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Table 1 shows that FEA strengthened its financial position in FY2008, 
increasing its net asset position by 15% to $331.7 million.  This follows the 
55% increase in net assets FEA achieved between FY2006 and FY2007.  
From 30 June 2008 to 31 December 2008, FEA’s current ratio improved 
from 0.9 to 1.1 respectively.  
 
By 31 December 2008 Net Assets had declined to $297 million, an 11% 
reduction in 6 months during the global financial crisis. 
 
FEA recorded an after tax profit of $48.1 million in FY2008, an increase of 
29% on the previous financial year, and the company’s sixth consecutive 
year of profit growth.  The most recent full year results comparisons are 
found in Table 2.   
 

Table 2 – Overview of FEA’s Consolidated  
Statement of Financial Performance 

 2008 
($’000) 

2007 
($’000) Change 

MIS Sales Revenue $57,000 $28,800 +98% 
Other Revenue $114,667 $91,509 +25% 
Total Revenue $171,667 $120,309 +43% 
Total Expenses $104,055 $67,619 +54% 
Profit (b/t) $67,612 $52,690 +28% 
Profit (a/t) $48,135 $37,271 +29% 
EBITDA $73,714 $55,949 +32% 

 

MIS Sales :  
Total Revenue Ratio 33% 24% +39% 
Profit Margin 28.0% 31.0% -9% 
ROA 6.9% 8.4% -18% 
ROE 14.5% 12.9% +12% 
Interest Coverage 17 times 26 times -34% 

 
The increase in profit largely reflected increased revenues from new sales 
of the 2008 investment offering, with MIS sales revenue booked in FY2008 
totaling $57 million, a significant increase (98%) from the previous year.  
At these levels of MIS sales the ROA and ROE figures outlined in Table 2 
illustrate healthy profits. 
 
The Half Year Results and the 30 June 2009 profit guidance show that the 
picture has substantially changed in the last 12 months.  FEA’s 2009 MIS 
sales fell 80% to just $23.3 million in line with the general MIS market 
which declined 78%.  This has turned FEA from a profit position to one of 
a likely loss in the range of $6-8m.  FEA notes reduced profits are due to 
the general economy, difficulties experienced in commissioning the new 
saw mill and higher interest costs in the global financial crisis. 
 
FEA has not provided AAG with non-market information, and instead has 
provided a copy of a Linwar Securities equities research document.  This 
document outlines pro-forma financials based on various MIS sales figures 
for 2009 and 2010.  The $30 million sales scenario (note actual sales for 
2009 was $23.3m) illustrates a NPAT of -$6.8m which is in line with the 
profit guidance issued by FEA.  Whilst the Linwar research report notes 
that gearing levels are forecast to be just 36% but further notes declining 
negative cash flows and very thin interest cover forecast at just 0.5 times 
in FY2009 and at 1.0 times for FY2010.  The interest coverage shows a 
dramatic fall from the levels seen in 2008 and 2007 as illustrated in 
Table 2.   
 
The Linwar forecasts includes what may prove to be an aggressive 
assumption of $50 million in asset sales by FEA in 2010.  Clearly, if these 
sales are not able to be achieved, then the financial position as forecast 
would be substantially pressured. 
 
FEA successfully renegotiated its debt facilities with their banks, securing 
a $245m revolving line of credit including $10m in working capital, all of 
which have not been fully drawn.  These debt facilities do not mature until 
January 2011.  FEA informs AAG that it is not currently in breach of its 
lending covenants. 
 
A substantial proportion of subscriptions for FY2008 were funded through 
a 12-month interest free payment option which was available through FEA.  

These loans are on the FEA balance sheet and as a result, investor 
default provides some risk to the company finances.  FEA has advised 
AAG that its provision for bad debt is currently minor due to historical 
default rates of less than 0.25% of its loan book.  FEA sold a portion of its 
loan book in late 2008 for $13m for 100 cents in the dollar and in is 
currently negotiating the sale of a further $6m of loan book. 
 
FEA has been keen to reduce their reliance on MIS sales and increase 
revenues from the rest of its business.  The new Bell Bay mill will assist in 
diversifying income streams, but will take some time to increase volumes. 
 
Whilst FEA’s debt position is operationally reasonable, it is the interest 
coverage that concerns AAG which will be a challenge to manage under 
the avenues available to it.  We will read with interest the 2009 annual 
results and report. 
 
AAG have had extensive discussions with FEA with regard to debt, 
working capital and balance sheet concerns. AAG look forward to the 
strategies outlined by FEA to AAG in those discussions being 
implemented over the next weeks and months.  The success of these 
strategies will be critical for maintaining investor and shareholder 
confidence in FEA.  
 
 

1.4 On-ground Manager 
FEA carries out the on-ground management for all plantations under 
management internally.  AAG considers FEA experienced in the 
management of hardwood timber plantations, evident by the large area it 
has under management and strong track record to date. 
 
FEA employs a large pool of competent foresters with experience in the 
management of hardwood and softwood plantations.  The overall 
management for FEA’s forestry projects is overseen by the company’s 
Chief Executive Officer (CEO), Andrew White and General Manager 
Plantations, Chris Barnes.  FEA also has a Forestry Services division 
which provides internal audit and compliance, environmental and estate 
management services for past projects.  This division is headed by the 
company’s Director of Forestry Services, Tony Cannon.  Andy Corbould is 
the Manager, Forestry Services Division. 
 
Brief summaries of Andrew, Chris and Andy are outlined below.  A 
summary of Tony’s background can be found in Section 1.2. 
 
Andrew White, Chief Executive Officer (CEO) 
B Sc (For), AICD 
Andrew White has over 20 years experience in the forestry industry and 
has held a number of senior management roles with major Tasmanian 
forestry companies.  Prior to joining FEA as CEO in 2003, Andrew was 
employed by Gunns Limited in the positions of Forest Operations Manager 
and Wood Supply Manager.  Other previous roles undertaken by Andrew 
includes Manager of Boral Timber Tasmania Limited and Planning 
Forester with Forest Resources. 
 
Chris Barnes, General Manager Plantations 
B Ag Sc (Hons), MBA, MIFA 
Chris Barnes has over 16 years experience in the horticulture and forestry 
industries.  Chris joined FEA in May 2007, prior to which he was employed 
by Gunns and its associated companies for a period of 11 years during 
which he held a number of senior positions, including Manager for 
Plantations and Walnuts.  Prior to 1996, Chris was an Agronomist at 
Perfecta Produce which is a major Tasmanian grower, packer and 
exporter of fresh onions, swedes and cherries. 
 
Andy Corbould, Manager Forestry Services 
B Sc (Forestry) 
Andy Corbould has 17 years experience in the forestry industry in both the 
public and private sectors in New South Wales and Tasmania.  Previous 
positions Andy has held include Assistant District Manager at Forestry 
Tasmania (Bass), Land Acquisitions Manager at States Forests New 
South Wales (Future Forests Group) and Planning Manager at Gunns 
Limited (Tamar). 
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2 Past Projects 
 
FEA has released a total of 17 forestry MIS projects to the investment 
market since 1993 and has approximately 72,000 hectares of plantation 
under management on behalf of these investors (3,400 hectares to be 
established in FY2010) (Table 3).  The total funds raised to 30 June 2009 
by FEA in releasing its previous offerings is $417 million, a large 
proportion of which was raised from the 2008 Project ($100.6 million).   
 
 
 

Table 3 – Overview of FEA’s previous projects 

Project Name Year  Location  Size 
(ha) 

Capital 
Raised 

($m) 
FEA Plantations 
Project 2009* 2009 Tas; northeast NSW; 

southeast Qld, NT 2,250 $15.8 

FEA Plantations 
Project 2008 2008 Tas; northeast NSW; 

southeast Qld 18,011 $108.2 

FEA Plantations 
Project 2007 2007 Tas; northeast NSW; 

southeast Qld 9,196 $57.9 

FEA Plantations 
Project 2006 2006 Tas; northeast NSW; 

southeast Qld 10,686 $67.3 

FEA Plantations 
Project 2005 2005 Tas; northeast NSW; 

southeast Qld 9,026 $54.2 

FEA Plantations 
Project 2004 2004 Tas; northeast NSW; 

southeast Qld 4,374 $26.2 

Forest Enterprises 
Project 2003 2003 Tas; northeast NSW; 

southeast Qld 2,053 $11.1 

Australian Forests 
Project 2002 2002 Tas; northeast NSW 406 $1.8 

Australian Forests 
Project 2001 2001 Tas; northeast NSW 1,308 $7.0 

Tasmanian Forests 
Project 2000 2000 Tas 1,993 $9.2 

Tasmanian Forests 
Trust No. 7 1999 Tas; northeast NSW; 

southeast Qld 10,831 $50.8 

Tasmanian Forests 
Trust No. 6 1998 Tas 948 $4.1 

Tasmanian Forests 
Trust No. 5 1997 Tas 369 $1.3 

Tasmanian Forests 
Trust No. 4 1996 Tas 204 $0.8 

Tasmanian Forests 
Trust No. 3 1995 Tas 188 $0.7 

Tasmanian Forests 
Trust No. 2 1994 Tas 166 $0.5 

Tasmanian Forests 
Trust No. 1 1993 Tas 44 $0.1 

Total   72,053 $417 
* – does not include sales post June 2009 and is specifically the 2009 PDS 
 
 
 
3 Forestry Operations 
 

 

poor excellent variable good 

Forestry Operations Rating 

average  
 
 
The slide bar rating above summarises our view of the past performance 
of this commodity for investors and considers the likely future outcomes in 
the short term based on available data, site visits, discussions and other 
research. 
 
 
3.1 Introduction 
Project 2009 was the first year Mahogany was introduced and Project 
2008 was the first time pine plantations were introduced as part of the FEA 
offerings.  Both these species are either too newly planted or yet to be 
planted to be included for discussion in this section.  This section only 
focuses on the native hardwood species being grown by FEA in the 13 
and 16 year rotations.  

New South Wales accounts for the greatest share of FEA’s plantation 
estate (53%), followed by Tasmania (38%) and Queensland (9%).  FEA’s 
Tasmanian plantations are primarily stocked with Shining Gum 
(Eucalyptus nitens), while northern New South Wales and southeast 
Queensland plantings are predominantly stocked with Dunns White Gum 
(E. Dunnii), Rose Gum (E. grandis), Sydney Blue Gum (E. saligna), 
Blackbutt (E. pilaris) and Spotted Gum (Corymbia citriodora spp) varieties.  
 
The 2008 release of FEA’s Woodlot Project saw a process-led expansion 
for the company, with the company offering a Radiata pine (Pinus radiata) 
component to investors.  As a result of the capital raising in FY2008, 
approximately 360 hectares of pine has been established in Tasmania.  
The 2009 PDS saw the first Mahogany plantation option.  Pre-30 June 
sales in 2009 will result in just 37 hectares of this species being 
established in 2010. 
 
 
 

3.2 Silvicultural Performance 
FEA’s earliest forestry projects where released under the premise that 
they would be clearfall harvested at 15 years of age, with only a provision 
that thinning may be undertaken.  On the basis that it would provide higher 
returns to investors, FEA decided that it would include a thinning program 
for these plantations subsequent to their release of the investment.  The 
results of the harvest operations which have taken place to date are 
outlined later in this section.  Projects that were released post 1999 were 
established with the intention of performing thinning operations during the 
plantation rotation.  All Projects released by FEA are now managed with 
the intention of producing both sawlogs and pulplogs. 
 
As part of its management regime, FEA conducts an inventory program on 
all plantations at 6 years of age (pre-thinning inventory) and again just 
prior to clearfall.  The data derived from this program provides FEA with an 
estimate of expected yields at harvest.  To date, FEA has undertaken an 
inventory assessment of all projects released up to and including the 
2001 offering.  These results are provided on a Mean Annual Increment 
(MAI) (m3/ha/year) basis as outlined in Table 4. 
 
 

Table 4 – Overview of FEA’s yield estimates for past projects  

Project Original Target 
MAI (m3/ha/year) 

Estimated MAI at 
harvest 

(m3/ha/year) 

% Total Plantation 
Estate 

2009  Too young 3.1% 

2008 28 m3/ha/year Too young 25.0% 

2007 28 m3/ha/year Too young 12.8% 

2006 28 m3/ha/year Too young 14.8% 

2005 28 m3/ha/year Too young 12.5% 

2004 28 m3/ha/year Too young 6.1% 

2003 28 m3/ha/year Too young 2.8% 

2002 28 m3/ha/year Too young 0.6% 

2001 28 m3/ha/year 19 m3/ha/year 1.8% 

2000 28 m3/ha/year 28 m3/ha/year 2.8% 

1999 28 m3/ha/year 22 m3/ha/year 15.0% 

1998 25 m3/ha/year 32 m3/ha/year 1.3% 

1997 25 m3/ha/year 27 m3/ha/year 0.5% 

1996 25 m3/ha/year 29 m3/ha/year 0.3% 

1995 25 m3/ha/year 20 m3/ha/year 0.3% 

1994 25 m3/ha/year 29 m3/ha/year 0.2% 

1993 25 m3/ha/year 35 m3/ha/year 0.1% 
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We do note however, that two offerings released by FEA, namely the 1997 
and 1998 projects, have stumpage prices in the vicinity of $70 m3 (in 2009 
dollars when the original stumpage estimate is indexed to the assumed 
price growth escalation factor, which in turn was based on the rate of 
inflation current over that period).  Based on current woodchip prices, AAG 
believes it very unlikely that investors in these projects will receive these 
prices at harvest. 
 
3.4.4 Inflation on costs 
FEA used inflation estimates ranging between 5% and 8% for the projects 
released prior to 1999, with estimates of between 2.5% and 3.0% 
assumed for later projects.   
 
Given the average rate of inflation in the past decade (2.5%) and the 
Reserve Bank of Australia (RBA) mandated target rate of inflation 
(between 2.0% and 3.0%), we believe the company’s estimates post 1999 
remain valid.  In comparison, the inflation estimates assumed by FEA prior 
to this time are considered very high and no longer valid. 
 
 

3.4.5 Likelihood of achieving the forecast returns for previous projects 
Based on inventory data and given current timber prices, AAG believes 
that it is relatively likely that investors in FEA’s earlier projects (1993-1998 
and 2000), which comprise approximately 3% of FEA’s forestry estate, will 
receive returns in-line with or in excess of those originally projected.  This 
is a strong result, given that most forestry MIS projects released in the 
same period will struggle to meet their projections and provide similar 
returns to their investors. 
 
Inventory data for the two projects released in 1999 and 2001 suggest that 
yields will be down on those originally forecast and, as a result, investors 
will be required to receive stumpage prices in excess of those forecast to 
achieve return estimates.   
 
Later projects have not been inventoried and as such it is difficult to 
comment on the likelihood of investors in these projects achieving forecast 
returns.  Whilst the earlier projects are located in Tasmania, where FEA 
has performed well to date, a significant proportion of these more recently 
released projects are located in northern New South Wales and southeast 
Queensland where there remain some unknowns as to achievable growth 
rates.   
 
3.4.6 Risks 
FEA reports that no major risks have materialised in its earliest projects 
(1993-1998) and this is reflected by the strong growth rates achieved from 
these offerings to date.   
 
As illustrated in Table 4, growth rates for FEA’s 1999 and 2001 projects 
are lower than originally forecast.  FEA states that drought, combined with 
the establishment of these plantations silvicultural and maintenance issues 
caused by legislative issues were the primary influences for these results.   
 
Although inherent forestry risks such as drought and the effects of pests 
and disease has slowed growth in some plantations included in later 
released 2002-2008 projects, FEA reports that no one specific risk has 
had any significant impact on investors in these projects.  AAG does note 
that the unknowns surrounding achievable growth rates in FEA’s mainland 
regions will continue to be a risk for investors in these later projects.   
 
 

 

4 Taxation 
 
FEA has informed AAG that all key dates and prescribed activities with 
respect to the product rulings have been met with respect to previous 
projects, with all investors receiving the forecast deductions as outlined in 
the project offer documents. 
 
 
 
 

5 AAG Opinion 
 
AAG use a model that has been developed in-house to rate Managed 
Investment Schemes.  Numerous points of assessment are made to 
ensure the important aspects of a project and project manager are 
assessed on an even basis. 
 
Ratings are out of five stars in quarter star increments. 
 
The report should be read in its entirety and in conjunction with Part A – 
Corporate Governance Review (Grant Thornton) and Part B – Track 
Record Review (AAG). 
 
The opinion of AAG is outlined throughout the report and a summary is 
found on page 1.  
 
 

 AAG believes that the Manager will achieve 
outcomes which substantially exceed the agri, risk 
or return results which are the average acceptable 
levels of performance appropriate for this asset 
class. 
 

 AAG believes that the Manager will achieve agri, 
risk or return outcomes which exceed average 
acceptable levels of performance appropriate for 
this asset class. 
 

 AAG believes that the Manager may achieve agri, 
risk or return outcomes which meet minimum 
acceptable levels of performance appropriate for 
this asset class. 
 

Less than  AAG believes that the Manager will not achieve 
agri, risk or return outcomes which are appropriate 
for this asset class. 
 

 
 
 
 
 
 
 
 
 
 
 

Disclosure and Disclaimer  
AAG nor any of its Directors or employees have any involvement with any of the companies outlined within the PDS/prospectus for this Project other than through the normal commercial terms of undertaking this 
review.  AAG has received a standard and fixed fee for undertaking this report from FEA.  We do not warrant a rating outcome or project sales.  This document has been prepared for use by Financial Planners and 
Investors. AAG notes that this report is for information purposes only; it does not constitute stand-alone advice.  The user must undertake their own research prior to any investment decision and such investment 
decision is made entirely on the recognisance of the investor.  This report is not a warranty, express or implied of any outcome.  AAG makes every reasonable effort to ensure that this report is accurate and 
reasonably reflects the facts.  We undertake this review without fear or favour and no warranty is given to FEA as to the outcome of the process culminating in this report, although FEA has been given the opportunity 
to comment on this report prior to publication.  Information is sourced from industry experts, private and public sector research, public domain sources and the web, as well as from the substantial in-house resources of 
AAG.  AAG and its employees disclaim any liability for any error, inaccuracy or omission from the information contained in this report and disclaim any liability for direct or consequential loss, damage or injury claimed 
by any entity relying on this information, or its accuracy, completeness, currency or reliability. AAG point out that this industry, project and all commercial activity is affected by the passage of time, management 
decisions, income, yield and expense factors which may affect the rating or opinion provided.  In reading this report the user accepts this statement and sole responsibility for the impact of such change on their 
investment decisions. 
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Tasmania is one of Australia’s most important forestry regions accounting for 
approximately 14% of Australia’s hardwood and softwood plantations in 2007 
(by area).  Tasmania has a highly developed forestry industry with sawlog and 
woodchip export facilities operational in the State, including those managed by 
FEA.  FEA commenced its operations in Tasmania in 1985 and has 
approximately 20,100 hectares of plantation under management in the State. 
 
Whilst public organisations have been establishing softwood and hardwood 
plantations in northern New South Wales and southeast Queensland for 
several decades, it is only in relatively recent years that publically listed 
companies such as FEA have established plantations of any scale.  FEA has 
been operating in the region since 1999 and is the largest corporate grower in 
the area with approximately 33,300 hectares under management.  A large 
portion of the plantation to be established for this project will be in NSW on 
2nd rotation eucalypt plantation sites managed by Forestry NSW.  AAG have 
inspected this land and believe it to be of a high quality. 
 
FEA intends to establish a small proportion of hardwood plantation on second 
rotation sites in Tasmania, including those which were established as part of 
FEA’s 1993 and 1994 Projects.  Growth rate data and actual results achieved 
from these sites suggest that they have the capacity to meet the production 
targets put forward by the company for this Project. 
 
The main property on which FEA will establish the African mahogany 
plantations is located within the Douglas Daly region, approximately 
150 kilometres inland from Darwin.  This area is characterised by a sub-
tropical climate with distinct wet and dry seasons and an annual rainfall of 
approximately 1,200 mm per year.  According to the Independent Forester for 
the Project, the African mahogany species is well adopted to the climatic 
conditions of the region.  Whilst it has been grown in trials in the Northern 
Territory since the 1960’s, African mahogany has not been grown on a 
commercial scale until recent times.  There are approximately 4,000 hectares 
of African mahogany currently grown in the Douglas Daly region, including 
trees planted on 700 hectares of land purchased by FEA in 2008 and leased to 
investors in an unrelated project.   
 
 

2.2 What is the plantation management regime? 
The ground preparation methods FEA will implement across the Project 
plantations will ultimately depend on the species to be established, the slope of 
the land and the conditions of the site.  For any first rotation site, FEA will rip 
and mound planting lines parallel to the contour of the site.  As part of its pre-
plant establishment regime, FEA will spray a knockdown and residual 
herbicide mix along the planting line to kill the weeds and minimise further 
germination after planting.  On the steeper sites and those plantations which 
are on their second rotation, FEA will likely undertake spot cultivation.  Under 
this program, FEA will construct mounds for each individual tree and apply 
similar herbicides to kill and ward off weeds on the site.  Both pre-plant 
methods are supported by the Independent Forester.   
 
FEA intends to establish the hardwood species included in Option 1 and 
Option 2 at approximately 1,200 trees per hectare (Table 2).  FEA will source 
seedlings for the shining gum species from seed-orchard seed derived from 
Victorian and New South Wales provenances, while a mixture of seed orchard 
seed and selected provenances will be used for the other Eucalypt hardwood 
species.  While shining gum is proven as a plantation species, not as much is 
known about the growth rate capabilities of the other species outlined in 
Table 2.  This provides some additional risks to investors looking to invest in 
Option 1 and Option 2. 
 
The silvicultural approach for these Eucalypt hardwood species will ultimately 
depend on the Option for which they are being utilised.  The rotation length of 
Option 1 plantations will be approximately 13 years with unpruned sawlogs and 
pulp logs produced at clearfall.  Option 2 plantations will be grown for a period 
of approximately 16 years with higher value sawlogs and pulp logs harvested 
at clearfall (Table 2).  FEA will implement a thinning program in year 9 for 
plantations included in both Options.  Eucalypts included in Option 2 are 
scheduled for selective pruning at approximately 3, 5 and 7 years of age.   

 

Table 2 – Summary of plantation management regime 

 Option 1 Option 2 Option 3 Option 4 

Species Shining gum (Eucalyptus nitens), 
Dunns white gum (E. dunnii), 
Sydney blue gum (E. saligna), 

Spotted gum (Corymbia citriodora), 
Blackwood (E. pilularis) 

Radiata pine 
(Pinus radiata) 

African 
mahogany 

(Khaya 
senegalensis) 

Stocking 1,200 trees/ha 1,330 trees/ha 1,200 trees/ha 

Rotation 13 years 16 years 25 years 18 years 

Thinning 
Harvest Year 10 Year 14 and 19 Year 12 

Clearfell 
Harvest Year 14 Year 17 Year 26 Year 19 

 
 
 

Radiata pine softwood, which forms Option 3, will be planted at approximately 
1,330 trees per hectare, with investors receiving income from thinnings in 
year 14 and year 19, and from clearfall in year 26 (Table 2).  Radiata pine is 
the most widely established softwood species in Australia, and FEA will source 
seedlings from improved seed stock.  
 
The proposed rotation length of the African mahogany plantations included in 
Option 4 is 18 years (Table 2).  FEA will establish these plantations at 
approximately 1,200 trees per hectare.  Stem pruning, conducted at the 
manager’s expense, will be in two or three lifts at about year 3, 5 and 7 for the 
purpose of producing about 350 to 400 stems per hectare of better-formed 
trees.  A commercial thinning is planned around year 12 and the clearfall of the 
remaining trees around year 19. 
 
Tree genetics has a major influence on growth rates and tree form and is an 
important component when looking at forestry plantations.  Because of the 
limited history of growing African mahogany in plantations in Australia, the vast 
majority of seed stock sourced by Australian growers is selected from native 
provenances in Africa.  FEA is no different and has advised AAG that it has 
supervised its own seed collection in western Africa.  Given that this seed 
stock is unimproved, we expect to see significant variability in the quality of 
trees established for this component of the Project.  This is the reason initial 
plantings will be stocked at a high rate so that the commercial thinning around 
year 12 should leave about 350 to 400 of better formed trees for clearfall. 
 
African mahogany plantations visited by AAG has have generally displayed 
significant variation.  The immaturity of the commercial African mahogany 
industry in Australia means that there may be mixed results from this species.  
For this reason, AAG believes that the African mahogany Option 4 investment 
is the highest risk option. 
 
The control of weeds during the early stages of the Project is extremely 
important to the final outcome to investors, particularly for those plantations 
located in northern New South Wales, southeast Queensland and the Northern 
Territory.  Although FEA is experienced in the management of plantations in 
northern New South Wales and southeast Queensland and has been relatively 
successful in the management of weeds in this region to date, it has had very 
limited experience in the Northern Territory.  AAG has visited the Douglas Daly 
region on several occasions and there is no doubt that FEA will be on a steep 
learning curve in managing weeds in the region.   
 
The RE will provide investors with a stocking guarantee of 90% for each 
plantation property, guaranteed for a period of three years from the date they 
are registered as a holder of a Woodlot, or until commencement of general 
insurance cover for the plantations in the second growing year, whichever is 
the earliest.   
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4.2 Sawn hardwood component 
In Australia, sawn hardwood timber is predominantly sourced from native 
forests, with a small amount also being sourced from plantations.  Due to the 
reduced availability of native forests for logging, production of sawn hardwood 
timber in Australia has declined significantly.  As such, Australia relies on 
imports to meet demand for sawn hardwood.   
 
The primary use of sawn hardwood in Australia has traditionally been the 
framing and structural timber markets, with feature flooring and furniture 
component products being a small but still important market.  Due to 
increasing competition from softwood timber, domestic demand for sawn 
hardwood products has actually mirrored domestic production, falling 
significantly over the past decade.  As a result, an increasing trend has seen 
sawn hardwood timber used in higher value products such as feature flooring, 
bench tops and furniture components. 
 
Veneer can be broadly divided into two main categories with decorative veneer 
used at the higher end of the value adding chain and structural veneer 
primarily used in the production of plywood.  Although Australian exports of 
veneer have increased over the past decade, the country is still a net importer 
of decorative and structural veneers, with Spain and New Zealand being the 
leading exporters of the resource into the country. 
 
4.3 Sawn softwood component 
The primary market for the Australian softwood industry is the sawlog market, 
with the market for pulpwood products (such as woodchips) and wood based 
panels  being an important but less valuable component of the industry. 
 
Most of the sawn softwood produced in Australia is consumed locally with 
excess demand met by imports, therefore resulting in a relatively small amount 
of export.  The majority of sawn softwood is used for house framing, with it also 
being a valuable resource for its use in decking, fencing, furniture and joinery.  
All of Australia’s softwood woodchip exports are sent to Japan, with Australia 
being the major exporter of softwood woodchips into Japan.   
 
The rate of development of new softwood plantation areas remains relatively 
low.  With only limited capacity to increase the volume of softwood sawlogs 
harvested in coming years because of the relatively low establishment rate of 
softwood plantations in addition to the continuing increase in demand for 
softwood products, it can be expected that competition for softwood resources 
in Australia will rise. 
 
4.4 African mahogany component 
Khaya senegalensis, along with several other species in Africa, falls under the 
common name of African mahogany.  Native to central Africa, K. senegalensis 
has traditionally been used for furniture, cabinetwork, joinery, fixtures and 
interior decoration purposes.  
 
Due to the illegal logging of African mahogany and political instability in 
countries where the tree is native, there is very little data identifying the exact 
volume of production and trade of the timber.  The tree is predominantly 
sourced from central Africa, however over-logging has resulted in these 
countries imposing limits on raw log harvest and export of the species. The US 
is the leading importer of the timber, using it as a substitute for American 
mahogany in the furniture sector.  Other leading importers of K. senegalensis 
include the UK and China, with furniture the predominant use of the timber in 
both countries.  
 
In the past couple of decades, K. senegalensis has been planted in plantations 
across Asia and northern Australia.  K. senegalensis was first introduced to 
Australia in Darwin where it was planted as a street tree in the late 1950’s.  
Since then the timber has been planted in a number of trial and commercial 
plantations across northern Australia.   
 
As commercial African mahogany plantations were only recently established, 
Australia does not currently supply the timber resource to the world market.  
Despite the current demand for the species being high relative to supply, it is 
unknown what the demand will be for the timber in Australia or on the 
international market when harvesting does commence in Australia, which isn’t 
expected to occur for at least another decade.  This provides a major risk to 
investors who invest in this Option 4, but we recognise FEA has substantial 
experience in marketing timber. 

 

5 Marketing – how will the product be sold? 
 

poor excellent variable good 

Marketing Rating 

average  
 
 
FEA Plantations has entered into a Wood Purchase Agreement with FEA, 
which relates to the purchase of all the timber harvested from the Project.   
 
Under the terms of the Wood Purchase Agreements, FEA will pay the 
prevailing market stumpage price at the time taking into account the proposed 
end-use of the timber and the prices being paid by other purchasers for similar 
product in the respective area.  Although the RE can choose to sell the wood 
to another buyer, one potential issue is the transparency of the transaction and 
the obligations of FEA Plantations to act honestly and fairly to its growers, 
while on the other side maximising shareholder value for its parent entity.  The 
PDS states FEA Plantations believes it is in the best interests of investors to 
sell on a stumpage basis (to FEA); AAG is not so sure.   
 
Whilst from a Project marketing point of view, FEA has a vested interest in 
ensuring the returns to growers are as high as possible, as a company, FEA 
has also has a vested interest in buying timber cheaply, and AAG sees this as 
a potential issue.  The role of the compliance committee will be central to 
ensuring investors receive a fair price at the time.  FEA informs AAG that it has 
a process in place for the independent forester to review all written offers 
ensuring that all sales of investors’ timber are conducted at a fair and 
reasonable price.  This review is also signed off by the independent Directors 
of the RE.   
 
For timber harvested from Options 1 and Options 2, FEA has a mechanism in 
place under which the price paid to investors will not be less than the ‘Floor 
Price,’ which is linked to the price received by FEA for the final product.  There 
is no doubt that the floor price mechanism will be advantageous to investors in 
these two options.  We discuss the Floor Price mechanism for these 
investment options in more detail in Section 7.1.3.  FEA has no Floor Price 
mechanism in place for the Radiata pine Option 3 or African mahogany 
Option 4. 
 
In Tasmania, FEA is likely to on-sell the hardwood and softwood products 
purchased from Project investors to FEA subsidiaries already in operation 
including SmartFibre, which is likely to purchase pulp logs harvested from the 
Options 1, 2 and 3 plantations located in Tasmania.  FEA manages SmartFibre 
(50% owned), which is a woodchip processing facility located at Bell Bay in 
Tasmania.  SmartFibre produced and exported approximately 500,000 tonnes 
of wood fibre to manufacturing customers in Japan in 2008 and is an 
experienced operator in the industry.   
 
FEA’s timber division manages a modern sawmilling facility at Bell Bay in 
Tasmania and is likely to purchase the sawn timber products harvested in the 
State.  FEA’s timber division markets much of its timber product under the 
EcoAsh® and BassPine® brands, which are currently retailed across Tasmania 
and in most Australian States through some of Australia’s largest hardware 
and building products businesses.  A number of developments have occurred 
at FEA timber division in recent times, with the company recently undertaking a 
$72 million expansion of its sawmilling operations and the company securing a 
10 year 290,000 m3/year softwood log purchase agreement with Taswood 
Growers, the state’s major softwood plantation owners.  These developments 
will only serve to benefit investors in the Project. 
 
FEA does not currently have the same scale of processing and export 
operations in northern New South Wales and southeast Queensland than it 
does in Tasmania.  FEA has advised AAG of their intentions for the region, 
which include the construction of a large scale processing facility.  FEA is 
currently undertaking feasibility studies into the specifications of the processing 
facility, including the potential for value adding.  Although, for confidentiality 
reasons, we cannot discuss in detail, we do believe that any value adding 
opportunities would potentially provide upside to investors in the Option 1 and 
Option 2 investments. 
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AAG visited this region in November 2008 with FEA and was generally pleased 
with the performance of the plantations, the oldest of which were eight years of 
age.  Although pleased with the progress of these plantations, they did not 
provide any conclusive evidence to us that growth rates of 27 m3/ha/year 
would be achievable on a consistent basis in the region.   
 
Given these unknowns of the plantation industry in northern New South Wales 
and the fact that a large proportion of plantation will be grown in this region, 
AAG has been more conservative and used a Base Scenario growth rate of 
25 m3/ha/year.  For the Lower and Higher Scenarios, we have assumed growth 
rates of 20 m3/ha/year and 30 m3/ha/year respectively. 
 
The ratio of sawlog to pulp logs to be recovered at harvest will impact on 
investors’ returns.  FEA’s assumptions for recovery are largely based upon 
simulation data undertaken by the group.  These recovery estimates are higher 
than the group has previously assumed. AAG’s estimates of the sawlog and 
pulp logs are outlined in Table 4 and are generally slightly lower than the 
estimates used by the Independent Forester.  Given that FEA has yet to 
achieve their estimated recoveries on any large scale, AAG believes it prudent 
to be conservative.  
 
Softwood component 
The management of Pinus radiata is well understood and documented with the 
species having been grown widely in plantations throughout southern Australia 
since the 1960’s. 
 
FEA has estimated a growth rate of 22 m3/ha/year in their internal model for 
Option 3, a figure that is supported by the Independent Forester.  FEA believes 
that first thinning will produce mainly pulp logs and some small unpruned 
sawlogs, with the second thinning producing mainly small and medium sized 
sawlogs and some pulp logs.  Clearfall harvest is expected to produce mainly 
medium and large sized sawlogs and a small amount of pulp logs.   The 
proportion of pulpwood and sawlogs that FEA expects to be produced at each 
harvest based on the presumed growth rate is outlined in the Independent 
Forester’s report in the PDS.   
 
 
 

Table 5 –Pine yields used in the financial analysis 

 Age 13 Age 18 Age 25 
Pulpwood (m3/ha) 66 40 35 
Sawlog (m3/ha) <24 cm 32 22 55 
Sawlog (m3/ha) 24 to <32 cm - 34 99 
Sawlog (m3/ha) 32 to <45 cm - 12 89 
Sawlog (m3/ha) >45 cm - - 67 

Note: Based on MAI of 22.0 m3/ha/year 
 
 
Given that the plantations will be located in Tasmania which has a good history 
of softwood production, AAG believes that a growth rate of 22 m3/ha/year is 
attainable and used this in our Base Scenario.  For the Lower and Higher 
Scenarios we have used the same proportions but with increments of ±10% on 
overall yield. 
 
African mahogany component 
African mahogany is native to sub-Saharan Africa where it grows in a range of 
environments.  African mahogany was first grown in Darwin in the 1950’s and 
in more recent times has been trialed across various sites in Queensland, 
Western Australia and the Northern Territory.  As pointed out previously, there 
is approximately 4,000 hectares of the species grown in the Northern Territory, 
most of which has only recently been established.  
 
Given the limited history of growing African mahogany in plantations in 
Australia, there is very limited data to use as a guide to estimate growth rates 
for the timber.  Growth rate trials undertaken by the Northern Territory 
Government on trees between 4 and 10 years of age indicated that growth rate 
yields could vary between 7-13 m3/ha/year.  Given the small number of trees 
involved in the trial and the silviculture differences between the management 
plans of the trial plantations against the project plantations, it is difficult to draw 
any conclusions as to possible yields for Option 4.  What is clear from the trial 
work undertaken is the fact that soil type, genetics and management strategies 
will significantly influence the potential yields of the species. 

In their internal financial model for the Project, FEA has assumed a 
merchantable yield of 198 m3/ha over the term of the 18 year rotation 
(equivalent to 11.0 m3/ha/year), a figure supported by the Independent 
Forester.  Given the fact that there is no conclusive evidence available as to 
the likely yields (both volumetric and qualitative) achievable from the species, 
we have used a more conservative figure of 10.0 m3/ha/year in our Base 
Scenario and -20% for the Lower Scenario.  For the Higher Scenario we have 
used +10%. 
 
7.1.3 Price 
Hardwood component 
FEA has advised AAG that the hardwood timber harvested from the Project will 
be sold on a stumpage basis.  The figure used by FEA in their internal model 
($42 m3 for thinning and $45 m3 for final harvest) is based upon several factors 
including the current Free On Board (FOB) native and plantation blend 
woodchip price being achieved from Tasmania, and current harvesting, 
transport and chipping costs the company is paying for existing operations in 
this region.  Harvesting costs are higher for thinning operations compared to 
those at final harvest due to the complexity and time cost per volume of timber 
harvested. 
 
The harvesting, transport and chipping costs will be largely influenced by the 
haulage distance of the plantations.  FEA has assumed an average carting 
distance of 175 km in its stumpage calculator.  Although AAG believes this to 
be realistic for plantations established in Tasmania, FEA has yet to decide on a 
location for a processing site in northern New South Wales and Queensland.  
Our understanding is that FEA will construct a processing facility in close 
proximity to its already established plantations in northern New South Wales. 
 
We have accepted FEA’s stumpage price estimates proposed by FEA for 
pulpwood and have used them as our Base Scenario with +10% as out Higher 
Scenario.  For the Lower Scenario, we have used the “Floor Price” as 
described in the PDS.  For the thinning operations, this is calculated as 35% of 
the FOB Bell Bay Price, where the FOB Bell Bay Price is the average price of 
hardwood plantation woodchip exports at FEA’s Bell Bay sawmill, multiplied by 
48% (being the estimated fraction of dry fibre).  The calculation for the clearfall 
harvest timber is 39% of the FOB Bell Bay Price.   
 
Given the Independent Foresters estimate for current prices out of Bell Bay 
($198.5/bdmt), the ‘floor price’ for pulpwood at thinning and clearfall harvest 
would be $33.35/bdmt and $37.16/bdmt respectively.  We have used these 
figures for our Lower Scenario. 
 
Investors in Option 1 and Option 2 are likely to receive a premium for the 
sawlog material harvested from their investment.   
 
The Independent Forester believes that unpruned sawlogs are currently 
receiving a premium of between 20 and 30% over timber harvested for 
pulpwood purposes.  Based on evidence provided to AAG, we believe these 
estimates conceivable and have used the midpoint (25%) as our Base 
Scenario and the upper end of the range for the Higher Scenario.  For the 
Lower Scenario, we have used the “Floor Price” which is calculated as 120% 
of the Pulpwood floor price.  This works out to be $40.02/bdmt for unpruned 
sawlogs harvested from thinning and $44.59/bdmt for those harvested at 
clearfall. 
 
Because of the thinning program implemented by FEA, it is likely that a 
proportion of timber harvested at clearfall from the Option 2 investment will be 
clearwood, suitable for the veneer market.  The Independent Forester states 
that pruned (clear) hardwood sawlogs will achieve at least double that of lower 
priced unpruned sawlogs.  Although, FEA’s EcoAsh® branded timber will assist 
investors, AAG agrees with the Independent Forester that not all sawlogs 
produced from the Option 2 clearfall harvest will meet clearwood 
specifications.  For the Base and Higher Scenarios, we have assumed that 
sawlogs harvested from the Option 2 clearfall harvest will achieve a price 
premium double and 150% of their respective pulpwood prices.  The Lower 
Scenario is based on the ‘Floor Price’, which is calculated as 200% of the 
Pulpwood Floor Price ($74.32/bdmt). 
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Softwood component 
Pricing data compiled by KPMG in conjunction with URS Forestry and released 
biannually in the Australian Pine Log Price Index (APLPI) forms the basis of 
AAG’s pricing assumptions for the softwood resource harvested from Option 3.  
The APLPI has provided data on the weighted average prices for domestic 
sales of sawlogs of various sizes from eastern Australia in the past 11 years.  It 
is the average price for each of these log class over the 11 year period 
(outlined in Table 6) which has been used for our Base Scenario assumptions.  
For the Lower and Higher Scenarios, we used ±10% from the Base Scenario 
respectively. 
 
 

Table 6 – Pine prices used in the financial analysis 

 Stumpage Price 
Pulpwood (m3/ha) $9.93 m3 

Sawlog (m3/ha) <24 cm $34.15 m3 
Sawlog (m3/ha) 24 to <32 cm $46.42 m3 
Sawlog (m3/ha) 32 to <45 cm $64.66 m3 
Sawlog (m3/ha) >45 cm $76.54 m3 

 
 
African mahogany component 
The African mahogany timber harvested from native forests is highly valued 
because of its figurative grain and its rich reddish-brown colour.  It has a wide 
range of uses including quality furniture and cabinetwork, joinery, fixtures, 
flooring, boat building, construction and veneer.  The plantation mahogany 
grown from the Project will have smaller diameter logs and lower quality 
features than the native grown resource and for this reason, will likely trade at 
a discount.   
 
No African mahogany has been sold on any notable scale from Australian 
plantations previously.  As such, it is very difficult to predict the price of the 
timber when the Australian grown source comes on line.  
 
The Independent Market report included in the PDS has provided stumpage 
estimates of $446 m3 at clearfall and $223 m3 at thinning, with these figures 
based upon an assumed wholesale value of African mahogany of $3,000 m3, 
assumed sawn recovery rates of 45% for clearfall and 25% for thinning, as well 
as harvesting, transport, processing and marketing cost estimates based on 
those for other high value timbers.  FEA has used these stumpage estimates in 
the financial model for the Project option.  
 
The wholesale value assumed by the Independent Marketer ($3,000 m3) has 
been based on figures sourced from the report, “African Mahogany Grown in 
Australia – Wood quality and potential uses,” which was authored by the Rural 
Industries Research and Development Corporation (RIRDC) and released to 
the public in June 2007.  We are supportive of using this figure as a basis for 
our pricing estimate, but it is the only credible source of information and as 
such should be used with caution. 
 
Whilst AAG accepts the unit costs assumptions that the Independent Market 
report and FEA have assumed for harvest and transport and the processing 
and assumed profit margin of the wholesaler, we are less comfortable with the 
estimates relating to recovery.  The Independent Market report included in the 
PDS uses figures (45% for clearfall and 25% for thinning) based on the RIRDC 
study and FEA simulated sawlog processing.  The RIRDC study was 
undertaken on 42 trees aged 32 years.  These trees were the best performing 
at the trial site, which itself was largely unmanaged i.e. were not thinned or 
pruned.  Harvesting of these trees using standard technology showed that 
recoveries of around 39% was achievable.  FEA believes that simulated cutting 
of these ‘trial’ logs using more modern harvesting technology provides 
recoveries closer to 50%.   
 
Given that the trees in this Project will be harvested on a much shorter rotation 
(19 years), the diameter of the logs from plantations this age could be 
assumed to be smaller than those from the study on the 32 year old trees.  On 
the other hand, silvicultural improvements that will be implemented for this 
Project, such as thinning and form pruning, will provide for improved tree size 
and form, whilst the use of modern technology will provide for greater 
harvesting efficiencies and as a result, greater recoveries.   

Based on the above observations, AAG believes that a recovery rate of 39% is 
appropriate for clearfall for this component of the Project.  Whilst this estimate 
is lower than that assumed by FEA, we believe it prudent to be conservative, 
given the very limited knowledge of the African mahogany industry in Australia 
and the unavailability of pricing information.  AAG has assumed the same 
recoveries at thinning as those assumed by FEA. 
 
Using the wholesale figure of $3,000 m3 and the processing and transport 
costs used by FEA provides a stumpage price of $379 m3 at clearfall and 
$223 m3 at thinning, when assuming our own sawn recovery rates.  We have 
used these figures for the Base Scenario in our financial analysis.  For the 
Lower and Higher Scenarios, we have assumed ±20% from the Base 
respectively. 
 
7.1.4 Inflation Rate 
The average rate for inflation for the past 10 years was 2.5%, with the inflation 
rate measured for the year ending December 2008 running at 3.7%.  The 
Reserve Bank of Australia (RBA) has a mandated target rate for inflation of 
between 2% and 3%.  Using the mandated target rate as a guide, we have 
used the midpoint (2.5%) as our Base Scenario and 2.2% and 2.8% as our 
Lower and Higher Scenarios respectively. 
 
7.1.5 Price Growth Escalation Factor 
Hardwood woodchip component 
Australian woodchip prices have generally increased in line with inflation 
during the past six years.  Although the woodchip price increased by 10% in 
2008, it remained unchanged in 2009.  We do note, however, that Australian 
woodchip export prices generally declined slightly in real terms for a period 
prior to 2000.  Given the recent trend of falling commodity prices as the global 
economy continues to stall, AAG does not expect the real price of hardwood 
woodchips to significantly increase in the short term.   
 
All things taken into consideration, AAG believes that given the long term 
nature of the Project, the assumption that hardwood woodchip prices will move 
in line with inflation is the most applicable.  We have used this assumption in 
our analysis. 
 
Sawn hardwood component 
Although restrictions in the supply of sawn hardwood logs from native forests 
will assist with price growth for the sawlogs harvested from Option 1 and 2, 
there is limited public price information for sales of the plantation grown 
resource.  Given the limited information available, we have assumed that 
prices will move in line with inflation. 
 
Pine component 
Research suggests that real softwood sawlog stumpage prices have declined 
since the late 1990’s, but have flattened out since 2003.  Real softwood pulp 
log stumpage prices have declined quite significantly over the last decade.  
AAG believe maintenance of real price is a reasonable prospect into the future 
given the recent investment in processing infrastructure in Tasmania by FEA 
and other forestry companies on the mainland.  Our assumption in our analysis 
is that softwood sawlog and pulp log prices will move in line with inflation. 
 
 

African mahogany component 
Although prices for native grown African mahogany logs have increased above 
inflation rates over the past decade, there is limited information available for 
the plantation grown product.  Given this, it is unrealistic for AAG to predict 
price growth for the timber going forward.  AAG has assumed that African 
mahogany prices will increase in line with CPI under all scenarios.   
 
 

7.1.6 Other assumptions 
The 18-month forestry rule allows FEA to establish the Project plantations 
throughout the year following investment, and as a result, this financial 
analysis assumes that the Project will run for a year longer than the rotation 
length of the timber crops which form the basis of the investment offerings.   
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7.2 What are the estimated returns? 
The potential cash flows for each Option under the Base Scenario (on a per 
Woodlot basis) are outlined in the charts below. 
 
Investors in Option 1 are expected to receive income from a thinning operation 
in project year 10 and clearfall harvest four years later (Figure 2).  Except for 
the cost of annual insurance payments, evident from the declining net cash 
flows, investors pay no ongoing costs for the duration of the Project. 
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Figure 2 – Chart showing the net cash flow after tax and cumulative net 

cash flow after tax (@46.5%) for Option 1 under the Base 
Scenario  

 
 
Option 2 investors will also receive income from two harvest operations, 
although these will occur in project year 10 (thinning) and project year 17 
(clearfall) (Figure 3).  The pruning costs which investors are expected to pay 
FEA in project year 4, 6 and 8 and insurance costs which are payable under 
our assumptions are the cause for declining cash flow during the term of the 
Project. 
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Figure 3 – Chart showing the net cash flow after tax and cumulative net 

cash flow after tax (@46.5%) for Option 2 under the Base 
Scenario  

 
 
Option 3 is a longer term investment, with investors expected to receive 
income from three harvesting operations over the 26 year term (Figure 4).  Like 
Option 1, investors in Option 3 don’t pay any ongoing costs for the term of the 
investment except for insurance. 
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Figure 4 – Chart showing the net cash flow after tax and cumulative net 
cash flow after tax (@46.5%) for Option 3 under the Base 

Scenario  
 
 
As outlined in Figure 5, investors can expect to receive income from two 
harvest operations during the 19 year term of Option 4, the first of which is 
expected to be received in year 12. 
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Figure 5 – Chart showing the net cash flow after tax and cumulative net 

cash flow after tax (@46.5%) for Option 4 under the Base 
Scenario  

 
 
Option 5 is a diversified offering in that investors will receive income several 
times during the term of the investment from four different crop types 
(Figure 6).  The only out of pocket expenses (other than annual insurance 
payments) that will be paid during the term of the Project are pruning costs in 
project year 4, 6 and 8 respective to the Option 2 woodlot. 
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Figure 6 – Chart showing the net cash flow after tax and cumulative net 

cash flow after tax (@46.5%) for Option 5 under the Base 
Scenario  
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The potential returns for investors investing in the five Options are outlined in 
Table 7. 
 
 

Table 7 – Rates of Return for the Project 

 AAG Estimated Returns (IRR after tax @ 46.5%) Notes 1, 2, 3 

Cash 12-month interest free loan  

Option 1 7.0% (3.1% – 9.9%)  7.5% (2.8% – 10.9%) 
Option 2 7.8% (3.6% – 11.2%)  8.2% (3.5% – 12.0%) 
Option 3 6.5% (5.3% – 7.6%)  7.1% (5.8% – 8.4%) 
Option 4 8.2% (5.4% – 10.5%)  9.3% (6.1% – 11.5%) 
Option 5 7.5% (4.2% – 10.1%) 8.7% (4.8% – 11.8%) 

Note 1 – As a standard across all projects, AAG Adjusted Returns assumes all GST is rebated 
and all tax is refunded in the year the expense is paid.   

Note 2 – AAG Estimated Returns uses the ranges and variables as outlined in the Section 3.1. 
Note 3 – figures in brackets are Lower and Higher Scenarios. 

 
 
The estimated base level returns for Options 1, 2, 3 and 5 are acceptable for 
projects of their type (Table 7).  The Base level returns for the Option 4 
investment are considered low for an investment of its type and risk level.     
 
AAG has included a graph comparing the returns for the five Options with the 
average of similar MIS projects released in the last 12 months (Figure 7).  We 
note that this graph should not be taken into isolation when comparing 
between projects. 
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Figure 7  – Chart comparing IRR for the options for this Project and the 

average of other relevant projects released in past 12 
months  

 
 
Figure 7 shows the estimated returns for Options 1, 2 and 3 to be in line or 
slightly lower than the average of the MIS projects they are compared against.  
Returns from Option 4 are significantly less than the high value timber projects 
it is compared against. 
 
 
7.3 What is the sensitivity of these returns? 
Figure 8 outlines the sensitivity of the five investment options to changes in 
yield OR price (under the Base Scenario).  As the elastic nature of the slopes 
of the lines illustrates, all options are very robust to changes to the major 
variables.  Option 3 is the least sensitive due to the long-term nature of this 
Option. 
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Figure 8  – Chart showing the impact of changes in yield and price on the 
Base Scenario returns at 46.5% tax rate. 

 
 
The robustness of each Project option is again highlighted by the threshold 
analysis outlined in Table 8 (for Option 1, 2, 3 and 4) and Table 9 (for 
Option 5).  For example, the most sensitive of the Project options (Option 1), 
requires a 36% reduction in price AND yield together to force a breakeven 
position under the Base Scenario.   
 
 

Table 8 – Financial Analysis and Sensitivities for 
Options 1, 2, 3 and 4 (Cash Basis) 

 Option 1 Option 2 Option 3 Option 4 
Benefit Cost Ratio 
@ 7% Note 1 

1.00 (0.67 
– 1.30) 

1.09 (0.68 
– 1.50) 

0.92 (0.74 
– 1.11) 

1.16 (0.89 
– 1.44) 

Breakeven Point 
(yrs) 

14          
(14 – 14) 

17          
(17 – 17) 

26          
(26 – 26) 

19          
(19 – 19) 

Threshold analysis 
Note 2 – Price OR 
Yield 

59% (33% 
– 72%) 

67% (40% 
– 80%) 

78% (71% 
– 83%) 

78% (63% 
– 84%) 

Threshold analysis 
Note 2 – Price & 
Yield 

36% (18% 
– 47%) 

43% (23% 
– 55%) 

54% (47% 
– 59%) 

53% (39% 
– 60%) 

Note 1 –  Excluding any shares, options.  Up front cash and before tax basis. 
Note 2 – Threshold analysis is the % reduction in price or yield where break even occurs (i.e. when 
IRR =0%). 
Note 3 – figures in brackets are Lower and Higher Scenarios. 

 
 
A benefit cost ratio (BCR) is the ratio of the value of benefits to the value of 
costs (discounted at 7%).  A BCR of less than a value of one means that the 
costs of the project over time outweigh the benefits paid while conversely a 
BCR value of greater than one means that benefits outweigh the costs after 
accounting for the time value of money.  Larger positive BCR’s mean that the 
benefits significantly outweigh the costs.  A BCR of 1.0 equates to a before tax 
return of 7%. 
 
The BCR’s for all Options except for Option 4 are in line with those for other 
similar offerings on the MIS market (Table 8 and Table 9).  The BCR for 
Option 4 is low for an investment offering of its type. 
 

Table 9 – Financial Analysis and Sensitivities for 
Option 5 (Cash Basis) 

 Lower Base Higher 

Benefit Cost Ratio @ 7% Note 1 0.71 1.05 1.37 
Breakeven Point (yrs) 17 14 14 

Threshold analysis Note 2 –Price 
OR Yield 

49% 68% 78% 

Threshold analysis Note 2 – Pine 
Price AND Yield 

29% 44% 53% 

Note 1 –  Excluding any shares, options.  Up front cash and before tax basis. 
Note 2 – Threshold analysis is the % reduction in price or yield where break even occurs (i.e. when 
IRR =0%). 
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The breakeven point for investors in Options 1, 2, 3 and 4 coincides with the 
clearfall harvest of each (Table 8).  Investors in Option 5 can expect to be cash 
flow positive earlier than the final year, with the breakeven point for the Base 
and Higher Scenarios being year 14 and Lower Scenario being year 17 
(Table 9). 
 
 
 
 

8 Disclosure and Risks  
 

poor excellent variable good 

Disclosure & Risks Rating 

average  
 
 
8.1 Disclosure 
FEA has a compliance committee in place which oversees FEA’s obligations 
under the Constitution and the Corporations Act for its projects under 
management.  The compliance committee meets quarterly and is currently 
comprised of three members including external members Ross Waining and 
Scott Dawkins and internal member Kerry Duncan.   
 
Ross Waining is a retired forester who commenced employment in the industry 
in 1962 and worked in several senior positions including that of General 
Manager of Boral Timber Tasmania Ltd.  Ross’s previous Board member 
experience includes Chairman of the Forest Practices Advisory Council and 
member of the Tasmanian Forest Practices Board. 
 
Scott Dawkins is a Chartered Accountant with in excess of 30 years 
experience in the accountancy field.  Scott currently owns his own private 
practice (Scott Dawkins & Associates) in Launceston, Tasmania.  Scott is 
experienced in public accounting and was previously Chairman of the Cultural 
Industries Council which contributes to the Tasmanian Governments strategies 
for industry. 
 
Internal member Kerry Duncan currently resides on the Board of FEA 
Plantations as a non-executive Director.  Kerry is a highly experienced 
corporate lawyer with a career spanning nearly 40 years, 22 years of which 
were spent as Partner with Minter Ellison.  Kerry retired from the group in 2002 
and, in addition to his roles with FEA currently acts as a Consultant to the 
Director of Public Transport in Victoria. 
 
8.2 Reporting to Investors 
AAG believes regular communication between MIS companies and their 
investors is very important, especially being proactive in conveying accurate 
and unbiased information relating to the performance of the investment.   
 
FEA will provide investors an Annual Report each year, summarising the 
progress of the plantations and commenting on the current and future market 
for the products that are likely to be harvested from the project.  Each Annual 
Report will also include a statement from the Independent Forester.  AAG has 
been provided examples of the Annual Reports provided to investors in past 
projects and was comfortable with the content and information provided in 
them. 
 
Investors will also be kept up-to-date with Project developments through such 
means as regular newsletters and access to the company’s website. 
 
8.3 Risks 
8.3.1 Agricultural Risks 
The primary agricultural risks associated with the plantations include risks that 
may impact on yield and thus returns to investors.  In relation to plantation 
forestry, climatic and climatic associated risks such as fire, drought, frost, hail 
and wind are considered the main physical risks.  Apart from appropriate site 
selection and the employment of precaution practices such as fire breaks, 
these risks are largely out of the control of the RE and on-ground management 
team.  

Because of the geographic diversification of properties across Tasmania, New 
South Wales and Queensland, the risk of any one physical event affecting 
returns is somewhat reduced for investors in Option 1 and Option 2.  Investors 
in Option 3 and Option 4 are offered a degree of diversification due to plantings 
being made over a number of different blocks.   
 
Plantations in New South Wales, Queensland and the Northern Territory have 
not been grown to full term yet.  Hence, there are unknowns surrounding the 
actual yields that can be achieved.  Yields may vary significantly from those 
discussed in this report and, hence, returns may also be materially different.  
This is particularly so for African mahogany where the industry is very new.  
These are substantial and material unknowns with respect to the achievable 
yields. 
 
Risks such as weeds, pests, disease and nutrient deficiency also have the 
ability to impact on plantations yields.  These risks can largely be mitigated by 
the on-ground management team implementing best forestry management 
practices.  In the northern New South Wales and southeast Queensland 
regions where a large proportion of Option 1 and Option 2 plantations will be 
located and in the Northern Territory where all of Option 4 plantations will be 
located, weeds will provide significant competition to the respective tree crops.  
There is no doubt that, if left uncontrolled, competition from weeds can 
seriously damage the prospects of success for plantations.  
 
It is evident from AAG research that years of dry conditions has impacted on 
predicted growth rates for many plantations established in the past five years 
across southern Australia.  Despite FEA been largely unaffected to date in 
Tasmania and the mainland region, there is a risk that extended periods of low 
and variable rainfall will impact on future growth rates of plantations included in 
this Project, impacting on predicted yields and returns to investors at harvest.   
 
The stocking guarantee that FEA has in place for the Project is expected to 
reduce the establishment risk caused by any below average rainfall or impacts 
from weed competition that may be experienced (discussed in more detail in 
Section 2.2). 
 
Due to the time span of the Project, AAG considers fire to be a large risk to 
investors in all options.  The plantations comprising the Option 4 investment 
will be located in areas identified as a cyclone risk by the Bureau of 
Meteorology, albeit inland, where cyclonic winds generally moderate.  All the 
same, investors looking at investing in this investment offering must appreciate 
the enormity of a cyclonic event occurring, albeit a low risk. 
 
A specific risk to investors in Option 4 is the fact that FEA has had no previous 
experience growing African mahogany.  Because of this, AAG believes there is 
a significant risk that yields and quality of timber produced from this species 
will be lower than those predicted.  This is reflected by our assumptions for the 
financial analysis and subsequently the overall rating for this investment 
offering.   
 
8.3.2 Management Risks 
Management risk includes the loss of key entities or operational staff which 
may impact on the performance of the Project.   
 
FEA has a long history of involvement in the management of conventional 
timber species in Tasmania and is the largest forestry operator in northern 
New South Wales and southeast Queensland.  As a consequence, AAG is 
confident in the ability of the company to replace or source suitably qualified 
staff should they be required.  
 
Given the limited knowledge of growing and establishing African mahogany in 
plantations in Australia, AAG considers the risk of losing key operational staff 
much higher for investors in Option 4 than for investors in other components of 
the Project.  This risk will decrease over time as FEA increases the scale of its 
plantations and the number of employees as a consequence, although this is 
dependent on FEA continuing to raise subscriptions for this investment option. 
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