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Forestry Tasmania

30 September 2011

Mr Peter Gutwein MP
Attention: Brad Stansfield
Opposition Offices
Parliament House
HOBART TAS 7000

Dear Mr Gutwein

Right to Information (RTI) Assessed Disclosure Application - RTI11/16

L refer to your Right to Information Act 2009 application dated 2 August 2011 for the
following;

“Copies of all communications between Gunns and Forestry Tasmania, including the
relevant briefs and communications to the Minister, regarding Gunns wood supply
contracts, since January this year. "

Find attached copies of all documents relating to your request. Please note we have
removed any volumes and financial information from these documents as we believe it
is exempt under Section 38(a)(ii) of the Act as it would expose Forestry Tasmania to
competitive disadvantage. The release of volumes and financial information would
impede on Forestry Tasmania’s capacity to negotiate future contracts.

I have considered the information in the context of schedule 1 of the Right to
Information Act and as this matter has now been resolved with Gunns Ltd I have
determined that release of any volumes and financial information would not be in the
public interest.

You may apply to the principal officer for an internal review of this decision within 20
working days of receipt of this notice.

Yours sincerely

General Manager, Forest Management
Designated RTI Officer
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Our File;
4 January 2011

Mr Greg L’Estrange
Managing Director

Gunns Limited

PO Box 572
LAUNCESTON TAS 7250

Dear Greg
Re: Proposed meeting to resolve outstanding debts

I refer to our meeting with the Minister on 23 December 2010, at which we agreed to
meet early in the New Year to resolve the payment of various outstanding amounts for
which Forestry Tasmania has issued invoices to Gunns.

We agreed that you and I would preside over discussions between our relevant senior
managers to resolve the relevant matters. Please confirm your agreement to this

: approach, and advise the availability of relevant senior managers from Gunns during
! the week commencing 10 January 2011.

The relevant matters about which resolution is required are as follows:

(i)  The payment by Gunns of-that it has withheld from amounts due and
payable under Contracts 917 and 918, pertaining to the China sale agreement,
noting that each party has subsequently withheld various additional amounts in
relation to this matter.

(i) The payment by Gunns of{jllllthat arises under its 2009/10 take or pay
obligations under Contract 917.

(ii1) The resolution by the parties of each of several issues constituting a current
| amount of- that remains unpaid under various contracts.

(iv) An agreement between the parties on a protocol for the payment of amounts due

under regular monthly invoices. q
I'would also like to record Forestry Tasmania’s interest in receiving fair compensation k@'@@
for a large quantity of native forest seed that has been taken into stock by SEFC
Forestry Tasmania at its cost over the past several years, under an arrangement agreed PERC 2301
with Gunns several years ago in anticipation of Gunns’ then ongoing requirements for
native forest seed. This seed is specific to Gunns’ requirements, as advised by Gunns’
representatives over the past few years, and has little or no alternative use.
Forestry Tasmania estimates the value of this stock, excluding that for which an AFSI01 2101
alternative use has been identified, to be (il
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Foi_stry Tasmania intends that these discussions will be conducted in good faith, and
is hopeful of achieving a mutually satisfactory solution to each of the relevant matters.
However, to avoid inadvertently compromising Forestry Tasmania’s legal rights,

I need to make clear that Forestry Tasmania retains all of its rights under all of its
relevant contracts with Gunns Limited and its related entities. Neither this letter, nor
our agreement to the discussions proposed within it, constitutes a waiver of any of
Forestry Tasmania’s rights under any contract.

I also confirm that Forestry Tasmania’s position, requiring payment of the outstanding
amount ol before the commencement of a review by Forestry Tasmania of its
coupe harvesting and sawlog supply schedule for the remainder of 2010/11 (as stated
in the letter from Marius Neser to Chris Peterson on 15 December 2010), remains
unchanged. I note that we have not to date received any response from Gunns to that
December 15 letter in respect of associated matters still requiring attention.

I would appreciate the early receipt of your written response to the proposal in this

letter, so that we can progress the various outstanding matters without further delay.

Yours sincerely

fé& E\Q_J-—QC-Q/UUL;—“

Bob Gordon
Managing Director
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From: Suzy Rodgers

To: Farrow, Mike

Date: 10/01/2011 9:44 AM

Subject: Fwd: China sales - December 2010
CC: Mark Pettit

Mike,

Bryan's calculated rates for December China sales are correct at- per GMT for the stumpage zone
sales and-per GMT for the Mill Door zone sales.
I will update SCMS accordingly.

uzy <

>>> Bryan E Hayes <Bryan.Hayes@gunns.com.au> 10/01/2011 9:39 am >>>

Mike,
China sales and pricing data based on December 2010 actuals are provided below.

Please review and confirm receipt and quantum of adjustment to price.

Month - December Q\ VNI & S oFad .

Sales Volume - 97,279gmt Aeey petadac

Dry matter - 51.34%

BDT's - 49,938.4 BDT - S \

Sell Price - VAT ¢ Ubne NE P Sede D 2o
Base Price -

Differential - <R (hole dollar) \/ qm C Cloiva NE P Sode Ty 7

25% of differental @ g»./ ~p
Revised Stumpages

- Stumpage Zone QP v Qe Adone WP Sl WA ey
- Mill Door Zone <yl / Qrec C,\\(\—&- %’SP Sw\.Q 5\\»@%2&

Thanks,

8 Bryan Hayes
8 General Manager - Forest Products
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Note:

This message is for the named person's use only. It may contain confidential, proprietary or legally
privileged information. No confidentiality or privilege is waived or lost by any mistransmission. If you
receive this message in error, please immediately delete it and all copies of it from your system, destroy any
hard copies of it and notify the sender. You must not, directly or indirectly, use, disclose, distribute, print,
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Forestry Tasmania

19 January 2011

Mr Greg L’Estrange
Managing Director

Gunns Limited

GPO Box 572
LAUNCESTON TAS 7250

Dear Greg

I refer to our meeting of 13 January 2011, to resolve a range of outstanding payment
issues. Thank you for the time you and your staff devoted to that meeting and to
working with us to find some resolution.

Referring to the matters listed in my letter of January 4:

i.  The payment by Gunns o-that it has withheld from amounts due
and payable under Contracts 917 and 918 pertaining to the China sale
agreement.

I'note your position regarding FTs alleged undersupply of relevant volumes at
target delivered log costs. We continue to dispute that interpretation and believe
that relevant volumes were, and still are, available to Gunns from agreed coupes
as per the contract but have not been taken up at the required rate over the period,
We also note that Gunns’ refusal to take sawlog produced from relevant coupes,
as required under the contract, further exacerbated the position. Nevertheless, it
was agreed that our senior staff would continue to work together to confirm the
plan for supply of the remaining volume over the next 4 months, recognising that
a suitable plan may narrow the differences between us. We reject any suggestion
that our contract requires us to meet a fixed delivered log cost of{giilper tonne,
but agree to continue to work with you to minimise such delivered costs from the
available resource.

Assuming we are able to reach an acceptable position on the above, we would
also be happy to further discuss, and plan for, the proposed extension of China
supply arrangements through 2011-2012.

ii. ~ The payment by Gunns 0_ that arises under its 2009/10 take or pay
obligations under contract 917,

@

PEFC’
[ note your view that efforts to resolve this matter be pursued within the context PEFCI2123:01

of the ‘Statement of Forest Principles’ process, and therefore deferred in the

interim. Our judgement is that it would not be prudent to further defer pursuitof
our legal remedies under the contract in the hope that the outcomes of this
process might produce payment, and FT reserves its right to pursue this matter at
some time.
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iii.  The resolution by the parties of each of several issues constituting a current
amount of{ilhat remains unpaid under various contracts.

It was agreed that the amount still unresolved was significantly less than quoted,
and that regular meetings of relevant staff was adequate to ensure that such
relatively minor reconciliations would be dealt with in a timely manner,

iv.  An agreement between the parties ori.a protocol for the payment of amounts
due under regular monthly invoices.

It was acknowledged by Gunns that the current payment of monthly invoiees, and
communication with FT in regard to late payments, was not acceptable. You
agreed to follow up on the late payments for November invoices, and to review
internal procedures to improve the position for the future. Thankyou for the
timely action in this regard,-and I acknowledge our receipt over the last few days
of the outstanding paymenits. It has been agreed that there will be direct and
timely comimunication between our respective CFOs, Brendan Gill and Sue
Shoobridge should any issues arise in the timing of future payment.

There remains a matter of withheld payments on both sides which has arisen out
the above issues. Provided all fitture payments are made as they fall due I am
prepared to consider quarantining the currently disputed amounts at issues i) and
i) above, allowing the balaiicing out of remaining unpaid amounts, and would be
happy for Brendan and Sue to agree how this might be expeditiously achieved,

v.  Fair compensation for native forest seed stocks held by FT on Gunns
account, '

It was agreed that FT would provide Gunns with an itemised list by species, seed
zone and collection year of all seed held for which FT has no other use or market.
Gunns agreed to review its futare seed requirements, with a view to further
discussion to resolve this matter,

As indicated in my letter of January-4, we have yet to receive any response to our letter
of December 15 in regard to Guinns® request for continued sawlog supply at existing
contract levels for at least the coming year, As sawlog off-take is directly linked to
pulpwood supply, both operationally and contractually, it is desirable that we receive
your advice on this matter as a matter of priority.

As indicated previously, Forestry Tasmania reserves all of its'rights under all of the
relevant contracts with Gunns and nothing in this letter constitutes a waiver of ‘any of
those rights.

I 'would appreciate your written confirmation of the outcomes and proposals as outlined
above.

Yours sincerely

/"’/‘ ‘/// -~

£Bob Gordon
Managing Director
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Mr Bob Gordon
Managing Director
Forestry Tasmania
GPO Box 207
HOBART Tas 7001

Dear Bob

Irefer to your letter of 19 January and respond to your points as follows:

1

Gunns provided data which demonstrated our purchase of pulpwood well in
excess of the pro-rata China volume. The issue is that much of the pulpwood
purchased at full price has had to be used to load vessels to China causing a
direct cash loss to Gunns. Yes, we have imposed quotas on delivery levels due to
harvesting capacity being well in excess of current sales demand. From 1 February
Gunns will set quotas biased to the China coupes to ensure we receive the
required volumes to meet the China sales.

Our sawlog volume in the period July-November 2010 was 50.32% of our
entitlerment (not 17% as claimed by your Mr Neser in his letter of December 15). As
much as possible we will give priority to sawlog produced from China sales coupes
during January to April; however, we expect hardwood sawn timber demand to
continue to decline as it has for the last two decades. No doubt you are aware of
this trend.

The target price for China sales, initiclly (il delivered and Iater reduced to
_gby agreement fo recognise stock that needed to be sold to China was a

tirm commitment by Forestry Tasmania. That price was offered by the then Minister
for Forests and accepted by Gunns. We could convene a meeting of the former
Minister and the current Minister for Forests and their appropriate advisers to clarify
their understanding and confirm what the intent of the offer of discounted price
pulowood for China actually was. Please advise if you wish for us to do that.

As we have demonstrated with our data, Gunns has incurred substantial losses
due fo the non-performance on price and volume for the China sale by Forestry
Tasmania. We are not prepared to let this continue and will take whatever action
necessary to balance the books in line with the China sales agreement. Please
urgently let us know if Forestry Tasmania will continue to support the China sale
after April. If Forestry Tasmania does not wish to support the China sale then we will
commence withdrawal from that market and close the Triabunna mill as soon as
practicable, so as to avoid further losses. We reserve all our rights on this issue.

We have asked for the 2009-10 take or pay matter to be deferred as the
outcomes from the Statement of Forest Principles process will have a material
bearing on that issue. Any actions taken by Forestry Tasmania to prosecute this
claim before the conclusion of that process will be vigorously defended. We
anficipate that such proceedings will be protracted covering more than just the
take or pay issue. The future of our relationship rests with Forestry Tasmania and its
conduct during that process. It is hoped that common sense will prevail.

GUNNS LIMITED | ABN 29 009 478 148
PO Box 572 Launceston Tasmania Australia 7250 | 78 Lindsay Street Launceston Tasmania Australia 7250
70363355201 | FO3 63355406 | WWW.gunns.com,qu
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3 There is an orderly process for dealing with minor discrepancies and disputed
amounts and we prefer to allow the appropriate staff from each of our
organisations to deatl with them as required.

4 The communication line between Sue Shoobridge and Brendan Gill is agreed for
material account matters and non-payment issues. We have reviewed the
payments by Gunns from July-October and can advise the lateness of payment
per month was 7 days, 10 days, 5 days and 7 days respectively. This is considerably
less than the average 3 weeks that was advised to me at the meeting. We agree
in principle fo your proposal on withheld payments conditional upon supply of the
required volumes at the relevant price. We reiterate that Gunns is not willing to
suffer any further losses due to Forestry Tasmania's breaches of the China sales

agreement.

5 We have asked for an itemised list of seed stocks allegedly held on Gunns
account and will respond in due course.

6 Our forecast sawlog demand under current circumstances for the period January
to April are as follows:

- _— sy -

February s ] oo C_ I
March I S SRR __!%i_
Apri prey - L L_IK___]
Closing Stocks [ F 1 - -| L l -
L.ogs Reguired { -_[ —. I -. [ g[ L

Our demand will be influenced by the outcomes of the Principles process and we will
advise any change to the proposed volumes as soon as practicable.

Gunns dlso reserves all of its rights under all of its contracts and agreements with Foresiry
Tasmania and nothing in this letter constitutes a waiver of any of those rights.

Please respond to our proposals and position as soon as convenient.

Yours sincerely

o

Greg L'Estrange
Managing Director

Page 2 of 2
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Suzy Rodgers - Fwd: Revised Pulpwood Stumpages - COS917/918 - from 1
Janu..ry
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From:  Suzy Rodgers A//K Q/ 71

To: Farrow, Mike; Mark Pettit ; / .
Date:  2/02/2011 12:41 PM b= Zr &

Subject: Fwd: Revised Pulpwood Stumpages - C0S917/918 - from 1 January

Pending receipt of the audit certificate confirming the Woodchip Export Price ofglilillgmt stated below, the
PW rate calculations as advised by Steve Butt are correct.

I will revise the rates in SCMS to reflect the new base prices, but could you please forward me a copy of the
audit certificate when received, in order to support the change.

Please note that the stumpage calculation method for C/S 917 is due to change from 1/7/11 to be based on the
PPI (Pulp Price Index).
Cheers,

Suzy

>>> Steven M Butt <Steven.Butt@gunns.com.au> 28/01/2011 8:41 am >>>

Pursuant to Schedule 9 of Contracts of Sales 917 and 918, Gunns is required to advise Forestry Tasmania of
the Weighted Average Selling Price for export woodchip shipments sourced from 50% or more from native

forest for the 6 months ended 31 December 2010.

We advise that the Weighted Average Selling Price for this period is‘per green metric tonne,

We understand that the resultant stumpages are thus: ( i Dg — “ e \
COS 917 - Native Forest (18%) L
COS 917 - Plantation o Gin Lxesa
COS 918 - Native Forest (17.5%) o

Qg Hoe
Could you please confirm the adjusted stumpages. ‘ /

C“ & S Y TR¥
The audit certificate verifying these values will be forwarded shortly.

>

regards 1 ,
Steve Butt S
Note:

This message is for the named person's use only. It may contain confidential, proprietary or legally privileged
information. No confidentiality or privilege is waived or lost by any mistransmission. If you receive this
message in error, please immediately delete it and all copies of it from your system, destroy any hard copies of
it and notify the sender. You must not, directly or indirectly, use, disclose, distribute, print, or copy any part of
this message if you are not the intended recipient. The Company and any of its subsidiaries each reserve the
right to monitor all e-mail communications through its networks.

Any views expressed in this message are those of the individual sender, except where the message states
otherwise and the sender is authorised to state them to be the views of any such entity.

Thank You.
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Suzy Rodgers - Fwd: China sales January 2011
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From: Suzy Rodgers

To: Farrow, Mike

Date: 7/02/2011 5:59 PM

Subject: Fwd: China sales January 2011
CC: Mark Pettit

Mike,

Bryan's rate calculations (below) are correct.
Rates will be updated in SCMS for the January invoice.

Suzy

>>> Bryan E Hayes <Bryan.Hayes@gunns.com.au> 7/02/2011 5:55 pm >>>
Hello Mike,

Data relevant to China sales for January 2011 is attached.

Pursuant to the China Sales Agreement the price increase from January 1st. is formally disclosed and will
result in a significant stumpage increase for FTas. from January 1st.

However Gunns has previously advised of the losses we have made to date due to volume and price targets

not being achieved and it is our expectation that those losses will be reversed by the end of April or when the
agreement volume of 800,000 gmt is reached.

We also await advice from FTas regarding your support for ongoing sales to China when the current

agreement expires. C\ .
¥ %’um}u\i—\ '\“b q‘solo\te -

Regards, ) 3 ,
q \ 1 ¢ C,\{\"\'r\ o N\@ gc\&ﬂ_ - ™NDZ. e ~
s ,
~ \ 7 C, by L A - g‘\\}" b
Bryan Hayes ‘ sy Zone
General Manager ~ Forest Products Qigc Clhire. W@ Soda — D Zeme - <
78 Lind=ay Sirest Criar i
LANCESTON Tas 7250 & +61 36335 5487 {1RC N ) T 5&‘:\«?@5& 2one
L BT 30255 G ewilch B bryanhevssRounteoomau L
qoo+51 M8 130T B vesnegunes cosh ey

Making Sustamability Our Business TR ItED

T o

Month - January
Sales Volume - 86,811gmt
Dry matter - 52.46%
BDT's - 45,544 BDT
Sell Price -
Base Price -
Differential - W /hole dollar)

25% of differential N
/o ey

Revised Stumpages
- Stumpage Zone W, ?
- Mill Door Zone N ow ¥

—

—_— !
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The General Manager Marketing and Sales PN
Forestry Tasmania f*

GPO Box 207
HOBART Tas 7001.

Attention Mr. Mike Farrow.

Dear Mike,

Re - China Sales Arrangements into the Tamar Mill destination.

Firstly, thankyou for taking the time to meet with Mr Darrell Clark and Mr Darren Davis on
the 25 January regarding wood supply moving forward into 2011. You were advised
at the meeting that Gunns had sourced all pulpwood required to fulfil the Japanese
sales as only one single shipment fo Japan remained and was scheduled to arrive at
Tamar Mill on 7t March 2011.

I can confirm that Gunns Tamar Mill closure for log deliveries is expected fo be during
March 2011 when sufficient stock is obtained to meet the last two Chinese shipments.
Gunns Tamar will keep Forestry Tasmania informed of the exact date when known.

Gunns Tamar has now only one Chinese buyer, therefore all pulpwood will need to be
supplied under the China sale agreement at the appropriate prices. Plantation
pulowood and cable harvested pulpwood may be delivered as long as the China
price target is satisfied. Gunns Ltd requests that all deliveries into Tamar are re-classified
to China prices as at 15" February 2011 for ease of administration. It should be noted
that the Japanese sales stock requirement was actually achieved part way through
January 2011 and Gunns has assumed that the 800kt China volume will now be the
priority to meet the target volume at the end of the current China contract.

Please make the necessary adjustments to pulpwood supply to the Tamar destination
through to the end of March and confirm the arrangements as soon as practicable.

Yours sincerely

St L
oy

Bryan Hayes v,
General Manager - Forest Products
Gunns Ltd

GUNNS LIMITED | ABN 29 009 478 148
PO Box 572 Launceston Tasmania Ausiralia 7250 | 78 Lindsay Street Launceston Tasmania Ausiralia 7250
T03 63355201 | FO363355406 | www.gunns.com.au
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Phone. 6235 8180 % L o 49
, WF-917-PW and WF-918-PW
Your Ref: ==
Our File: 9 February 2011 Forestry Tasman

Mr Greg L’Estrange
Gunns Limited
e PO Box 572
: LAUNCESTON TAS.7250

Dear Greg
Re: Various Matters

I refer to your letter of 27 January 2011. You have requested a response to various
proposals and positions put forward by Gunns, as described in your letter under six
headings. Forestry Tasmania’s response to each of these follows.

1. China sale matters

Firstly (and most importantly), I confirm that F orestry Tasmania wishes to
negotiate in good faith, with Gunns Limited, terms for the supply of hardwood
pulplogs associated with Gunns’ ongoing sales of woodchips to China in 2011 and
2012.

With respect to the current China sale agreement, we do not accept Gunns’
interpretation of the status of the Qi target delivered price, i.e. that it is to be
applied as if the contract were for supply at a fixed mill door price. Legal advice
supports our interpretation that the relevant undertaking is in the nature of a
“best endeavours™ undertaking.

Forestry Tasmania refutes any suggestion in your letter that F orestry Tasmania
may have breached any of its obligations under the so called China sale
agreement.

Further, we consider that Gunns’ actions have contributed to the reported
underperformance under the current China sale agreement (in terms of quantity
supplied to date). For example, I can provide you with copies of a number of
pieces of correspondence from Gunns’ officers to F orestry Tasmania, over several
months, in which advised weekly or monthly demand by Gunns has been well
below the available supply from F orestry Tasmania.

@

Finally, Forestry Tasmania has, on several recent occasions, tabled evidence of a ?EFC"
coupe schedule that demonstrates its ability to supply the full 800Kt under the FreE
current China sale agreement (as amended to reflect the effect on the agreed

)

regional distribution of supply of the premature closure of the Hampshire chipmill f:y%ffg} "{Y
and, presumably, of the Tamar chipmill). It will not be possible for either party to % ﬁ?“.ﬂ
conduct a true evaluation of performance under the China sale agreement, until AFS/0L21.01

the period for the China sale agreement concludes at the end of April.
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I'would like to suggest a way forward, to deal with the various issues that have
arisen between us in relation to the current China sale agreement:

(i)  that we put such issues aside until the period for the China sale agreement
concludes at end April;

(i) that we immediately commence negotiations to determine the key terms for
an ongoing China sale agreement (i.e. for the remainder of 2011 and, if
required, for 2012);

(iii) that we jointly conduct an overall review of performance under the current
China sale agreement, immediately after April; and

(iv) that the agreed outcomes of the overall review of performance Be taken into
consideration by each party, when concluding terms for the proposed
agreement to cover ongoing woodchip sales in China during 2011 and 2012.

In the meantime, as a gesture of good faith that acknowledges Forestry
Tasmania’s repeated assurances that the full 800Kt (as amended) will be made
available within the agreed period May 2010 to April 2011 under the terms of the
current China sale agreement, I ask that you approve payment of the g hat
is currently being withheld by Gunns.

You have inferred that the then Minister for Forests negotiated, with Gunns
Limited, terms for the sale of forest products by F orestry Tasmania under the
China sale agreement. I do not accept this interpretation of events, based on my
own participation in the relevant negotiations. Even if such a negotiation by a
Minister were to have taken place, it would be irrelevant (and, possibly, illegal).
Any matter that relates to the China sale agreement can only be interpreted
formally by reference to the relevant agreement, being the agreement signed by
you and me and dated 9 June 2010. That said, I am available to meet with you and
with either or both of the previous and current Ministers for Forests on the subject
of the China sale agreement, if you think it prudent for you to attempt to arrange
such a meeting.

2009/10 take or pay

We have given careful consideration to your proposal that the question of
Forestry Tasmania’s claim relating to Gunns’ “take or pay” obligations for
2009/10 be deferred until the current Forest Industry Strategy process has
concluded.

Whether or not the Forest Industry Strategy process represents an opportunity to
resolve the matter to each party’s satisfaction, F orestry Tasmania has decided to
refer the matter as a formal dispute. I refer you to the separate Notice of Dispute,
issued at the date of this letter.



Minor reconciliation issues

I agree that the current arrangements are satisfactory. This has not always been the
case, and we each need to ensure that the appropriate staff from each of our
businesses continue to deal with such minor issues in a timely manner.

Communication line - Sue Shoobridge and Brendan Gill

I agree that the proposed line of communication between our respective
Chief Financial Officers represents the potential for improved communication
with respect to Gunns’ regular payments for log supply.

You may have misunderstood the example of late payment to which

Hans Drielsma referred at the meeting on 13 January 2011. For completeness,
I have included a summary of actual payments received by Forestry Tasmania
from Gunns over the past six months. Throughout this period, Gunns has never
paid an amount due any earlier than five days after the due date. On four
occasions, payments have been more than three weeks late. The average delay,
weighted across all amounts due over the period, is fourteen calendar days.

Forestry Tasmania receipts from Gunns Limited
1 July 2010 to 31 January 2011
(excludes five payments for minor amounts, each of less than $20,000)

Date due Date received Amount  Delay (calendar days)
30.06.10 9.07.10 NS 9 days
30.06.10 30.07.10 S 30 days
31.07.10 13.08.10 T 13 days
31.07.10 23.08.10 23 days
31.08.10 7.09.10 S 7 days
31.08.10 20.09.10 AN 29 days
30.09.10 6.10.10 oy 6 days
30.09.10 11.10.10 gt 11 days
30.09.10 13.10.10 gy 13 days
30.09.10 20.10.10  (gEE——S 20 days
31.10.10 51110 ey 5 days
30.11.10 71210 7 days
30.11.10 7.01.11 (> 38 days
31.12.10 14.01.11 14 days
31.12.10 170011 (- 17 days



I'note also that Gunns’ proposed schedule for the payment of amounts due on 31
January 2011 represents a continuation of its unacceptable practice of delayed
payments to Forestry Tasmania. Part payment of Wil was received on 4
February, with the remainder expected this week.

I'hope that you share my express desire for Gunns’ account with

Forestry Tasmania to be restored to normal payment terms as a priority. I have
previously relied on your advice, given in writing on 12 May 2010, that Gunns
had every reason to believe that it would be in a position to meet its future
payments to Forestry Tasmania on their due dates. Given the above record of
actual payments over the past six months, I again seek your assurance that Gunns
is able to and will meet its future debts to F orestry Tasmania as and when they
became due for payment.

You will be aware that Forestry Tasmania has withheld payment of some amounts
payable to Gunns, in order to protect its cash position arising (in particular) from
Gunns’ decision to withhold the gl to which I refer under Item 1 of this
letter. I have asked Sue Shoobridge to pay the relevant amount to Gunns,
immediately upon receipt of notice that Gunns has paid all outstanding amounts to
Forestry Tasmania (including the“but not the amount under dispute in
relation to the 2009/10 take or pay matter).

Seed stocks

The requested information on seed stocks held by Forestry Tasmania on Gunns’
behalf'is being forwarded to Bryan Hayes this week.

Forecast sawlog demand

Thank you for the advice of Gunns’ forecast hardwood sawlo g demand over the
four months to end April 2011. The significant disparity between this information
and the previous advice on the same subject contained within Chris Peterson’s
letter of 10 December 2010 can not be overlooked. Chris advised total annual
demand at a rate of 137Km3pa from January 2011, increasing by up to 80Km3pa
at Ling Siding, once consolidation of the current softwood operations at the

Ling Siding mill to the Bell Bay site is completed (the timeframe for which was
indicated at the time to be “over the next three months™).

I need not remind you of the complexity of the coupe scheduling process
undertaken by Forestry Tasmania to balance the demands of its various customers
for its various products. More importantly, you must be aware of the significant
lead time required to obtain the necessary approvals for each coupe under the
Forest Practices Act and of the time and cost constraints associated with road
access to coupes. Put simply, we do not have the luxury of surplus resources (cash
or personnel) that can be applied to prepare new Forest Practices Plans, new
access roads and new harvesting schedules in response to ill considered proposals
from our customers (and, particularly, from our largest customer).

The total amount of hardwood sawlogs that you now advise is required over the
four month period to end April 2011, i.e. 36,200 cubic metres, represents:
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(i)  42% of Gunns’ current pro rata entitlement over the period under
Contract 918 (i.e. 25,700m3 / 61,000m3, being four months at
183,000m3pa); and

(i) 66% of Gunns’ current pro rata entitlement over the period under
Contract 704 (i.e. 10,500m3 / 15,833m3, being four months at 47,500m3pa).

While I acknowledge the accidental error in Forestry Tasmania’s letter of

15 December 2010 (i.e. the reference to Gunns’ sawlog offtake to end November
“being just seventeen per cent of its pro rata contracted supply for the period”), I
note that both the actual performance to end December (i.e. 36% of the pro rata
entitlement over six months under Contract 918 and 52% of the pro rata
entitlement over six months under Contract 704) and the forecast requirements for
January to April (as above) make it unlikely that Gunns will be able to
demonstrate that it has not breached its obligations with respect to the acceptance
of sawlogs arising from the China sale. I ask that you give this matter your urgent
attention, and advise me of Gunns’ plans to meet its relevant obligations under the
China sale agreement. As an example, your advised demand for the Southwood,
Western Junction and Deloraine sawmills over the period February to April is less
than 24,000 cubic metres. The forecast quantity available from the Huon and
Derwent Districts (alone) arising from forecast pulpwood production under the
China sale agreement over this period, nett of all other sawlog supply
commitments from these two Districts, is 32,000 cubic metres.

You have referred elsewhere in your letter to Gunns’ expectation that

“hardwood sawn timber demand (will) continue to decline as it has for the last
two decades”. I am not aware of any of Forestry Tasmania’s hardwood sawlog
customers that share this interpretation of the data to which you refer. Most agree
with the many experienced analysts that I have heard over the last few years, who
describe the observed trend for domestically produced hardwood sawn timber in
Australian markets as being the result of a decline in supply (due to adverse
political decisions about native forest harvesting elsewhere in Australia over the
period), rather than of a decline in demand.

Forestry Tasmania reserves all of its rights under all of its contracts and agreements
with Gunns Limited and related businesses, and nothing in this letter constitutes a
waiver of any of those rights.

I'will be pleased to meet with you soon, for further discussions on any of the above
matters.

Yours sincerely

Bob Gordon
Managing Director
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Mr Greg L’Estrange

Managing Director

Gunns Limited

GPO Box 572
LAUNCESTON TAS 7250

Dear Greg
Re: Contract of Sale No. 917 and No. 918 (“Contracts”)

I refer to your letter of 1 December 2010, seeking our agreement not to exercise our
rights under clause 3.3 1(b) of the Contracts above for a period of 120 days.

We do not agree to this request at this time and continue to reserve all rights under the
Contracts.

It is possible that our position could alter subject to the outcome of discussions between
us on other matters.

Yours sincerely

Bob Gordon
Managing Director
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Your Ref:

Our File:

6235 8180

WF-917-PW

9 February 2011

Mr Greg L’Estrange
Managing Director

Gunns Limited

GPO Box 572
LAUNCESTON TAS 7250

Dear Greg
Re: Notice of Dispute - Contract of Sale 917

Pursuant to Clause 13.3 of Schedule 13 of Contract of Sale 917 dated 20 December 2007
(the “Contract”), I hereby serve a Notice of Dispute.

The dispute concerns the obligations of Gunns Limited pursuant to Clause 4.5(a) of the
Contract with respect to the Planning Year 2009/10.

The relevant amount and the matters constituting the dispute are as set out in the
following correspondences between representatives of our businesses:

(1)  letter from Marius Neser to Bryan Hayes dated 25 October 2010;
(i)  letter from Bryan Hayes to Marius Neser dated 3 November 2010; and
(iii) letter from Marius Neser to Bryan Hayes dated 19 November 2010.

[ await your advice pursuant to Clause 13.4 of Schedule 13 of the Contract. In that
regard, [ nominate Mike Farrow as Forestry Tasmania’s representative.

Yours sincerely
&)

= RERS
PEFCI21-23-01

Bob Gordon M=
Managing Director FORESTRY

a STAND.NF;

AFS/D1-21-01

. ) Greenhouse Friendly™
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sMr. Bob Gordon,
Managing Director,
Forestry Tasmania,
GPO Box 207,
Hobart, TAS., 7001.

Dear Bob,
Re: Notice of Dispute — Contract of Sale 917

In response to your letter of 9™. February 2011 and pursuant to Clause 13.4 of
Schedule 13 of Contract of Sale 917, | hereby advise that Gunns nominates

Mr. Bryan Hayes as our representative to progress discussions and negotiations
in relation to this matter.

An initial meeting with your Mr. Farrow has been scheduled for 2:00pm Friday
25"™. February at your office in Hobart.

Yours sincerely,

ME—

Greg l'Estrange,
Managing Director
Gunns Limited

GUNNS LIMITED | ABN 29 009 478 148
PO Box 572 Launceston Tasmania Australic 7250 | 78 Lindsay Street Launceston Tasmania Australia 7250
70363355201 | FO03 63355404 | www.gunns.com.au

Printed on 100% racyaled gonar WSING savirenmenidily fendly orinfing crocessas.



File.

6235 8158 (Mike Farrow) / ( "
8 February 2011 ‘\)

WE-917-PW and WF-918-PW
2 March 2011

Mr Bryan Hayes

Gunns Limited

PO Box 572
LAUNCESTON TAS 7250

Dear Bryan,
re: Deliveries to the Tamar Mill

Thank you for your letter of 8 February 2011.

I have asked that the practical consequences of your advice be managed operationally, at an
officer to officer level, and am advised that this is taking place. You have allowed a perilously
short time for the necessary adjustments to be made, and I hope that our two businesses can
work together to achieve those adjustments in a way that minimises the disruption to other
parties. I would like discuss this with you, as a few of the opportunities to maintain the
industry that Forestry Tasmania is currently considering may require Gunns’ cooperation.

The advice within your letter has implications for Gunns’ ability to take delivery of that
portion of the 800Kt of pulpwood to be supplied from the Northeast stumpage zone under the
China sale agreement (i.e. 200Kt), noting that the relevant quantity taken at Tamar for the
period 1 May 2010 to 31 January 2011 is about 156Kct.

Your letter represents a variation to the Annual Supply for 2010/11. Clause 2 of Schedule 11
of Contracts 917 and 918 sets out the manner in which the parties have agreed to deal with
such a variation. In choosing to deal with this matter in the manner that you request, being
different to that which is set forth in the Contracts, Forestry Tasmania does not waive any of
its rights under those Contracts.

Yours sincerely,

Mike Farrow
General Manager, Operations and Sales

COMMERCIAL IN CONFIDENCE
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From:  Steven M Butt <Steven.Butt@gunns.com.au>

To: <Mike.Farrow@forestrytas.com.au>

Date: 3/03/2011 9:34 AM

Subject: China sales stumpages - February

CcC: Bryan E Hayes <Bryan.Hayes@gunns.com.au>, <Suzy.Rodgers@forestrytas.com.au>,
Darren J Davis <Darren.Davis@gunns.com.au>, Darren A Herd
<Darren. Herd@gunns.com.au>

Mike

Please be advised of China sales revenue for the month of February 2011, and resultant stumpage
calculation.

Note that Feb shipments include a vessel sold under CFR terms, with freight costs impacting on the final price
achieved.

Month - February
Sales Volume - 93,113gmt
Dry matter - 53.49%

BDT's - 49,807 BDT

%ﬂm‘,\,\‘i \\D \-‘{POLOC\'{, v Scm <

Sell Price - BDT
Base Price - BDT
Differential - (whole dollar) +/ TC Oidnee NE P Sede M Dacr Zion

25% of differential

: N i e} . ; )
Revised Stumpages v Qe C\MN’* Nl P Sole Sty NPEEE Ze
- Stumpage Zone L /o C "N WP A
- Mill Door Zone L v j\!% U’\\m& RO Sede W Boer Daree

Please contact me if you have any queries.

regards (l\\ u@d oz d

Steve SQ
My
Note:

This message is for the named person's use only. It may contain confidential, proprietary or legally
privileged information. No confidentiality or privilege is waived or lost by any mistransmission. If
you receive this message in error, please immediately delete it and all copies of it from your system,
destroy any hard copies of it and notify the sender. You must not, directly or indirectly, use,
disclose, distribute, print, or copy any part of this message if you are not the intended recipient. The
Company and any of its subsidiaries each reserve the right to monitor all e-mail communications
through its networks.

Any views expressed in this message are those of the individual sender, except where the message
states otherwise and the sender is authorised to state them to be the views of any such entity.

Thank You.

file://C:\Documents and Settings\sgr\Local Settings\Temp\XPgrpwise\4D6F60AFFores... 3/03/2011
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7th. March 2011,

Mr. Mike Farrow,
General Manager, Operations and Sales, HQH
Forestry Tasmania,

GPO Box 207,

Hobart, TAS., 7001.

Dear Mike,
Re: Variation to Annual Supply Notice 2010-2011

Further to previous correspondence and various meetings please find attached
a proposed variation to the Annual Supply Notice for 2010-2011. This Notice of
Variation applies to both Contracts of Sale 917 and 918 and is pursuant to
Clause 2 of Schedule 11 of each respective Contract of Sale.

The variations proposed are a direct consequence of a number of factors that
are outside Gunns control.

Total demand from the Japanese industry has fallen substantially since the GFC
in October 2008. This has severely impacted the volume of woodchips
purchased by our customers.

The Australian dollar has strengthened considerably against the US dollar
which has eroded Gunns competitive position such that our customers have
been substituting cheaper wood from other sources.

The quality of native forest woodchips has not met the eXpectations of the .
Contract of Sale 917 nor our Japanese customers and has resulted in the
termination of sales contracts.

Customers have a preference for high quality plantation wood and have been
actively moving volume to plantation sources.

The majority of Japanese customers require FSC certified wood which is not
available from Forestry Tasmania supply sources. To date our customers have
had an interim Processor Controlled Wood certification at their cost. This
interim arrangement has been terminated for one customer and likely will not
be extended for other customers from 2011.

GUNNS LIMITED | ABN 29 009 478 148
PO Box 572 Launceston Tasmania Australia 7250 | 78 Lindsay Street Launceston Tasmania Ausiralia 7250
T03 63355201 | FO0363355406 | www.gunns.com.au

Prinfed on 100% recycled paper using environmentally fiendly printing processes.
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In addition to this Notice of Variation Gunns formally requests that pursuant to
Clause 4.7(c) of Contract of Sale 918 the supply of Hardwood Joint Products is
suspended due to market conditions beyond the control of Gunns which has
inhibited Gunns reasonable endeavours to sell the HJP derived under this
contract. Gunns is, however, willing to take delivery of Schedule 5 coupe
pulpwood and ENGO defined High Conservation Value pulpwood provide that
volume can be counted against Contract of Sale 917 volumes. This is reflected

in the Notice of Variation.

We appreciate the seriousness of this situation and would welcome your
prompt response and an opportunity to meet and discuss implementation of
the varied supply arrangements.

Yours sincerely,

/5 Ly

Bryan Hayes, "
General Manager - Forest Products
Gunns Limited
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10 March 2011

Greg L’Estrange

Managing Director, Gunns Limited
PO Box 572 ‘
LAUNCESTON TAS 7250

Dear Greg,
re: Status report - various matters

It is a pleasure to note that Gunns’ account for logs delivered during January 2011, payable on
28 February 2011, was paid on the due date. Thank you for restoring normal payment terms
for these monthly accounts. I am also pleased to note that our respective CFOs have approved
reciprocal payments that address a significant component of the amounts that we had each
been withholding in relation to the China sale agreement. I apologise for being slow to
acknowledge these events, but have been out of the office for much of the last two weeks.

I remain very keen to resolve the various significant matters that remain unresolved between
our two businesses in a manner that is fair and reasonable and that is in accordance with our
respective rights and obligations. In this regard, I thought it might be useful to record the
current status on each such issue, to ensure that we have a common understanding. Please let
me know if any aspect of the following itemised summary does not accord with your
understanding of the current situation. '

1.  Contract 917 - 2009/10 take or pay

Bryan Hayes and Mike Farrow met on Friday 25 February and 8 March, to discuss the
relevant dispute, in accordance with the process defined in the Contract. I am advised
that the meetings have been conducted in a positive spirit and that the two have agreed
to exchange information in support of our respective cases.

At this stage Bryan and Mike have agreed to continue their discussions beyond the @* 3
28 day period to which the dispute resolution terms of the confract refer. In so doing, L\J
neither party has waived any of its rights under the contract. PEFC

PEFC/21-23-01

I note Bryan’s most recent advice to Mike that Gunns is not prepared to consider a @
solution to this issue that is based on Forestry Tasmania’s use of, or reasonable access FORESTRY
to, assets currently within Gunns’ control, i.e. as an alternative to the payment by Gunns %y

of all or part of the amount in dispute. Please be sure to advise me if this position AFS/01-21-01
changes.
79 Melville Street Hobart TAS 7000. GPO Box 207 Hobart TAS 7001. “A\ Forestry Tasmania uses
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2. 2010/11 take or pay

Current indications are that the quantities of pulpwood taken by Gunns during 2010/11
are likely to give rise to a third take or pay claim by Forestry Tasmania (following those
issued for 2008/09 and 2009/10, respectively). This possibility has been signalled to
your officers verbally at various times over the past few months and must be taken
seriously.

3. China sale agreement - amount withheld by Gunns

As noted earlier, the total amount now withheld by Gunns in relation to this matter has
been restored to the ori ginal- and Forestry Tasmania has reciprocated by paying
the relevant amounts that it had previously been withholding.

The status of the remaining amount will be resolved once the current agreement expires -
(end April 2011), following a joint analysis of performance under that agreement and as
part of negotiations to achieve agreement about ongoing pulpwood sales in support of
Gunns’ ongoing woodchip sales to Chinese customers,

Forestry Tasmania expects that it will be able to demonstrate that, at end April 2011, it
will have made available the full 800Kt to which it committed under the current China
sale agreement, notwithstanding the month to month differences that emerged between
Gunns’ demand schedule and F orestry Tasmania’s supply schedule.

4, Native forest seed stock

Forestry Tasmania has provided Bryan Hayes with the itemised list of native forest seed
accumulated in accordance with the 2003 agreement, i.e. in the period until that
agreement was replaced in late 2009. I understand that the next step is for Bryan to
review the list and to advise Mike Farrow whether or not any of the remaining seed will
be needed for future regeneration treatments by Gunns.

5. Impact of mill closures

Forestry Tasmania’s officers are working with their peers at Gunns, to manage the
practical implications of each of the significant changes in demand by Gunns’
processing sites. Forestry Tasmania is keen to find long term solutions to ameliorate the
impact of each of these changes. These may involve the need for cooperation that is
over and above any obligations that Gunns’ might otherwise have under its contracts
with Forestry Tasmania. Where this is the case, [ hope that we can work together to
develop those long term solutions.

In some cases, notices of such changes by Gunns are subject to the provisions of the
Contracts (e.g. the form in which the notice is given, the period of notice required and
the subsequent process for discussing and agreeing upon such change). Adherence to
these agreed processes will assist in the orderly management of the change that each
such notice represents.

I am available to meet with you, to discuss any of these matters that requires further
discussion between us. Alternatively (and preferably), I am happy for Mike Farrow and
Bryan Hayes to continue their work to address each of them.

COMMERCIAL IN CONFIDENCE



Yours sincerely,

~Gordon
(Bob Gordon)
MANAGING DIRECTOR

COMMERCIAL IN CONFIDENCE



. .
N7
\ylrunns

| 5 | WiE=a 7

j |~ MAR 7011 .-

; | TSN LU | (A“.,/IQ[S

] Holllcfsz
Bob Gordon @

Managing Director
Forestry Tasmania
GPO Box 207
HOBART Tas 7001

Dear Bob

| refer to your letter of 10 March. As | have advised previously, it is our intent to
pay due accounts on fime. We are going through a difficult period of
adjustment caused by the collapse of our traditional markets in Japan and a
shift to the low margin business in China.

The various matters of significance which remain unresolved between us will
require careful consideration and | am encouraged by your willingness to apply
fairness and reasonableness in seeking resolution. From our perspective, we are
concerned that the extent and impact of the international market conditions
we are facing are not being fully recognised by Forestry Tasmania. Gunns has
made considerable efforts to maintain volume wherever possible and kept you
informed of the difficulties we have faced and confinue to endure. A less rigid
application of technical contract terms and conditions would be helpful as we
seek to adjust to changed circumstances and optimise what sales volumes are
available.

Gunns is considering other significant issues which are related to, and to some
extent interwoven with, these current issues. It is not appropriate to raise those
issues at this stage of the current process whereby this outcome wiil determine
how we progress those issues.

Regarding your summary of outstanding issues | provide my understanding as
follows:

GUNNS LIMITED | ABN 29 009 478 148
PO Box 572 Launceston Tasmania Australia 7250 | 78 Lindsay Street Launceston Tasmania Australia 7250
T03 63355201 | FO3 63355406 | www.gunns.com.au



1. Contract of Sale 917 - 2009/10 Take or Pay

Gunns has questioned a portion of the claimed volume shortfall as being due to
the non-performance of Forestry Tasmania mill door deliveries against the
quotas allocated for the period. Also, we are compiling a summary of instances
when coupes on State Forest were not available and which caused Gunns
contractors to be stood down or relocated to private property for a period until
FPP’s were certified or access to coupes provided.

We will provide details to Mike Farrow as soon as the work is complete and
continue discussion to resolve the extent of any mitigation of the claimed Take
or Pay volume.

It is sensible in these circumstances to agree to the variation in the contract
timetable for resolution whilst retaining all of our rights under the contract.

2. 2010/11 Take or Pay

Gunns has advised Forestry Tasmania of the impact on sales of adverse market
circumstances on a number of occasions over the last year. We have provided
formal nofification of mill closures and our staff have been in constant contact
with your officers to adjust wood supply to the changing circumstances.

A formal Notice of Variation to the volumes for 2010/11 was provided to Mike
Farrow on 8 March, following on from our advice in December 2010 of imminent
mill closures and massive job losses for Gunns employees and contractors in 2011
due to lack of export sales.

In our view it is neither fair nor reasonable for Forestry Tasmania to propose
another Take or Pay claim for 2010/11 based on technical contract terms when
external market factors beyond Gunns control have caused the loss of markets.

3. China Sale Agreement - Amount Withheld by Gunns Limited

Gunns will cooperate with the review of the initial China sales agreement for
800,000gmt at the end of April. Deliveries to end February were 458,837gmt
leaving a balance of 341,163gmt to achieve supply of the volume by end April.
We believe there will be a significant shortfall to be reconciled against the
actual sales volume, which would have been supplied with fully priced
pulpwood. This financial loss to Gunns must be part of the review and
reconciliation process.

We propose to commence negotiations of the new China supply agreement as
soon as practicable as we have shipping scheduled for calendar 2011 and it is
not possible to wait until the first agreement is completed before commencing
on-going supply hegotiations. | understand Bryan Hayes has raised this with Mike
Farrow and that options are being explored.

Page 2 of 3



4. Native forest seed stock

We have commenced a review of the seed stock and will provide our response
as soon as our internal work is completed.

5. Impact of mill closures

We will cooperate to ameliorate the impact of mill closures where it is
practicable and reasonable to do so. However it is our view that the magnitude
of the changes confronting us are of a scale and nature that was not
contemplated by the existing contracts and therefore we should both be willing
to be flexible in finding solutions and that may require agreement to simply
waive express contractual terms from fime to fime.

It is in this context that we contend your consideration of invoking Take or Pay
mechanisms for 2010-11 is not reasonable.

I agree we should allow our nominated representatives to continue discussions
until such time as relevant detail is compiled to enable settlement of the
outstanding matters.

Yours sincerely

W _

Greg L'Estrange
Managing Director

Page 3 of 3
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22 March 2011

Mr Bryan Hayes

Gunns Limited

PO Box 572

LAUNCESTON TAS 7250
Dear Bryan

Re: Contract of Sale 917 - take or pay (2009/10)

Thank you for meeting with me on 8 March 2011 and 16 March 2011 to discuss take or
pay and other matters. Attached for your information are notes taken by our David
Smyth and myself at the meetings. Let me know if you believe the notes require any
amendment. '

My purpose in writing this letter is to seek clarification and detail of Gunns’ position on
this matter. This will assist both parties to help fully explore the opportunity to reach an
agreement. The effort seems justified before committing to the likely cost (in dollars and
staff time) and uncertainty of referring the matter to a third party process. FT does this
whilst reserving all its rights under Contract 917, and accepts that Gunns will respond
under a similar proviso.

My understanding is that Gunns is arguing that it should not pay the amount of the take
or pay invoice raised by FT under Clause 4.5 of Contract 917, because:

1. actions or inactions by FT (reference Clause 4.5(b)(ii)) contributed in part or in
whole to Gunns’ inability to purchase the threshold quantity; and

2. achange in market conditions prevented Gunns from buying the quantity of
pulpwood required to meet the take or pay threshold (the “threshold quantity™).

With respect to the first point, I note that you have undertaken to provide FT with q
specific actions or inactions by FT which contributed to Gunns’ inability to purchase the |’$§
threshold quantity. I look forward to the receipt of that information, so that FT can .
review the actions or inactions on a case by case basis. chEszsCm

I also note your advice that, whilst Gunns sought 1.65Mt, the Annual Supply was set at ﬂ
1.474Mt. However, I point out that the Annual Supply quantity was more than the FOREC
threshold quantity of 1.4025 M t. % \s/ ﬁ‘_NVDAng

AFS8/01-21-01

ABN 9] 628 769 359 CONSUMER  ENVIisan Australian Government certified
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With respect to the second point, our impression is that you do not seek to rely on any
provision of the contract, but that you assert that FT’s reliance on the contract is
unreasonable because of market changes.

May I suggest that our next meeting is likely to make better progress:

(i) if FT first has an opportunity to review the information that Gunns is to provide
with respect to any claims of actions or inactions by FT which contributed to
Gunns’ failure to purchase the threshold quantity; and

(i) if you would confirm our understanding of the preceding paragraph about FT’s
reliance on the contract, so that we may identify (and, hopefully, clarify) any
differences of opinion about what is reasonable.

I'look forward to hearing from you, and I remain ready to meet with you to progress this
matter at a mutually convenient time.

Yours singefel
5K
(
J

Mike Farrow
General Manager, Operations & Sales

G:\Exec\Mike Farrow\Correspondence 2011\L. - Bryan Hayes re take or pay
22.03.11.docx



Meeting Gunns/FTas — Lindsay St. 8/3/11 10.30 am

Present: Bryan Hayes, Mike Farrow, David Smyth

Agenda:

1. Notice of Dispute — Take or Pay  2009/10
2. Notice of Variation — COS 917/918 2010/2011
3. China Sale Agreement post April 2011

1. Notice of Dispute — Take or Pay 2009/10
® Bryan queried FT’s initial response to only supply 1.476m against

Gunns’ requested 1.65m. Mike agreed this was FT’s first counter offer
and was replaced subsequently with 1.68 m. Mike to confirm file
details for Bryan.

® Gunns’ given annual FT mill door quota = 462,275 only 376,412
delivered with an 85,863 shortfall. Bryan to complete an analysis on
the ratios between 917/918 volumes.

¢ Bryan contended Gunns delivered annual volumes were short by
207,027 and related to scheduled coupes being unavaila ble, (15
occasions) to Gunns contractors in a timely fashion. Bryan to supply a
coupe analysis/when/why to support this volume shortfall. (Also
917/918 implications?)

® Bryan suggested FT experienced planning issues with 18% of Gunns’
pulpwood supplied outside the 3 yr plan. Mike to respond once
details received from Gunns.

® Bryan considers Gunns’ inability to meet Take or Pay criteria is
market related, outside Gunns’ control and is a continuing problem
(supervening event).

® Bryan reiterated that FT’s stance on Take or Pay is perceived as
unreasonable and Gunns considering the term “supervening event”.

e Mike and Bryan agreed that neither party will initially go to
arbitration following the March 10" deadline.



2. Notice of Variation Cos 917/918 2010/11

Bryan supplied Mike with a revised Annual Supply Notice 2010/11.
Bryan to re-do spreadsheet table for volumes from March — June
2011.

Bryan unable to confirm Gunns ability to take additional China
Sale sawlog volumes. Bryan to respond on this additional sawlog
intake this week.

Gunns will maximise intake of China Sale pulpwood and requested
to be allocated against 917 Cos.

3. China Sale agreement  post April 2011

Dgs 9/3/11

Bryan — 800,000/tonnes/annum agreement to Dec 31% 2012.
Gunns wish to negotiate a supply agreement (China Sale) to
facilitate a third party sale agreement for Triabunna by June 30™"?
Sourced from 917 coupes.

Commence new sale China Sale agreement negotiations end of
March 2011.

Quality “E49” native forest only

Suggested delivered price structure — 2011-/gmt, 2012
-/gmt. Bryan to respond formally on proposed rates.

Bryan indicated they do not wish to discuss any Gunns’ asset sales
with FT.



Synopsis of Meeting Gunns/FT 16 March 2011
Take or pay Dispute

Present: Bryan Hayes, Darren Davies, Mike Farrow

* Bryan indicated that Gunns is working on the details of the alleged undersupply by
FT and will forward the details shortly. According to Bryan, Gunns anticipate
claiming 25,771 tonnes due to under-supply by FT ie they have compared quota
notices against deliveries to reach this tonnage.

*  Gunns foreshadowed a further claim of about 100kt due to FT planning issues which
forced Gunns to move contractors to private property. Details will be forwarded to FT
shortly.

* Mike requested Gunns legal position on the take or pay, which was declined.

e  Gunns are now aware that there is a further take or pay issue for 10/11. Bryan asked
that FT consider wavering this on the basis the markets have changed significantly.

e Sawlog stocks are building in the South as a result of the China Sale. This issue was
flagged and Gunns have been requested to take the additional sawlogs as per the
China Sale Agreement. Bryan will follow this up. A discussion was had around the
possible closure of the hardwood sawmills.

* Both parties agreed to continue to negotiate to try and resolve the issues but
acknowledged that arbitration was the next step if there was no way forward.

CADOCUME~1\msb\LOCALS~1\Temp\XPgrpwise\GUNNS 20110316 Synopsis of
Meeting Gunns&FT re take or pay dispute.docx
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6235 8180 (Bob Gordon)
Forestry Tasmani

WF-917-PW and WF-918-PW
22 March 2011

Greg L’Estrange
Managing Director

Gunns Limited

PO Box 572
LAUNCESTON TAS 7250

Dear Greg
Re: Status report - various matters

Thank you for your letter of 15 March 2011. It is reassuring to note that we have a common
understanding of the current position with respect to most of the matters covered in my letter
of 10 March 2011.

I note your preference to deal with these (and other) matters without resorting to the processes
arising under a strict legal interpretation of each party’s rights under the relevant contracts.
Like you, I prefer that we continue to deal with these matters on a less formal basis (as has
always been the case in the past), for as long as this approach offers a reasonable prospect of
resolving them. However, I have had to put in place the instruments that will enable

Forestry Tasmania to deal with those matters strictly in accordance with the contracts, if it
becomes necessary to do so.

I note, in particular (and as evident from the attached letter from Mike Farrow to
Bryan Hayes), that discussions to resolve the dispute relating to Forestry Tasmania’s take or
pay claim for 2009/10 are proceeding at a satisfactory pace.

On the other hand, I remain concerned that Gunns is not applying sufficient thought to the

relationship between its requirements for pulpwood supply (under the current China sale

agreement, in particular) and its demand for, and offtake of, sawlogs. As documented in my

letter of 9 March, Gunns’ latest formal advice of its requirements for eucalypt sawlog, for the W
period January to April 2011, does not represent sufficient demand to acquit its relevant @$
obligations under the China sale agreement. This matter requires urgent attention from Gunns. PEFC
At the very least, Forestry Tasmania expects that regular delivery requests for pulpwood and  rerciizsor
for sawlog, received from Gunns, reflect consistency between Gunns’ relevant internal

business units. AUSTRALTAN
FORESTRY
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I'would also like to take this opportunity to put on record the important issue of forest roads
for which Gunns is currently responsible under Contracts 917 and 918. I seek your earliest
advice of Gunns’ intentions with respect to such roads, in the light of its announced
withdrawal from native forest harvesting. This is to enable each party to address any relevant
obligations under Schedule 12 of the Contracts, in a timely manner.

[ am available to meet with you, to discuss any of these matters that requires further
discussion between us. Alternatively (and preferably), I am happy for Mike Farrow and
Bryan Hayes to continue their work to address each of them.

Yours sincerely,

R. L. Gordon
(Bob Gordon)
MANAGING DIRECTOR

cc:  Bryan Hayes

COMMERCIAL IN CONFIDENCE
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