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22 FEB 2007

                                 RECEiVED

I write in response to your letter dated 9 February 2007 and attached correspondence

concerning a complaint received by the New Zealand Institute of Chartered Accountants

("the Institute") from [name withheld] ("the Complainant") concerning me in relation to the

Ernst & Young audit opinion contained in the 2004 prospectus of Feltex Carpets Limited.

There has been a series of correspondence between the Complainant and the Institute, and clearly the Institute has found it as difficult as I have to understand the substance of the complaint. However, the Complainant apparently summarises his complaint in a letter dated 26 December 2006 as follows:

"The first of the sentences in the [prospectus audit] report which I quoted was not an accurate explanation of the reason for the disclaimer as contained in the second sentence, was likely to mislead readers when making their decision whether to invest because it suggested that such an op in ion was easy for the auditors to form, and thus was a deliberate or most careless action"

My response to this compliant is outlined below:

(
An auditor's obligation to report on a prospectus for the issue of equity securities are contained within Clause 42 of the First Schedule of the Securities Regulations 1983 ("Clause 42"). Included within this clause is the requirement for an auditor to state the scope and limitation of the audit and to form an opinion that the prospective financial information has been properly compiled on the footing of the assumptions made.

(
There is no obligation for the auditor in either the Securities Regulations or elsewhere to form an opinion on whether the projections and forecasts contained within the prospective financial information will be achieved.

(
I believe it misleading to read the two sentences referred to by the Complainant in isolation and out of context from our audit opinion as a whole. These sentences act as a note of caution to the investor and follow immediately from our opinion that the prospective financial information, so far as the accounting policies and calculations are concerned, have been properly compiled on the footing of the assumptions made as required by Clause 42. Collectively and in proper context our audit report reads to form a limited opinion on the prospective financial information but highlights the scope and limitation of our audit work both as required by Clause 42.

(
The first sentence in our prospectus audit report referred to by the Complainant is a cautionary statement of fact and notes that "Actual results are likely to be different from the forecast and projected financial information since anticipated events frequently do not occur as expected and the variation could be material." The second sentence in the prospectus audit report referred to by the Complainant notes that "Accordingly we express no op in ion as to whether the forecasts for the year ending 30 June 2004 and the projections for the year ending 30 June 2005 will be achieved". Collectively, these two statements caution the investor that actual results may vary from the projections and forecasts and therefore we express no opinion on the reasonableness of those forecasts i.e. to provide assistance to the reader, we are explaining why we do not provide an opinion. This is consistent with an auditor's obligation under Clause 42 to explain the limitations of the audit and, in relation to prospective financial information, to only express an opinion on compilation of that information and not on the likelihood of those results being achieved.

(
It is the practice of our firm to include the wording referred to by the Complainant in all prospectuses containing prospective financial information.  We believe it important that a reader of our audit opinion fully understand the context of our opinion and the limitations of that opinion.

(
Setting the requirements of legislation aside, the combined effect of the two sentences referred to by the Complainant when read in context is to make it absolutely clear to potential investors that we do not express an opinion on the likelihood of the projections and forecasts being achieved.

Please feel free to contact me if I can provide any additional information in relation to this matter.

Yours sincerely

ERNST & YOUNG

[name withheld] Partner
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