015 the purchaser committed to a new
timeframe to fund the 15% Interim Payment in 3 installments by April 30, 2015,
(the “March Commitment”), which commitment the purchaser again failed to
meet. The table below summarizes payments received by the Receiver and in the

Escrow Account to date.

/[ Due Date Per | "Due Date Per ||

Description RMB Share Transfer | Esrow
| Agreement | Agreement

NA | Received by Receiver]

Initial Deposit (5%) 12,400,000 19-Aug-14 N/A 28-Aug-14
5,000,000 03-5ep-15 16-Feb-15 03-Apr-15| 03-Apr-15/Depoisited into the
Partial payments on the 15% 2,000,000 03-Sep-15 16-Feb-15 17-Apr-15| 17-Apr-15/Escrow Account at
Interim Payment 3,000,000 03-Sep-15 16-Feb-15 17-Apr-15| 21-Apr-15/Minsheng Bank
27,200,000 03-5ep-15 16-Feb-15 30-Apr-15|0utstanding
Balance of Cash Purchase Price| 148,800,000 10 business days days after Closing Outstanding
Total Cash Purchase Price 198,400,000

At the time of preparing this Second Report, the purchaser has yet to fund the
majority of the 15% Interim Payment (i.e., 27.2 million RMB or the “Remaining
15% Interim Payment”) pursuant to its March Commitment. Despite numerous
clarifications made and additional documents provided by the Receiver, the
purchaser has indicated it has concerns regarding reviewing/handling certain

documents required for the HECPB Approval.

Further, as a condition to funding the Remaining Interim Payment, the purchaser
requested to review certain documents, including an executed board resolution of
the Chinese Subsidiary approving the Share Transfer Transaction (the “Sub Board
Resolution™). The Sub Board Resolution requires unanimous approval and original
signatures of all three directors of the board. Due to the vacancy in the board of the
Chinese Subsidiary, the Receiver is in the process of filling the vacancy in order for
the Board of the Chinese Subsidiary to be able to execute any required board

resolutions.

12



Receiver's Continued Efforts to Close the Share Transfer Transaction

38. In the past several months, the Receiver, with assistance of its Counsel, has made

continued efforts to move forward the Share Transfer Transaction, including:

(a)

)

(c)

(d

engaging in extensive discussions with the purchaser and Mr. Yu by phone

and email in order to break through the impasse;

meeting with Mr. Yu in person in Toronto on December 22, 2014 and
May 4, 2015;

the Receiver requesting an in-person meeting with the purchaser (the
purchaser requested to meet in Toronto, but subsequently advised that its
representatives’ visa applications were rejected by the Canadian Embassy
in Beijing); and

sending a letter dated May 22 on to the purchaser (the “May 22 Letter”
demanding the purchaser to fulfill its obligations pursuant to the Share
Transfer Agreement and the Escrow Agreement. A copy of the May 22
Letter is attached hereto as Appendix “F”.

39. In view of the purchaser’s repeated and continuing failure to fulfill its obligations

and commitments and the Receiver’s findings in regards to the purchaser’s identity

(as described below), the Receiver sees substantially increased collection risk in

closing the Share Transfer Transaction. Accordingly, the Receiver, with assistance

of the Counsel and other advisors, has taken various steps to assess the current

situation, ascertain the purchaser’s intent and ability to make the required payments,

and evaluate possible realization alternatives.

NEW INFORMATION CONCERNING THE PURCHASER

40. The purchaser referred to in the Approval Order is Heilongjiang Pengcheng

Fertilizer Co., Ltd. (“HLJ Pengcheng”). However, the Receiver has noted the

purchaser in the Share Transfer Agreement is referenced by a similar but different

13



41.

company name. While continuing its efforts to close the Share Transfer Transaction,
the Receiver, with assistance of MayerBrown and other advisors, has taken steps to
investigate and obtain information in respect of the purchaser in the Share Transfer

Agreement.

While the investigations are still ongoing at the time of preparing this Second

report, the Receiver has learned the following:

(a) the Chinese Subsidiary received a letter of intent dated June 16, 2014 from an
entity that identified itself as HL.J Pengcheng. Prior to entering into the Share
Transfer Agreement, the Company conducted due diligence, including
obtaining an independent report from Deloitte LLP, in respect of HLJ
Pengcheng.

(b) the entity that executed the Share Transfer Agreement is a different company

called Harbin Pengcheng Fertilizer Co. Ltd. (emphasis added) (“New

Pengcheng”);

(c) the Receiver, since its appointment, has been dealing with representatives of

New Pengcheng and Mr. Yu;

(d) unlike HLJ Pengcheng, which is a well-established company, New Pengcheng
appears to be a shell company with no operations that was only registered on
August 4, 2014 (4 days before the signing of the Share Transfer Agreement)

and has very limited publicly available information;

(e) the Receiver has been unable to establish any connection between New
Pengcheng and HLJ Pengcheng. The Receiver has conducted independent
investigation including contacting senior management of HLJ Pengcheng who
informed the Receiver that HLJ Pengcheng has not entered into a transaction

to acquire the Chinese Subsidiary.

14



42,

43.

4.

45.

These findings and New Pencheng’s ongoing failure to meet its obligations, in
particular with respect of the required payments owing by New Pengcheng under
the Share Transfer Transaction, have caused considerable delay and expense,
leading the Receiver to question the genuineness of New Pengcheng and its

intention.

Further, the Receiver has taken steps to investigate potential connections between
Mr. Yu and the purchaser, since it was Mr. Yu who reported to the board of the
Company of the purchaser’s interest as described in paragraph 61 of the affidavit of
Jonathan Pollack, former Lead Director of the Company, sworn August 13, 2014
(the “Pollack Affidavit”) filed in connection with the Company’s motion for the
Approval Order and the Appointment Order. A copy of the Pollack Affidavit is
attached hereto as Appendix “G”. In accordance with the Receiver’s
understanding, Mr. Yu played a central role in entering into the Share Transfer

Agreement with the purchaser.

On July 10, 2015, the Receiver had an in person meeting with Mr. Yu (the “July
10th meeting”) to, among other things (as discussed further herein), clarify his
knowledge on and relationship with the purchaser. Mr. Yu maintains his position
that New Pengcheng is an affiliate of HLJ Pengcheng. When asked to explain why
the Receiver has not been able to establish any connections between the two
entities, Mr. Yu commented that to his knowledge only certain HLJ Pengcheng
executives are aware of the transaction and, for reasons undisclosed, may not want
to acknowledge their involvement in the Share Transfer Transaction. Further, Mr.
Yu stated he has no personal connection with New Pengcheng and that he is not
aware of any relationship between New Pengcheng, including its representatives,

and the Chinese Subsidiary.

The Receiver requests the Court to authorize the Receiver to take the steps
necessary to complete its ongoing investigation and to consider alternatives to

realize on the Heilongjiang Assets. The priority of the Receiver’s investigation is to

15



46.

determine the parties controlling the purchaser, and ascertain the purchaser’s true
ability and intent to close the Share Transfer Transaction by seeking direct and

indirect information.

Based on information from the on-going investigation, the Receiver may consider
taking cause of action against the purchaser and/or any other parties who are liable
for damages and losses incurred by the Company in connection with the Share

Transfer Transaction if it fails to close in accordance with its terms.

CURRENT STATUS OF THE CHINESE SUBSIDIARY

47.

48.

49.

As described in the Background section, the Chinese Subsidiary is managed by the
Local Management Team under Mr. Yu’s supervision and employs approximately

180 employees.

Mr. Yu has, on several occasions, advised the Receiver that the Chinese
Subsidiary’s operations have been dormant since around April 2014. However,
over a nine month period from September 2014 to May 2015, the Chinese
Subsidiary’s cash burn has been more than what would be expected for a non-
producing manufacturing facility. Notwithstanding numerous follow-ups, the
Receiver has found the financial and operational information provided by the Local
Management Team and Mr. Yu to be inadequate and inconsistent with
representations made by the Local Management Team and Mr. Yu of the status of

the Chinese Subsidiary.

To date, the Receiver has received very limited cooperation from the Local
Management Team, making it difficult and, in practical terms, impossible to gain
full or adequate access to financial or operational information of the Chinese
Subsidiary to assess the status of the Chinese Subsidiary’s activities in a timely

manner.

16




50.

51.

52:

In June 2015 as part of its on-going investigation, the Receiver learned that three
lawsuits have recently been registered by another Chinese bank with Harbin
Intermediate People’s Court (the “Harbin Court”) in May and June 2015 naming
the Chinese Subsidiary, Mr.Yu and Heilongjiang Great Northern Wilderness
Hanfeng Agricultural Development Co Ltd (the Receiver understands this third
defendant to be an affiliate of Beidahuang Agricultural Company Limited, the
largest former customer of the Chinese Subsidiary) (“Beidahuang”), as the
defendants. One lawsuit appears to be related to a contract dispute, and other two
related to loan agreement disputes. At the July 10" Meeting, Mr. Yu denied any
knowledge of these lawsuits and dismissed them as “Beidahuang’s issues” without
providing further details. Mr. Yu has also confirmed again that the Chinese
Subsidiary is not subject to any guarantee claims or collateral claims. At the time of
preparing this Second Report, the Receiver is still following up with the Local
Management Team and the Harbin Court in order to gather more information

regarding the nature and status of the lawsuits.

The Receiver is of the view that Mr. Yu has not been fulfilling his duties of
facilitating the completion of the Share Transfer Transaction with the purchaser or
his duties as the legal representative of the Chinese Subsidiary, including the

safeguarding of its cash and other assets.

Paragraph 3(r) of the Appointment Order authorizes the Receiver to exercise any
shareholder, partnership, joint venture or other rights which the Company may have.
On May 22, 2015, the Receiver informed Mr. Yu in writing that a process has been
initiated to remove him as the legal representative and a director of the Chinese

Subsidiary.

17



CONTROL OVER THE CHINESE SUBSIDIARY

53. The Receiver considers it imperative to effect control over the Chinese Subsidiary
through reorganizing its board and changing its legal representative for the

following reasons:

(a) the ongoing delays and increased risk in closing the Share Transfer

Transaction;

(b) the Receiver’s ongoing investigation regarding New Pengcheng as the
purchaser and any potential association between the purchaser and Mr. Yu;

and

(c) concerns about the potential deterioration of the Heilongjiang assets and lack
adequate collaborating support regarding the status of the Chinese Subsidiary

from Mr. Yu and the Local Management Team.

54. After consultation with certain stakeholders, the Receiver has engaged Mr. Hong
Rong-Kai in July 2015 to assist with the evaluation of the current situation. Mr.
Hong is a Canadian Citizen who received his PhD degree from the University of
Toronto. The Receiver understands that Mr. Hong has extensive experience in
restructuring, general management and operation management from his previous
employment with several multinational companies. The Receiver is advised that
Mr. Hong founded four companies (one in China, two in Taiwan and one in
Toronto) and has provided freelance advisory services to a wide variety of clients.
Mr. Hong is familiar with the transactional environment in China. A copy of Mr.
Hong’s curriculum vitae is attached hereto as Appendix “H”. With the Court’s
approval, the Receiver is prepared to engage Mr. Hong and his company to provide
interim management services in connection with the Chinese Subsidiary based on
daily rates of US$1,700 and US$1,000 for Mr. Hong and for an associate,

18



55,

56.

il

58.

59.

respectively, payable on a monthly basis. A copy of the draft engagement letter is

attached hereto as Appendix “I”.
Mr. Hong’s engagement includes the appointments of

e Mr. Hong as the legal representative and a director of the Chinese Subsidiary

to replace Mr. Yu; and
e an associate of Mr. Hong as a director to replace Mr. Qi.

The initial priority of Mr. Hong’s engagement is to take control of the Chinese
Subsidiary and, at the same time, evaluate alternatives to realize on the Heilongjiang

Assets and assist the Receiver in its investigation.

In June 2015, the Receiver also undertook to appoint Mr. Guan Liu, a lawyer based
in Harbin, China as a director of the Chinese Subsidiary to replace the deceased
director. In the process of registering Mr. Guan’s status, it has become clear that
local authorities are being very stringent in registering any change of directors in
respect of the Chinese Subsidiary due to disputes incurred during Hanfeng’s

previous proxy battle in 2013/2014 described in the Pollock Affidavit.

In the week of June 29, 2015, HAIC (the agency responsible for director
registrations) indicated that it is not satisfied with the sufficiency of the
Appointment Order with respect to the Receiver’s power and authority to appoint or
remove the Chinese Subsidiary’s legal representative. The Receiver understands
that HAIC has asked for a Court Order that clearly sets out such authorities and

powers of the Receiver.

At the July 10™ Meeting, the Receiver requested again Mr. Yu’s full cooperation in
registering Mr. Hong as the new legal representative and director and transferring to
the new legal representative all chop sets, seals and licenses of the Chinese

Subsidiary. Mr. Yu has indicated he willingness to cooperate but only on the
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60.

61.

condition that the all funds paid by the purchaser, including the non-refundable 5%
Initial Deposit and the funds currently in the Escrow, be returned to the purchaser.
Mr. Yu indicated the condition was necessary due to personal liability under the Yu

Guarantee and potential collection efforts against himself in China.

In view of the urgency of completing the board reorganization and change in legal
representative in order to preserve the Heilongjiang Assets, the Receiver requests
this Court to make an Order reaffirming the authority and power of the Receiver to
take any necessary steps to effect the board reorganization, including the
appointment of Mr. Hong and Mr. Guan and the authority and power of the

Receiver to change the legal representative.

Further, the Receiver respectfully requests the Court to require Mr. Yu to provide
his full cooperation in the board reorganization and change of legal representative
processes, including but not limited to, executing the necessary documents and
surrendering the chop sets, seals and licenses of the Chinese Subsidiary. In
accordance with the Receiver’s understanding, the local authorities’ review process
could be substantially prolonged if Mr. Yu refuses to execute certain documents

required for registering the new legal representative and directors.

SUMMARY OF RECIEVER’S OTHER ACTIVITIES

62.

In addition to the activities described above and in the First Report, the Receiver has

taken various steps pursuant to the Appointment Order as detailed below:
(a) took possession of the Company’s Canadian bank accounts;
(b) took possession of the Company’s available books and records;

(c) vacated the Company’s office located at 2 St. Clair Avenue. West, Suite 610,

Toronto;
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(d) prepared and filed tax returns (including certain statutory information forms)
for the Company and Hanfeng Slow-Release Fertilizer (Canada) Co. Ltd., an
affiliate of the Company in relation to i) the fiscal year ended June 30, 2014;
and ii) the stub period from July 1, 2014 to August 19, 2014;

(e) responded to inquiries from stakeholders;

(f) consulted certain stakeholders as appropriate with respect to the Share

Transfer Transaction;

(g) took various steps in initiating and administering the Claims Process pursuant

to the Claims Procedure Order, including:

e placing newspaper ads in the Globe and Mail (national edition),
National Post (national edition), and a local newspaper in China in

respect of the Claims Process;

e mailing a claims package to all known creditors and to people who

requested it; and
e administering the Claims Process as described further herein.

63. The Receiver received 77 claims for a total claim amount of $16.2 million prior to
the Claims Bar Date (i.e., 5:00 p.m. Eastern Time on November 10, 2014) (the
“Claims”) and two claims for a total claim amount of $17 thousand after the Claims
Bar Date (the “Late Claims”). The 77 Claims comprised of: i) 60 Claims related to
shareholder rights with a total face value of $11.9 million (the “Equity Claims”)
and ii) 17 non-equity Claims with a total claim value of $4.3 million (the “Non-

Equity Claims”).

64. The Receiver has sent letters to the claimants of the Equity Claims to confirm the
receipt of those Equity Claims. The Receiver, in consultation with Stikeman, is

continuing to take steps to review, accept, resolve or disallow the Non-Equity
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Claims as appropriate. The Receiver will report to this Court in a separate report

with respect to the Claims Process.

SUMMARY OF RECEIPTS AND DISBURSEMENTS

65. Attached hereto as Appendix “J” is the Receiver’s statement of receipts and

disbursements for the period August 20, 2014 to June 30, 2015, which reflects the

ending balances of approximately $2.3 million and USD 52 thousand as of June 30,

2015.

RECOMMENDATIONS

66. Based on the foregoing, the Receiver respectfully recommends this Court make an

Order granting the following relief:

ii.

iii.

clarifying and expanding the Receiver’s power and authority to
exercise the shareholder rights that the Company has, including but not
limited to, to change the legal representative and directors of the
Chinese Subsidiary;

authorizing and empowering the Receiver to renegotiate and, if
necessary, terminate the Share Transfer Agreement as the Receiver in
its discretion deems appropriate in the circumstances;

authorizing the Receiver to take any necessary actions and steps to
safeguard the assets, complete its ongoing investigation and to
consider alternatives to realize on the assets of the Chinese Subsidiary,
in whole or in part, for the benefit of the Company’s creditors and
shareholders, if the Receiver in its discretion sees no reasonable

prospect in closing the Share Transfer Transaction;

iv. authorizing the Receiver to take any necessary actions and steps to

effect control over the Chinese Subsidiary;
approving the Receiver to engage Mr. Rong-Kai Hong and his

company, Formosa Supply Services Co., Ltd (FSS), to provide interim
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Vi.

management services in connection with the Chinese Subsidiary,
including appointment of Mr. Hong as the New Legal Representative
and a director of the Chinese Subsidiary and Mr. Hong’s associate as a
director of the Chinese subsidiary;

requiring Mr.Yu Xinduo, the current legal representative, to provide
full and timely cooperation to the Receiver in carrying out the actions
described above including but not limited to the following:

(a) obtaining the Receiver’s written approval prior to executing
any documents or entering into any agreement in his capacity
as the legal representative of the Chinese Subsidiary;

(b) attending at HAIC in order to facilitate the change of legal
representative of the Chinese Subsidiary;

(c) surrendering all chop sets, including the company chop and
finance chops, relating to the Chinese Subsidiary and any of
its subsidiaries to the New Legal Representative;

(d) surrendering all online banking tokens of the Chinese
Subsidiary to the New Legal Representative;

(e) surrendering to the New Legal Representative all corporate
licenses, certificates and registrations of the Chinese
Subsidiary and any of its subsidiaries, including the original
business license, replicate business license, organizational
code certificate, tax certificate and safe registration; and

(f) providing unfettered access for the New Legal Representative

to the Chinese Subsidiary’s offices and facilities; and
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e approving the First Report and Second Report and the conduct and

activities of the Receiver as described in each of the reports.

All of which is respectfully submitted this 17th day of July 2015.

ERNST & YOUNG INC.

In its capacity as Receiver of

Hanfeng and not in its personal or corporate capacity
Per:

aay e

Murray A. McDonald
President
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Court File No. CV-14-10667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

IN THE MATTER OF AN APPLICATION UNDER SECTION 101 OF THE
COURTS OF JUSTICE ACT, R.S.0. c. C.43 (as amended)

AND IN THE MATTER OF HANFENG EVERGREEN INC.

THIRD REPORT OF THE RECEIVER
DATED SEPTEMBER 24, 2015

INTRODUCTION

1. On August 20, 2014, following an application by Hanfeng Evergreen Inc.
(“Hanfeng” or the “Company”), the Ontario Superior Court of Justice (the
“Court”) issued an order (the “Approval Order”) approving a share transfer
agreement (the “Share Transfer Agreement”) dated August 8, 2014 and the

transaction contemplated therein (the “Share Transfer Transaction”).

2. The Approval Order provides for vesting in Heilongjiang Pengcheng Fertilizer Co.,
Ltd. (the “Purchaser”) all the shares of Hanfeng Slow-Release Fertilizer Co., Ltd.,
the Company’s wholly owned subsidiary in China (the “Chinese Subsidiary”) upon
the completion of the Share Transfer Transaction. A copy of the Approval Order is

attached hereto as Appendix “A”.

3. Pursuant to an order issued by this Court on August 20, 2014 (the “Appointment
Order”), Ernst & Young Inc. was appointed as receiver and manager (the
“Receiver”) of the assets, undertakings and properties of the Company, pursuant to
section 101 of the Courts of Justice Act (Ontario). A copy of the Appointment
Order is attached hereto as Appendix “B”.



4. OnJuly 24, 2015 and July 31, 2015, following an application by the Receiver, this
Court issued two Orders (collectively, the “Clarification Orders”), which, among

other things:

e Confirmed the Receiver’s power and authority to exercise the shareholder
rights of Hanfeng with respect to the Chinese Subsidiary, including to replace
Mr. Yu Xinduo (“Mr. Yu”) with Mr. Hong Rong-kai (“Mr. Hong”) as the
legal representative and a director of the Chinese Subsidiary;

e Authorized the Receiver to take any necessary steps to assert its ownership of
and effect control over the Chinese Subsidiary;

e Required Mr. Yu to provide unfettered access for Mr. Hong and his designates
to the Chinese Subsidiary’s offices and facilities and to the Chinese
Subsidiary’s books and financial records;

e Required Mr. Yu to surrender the chops and certain other business and legal
documents of the Chinese Subsidiary to Mr. Hong and the Receiver;

e Required Mr. Yu to provide full and timely cooperation to the Receiver with
respect to the above tasks; and

e Prohibited Mr. Yu, without the Receiver’s approval, from executing any
agreement with respect to the Chinese Subsidiary or causing it to make any

payments.
Copies of the Clarification Orders are attached hereto as Appendix “C”.
PURPOSE

5. The purpose of this third report of the Receiver (the “Third Report”) is to report to

this Court with respect to the following:

(a) the status of the Share Transfer Transaction;
(b) actions taken by the Receiver;

(c) a summary of receipts and disbursements; and



6.

(d) the Receiver’s motion for an Order approving this Third Report and the
conduct and activities of the Receiver as described in the Third Report and the

Second Report.
This Third Report is organized as follows:

(a) Terms of Reference;

(b) General Background;

(c) Share Transfer Transaction Update;

(d) Actions Taken by the Receiver and Ongoing Investigations;
(e) Summary of Receipts and Disbursements;

(f) Next steps; and

(9) Recommendation.

TERMS OF REFERENCE

7.

In preparing this Third Report and making the comments herein, the Receiver has
been provided with, and has relied upon, certain unaudited, draft and/or internal
financial information, prepared by the books and records of the Company and the
Chinese Subsidiary, discussions with employees of the Company and the Chinese
Subsidiary and information from other third-party sources (collectively, the

“Information”). Except as described in this Third Report:

@) The Receiver has not audited, reviewed or otherwise attempted to verify
the accuracy or completeness of the Information in a manner that would
wholly or partially comply with the Generally Accepted Assurance
Standards pursuant to the Canadian Institute of Chartered Accountants
Handbook and, accordingly, the Receiver expresses no opinion or other

form of assurance in respect of the Information; and



(b) The Receiver has prepared this Third Report in its capacity as a court-
appointed officer solely for the use of this Court and the stakeholders in

these proceedings.

The Receiver has previously filed with this Court its first report dated September
12, 2014 and supplement to the first report dated September 22, 2014 (together
referred to as the “First Report”), its second report dated July 17, 2015 and
supplement to the second report dated July 22, 2015 (together referred to as the
“Second Report”). The Receiver has made copies of the First Report and Second
Report available on the Receiver’s website at www.ey.com/ca/hanfeng. A copy of
this Third Report has also been posted on the Receiver’s website. Copies of the
First Report and the Second Report (without appendices) are attached hereto as
Appendices “D” & “E”.

All monetary amounts contained herein are expressed in Canadian dollars, unless

otherwise stated.

GENERAL BACKGROUND

Hanfeng and Chinese Subsidiary

10. Hanfeng has no independent operations and exists solely as a holding company for

11.

certain fertilizer producing entities located in China. Hanfeng is incorporated under
the laws of Ontario with its registered head office in Toronto. By mid-August 2014,
the Company’s principal remaining un-monetized asset was all the issued and

outstanding shares of the Chinese Subsidiary.

The Chinese Subsidiary is a Wholly Foreign-Owned Enterprise (“WFOE”) that was
established and is registered in China. Mr. Yu was and, despite the Receiver’s efforts
described in greater detail below, still is the current legal representative of the
Chinese Subsidiary, a position that, under Chinese Laws, makes him responsible for
the overall activities of the Chinese Subsidiary. The Chinese Subsidiary is managed



by Mr. Yu and a team of individuals designated by him (the “Local Management
Team”™).

Share Transfer Transaction

12. The Share Transfer Agreement provides that the Purchaser will pay a total purchase
price of RMB 248 million (approximately $49.6 million) for all the shares of the
Chinese Subsidiary. The purchase price consists of cash consideration of RMB 198.4
million (approximately $39.7 million) and a promissory note to be assigned to Mr. Yu
on account of Hanfeng’s shares owned or controlled by him. Set out in the table
below is a summary of the timing and amount of the payments and consideration

provided for in the Share Transfer Agreement.

Amount

Description (RMB) Time
5% of the total purchase price (the “5% Within 7 business days of the date of the Share
Deposit™) 12,400,000|Transfer Agreement
15% of the total purchase price (the Within 10 business days of the Court approval of
“15% Interim Payment”) 37,200,000|the Share Transfer Transaction
60% of the total purchase price (the Within 10 days upon closing of the Share
“Final Payment™) 148,800,000 Transfer Transaction
Total Cash Consideration 198,400,000
20% of the total purchase price in
promissory note (“the Promissory Note”)
to be assigned to Mr. Yu Xinduo on
account of approximately 20.4% of the
Company's shares owned or controlled by Within 10 days upon closing of the Share
Mr. Yu 49,600,000 |Transfer Transaction
Total Purchase Price 248,000,000

SHARE TRANSFER TRANSACTION UPDATE

13. Asdiscussed in the First Report, the Receiver received the 5% Deposit in the amount
of RMB 12,400,000 (approximately $2.2 million) on August 28, 2014, which was 9
days after the due date pursuant to the Share Transfer Agreement.

14. Asdiscussed in the Second Report, the Purchaser failed to make the 15% Interim

Payment that was due September 3, 2014 pursuant to the Share Transfer Agreement.



15.

16.

17.

18.

After extensive negotiations with the Purchaser, in February 2015, the Receiver
authorized Mr. Yu to execute an escrow agreement (the “Escrow Agreement”) with
the Purchaser and China Minsheng bank (the “Escrow Bank™). The Escrow
Agreement provides that the Purchaser shall deposit the 15% Interim Payment
(approximately $7.4 million) within 5 days after an escrow account (the “Escrow
Account”) is opened, and that the remaining cash purchase price shall be deposited
within 10 days of the closing of the Share Transfer Transaction. All funds held in the
Escrow Account shall be released to the Receiver once Chinese foreign exchange

clearance is completed.

However, the Purchaser breached the Escrow Agreement by failing to make any
payment in February 2015. On March 23, 2015, the Purchaser committed, in writing,
to fund the 15% Interim Payment in 3 installments by April 30, 2015 (the “March

Commitment”), which commitment the Purchaser again failed to meet.

The Receiver has not been able to close or advance the Share Transfer Transaction
due to the Purchaser’s continuing failure to make the required payments pursuant to

the Share Transfer Agreement and the Escrow Agreement.

To date, the only purchase price payment received by the Receiver is the 5% Deposit
of RMB 12.4 million (approximately $2.2 million). The Purchaser has still not
funded the 15% Interim Payment (approximately $7.4 million), of which only RMB
10 million (approximately $2 million) (the “Escrow Funds™) has been deposited into
the Escrow Account. Set out in the table below is a summary of the funds either
received by the Receiver or held in the Escrow Account as well as the remaining
outstanding purchase price payments.



Due Date P Due Date P
HEDERE HE SEEE S March Received

Commitment Date

Description Share Transfer Esrow
Agreement Agreement

Initial Deposit (5% of Purchase . .
. 12,400,000 28-Aug-14|Received by Receiver
Price) 19-Aug-14 N/A N/A
5,000,000 03-Sep-15 16-Feb-15 03-Apr-15  03-Apr-15|Depoisited into the

2nd Interim Payment (15% of 2,000,000 03-Sep-15 16-Feb-15 17-Apr-15|  17-Apr-15|Escrow Account in
Purchase Price) 3,000,000 03-Sep-15 16-Feb-15 17-Apr-15| 21-Apr-15[China

27,200,000 03-Sep-15 16-Feb-15 30-Apr-15|Outstanding
Balance of Cash Purchase Price 148,800,000 10 business days days after Closing Outstanding
Total Cash Purchase Price 198,400,000

19. As discussed in the Second Report, the Receiver has uncovered certain information
from its ongoing investigations which resulted in significant skepticism over the
Purchaser’s purported identity, intent and ability to close the Share Transfer

Transaction.

20. Following the date of the Second Report, the Receiver learned from its Chinese
counsel, MayorBrown JSM (“MayorBrown”), that starting in the week of July 13,
2015, the Purchaser has repeatedly contacted the Escrow Bank requesting the Escrow

Bank to return the Escrow Funds to the Purchaser.

21. On July 22, 2015, the Receiver received from the Purchaser an email, which, among
other things, alleged that the Receiver was responsible for the delay of the Share
Transfer Transaction. On July 28, 2015, the Purchaser sent another email, which
repeated its previous allegations and demanded the return of all payments previously

made being the 5% Deposit and the Escrow Funds.

22. 0On July 28, 2015, the Escrow Bank sent a notice notifying the parties to the Escrow
Agreement, including the Receiver, that the Escrow Agreement was to be terminated
effective August 4, 2015. The notice did not, however, provide details as to how the
Escrow Funds will be released. Article 8.5 of the Escrow Agreement provides that
“on the termination date for the escrow, the Escrow Bank shall deal with the balance
of the escrow amount in accordance with the instructions in the written notice jointly

issued by the buyer and the seller”.



23. The Receiver, with assistance of MayorBrown, has provided the following
correspondence to the Escrow Bank opposing any release of the Escrow Funds to the

Purchaser:

(@) On July 15, 2015, the Receiver provided written notice to the Escrow Bank
requesting it to abide by the terms and conditions of the Escrow Agreement
and not to release the Escrow Funds to the Purchaser;

(b) On August 5, 2015, following the receipt of the termination notice from the
Escrow Bank, the Receiver sent another letter to the Escrow Bank:

I. seeking clarification as to how the Escrow Funds will be released,

ii. advising that Mr. Yu can no longer execute any documents with
respect to the Escrow Account without the Receiver’s written
authorization; and

iii. requesting to replace Mr. Yu with Mr. Guan Liu at Heilongjiang
Honghui Law Firm (“Mr. Guan”), the Receiver’s Chinese counsel in

Harbin) as a signatory for any joint release instructions.

24. MayorBrown has continued to follow up with the Escrow Bank and provide it with

information related to these receivership proceedings.

25. Given the Purchaser’s repeated and continuing breaches under the Share Transfer
Agreement and the Escrow Agreement for failure to fund the Escrow Account by the
required dates, the Receiver will not consent to the designation of a successor account

under the Escrow Agreement or release of the Escrow Funds back to the Purchaser.

26. The Receiver, with assistance of MayorBrown, has also notified the Purchaser that
the Receiver will not return the Escrow Funds to the Purchaser.

27.0n July 24, 2015, the Receiver wrote to the Purchaser to correct certain incorrect
facts and false accusations contained in the Purchaser’s email of July 22, 2015. In

this letter, the Receiver reiterated its intent to complete the Share Transfer



Transaction. A copy of the Receiver’s letter of July 24, 2015 and its Chinese
translation is attached hereto as Appendix “F”.

28. The Receiver is of the view that it is entitled to keep the 5% Deposit due to the
Purchaser’s numerous and continuing breach and has obtained a legal opinion from
Heilongjiang Honghui Law Firm (*Honghui Law Firm”) confirming the Receiver’s
entitlement to the 5% Deposit under the Share Transfer Agreement and Chinese law.
A copy of the legal opinion together with its translation is attached hereto as
Appendix “G”,

29. On August 26, 2015, the Receiver sent a letter to the Purchaser strongly rejecting any
argument the Receiver failed in any way to satisfy its obligations. The Receiver also
stated that it holds the Purchaser responsible for all financial losses caused to
Hanfeng and the Receiver by the Purchaser’s breach. The Receiver also gave notice
to the Purchaser that the Receiver is entitled to keep the 5% Deposit and also that the
Escrow Funds must remain in escrow until the share transfer is completed in
accordance with the terms of the Share Transfer Agreement. The Receiver has not
received any further correspondence or response from the Purchaser. A copy of the

Reciever’s letter of August 26, 2015 is attached hereto as Appendix “H”.

ACTIONS TAKEN BY THE RECEIVER AND ONGOING INVESTIATIONS

Efforts to Take Control of the Chinese Subsidiary

30. As discussed in the Second Report, although Mr. Yu advised on several occasions
that the Chinese Subsidiary has been dormant since around April 2014, the Receiver
has become increasingly concerned about the status of the assets of the Chinese

Subsidiary (the “Heilongjiang Assets”) due to:

(a) the Chinese Subsidiary incurring significantly more disbursements than what

would be expected for a dormant manufacturing facility;



(b) very limited cooperation from Mr. Yu and the Local Management Team in
providing supporting detailed information for the disbursements;

(c) financial and operational information received by the Receiver being
inadequate and inconsistent with explanations and supporting or collaborative
information; and

(d) discovery of lawsuits related to loans of the Chinese Subsidiary that were
concealed from the Company and Receiver and subsequent settlements
entered into by the Chinese Subsidiary without the Receiver’s knowledge or
agreement. Under these settlements the Chinese Subsidiary is required to pay
to China Industrial Bank (“Industrial Bank”) approximately RMB 161
million in principal and interest (approximately $32 million) (the “Industrial
Bank Settlements”). This amount that far exceeds the Chinese Subsidiary’s
currently available cash of RMB 74 million (approximately $14.4 million) as
at June 30, 2015 (all as described in greater detail in the Second Report).

31. As discussed in the Second Report, in order to preserve the Heilongjiang Assets, the

Receiver undertook to reorganize the board of the Chinese Subsidiary by appointing:

(@) Mr. Guan as a director of the Chinese Subsidiary to fill in a vacancy in the
Chinese Subsidiary’s board due to a director having passed away.

(b) Mr. Hong as the legal representative and a director of the Chinese Subsidiary
to replace Mr. Yu; and

(c) an associate of Mr. Hong as a director to replace the third director.

32. When registering Mr. Guan’s directorship, local authorities requested clarifications in
relation to the Receiver’s power and authority to appoint the directors of the Chinese
Subsidiary. On August 18, 2015, Harbin Administration of Industry and Commerce
(“HAIC”), upon a review of the translation of the Clarification Orders, has approved

and completed Mr. Guan’s director registration.
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33.

Pursuant to the Clarification Orders, Mr. Hong and Mr. Guan are in the process of
preparing the submission for the registration of Mr. Hong as the legal representative
and a director of the Chinese Subsidiary. Both the Receiver and Mr. Hong have
repeatedly provided written demand for Mr. Yu and the Local Management to
sign/seal certain documents necessary for the submission and to surrender the
corporate chops. Notwithstanding the requirements under the Clarification Orders
and numerous attempts both by written correspondence and phone calls, Mr. Hong
and the Receiver have been unable to obtain the necessary cooperation of Mr.Yu and
the Local Management Team to complete the legal representative change. Further,
Mr. Yu and the Local Management Team have not surrendered the chops, bank
tokens or other business documents to Mr. Hong as required by the Clarification
Orders.

Unsuccessful Access to the Chinese Subsidiary and Financial Records

34.

35.

The Receiver, with the assistance of Mr. Hong, Mr. Guan, MayorBrown and
Stikeman Elliott LLP (the Receiver’s Canadian Counsel) (collectively, the
“Receiver’s Advisors”), continue to conduct ongoing investigations into the financial
affairs of the Chinese Subsidiary. The Receiver and Mr. Hong have made repeated
written and verbal requests of Mr. Yu and the Local Management Team to provide
certain financial information of the Chinese Subsidiary as well as to accommodate
access to its facility as provided for in the Clarification Orders. However, as of the
date of this Third Report, Mr. Yu and the Local Management Team have not
accommodated any of these requests and Mr. Hong and Mr. Guan were denied entry
to the Chinese Subsidiary’s facility by the Chinese Subsidiary’s security personnel.

The Chinese Subsidiary holds cash primarily in an account with the Harbin Zhufang
Branch of China Construction Bank (“Construction Bank”) based on bank
statements provided by the Local Management Team. In April 2015, the Receiver
obtained a bank confirmation directly from Construction Bank indicating the Chinese

11



Subsidiary had no indebtedness or other liabilities to Construction Bank as of
February 28, 2015 (the “Bank Confirmation™).

36. As part of the ongoing investigations, Mr. Hong and Mr. Guan met with
representatives of Construction Bank and Industrial Bank and have obtained limited
information and cooperation with respect to the Chinese Subsidiary as summarized

below.

Construction Bank

37. Representatives of Construction Bank orally indicated to Mr. Hong that it is a creditor
of the Chinese Subsidiary, contradicting information shown in the Bank Confirmation
and in the internal financial statements of the Chinese Subsidiary provided to

Hanfeng and the Receiver by Mr. Yu and the Local Management Team.

38. Notwithstanding multiple requests made by Mr. Hong and Receiver to clarify this
matter, Construction Bank has yet to provide a response either confirming or denying
any indebtedness of the Chinese Subsidiary to Construction Bank.

Industrial Bank

39. With respect to the Industrial Bank Settlements, none of the loans in question are
reflected in the internal financial statements of the Chinese Subsidiary, and Mr. Yu
and the Local Management Team continue to deny the undisclosed loans even after
the Receiver obtained certain settlement documents from the court in Harbin. At the
meetings with Mr. Hong and Mr. Guan, representatives of Industrial Bank have orally
confirmed the loans and the settlements it entered into with the Chinese Subsidiary as
previously described in the Receiver’s Second Report. The Receiver understands that
Industrial Bank indicated it would consider taking enforcement actions after August
31, 2015 if no payments are made. Industrial Bank, at one recent meeting, advised

that Mr. Yu negotiated with Industrial Bank to extend the settlement payment to

12



October 31, 2015; however, the Receiver has been unable to obtain written
confirmation from the bank or Mr. Yu.

RECEIPTS AND DISBURSEMENTS

40. Attached hereto as Appendix “I”” is the Receiver’s statement of receipts and

disbursements for the period August 20, 2014 to September 20, 2015, which reflects
the ending balances of approximately CDN$2,313,948 and USD$34,301 as of
September 20, 2015. Further, unpaid professional fees owed to the Receiver and the
Receiver’s Advisors amounted to approximately $260,000 as at September 20, 2015.
The Receiver has been using the Company’s funds, including the 5% Deposit, to fund
the administration of the estate and various activities by the Receiver and its Advisors
in relation to the Share Transfer Transaction and ongoing investigations, as described
in the Third Report and previous reports. The Receiver will continue to utilize the
Company funds, including the 5% Deposit, to administer the receivership including
undertaking the actions as outlined below.

NEXT STEPS

41.

42.

43.

The Receiver intends to continue its investigation of Mr. Yu and the Purchaser to
gather further information and evidence in order to evaluate courses of action against
those responsible for damages to the Company and evaluate options to enforce its
rights in China and in Canada.

The Receiver, in consultation with the Receiver’s Advisors, also intends to continue
its investigation into the financial status of the Chinese Subsidiary to identify and
evaluate alternatives in preserving and realizing on the Heilongjiang Assets for the
benefit of Hanfeng.

In order to continue the investigation as described in this Third Report and in the

prior reports, the Receiver will continue to incur costs which will require the

13



utilization of a portion, and possibly a significant portion, of the Company’s
remaining funds, including the 5% Deposit.

RECOMMENDATIONS

44. Based on the foregoing, the Receiver respectfully requests this Court make an Order
approving this Third Report and the conduct and activities of the Receiver as
described in the Third Report and the Second Report.

All of which is respectfully submitted this 24™ day of September 2015.

ERNST & YOUNG INC.
In its capacity as Receiver of
Hanfeng and not in its personal or corporate capacity

ﬁ7 .

Murray A. McDonald
President
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Share Transfer Agreement

AR B Ak WX H

Seller (‘Party A’): Hanfeng Evergreen Inc.

Wit (F77) : mEATAEZARAF

By its authorized signatory, Xinduo Yu Position: CEO
BREFA: THS REH: aRIATE
Address: Toronto, Ontario, Canada

it EA LS EE LN ST
Buyer (‘Party B’): Heilongjiang Harbin Pengcheng Fertilizer Co., Ltd.

kA (TF7) « RELBREMAEELAIRA T
By its authorized signatory, Yanjia Ren Position: Vice GM
BREFA: £EE R BIEREH

Address: Harbin, Heilongjiang,China
Motk [E R AL A RET

Whereas:

£F
1. Hanfeng Slow-Release Fertilizer Co., Ltd. is a company legally registered and
established in China , validly existing as a limited liability company in accordance

with the laws of China (hereinafter referred to as the “Target Company’):
Registration number: 230223100012253

Legal address: Shangzhi Economic Development Zone, Heilon gjiang

Business scope: Compound and blend fertilizer manufacture
RELEARBRERARA TR — K& b E AR EMRIHERELNER
REAE (UTHA “BHFEAF" ) .

EME A: 230223100012253

HRMA Yy BELIEYETEFFREK
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ZEREA: AREHAHE

. Hanfeng Evergreen Inc. (hereinafter referred to as ‘Party A’) is a corporation
organized and existing under the laws of Ontario, Canada and a validly existing
corporation. On the date of signing this agreement, Party A is the legal shareholder
of the Target Company, whose capital contribution is 37250000 USD, accounting
for 100% of the total registered capital of the Target Company. Target Company is a
wholly-owned subsidiary of Party A.

TAKRARAT (UTH “FH” ) RENEASEEMFARELY R
RARAE, REFLQAEEERAE, HHFHA 37250000 £7T, & HFFAF%E
M T ALHE 100% EHRQAARFHIHAFEFAE.

. Heilongjiang Harbin Pengcheng Fertilizer Co., Ltd. (hereinafter referred to as
‘Party B) is a legally registered company in China and a validly existing limited
liability company.
RELRRRBBELFRAT (UTH “25” ) FEFEAREMEER
FEMARFTELNF,

Both Party A and Party B, through friendly negotiation, on the basis of equality,
willingness, and mutual benefit, agree that Party A shall transfer its ownership of
100% of the shares in the Target Company to Party B or its designated subsidiary.
Both parties have reached the following agreement:

AR LRFERFANE, £ET%. AR, EATEMER L, —BZEEFH
KA AANERAE 1005 BRE UL FRELZTFAT, By Hhkik
AT —BEN:
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Clause 1 Definition

& X

The following interpretation for the definition and meaning of words and terms in this

agreement shall prevail:
A R R R A AT A AR ok

1.1 Right of shares

JRA

Party A, as a result of paying for the registered capital of the Target Company, enjoys all the
rights conferred to the shareholder of the Target Company under Chinese laws and the Target
Company’s Articles of Association.

FHEAEBRAANBEFEERAARAABUREB T EE T ERAIELFR
T HIAT A R R ARF

1.2 Date of signing of agreement

HEER

This refers to the date when both parties duly execute this agreement, on which date this
agreement is effective and binding on the parties.

EHARXTEEAD NN AR, BRAEEFZHRER, FABURFAARS.
1.3 Registered capital

HEMF A

This refers to the total amount of capital contributions made and paid for by the shareholder to
the Target Company which is registered with governmental authorities.

HAEA B BT R BT # A 5] AR B AR A i o
1.4 Agreement Object
W AREY
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This refers to the 100% of the equity shares owned by Party A in the Target Company.
¥ P 7 B A 1 B AR 3] 100% AR .

1.5 Chinese law and regulations

FHEEE EM

Existing laws, regulations, and legally binding rules, measures, and other forms of normative
documents promulgated by the government of the People’s Republic of China and its various
departments before this agreement comes into effect (including the date of signing this agreement),
including but not limited to Company Law of the People’s Republic of China, Contract Law of the
People’s Republic of China, and Foreign Investment Enterprise Law of the People’s Republic of
China.

TABREKEW (SHRERE) TAHATHRNEE. $APHFEARLRER
RRAZBIIMANRAERARAERE, AEURRCHRNAEEHE, CEETRT

(FEARAMEARE) . (FEARKXMESFR) . (PEARERES L LE) £,

1.6 Completion of transaction

X5 7R
The transaction will be deemed completed when the shares of the Target Company originally

registered under the name of Party A in Harbin Administration for Industry and Commerce are

legally transferred to Party B or its designated subsidiary.
FAERRRTIHATREER B RN DN EER L AR AL R FATL TH, WA

R 7 7 B

1.7 Transition Period

HEH

It refers to the period from the effective date of this agreement to the date of completion of the

transaction completed in this agreement.

APRERLBERRZRZ R ARZ BRI,
1.8 A%
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Credit and debt

ABXFHAREAGERQANRS, FTEEERAGEAFAHRS.
The debt hereto refers to the credit of the Target Company, and the Target Company’s debt payable
to Party A is excluded.

Clause2  Representations and warranties

% 2% PRaR B AR UE
2.1 Representations and warranties by Party A

¥ 77 78 9 Fu 4R AE

2.1.1 Party A is the sole legal owner of the Agreement Object, having the full right to dispose of
the Agreement Object.

FaAMNRNEE—EERAE, AT ET2REN.

2.1.2 Before signing this agreement, Party A has not signed any legal document in any form relating
to the sale of the Agreement Object with any other third party, nor has Party A taken any legal means
to dispose of the Agreement Object in any form. Such disposal includes but not limited to transfer,
pledge, entrusted management, and transfer of all or part of the rights attached to the Agreement
Object. _

ANNEE DM EMHR, FHAREUEAFZFEREAHRANEEM, FARRE

AHBEREAFH A A B RFERTEAHRNAE, SRECEEFR F#iL. fiF. 2
FEE., LEMRET IR S L3R KA .
2.1.3 After signing this agreement, Party A agrees not to sign any form of legal document with any
third party or take any other steps to dispose of all or part of the Agreement Object. Such disposal
includes but not limited to transfer, pledge, entrusted management, and transfer of all or part of the
rights attached to the Agreement Object.

AXEREE, FARARTL EEMBEZ A BT HEARRNER XY, FREEREM
ERAAHT AN AP IR H N L BRBL2RITEATRAOLE, ZRECEERTRTEL.
CELNE 2778 NETE ) B ST e e Ui
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2.1.4 Party A guarantees that it will be the sole shareholder of the Target Company until the
completion of the share transfer. No other person enjoys right of first refusal to the Agreement
Object. After this agreement comes into effect, Party A will use its commercially reasonable efforts
to assist Party B to deal with all the procedures involved in the transfer of the Agreement Object,
including but not limited to amending the Articles of Association of the Target Company,
restructuring the Board of Directors, and filing documents related to equity change with relevant
authorities.

FHAREREGAFE—RE, EEXG TR ZAEMEAASBUARHZH 0406

e ZPRERE, PARRBALEEEABB LA A EDRFHE LN T8, GEEFR
RTEAEFQAFANAENELE, RAEES, HAXNERZA LRAE E oy,
2.1.5 Party A guarantees that, before the formal transfer of shares of the Target Company between
Party A and Party B, the Target Company has acquired the important government permits, approvals,
and authorizations for its normal production operation, which are all currently in force. Party A shall
ensure that none of such government permits, approvals or authorizations is invalid prior to the
completion of the transaction.

FARIE, EFHFELHAERREERADABK, BRAAFAENSEFRES 47~
REERERWRRFT, 08, BROL ALY, FRARIEHNET. RERERE
X 5 7E BT R R
2.1.6 Party A guarantees, on the date of signing this agreement, all the information of the Target
Company provided to Party B, including but not limited to financial position, production and
management, company’s registration and assets position shall be true and legal in all material
respects.

FARETAPRETH, AZARBENEFATHL MY, GEERETHEER.
EFEEEL. AR IHRCER. AEERSH AL, A%H.,

2.1.7 Party A agrees that, after full payment of all transfer price by Party B in accordance with
Clauses 3.3.1, 3.3.3 and 3.3.4, upon the liquidation of Party A, Party A shall unconditionally and
irrevocably assign the promissory note issued by Party B to Mr. Xinduo Yu tf}_rough endorsement

upon receipt by Party A of the consideration as agreed to between Mr. Xinduo Yu ‘and Party A.
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The promissory note so assigned shall serve as guarantee of performance and fund for Mr. Xinduo
Yu during his transition period. Where there is a difference between the promissory note amount and
the amount payable to Mr. Xinduo Yu, it shall be negotiated to make up the balance by Party A and
Mr. Xinduo Yu themselves in Canada. To protect Party B from potential risks, should Party A fail
to perform the said agreement to assign the promissory note, the provisions of this Agreement and
the Guarantee Agreement executed by Party B and Mr. Xinduo Yu shall apply.
FARBEZ7#M3.3. 1, 3.3.3M3.3.4 FRMAFLBWE LMK (BF 200K FE K

B fa, ERTRANLSFTRETHENFAARHMNNE LA ERTRMEE 7R A
HAENRBELBURIFAK UL THES, FATHFLERHNBRRRE SRIE. WRA
ERELBEANLTHENGTFAZY, ZPH )P AR THEENEABTHET
B wRPFARBEBATLERARRAEAKRBR UL THSE, ZHAARIEE S A HELTHER
B, #ETERABRERTT ST HELFHRIEB AP,

2.2 Representations and watranties by Party B

T.77 P P R fRiE

2.2.1 With regard to the registering the share transfer, Party B warrants that it is legally capable of
acquiring the Agreement Object, and the normal legal procedures of shares transfer will not be
affected by its own individual constraints.

KTRRER, TAREEFCEEARN L LB VRN ES, FEEN L TE & 44
HIRFT RS UL AR FHERHT.

2.2.2 Party B has sufficient cash available to acquire the Agreement Object. Party B guarantees to
pay the transfer price in accordance with the provisions stipulated in this agreement.

LA RAGu ¥ A A4 R U AR R, 777 PR Ak 4 3 R At LB 2 AT SRR K
2.2.3 No filing with, notice to or authorization of, any governmental entity is required by Party B as a
condition to the lawful completion of the transaction.

BEXREX T, LHATRRAIM & EREL, KRBT RE,

2.2.4 Party B acknowledges that to ensure its own benefits it has conducted an independent
investigation on the business, operations, assets, liabilities and financial condition of the Target

Company, and in making the determination to proceed with the transactions contemplated by this
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agreement, has relied solely on the results of its own independent investigation and the
representations and warranties in section 2.1.
LARNAERZRIADRFTRZGH IR Y, hHEEEFE, CELERATNY
. BE.KF. ARPMFRARTTRIAE, TARBECHRBIMELUR 2.1 H48
7= A RIE .
2.2.5 Following completion of the transaction, Party B guarantees it will not pay to Mr. Xinduo Yu
any payroll, dividend, premium or any other compensation in any form other than reimbursing him
for reasonable travel, meals and accommodation expenses to the extent that Party B requests that Mr,
Xinduo Yu travel on behalf of Party B or the Target Company.
RO TR, LHAREATRINTFHBEAFE. 4H. RARAMEARANEMN,
MTLAERTHERRLAREFAAAEYE, KRG ELE A WRMRK .
2.2.6 Party B acknowledges knowing the current assets position, all current and past conditions, all
debts and creditor’s rights as well as various risks and other obligations of the Target Company as of
May 31, 2014, including but not limited to:
CHANATMEAAARE2014 45 H 31 HWRAKRFERR.FE Y i foit 00 R .
RRPAA NG, URAMRRFEERE, AEERRT.
2.2.6.1 Sustainable operation related risk caused by the aging equipment of the Target Company;
BERAGRELZUTRNEEHFSEHERNG;
2.2.6.2 Bad debt related risk caused by the current debts and creditor’s rights of the Target Company;
BARA B I A S B SRk R
2.2.6.3 Legal dispute related risk caused by employee severance of the Target Company;
BAAE R TEKG| R EELG AR,
2.2.6.4 Potential risks of employee group incidents and laid-off employee disturbance due to the
purchase by Party A;
EFATUET SRR TREAFGHURME R T T EERE RS,
2.2.6.5 Tax source supervision risk;

PR i AR
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2.2.6.6 The risk that the government compulsively require to restore the environment due to the
change of business activities resulting from the share transfer.

ERRRULEEELHFRERML, BRFBITRMNERGLFRHAR;

2.2.6.7 Legal dispute related risk caused by the potential secondary harm resulted from the
agrochemical trials, previous production and sales of the Target Company since its operation;;
ERAGEEURRUER " EHBERERFSIROEEYD AL, FiLE, HELR
ARG R E R RS AR

2.2.6.8 Potential assets guarantee, legal disputes, public judgment and all other risks concerning the
management and operation of the Target Company during the period when Party A was running
without supervision, subject to the proxy contest;
FARERERKSIHEFLAALASEENE, BRAFAEBREEFLWBELRFH
R, BEUL. AREBRE—YIRK;

2.2.6.9 Other risks for the entity sale.

R 7 %3 R H AR .

Clause 3 'Transfer of shares

JRAT Hy #ik

3.1 Agreement Object
WbREY

Subject to the terms of this agreement and conditional on obtaining shareholder approval by its
shareholders or court approval for the transfer of the Agreement Object, Party A agrees to sell its
100% ownership of the shares in the Target Company and any of its rights to the website and domain
name www.hanfengevergreen.com to Party B or its designated subsidiary.

RIE T WA KUK T BRI R AR Bk, By R AR L F B4
HY B AT B 100%H AR DL R S WA K 4% W 3k Aol 4 AR B 4 2 F L3S % T 71,
3.2 Transfer price

itk
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Based on the financial statements and current conditions of Target Company as of May 31,
2014 (“Benchmark Date™), the total transfer price of the Agreement Object shall be Two Hundred
and Forty Eight million RMB (248,000,000 RMB), 80% of which, i.e 198,400,000 RMB or
equivalent USD (which shall be converted as per the benchmark exchange rate posted by the
People’s Bank of China at the date of payment) shall be payable in cash by wire transfer to the
designated account of Party A, and the balance of 20% , i.e 49,600,000 RMB shall be payable in a
promissory note issued by Party B to Party A.

ETHRAE 2014465 A31 B (UTH “REH” ) WHEFRERERATRE, £
WAREELRNAN 2. B LTART (K5: ARTRALEAHEITE) , EHANEHN
80%, BU1.984 CTARFREMET (BAKLHPEARBTAFWERTRITE) L%
AeBULKARLEFHHEEIKS, LAWENKE 20%, B 4960 7 AR T il it 2 4 F
RNAENREXALET .

3.3 Method and time of payment

GE S WA

3.3.1 Within seven business days of the date of signing this agreement, Party B shall pay Party A 5%

of the total purchase price, i.e. 12,400,000 RMB or equivalent USD (which shall be converted as per

the benchmark exchange rate posted by the People’s Bank of China at the date of payment).
AMRETZLEREANATHEA, T4 FH XM LMK 5% B 12,400,000 T A R

RFERT (BRARZLEFPEARBAAFNERTRIH) .

3.3.2 The payments described in sections 3.3.1 shall be held by Party A as a performance guarantee

bond. If the Party B fails to complete the transaction as required in accordance with the terms of this
agreement, in addition to any other remedies that Party A may have under applicable law, Party A
shall be entitled to retain the performance guarantee bond.

AW 3.3. 1 MY FRMEK, PHREANRARIESL. WRLHAERE AP UL 3%
ARTREX S, BAXTEAE T FTEARANREBS, FHARREELRIIAL,
3.3.3 Within ten business days of the date of approval for this transaction by the shareholders of

Party A or by the court, Party B shall pay Party A an additional 15% of the total purchase price, i.e.
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37,200,000 RMB or equivalent USD (which shall be converted as per the benchmark exchange rate
posted by the People’s Bank of China at the date of payment).
FARKEGUERERMAEXABRXZE+ALTHBA, ZHERATFH XA ENRE
15%, BF 37,200,000 TARTHRFEXT (EFKLEFEARBTAAHRBLRFH)
3.3.4 Within 10 business days upon closing of the transaction, Party B shall pay Party A the

remaining 80% of the total purchase price, i.e. 198,400,000 RMB or equivalent USD (which shall be
converted as per the benchmark exchange rate posted by the People’s Bank of China at the date of
payment), of which, 60% of the total purchase price, i.e. 148,800,000 RMB shall be payable in cash
by wire transfer to the designated account of Party A, and 20% of the total purchase price, i.e.
49,600,000 RMB shall be delivered to Party A in the form of promissory note attached to this
agreement.

XA 7mRETANTHEEN, THNIXATH RN RGR4L 80%, B 1.984 LT AR FHE
EXT (BARIHPEARBTANGERLRITE) , £ 60% BWART 1.488 2T A
AeXHEFFEEIK,, 20%, BIART 4960 7 7oA & hUBT It A& 8 4 % & X AT
3.3.5 After receiving the Transfer Price from Party B in full (including the 20% promissory note),
upon the liquidation of Party A, Party A shall unconditionally and irrevocably assign the promissory
note to Mr. Xinduo Yu through endorsement upon receipt by Party A of the consideration as agreed
to between Mr. Xinduo Yu and Party A as per Representations and warranties 2.1.7. Where there is a
difference between the promissory note amount and the amount payable to Mr. Xinduo Yu, it shall
be negotiated to make up the balance by Party A and Mr. Xinduo Yu themselves in Canada. Party
A agrees that when the note is due and payable, Party B shall pay the 20% transfer price under the
note (49,600,000 RMB) in RMB to the holder of the note without any interest, and if the promissory
note is assigned to Mr. Xinduo Yu, after deducting any deductible amounts (if any) pursuant to a
guarantee agreement to be entered into between Party B and Mr. Xinduo Yu, and pursuant to the
terms of the guarantee agreement Mr. Xinduo Yu shall bear any risks to be borne by Party A under
2.2.6 of this agreement.

FAEKIT L BHILMK (BE 200K BHRE) B, & ?f?ﬁ_ﬁﬁ. I 3% R 7 B Ao
RIEFHK2. 1.7 EFHHAE L Py RETFHERTF A AR EHAEH KB LR
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AURFANLHHUL THE. PRAEARBLFAEAALTHENLBFEEZN, 255
AERHARTHEENEABTHETH. FAARLYAEMNXBAMEAN, 7 HEEAE
B TT 20%6 # L 3k (4960 7 70) ERF|L A 5 T HELFHRIERW0RE0R (W
RA) ZAREBEUARTAXLRIMNERRA. BERENKER UL THERE, RER
ERXAFEK, ABRBETFPEMFAEAEN2.2.6 ATRKRH LG THERE,

3.4 Equity transfer application and procedures
AR Rt R IR T

3.4.1 Within 45- 60 days of signing this agreement, Party A shall be responsible for convening Party
A’s shareholders’ meeting to seek the approval of its shareholders for this transaction or Party A
shall seek court approval in Canada for this transaction. Party B acknowledges that Party A intends
to seek court approval for the completion of this transaction within two weeks after the execution of
this Agreement.

APNEELHR 560 HA, FARARALBF R HARAES, WERRARE XK

BT, BEFPA IR EAERRERERAX S PAUETEBNEE A AN T RERE
MEX WA, THA R,
3.4.2 In the event that the resolution of shareholders of Party A to approve this transaction fails to
obtain the requisite approval at the shareholders meeting called to approve such resolution or the
court fails to approve the completion of this transaction, then this agreement becomes invalid
immediately and Party A shall return the 5% Performance Guarantee Bond paid by Party B in equal
amount within 3 business days.

WREBRKAG L, PARFARBRGHXBRMBRKRX T, RFFRABELKZ
7, WABNIHEFHAK, FAREISATIHREIASTREZ # B XA H 5% R A R4 .
3.4.3 Within 30 days following the date that Party A’s shareholders approve the completion of this
transaction or the court approves the completion of this transaction, Party A shall use its
commercially reasonable efforts to assist Party B to complete the reorganization of the Board of

Directors of the Target Company, and complete all legal documents for the purpose of share transfer.
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EPTRAMERRARZR G Z HREREHET ARXHZHRIOAIREN, FH

BHRBLAGEBZFABMELAZREFANEFLWHRA, HRA LT R WA EREX
.
3.4.4 In accordance with Clause 3.4.3 of this agreement, within 3 days of completion of all legal
documents for the share transfer, Party A shall file the application to the approval authority, and
assist Party B to comply with Chinese law and regulations in registering the share transfer with the
relevant authorities in a timely manner.

EHERAPNE 3.4.3 FARTRAKBRRHIL WL MEEXGZL 3 AN, FHEM
HAENKBA, BT B Bk, EARM @A XM %A RSB,

3.4.5 Both parties agree that the transaction shall be closed within 30 to 45 days upon shareholder
approval of Party A or court approval obtained by Party A.

RAAREFR BT HARECHBEREEWREEH 30-45 M THEBHRERXS .

3.4.6 All the tax payable and fees payable involved in the course of share transfer and acquisition,

and expenses incurred in equity alteration registration shall be borne by Party B.

BEXGRABFTSREERNEZR, K. IHXERCHBF =AW B A bz rA&HE,

Clause 4  Parties rights and obligations after completion of transaction

R 5 7 R Je 425 BRI LS5 i iR

41 Before completion of transaction

& % % RA
Until Party B pays 100% of total purchase price to Party A, Party A will enjoy all the rights and bear

all the responsibilities of the Target Company.
BLAXNEFTALWEANRZIN, EFAAWHFERAN S0 FHAHE,

4.2 After completion of transaction

X5 % RE
4.2.1 After Party B pays 100% of the total purchase price to Party B, Party B will enjoy all the

rights and bear all the responsibilities of the Target Company (including but not limited to all profit it
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shall enjoy in compliance with the laws, debts and creditor’s rights, legal dispute, and other risks and
obligations).

LAt RN KZE, BRATNWHARAXSE, GEFTRTAARELELZFE
FHLRPARE, 2HRRKS. EEUAD BT HTAE,

Clause 5 Transition Period

WHEH

AT A XN B ARIESRE, CAARMNKEARBEFRATENE K. A
Be£RkBE, BRAGSEFEFNEEFNFEARARTH, ATTSHLNRGINER>4£
B, PARR, BEEEBEABNARZIEME, BFRABAXEN—VEAER (0F) K
ZLAE ARARHAN; ELEHMNE, BFLAAXEN—VEAFH (0F) NBHE
REAMBLARE, EAFREEEFRT - £H BV FREREN,, LEQAEKF” (HE,
R, KT, MR, HBF) RREXS; REARK, RXEEASEFRERNARE
f; EARTXH; BREMEANSRAKBN; HERAAFLEAVHNES: LREM
SEVN:L R &

Party B shall have the right to send a staff to the Target Company as its representative upon
paying the Performance Guarantee Bond (5% of the total transfer price) to Party A. To avoid any
expense or loss caused by abnormal operation activities of Target Company after benchmark date,
which would affect the pricing basis of the transfer price, Party A agrees that during the period from
benchmark date to the effective date of this agreement, any material events (if any) of the Target
Company shall be acknowledged and confirmed by the representative of Party B, and that during the
Transition Period, any material events (if any) shall be notified to the representative of Party B for
his permission. The material events include but not limited to: disposal of the company assets (sales,
guarantee, pledge, rent and transfer) or transaction, other than the normal business the transaction;
any loss, or any change to relationships with clients and employees; large amount of expenses; any
changes to existing contracts or agreements; any events having significant impact on the Target

Company; releasing creditor’s right.
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Clause 6 Privacy Policies

RELK
6.1 Confidential Information

R 3 3R

For all information held by both parties about this share transfer, including but not limited to the
operation conditions, financial position, trade secrets, and technical know-how of Party A, Party B,
and the Target Company, both parties have the obligation to keep such information confidential.
Unless required by law or judicial bodies, none of the parties can make public or make use of the
information.

KRBT, PHELHETREGLHER, GEERRTFEHF. 24, HFAF
WEEWRRL. MAWRRL. BURE. BARFELHHWR, FHELAHNEAXSRE, bR
RAARAR R AENABRER, £ F TR AFREA .

6.2 Publicity or promotion

MAAFRE

When both parties promote or make this share transfer known to the public, both parties must follow
the same method as negotiated, and ensure that the business reputation of both parties are protected.
Without permission from the other party, neither party can publish or publicize any opinions or
writings related to this share transfer unless required by applicable law.

FHAELHEMNSIATFRECARBRKULFEN, RAZHANGE— R, RiE4HH
AELRREF RERRFAAR, REF—HAR, EA—F TR E R FA X XA
REUHETL. XF.

Clause 7 Breach of Agreement

BARHE
7.1 Any party who breaches the representations, warranties or other obli gations under this
agreement should bear the responsibilities for breach of agreement and must compensate the other

party for any financial losses caused to the other party. This responsibility to pay damages should
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include all financial losses caused by the breach. Provided, however, following the date of
completion of the transaction, when Party B has paid the total transfer price in full and Party A has
assigned the promissory note to Mr. Xinduo Yu, the remedy of Party B in respect of any breach of
any representation, warranty, or other obligation of Party A under this agreement shall be as set out
in the guarantee agreement to be entered into between Party B and Mr. Xinduo Yu.

EA—FEERTABAATHEEAEA, RIEXREEXSFH, RAERARE, &R
HEFRAMN, TNAEREIE. ARERAEGES FELEXN L BEF L. B,
WREXZZRHZGE. CHEAFLBRIUENK. EFFERAENREL UL THER,
HTEMERADATEA, RERFHRUXFH, THARHEEBEBL 5 THELEH
PRAE T X o 5 A o 4 356 B AT .

7.2 In the event that either party unilaterally rescinds the agreement, the innocent party has the right
to request the party in breach to pay liquidated damages, which is 5% of the entire transfer price.

EM—7TEAMBADN, FEAFARERSAT XA EHE, FHE W HILHKEH
B 5 %.

7.3 If Party B fails to pay the negotiated share transfer price on time, Party B must pay 0.0006% of
the entire payable but unpaid amount to Party A as liquidated damages for each day that such
payment is delayed. When the delay in payment reaches 30 days, Party A has the right to rescind the
agreement and refuse to return any payments previously made as liquidated damages, and to take
any legal measures and steps to have the shares of the Target Company returned to Party A..

BHZ A A% ARG RN BRI R, FERFAK—KRTHE @ T H XM %
T3 BF B 0.0006% 44, ERBEATHE 30 Het, FHARBBRAD I REEEL
ZHEXAT TR R, FARRBEMERERE EFASTHBRETEET 5,

Clause 8 Dispute Resolution

FWH AR

Any disputes arising from this Agreement should be solved by mediation and negotiation in
good faith. In case mediation fails, either party has the right to litigate in the place of agreement
performance, which is the local people’s court where the Target Company is located. Both parties

agree to conform to the laws of the People’s Republic of China.
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EAEREFW, NEAFDEMRE. WHTR, EAZTHEREERASTFERAR
ERFRER. XTEAREAFLARLFE R EMA,

Clause 9 Others

EAb
9.1 Amendment to the Agreement

HRBIT
Any amendments to the Agreement must be in writing and signed by both parties. Any
amendments or newly added content to the Agreement will become part of the agreement. -
ARUHETB AL AU TR RGN TEE ., BREBL BB AL, HRAD IS
AR L .

9.2 Severability

EE5 f:

If there are clauses in this Agreement that are invalidated by courts with rights of jurisdiction or
an validly appointed arbitrator, but such invalidated clauses do not affect the potency of other clauses,
the unaffected clauses shall remain valid.

WRAW NI FRBH EERB AR, RN AREER, FYHRMERR A,
R KB K.

9.3 Entire Agreement

G 23

This agreement contains all statements and agreements of both parties, and replaces all oral or
written statements, warranties, understandings and agreements regarding the terms under this
Agreement made before the signing of this agreement. Both parties agree and confirm that any
statements and warranties not contained in this Agreement will not form the basis of this Agreement,

and thus cannot be relied upon by any parties and may not be used to explain the clauses and

conditions in this Agreement.
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AWM BRI L EHLHERFHBR, FRARF FHIEFHURAB T TN
BRGS0 kR & B EAPRE ., R, WHRRDN. RFREH%IA, KB +FXITHY
EPRR HAE TR A IS Eal; B, TS %2R A AR X H LR AR 4 %
fo & fHHIIKIE

(Signatuge): Auth z«ﬁi ignature):
ERRE (£F) : RAK

(date) (date)
201448 A8 H 2014 48 A 8 H
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This is Appendix “H”
to the Fourth Report of the Receiver
dated April 4, 2017



Heilongjiang Honghui Law Firm Legal Opinion

English Translation

Legal Opinion

To: Ernst & Young Inc.

Heilongjiang Honghui Law Firm (“Honghui”) is a law firm legally established in People’s
Republic of China (“China”), which has been approved to provide legal services by the
Ministry of Justice of China and the Department of Justice of Heilongjiang Province, China.
As requested by Ernst & Young Inc., we provide this legal opinion (the “Legal Opinion™)

with respect to:

e the share transfer agreement entered into by and between Hanfeng Evergreen Inc. and
Harbin Pengcheng Fertilizer Co., Ltd. to transfer 100% of the shares of Hanfeng;

Slow-Release Fertilizer Co., Ltd owned by Hanfeng Evergreen Inc.; and

e the retention and disposal of the performance guarantee deposit in the amount of

approximately $2.2 million paid by Harbin Pengcheng Fertilizer Co., Ltd.

A. Defined Terms and Definitions

For the ease of reference, unless noted otherwise or described differently in this Legal

Opinion, the terms below have the meaning ascribed to them as follows:

e The Vendor: Hanfeng Evergreen Inc.

The Purchaser: Harbin Pengcheng Fertilizer Co., Ltd.
e The Subsidiary: Hanfeng Slow-Release Fertilizer Co., Ltd.

e The Subsidiary Shares: 100% of the issued and outstanding shares of the Subsidiary
owned by the Vendor.

e The Share Transfer Agreement: the share transfer agreement entered into by and
between the Vendor and the Purchaser to transfer Hanfeng Evergreen’s ownership of

the Subsidiary Shares to the Purchaser.

1 g .
Add: HE < ROV A IS R T IE B XOG R4 35 5
1 @ TEL: 0451—55557678 FAX: 0451—51027803
2 Emall: 13613662602@163.com



Heilongjiang Honghui Law Firm Legal Opinion

e The Receiver: Ernst & Young Inc. in its capacity as receiver and manager of Hanfeng

Evergreen Inc.
B. We have prepared this Legal Opinion based on the following:
e our review of the Share Transfer Agreement between the Vendor and the Purchaser;

o the representation by Mr. Liang (Allen) Yao of the Receiver that at the date of this
Legal Opinion the Purchaser has failed to make an interim payment of 15% of the
purchase price in the amount of RMB 37.2 million (or equivalent US dollars) (the
“15% Interim Payment”), which was due September 3, 2014 pursuant to the Share

Transfer Agreement.
C. This Legal Opinion is based on the following laws and regulations of China:
1. the Contract Law of People’s Republic of China (the “Contract Law™)
2. the Companies Law of People’s Republic of China (the “Companies Law™)

3. the Foreign-Funded Companies Law of People’s Republic of China (the

“Foreign-Funded Companies Law)
D. Legal Opinion

1. With respect to the governing laws, clause 8 of the Share Transfer Agreement provides that

both the Vendor and the Purchaser agreed to conform to the laws of China.

2. There is no violation of Chinese laws and regulations for the Vendor to sell its ownership of

the Subsidiary Shares to the Purchaser.

As the sole shareholder of the Subsidiary, the Vendor is a corporation registered and validly
existing under the laws of Ontario, Canada. The Purchaser is a company registered in China,
validly existing as a limited liability company in accordance with the laws of China. The sale
of the Subsidiary Shares by the Vendor to the Purchaser does not violate with Chinese laws

including the Companies Law and the Foreign Funded Companies Law.

3. The Purchaser has failed to pay the purchase price, constituting a breach of the Share

Transfer Agreement. The Vendor therefore has the right to keep the funds previously paid by
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the Purchaser and enforce its rights to the losses caused by the Purchaser’s breach in

accordance with the Share Transfer Agreement and Chinese laws.

The Purchaser failed to meet its obligations to fund the 15% Interim Payment within 10
business days following the approval of the share transfer transaction pursuant to clause 3.3.3
of the Share Transfer Agreement. Clause 3.3.3 of the Share Transfer Agreement provides that
the Purchaser shall pay to the Vendor the 15% Interim Payment within 10 business days of the
approval of the Share Transfer Agreement by the Vendor’s shareholders or the court. We are
advised by Allen Yao that the Ontario Superior Court of Justice approved this transaction on
August 20, 2014. Accordingly, the Purchaser has the obligation to pay the 15% Interim
payment to the Vendor by September 3, 2015. The Purchaser’s failure to make payments
pursuant to the Share Transfer Agreement represents a breach of contract under Chinese laws,

and the Purchaser is therefore liable for the contract breach.

S. 3.3.2 of the Share Transfer Agreement provides that the 5% of purchase price paid by the
Purchaser is a performance guarantee bond, and that the Vendor is entitled to retain the
performance guarantee bond if the Purchaser fails to complete the transaction as required in

accordance with the terms of the agreement.

S.7.3 of the Share Transfer Agreement provides that, when the Purchaser fails to pay the
purchase price on time, the Purchaser must pay 0.0006% of the entire payable but unpaid
amount to the Vendor as liquidated damages for each day that such payment is delayed. Also,
when the delay in payment reaches 30 days, the Vendor has the right to rescind the Share
Transfer Agreement and refuse to return any payments previously made as liquidated

damages.

Article 107 of the Contract Law provides that if a party fails to perform its obligations under a
contract, or its performance fails to satisfy the terms of the contract, it shall bear the liabilities
for breach of contract including: continuing to perform the contract, taking remedial measures,

or compensating for the damage caused.

E. Based on the foregoing, we are of the view that the Vendor is entitled to retain the 5%

performance guarantee bond paid by Purchaser.
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With kind regards,

Heilongjiang Honghui Law Firm

September 23, 2015
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Court File No. CV-14-10667-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOURABLE ) MONDAY, THE 5™
JUSTICE H{ f( M@}l ) DAY OF OCTOBER, 2015

IN THE MATTER OF AN APPLICATION UNDER SECTION 101 OF THE
COURTS OF JUSTICE ACT, R.S.O. c. C.43 (as amended)

AND IN THE MATTER OF HANFENG EVERGREEN INC.

ORDER

THIS MOTION, made by Ernst & Young Inc., in its capacity as the receiver

(the “Receiver”) of Hanfeng Evergreen Inc. (“Hanfeng”), for an order approving:

(@  The Third Report of the Receiver dated September 24, 2015 (the “Third
Report”); and

(b)  The Receiver’s conduct and activities as described in:

(i) the Second Report of the Receiver dated July 17, 2015 and the
supplement thereto dated July 22, 2015 (together, the “Second
Report”); and - : :

(ii)  the Third Report,

was heard this day at 330 University Avenue, Toronto, Ontario.
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ON READING the Second Report and Third Report, and on hearing the
submissions of counsel to the Receiver, no one appearing for any other person on

the Service List, although properly served as appears from the affidavit of service,

filed:

1. THIS COURT ORDERS that the time for service of the motion record in
respect of this Motion is hereby abridged so that this Motion is properly |

returnable today and hereby dispenses with further service thereof.
2. THIS COURT ORDERS that the Third Report is approved.

3. THIS COURT ORDERS that the Receiver's conduct and activities as
described in the Second Report and the Third Report are approved.

6462828 v1



IN THE MATTER OF AN APPLICATION UNDER SECTION 101 OF THE Court File No.  CV-14-10667-00CL

COURTS OF JUSTICE ACT, R.S.O. c. C.43 (as amended)
AND IN THE MATTER OF HANFENG EVERGREEN INC.

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
Proceedings commenced at Toronto

ORDER
(RE: APPROVAL OF
REPORTS AND ACTIVITIES)

STIKEMAN ELLIOTT LLP
Barristers & Solicitors

5300 Commerce Court West
199 Bay Street

Toronto, Canada M5L 1B9

Peter F.C. Howard LSUC# 22056F
Tel: (416) 869-5613
E-mail: phoward@stikeman.com

Maria Konyukhova LSUC# 52880V
Tel: (416) 869-5230
E-mail: mkonyukhova@stikeman.com

Yannick Katirai LSUC# 62234K
Tel: (416) 869-5556
E-mail: yvkatirai@stikeman.com
Fax: (416) 947-0866

Lawyers for the Receiver
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