
Email Letter

From
Julian Smith

Direct
03 9240 0864

To
Rob Garton-Smith

And to
Tony Jack

Our Ref JMS:5674591

Dear Mr Garton-Smith and Mr Jack

Forest Enterprises Australia Group
Managed Investment Schemes 1999 to 2008 (FEA Schemes)
FEA Limited (subject to deed of company arrangement)(Receivers and Managers Appointed)
(FEA)
FEA Plantations Limited (subject to Deed of Company Arrangement)(Receivers Appointed)
(FEAP)
Grower meetings scheduled for 29 June 2011 and proposed change of Responsible Entity

We refer to our previous correspondence of 17 February 2011 and 1 April 2011 in respect of the
above matter and the proposal for restructuring the FEA Schemes. The purpose of this letter is to
reiterate the receivers' concerns from the perspective of FEA as a grower in certain of the FEA
Schemes. For your ease of reference we attach our correspondence of 1 April 2011 (8177654) and
accompanying commentary (8177675).

1. Response to previous correspondence

1.1 We note that we have not had the courtesy of a response to our previous correspondence,
or the accompanying 'Commentary on Black Tree Proposal'.

1.2 You will appreciate that the mailers we have raised are of considerable importance. They go
to:

1.2.1 the fundamentals of the process by which the meetings were called;

1.2.2 the process by which it is proposed that the FEA Schemes will be restructured,
including serious shortcomings in the proposed scheme documents;

1.2.3 the workability and legal effectiveness of that restructuring process, including a
failure to acknowledge the priority of the secured creditors' security and the
impediments to proposed actions which are central to the proposed restructure,
such as the inability to amend management agreements to which FEAP isa party
and lease agreements to which FEA is a party as lessor; and
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1.2.4 compliance with financial services laws concerning disclosure and appropriate
licensing of persons conducting a financial services business.

1.3 Accordingly please confirm by return email by close of business on 23 June 2011 that1 in
view of the matters we have previously raised, as well as those set out below, Black Tree will
not be seeking to proceed with the proposed resolutions at the adjourned meetings of
Growers on 29 June 2011, and that the proposed restructure will be withdrawn.

1.4 Please also confirm that copies of our correspondence will be posted on the Black Tree
website in order that growers are properly informed about the consequences of their votes.

Removal of Black Tree Grower Calculator

2.1 Set out below we have gone into some detail concerning the issues with the Black Tree
Grower Calculator which Black Tree has now, on 16 June 2011, withdrawn from its website,
stating that growers should not rely on it to calculate any potential return.

2.2 It is reasonable to assume that many growers did indeed rely upon that calculator when
lodging their proxies (and voting intentions).

2.3 Accordingly, apart from the multitude of substantial issues we have raised and which are yet
to be addressed, it is clear that the scheduled grower meetings cannot proceed where
growers have lodged proxies and voting intentions in reliance on that calculator. Providing
an opportunity for growers to change their voting intentions is a clearly inadequate means of
addressing this issue as neither Black Tree, Primary RE nor FEAGG can have any
confidence growers will revisit the issue (or that it will be brought to their attention),
particularly where, by reference to FEAGG's latest grower Update, FEAGG has identified
grower apathy as an issue to be overcome in this process.

Issues further to our previous correspondence

3.1 Restructure plans forthe FEA Schemes

3.1.1 The Black Tree proposal is presented as providing growers with an opportunity to
restructure the schemes in order to ensure their ongoing viability, including by
immediately paying potentially significant amounts to the RE on the restructure
taking effect.

3.1.2 However, it appears that neither Black Tree, nor Primary RE, have any valid
restructure plans for the FEA Schemes. Neither party has put themselves in a
position to assess the schemes' viability. Instead, the Black Tree proposal merely
provides a structure by which growers are made liable (both immediately and on an
ongoing basis) for amounts whether or not the schemes are in fact viable.

3.1.3 Since our previous correspondence we have had the opportunity to review
transcripts of evidence given by Mr Garton-Smith of Primary RE and Mr David
Marshall of Black Tree in the recent Great Southern litigation,1 in which they both
gave evidence as to the process by which Primary RE and Black Tree assess a
scheme's viability. Their evidence clearly highlighted that Primary RE and Black
Tree are happy to make assumptions about the viability of a scheme on the basis
of the general knowledge of their forestry experts, but without any inspections of or
proper due diligence in respect of the schemes.

3.1.4 On this point, on 21 March 2011, Mr Garton-Smith gave this evidence on oath,
beginning with counsel's question:

liii llt[lII Dliii IIIiilII[IliDIiIIII]IIiIuIiI I IiFIFFi] liii

Maddocks

Reported in Primary RE Limited v Great Southern Property Holdings Limited (Receivers and Managers
Appointed) (In Liquidation) [2011] VSC 242
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[Counsel] You say do you that you will make those judgments based on not
inspections but rather a general impression that certain people in the industry have
about these properties is that what you're saying to His Honour?

[Gar-ton-Smith] Well, we're at the moment talking about the policy of Primary. If
there's a prospect that the plantations are viable it wouldn't be appropriate to negate
the scheme. We would go in and then examine it and then as we have done with
the Templegate schemes for example we would have a period on examination and if
we find that they're not viable we will stop the scheme and end it. There are some
schemes where they simply in the view of our forester they would never be viable but
there's no port (sic). [emphasis added]

3.1.5 Mr Garton-Smith, in responding to a question from the bench as to the process of
assessing viability, stated on oath that:

[His Honour] But how do you make the assessment of what's viable and unviable or
not viable?

[Garton-Smith] That means from this point on ignoring the money that's been spent to
date we will - we think it's inappropriate to be assisting rescuers - assisting growers
to rescue a scheme which could never be rescued and there are many of those out
there.

3.1.6 Mr Marshall echoed these comments in his evidence in the Great Southern matter
on the same date. Mr Marshall was challenged by Counsel as to the basis on
which growers were asked to contribute to restructured schemes, and stated on
oath as follows:

[Counsel] So that again, making all those assumptions I've asked you to make, just
as a matter of logic would mean that all the money that the growers have put in, in
the form of up front fees and ongoing management fees, will not be recovered. They
won't even get that back?

[Marshall] That's making a massive assumption about our ethics.

[Counsel] No, it's not, Mr Marshall, Vs not a massive assumption about your ethics
at all?

[Marshall] It is. If in fact we thought the growers are going to lose money on this deal
we would hand what was ever left back to them.

3.1.7 Neither Mr Marshall, Mr Garton-Smith, Black Tree nor Primary RE will be in a
position to properly assess whether or not growers will lose money, or will be better
or worse off if the resolutions are passed, until after they are in control of the
schemes, which will also be after they have already commenced to receive
significant payments from growers - including the recovery of costs incurred prior
to taking control of the schemes.

3.1.8 It would surely come as a surprise to growers intending to vote at the scheduled
meetings, that this is the approach of the parties proposing the restructure of their
schemes - that despite how the proposals have been put to them:

growers are immediately required to fund the schemes in the short term (and
possibly in the long term);

the RE only conducts its first proper examination of viability after the new RE
'goes in' despite the fact that officers of the proposed RE and manager
acknowledge that there are many schemes in the industry which are beyond
being rescued;
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(c) the examination will be made 'ignoring the money that's been spent to date'
including, presumably, the payments which Black Tree requires be made by
growers immediately following the restructure but prior to the viability
assessment being made.

3.1.9 As we have previously observed, it is clear that growers bear all commercial risk
associated with the Black Tree proposal. The recent evidence of both Mr Garton-
Smith of Primary RE and Mr Marshall of Black Tree brings this observation into
sharp relief

3.2 It is incumbent upon Black Tree and Primary RE to conduct due diligence

3.2.1 Before Black Tree and Primary RE put the proposed restructure to growers, or
carry it into effect thereby exposing growers to an uncertain and unlimited exposure
to contribute to the FEA Schemes, it is incumbent upon Black Tree and Primary RE
to first conduct a due diligence into those schemes and report the outcome of that
due diligence to growers.

3.2.2 We are instructed that for this purpose Deloitte is prepared to share its net present
value figures with you, which are based on an independent forestry expert's report.

3.3 It is incumbent upon Black Tree and Primary RE to address the other material issues
concerning the proposed restructure

3.3.1 For the avoidance of any doubt, the point must also be made that conducting this
due diligence will only address one current shortcoming.

3.3.2 It will not address the remaining shortcomings of the proposed restructure set out
in our earlier correspondence (copies attached), most of which are fatal, including:

fatal flaws in the manner in which the meetings have been called;

significant shortcomings in the disclosures made in the meeting material,
and in the proposed scheme documents;

failing to provide an explanation to growers of how the restructure can be
effected in view of the secured creditors' security over agreements that Black
Tree will (ineffectively) purport to amend;

failing to address rights of different classes of growers in the FEA Schemes;

failing to provide an explanation to growers of how what Black Tree and
Primary RE are offering is in the growers' best interests - in this regard, a
continuation of the FEA Schemes is not an end in itself, particularly where
there is no evidence it would result in a better financial outcome;

failing to provide an explanation to the growers of the grounds on which
Black Tree is exempted from being appropriately licensed under financial
services laws, particularly in relation to:

(i) providing financial product advice, including via the Grower Calculator
which advice growers have likely relied upon when registering their
vote via Link Market Services;

(U) dealing in a financial product by proposing a restructure the effect of
which is to vary a financial product (being each grower's interest in the
FEA Schemes);
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(iH) proposing a restructure the effect of which is that Black Tree, as an
unlicensed operator, will have primary responsibility to operate the
FEA Schemes;

(iv) providing financial product advice by publishing on its webpage
simplistic and misleading material which constitutes financial product
advice, recommending to growers that they favour one restructure
proposal over another.

3.4 Grower calculator

3.4.1 The absence of any proper due diligence investigations did not stop Black Tree
from making the Grower Calculator available to growers up until 16 .June 2011, nor
from allowing that calculator to affect growers' voting intentions.

3.4.2 It is clear that Black Tree's subsequent withdrawal of the Growers' Calculator, and
the accompanying admission that it cannot be relied upon, is an admission that the
calculator was misleading.

3.4.3 As we have said previously, that calculator was made available to growers
notwithstanding Black Tree's abject failure to meet appropriate regulatory
standards which apply to the publication of prospective financial information,
including those referred to in ASIC Regulatory Guide 170.

3.4.4 Mr David Marshall of Black Tree has acknowledged on oath the importance of this
information being reliable, and yet the Growers Calculator was made available:

prior to proper due diligence being conducted; and

without adherence to regulatory disclosure standards.

3.4.5 In evidence in the Great Southern matter, Mr Marshall was asked by counsel and
the presiding Judge to assume that the projected yield on which Black Tree and
Primary RE were proceeding was not reliable - and that instead the actual yield
would be lower than they anticipated and consistent with the yields predicted by an
independent forestry expert.

[His Honour] No, Mr Marshall, I know that it might be unpalatable to accept the
figures that have been put forward. What is being asked of you is to make certain
assumptions, assume for present purposes that they're correct. You may disagree
with them for a variety of reasons. You may say they're fundamentally wrong but if
you just assume they're correct then the question is what do you make of them?

[Marshall] Then a grower should not be putting their money in.

3.4.6 Having so simply acknowledged the importance of forecasted yields, it is
perplexing how Mr Marshall, Black Tree and Primary RE continued to make the
Grower Calculator available to growers in the manner they did. Indeed, having
withdrawn the calculator from the Black Tree website, and disassociated itself from
the forecast yields it contained, growers are entitled to be informed by Mr Marshall
the extent to which this indicates that his view is now that growers 'should not be
putting their money in' and the full details of the basis on which his view is formed.

3.4.7 Since our previous correspondence we have had the opportunity to further review
how the Grower Calculator operated, and make the following observations:
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No additional disclosures were made in relation to the assumptions, or the
reasonableness of the assumptions, which supported the Grower Calculator:
for example, there was no information about whether or not the assumptions
included the likelihood of some growers ceasing to contribute to the FEA
Schemes nor any information about tbe assumed percentage of defaulting
growers;

Particularly in respect of the earlier schemes, only if the most pessimistic
assumptions were adopted in the sensitivity analysis would the Grower
Calculator generate negative returns to growers - the subsequent
withdrawal of the Grower Calculator, and Black Tree's admission that it
should not be relied upon, highlights that there were no reasonable grounds
for such optimistic forecasts;

Very often in the case of entering pessimistic assumptions, the Grower
Calculator would simply malfunction (and display an error message) rather
than show the extent of losses the grower could expect to suffer;

There is no explanation for the discrepancies in the number of separate
years growers should expect returns in respect to each scheme. For
instance in respect of the 2002 scheme returns are forecast to be received in
3 separate years, and in the 2001 scheme returns are forecast to be
received in 10 separate years;

Black Tree still offers no explanation as to how it was exempted from the
operation of financial services licensing laws in offering the Growers
Calculator.

3.5 2009 Scheme and rent collections

3.5.1 The restructure proposal for the FEA Schemes does not deal with the 2009
Scheme.

3.5.2 Yet as you will be aware land for the 2009 scheme is subject to the same head
lease as for other FEA Schemes. The restructure proposal does not facilitate the
collection of and payment of rent in respect of the 2009 Scheme. Thus even if all
rent was paid as expenses of the relevant FEA Schemes, this would still not be
sufficient to pay all the rent under the head lease as no collections will be made
from the growers in the 2009 Scheme.

3.5.3 This is a material risk which has not been disclosed to growers. The risk will be
magnified in the very likely event that a proportion of growers forfeit their interests
in the relevant FEA Schemes - meaning the shortfall in the payment of rent will be
the total of those non-participating growers, as well as the rent due in respect of the
2009 Scheme.

3.6 Primary RE AFS Licence authorisations

3.6.1 The meeting material issued in February 2011 included the following statements:

As part of the Black Tree Proposal, the Responsible Entity will change from FEAP to
Primary RE. Primary RE is a specialist professional responsible entity for agricultural
managed investment scheme projects and will operate the Forestry Projects under certain
conditions. These conditions include:
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(a) ASIC agrees to Primary RE's request to have the Project placed on its license. If ASIC
does not agree, within a reasonable timeframe, to Primary RE having the Forestry Projects
placed on its license, then Black Tree will procure a replacement company to act as the
Responsible Entity for the Forestry Projects;

The Resolutions to removeFEAP as the responsible entity and replace FEAP with Primary
RE will only be passed once the conditions precedent listed above have been achieved. If
these conditions precedent are not met then Growers may pass the first 3 resolutions at the
meeting and agree to adjourn the consideration of Resolutions 4 and 5 until a later meeting.

3.6.2 The proposed Black Tree restructure has been presented by Black Tree as a
restructure which will include the appointment of a solvent RE. Primary RE's
appointment was subject to ASIC approval - ie to list the relevant schemes on the
Primary RE AFS Licence.

3.6.3 Courtesy of the adjournments of meetings Primary RE and Black Tree have had
over 4 months to seek this approval from ASIC and yet Primary RE's licence is
unchanged. We are concerned that the position of Primary RE to assume the
responsible entity role has been misrepresented to Growers, and it is incumbent on
the parties to update Growers as to what progress has been made with ASIC and,
if little progress has been made, whom Black Tree intends to procure as a
replacement company to act as the responsible entity.

Invalidity of the process

4.1 On its website Black Tree continues to admonish third parties for alleged failures to provide
information. Yet despite our prior correspondence, Black Tree has failed to respond to the
various issues we have raised.

4.2 Many of those issues go to the very validity of the process by which the Black Tree
restructure proposal has been put to growers.

4.3 The withdrawal of the Grower Calculator further calls into question the validity of this
process, including the validity of all votes which have been pre-registered in respect of the
proposed meetings. Allowing growers to alter their registered votes does not adequately
address this issue. The withdrawal continues a misleading practice by Black Tree of
allowing growers to pre-register votes while continuing to alter meeting material, alter
proposed scheme documents, and make and withdraw various representations.

Reservation of rights

5.1 On the basis of:

5.1.1 the matters set out above;

5.1.2 the matters raised in our previous correspondence; and

5.1.3 the secured creditors' continuing rights under their various securities,

FEA and its receivers reserve all of their respective rights to recover any loss or damage
(including costs and expenses) incurred by them of in consequence of any act taken to carry
the Black Tree proposal into effect and in connection with any actions which they may deem
necessary to protect and reserve their rights.
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5.2 In the absence of a response as requested above, the above parties extend the reservation
of their rights to issuing such proceedings as they deem fit without further notice to you. For
this purpose please advise whether there are solicitors whom you have instructed to accept
service of any proceedings.

Yours faithfully
Maddocks

Transm
,Julian iAth
Partner

thorised by:
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