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Message from the Managing Director

New Forest€business grew substantially in 2612, and we are now a significant land manager in Australia

and poised to continue to grow our business in Australia, New ZeaBoutheastAsia, and the Uied

States in the coming yeaAs we grow and make new invesfy i aX Wi KS NMHzo6SNJ KA G a
commitments to sustainability need to go from theory to practice.

We face continuing questions about what are the rigisisets to invest in, howhose assetsshould be
managed, and how wshoulddo business, ofte in dynamic or ncertain market environmentgt the heart
of this process is discipline in decisimaking, fromour investment committee proces®tour management
committee andour riskand compliance committe€l hese three committees, along with ourdd, are the
platform that drives our returns to investorand which supposthe implementation of our commitments to
sustainable and responsible investing.

We now manage almost 400,000 hectares of land and forestry assets across siXiakugates. In many
communities we are the largest landowneQur forestry operations already support hundreds of jobs and
will grow over time as we transition to ownership of forestry plantations on the land we manage and we
continue to acquire new asts. We want to e successful in generating sound, stable returns, and we
recognize that to meet our goals we need to be good members of the business community, exemplary in our
forest management systems, and helping to build a sustainable and diverse forestry sectsiratigiu

We closed the Tropicahsia Forest Fund in June 20Tais is an exdiig development for New Forestd
L2aAdAz2ya dza Fa | (GNHzS WAYLI OG Ay@Sailiz2NR Ay I NEB:
conversion, ratler thansustainable managementn our first fund in the regiorwe seekopportunities that

align us with leading firms that share our values #rat provide opportunities for steaglgrowth and future
investment.With Asia expected to become thentre of global tmber demand, there is an imperative to

bring longterm institutional investment to the job of establishing a sustainable wood supply.

In the United States we launchdtbrest Carbon Partneran innovative investment vehicle focad on the
California caron market. This investment program will help rural landowriersecure conservain finance

for their forests.We also continue to manage wetlands and stream mitigation banks, and we have launched
a new fund to build a significant position in the growingigation bankingndustry in the United State3he
wetlands and conservation banking model in the United States has become the most significant ecosystem
based commerail business model in the worl@he concept of no net loss ecosystems is the ultiate end

game for sustainable land management, and we are delighted to be participants in this growing industry.

This is our second sustainability report, and | would like to thank MaryKate Hanlon, our Manager of
Sustanability, Researchand Communicatios, for her work in overseeing our Social dBdvironmental
Management Systermand in producing this report. Of course everyone in New Forests is part of our
sustainability program, and we aim toaintain a set of sharedompany values. Wstrive for continwus
improvement, transparecy, and curiosity in our work anglelcome any feedback or gstions on how we

do businessThe question of what is sustainable and responsible investment is ultimately a human construct
and may chage over timeacross reg@ins, ad investment strategieOur commitment is to thinking clearly
about the issues, setting a framework that can be monitored, and then reporting on our progress.

4/4 | %//{,\/\_

David Brand
Founder and Managing Director, New Forests Pty Ltd
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New Forests

Commitment toresponsible investmen{RlI)is central to New Forests' business strategy and corporate
culture. Our investment strategies are designed to support a teads I G A S aKATFHG 2F OF
A Y F NI a i Ndzhak deNBelieve &rgd & fodndation for stainability. Across all of these activities, the
principles guiding ouRlapproach includeenvironmental, social, and governance (E®@gration, third

party certification, transpanecy, and continual improvemeniThis framewok is embedded within New
Forest(bverall governance and management systems.

bS¢g C2NBadta ora F2dzyRSR A¥ daAa@nph YIOPBR ( YI8aNA oz8R RSt Wi
sustainable management of forests and ecosystem services. As our company has grown, we have
transitioned nto a funds management business with a core focufktin our asset class. In 2010, we joined

the Principles for Responsible Investment and undertook several steps toward the formalization of our
sustainability andRI programs this work is ongoing throug the continued development of corporate
sustainability andRlinitiatives. In this second Anual Sustainability Reportye presentour progress and
performancein these efforts This report includesn overview of New Forests, our strategic vision foinRI

2dzNJ FaasSi Ofraaz YR F RAaOdzaairzy 2F GKS 1Se& StS
sustainability and RI performance and sustainability targets. Fjntainds witha discussion of sustainable

forest and land management issues the context of our business, addressing key ESG factors, such as
biodiversity, water, and social capital.

Our Business

New Forests iReadquartered in Sydney with offices in Singapore and San Francisco. The conapages

over $1.23 billion in commingled funds and separate accounts in timberland and associated environmental
markets for institutional and other wholesale investofddew Forests Pty Limitedias founded by David
Brand andis a privately held companyiegistered with the Astralian Securities and Investments
CommissionThe company holds an Australian Financial Services LicEmedNew Forests group comprises
eight companies, including five wholbyvned subsidiaries of New Forests Pty Limited and an additional
holding compny and subsidiary held by New Forests Inc. in the United States.

Shareholders

New Forests Pty Limite

(Aus)

New Forests Assi New Forests New Forests Inc New Forests Asi: New Forests Asi:
Management Pty Advisory Pty (USA) (Singapore) Pte. Sdn. Bhd.
Limited (Aus) Limited (Aus) Ltd. (Malaysig

Tropical Asia Forest New Forests Advison
Fund Holdings Limite: Inc. (USA)

(Cayman Islands)

! Note that all references are taustralian Dollars unless otherwise stated.
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with key milestones

Assets under management surpassed $1.25 billion

ANZFF

New Forests Australia New
Zealand Forest Fund has
invested 90% of its $490

million of committed capital
within 18 months of
inception and generated

Tropical Asia
Forestry

TAFF

The first close of New
Forests Tropical Asia Foreg
Fund achieved a first close

with US$100 million of
commitments and will be
managed by New Forests'

in FY2011 -12,

achieved across ea ch of our investment strategies

Ecosystem Markets

FCP

Successfully launched Fore
Carbon Partners, an
investment vehicle to
finance forest carbon offset|
projects for California's caf
and trade market.

returns above our Singapore office.

benchmark.

Investment Programs

New Forests manages over $1.25 billion in commingled funds and separate accounts in timberland and
associated environmental markets for institutional and other wholesale investors. We provide our clients
with diversity and choice around risidjusted retuns, geography, and market exposure througlr three
investment strategies.

Sustainable timberland investment in Australia and New Zealand

With relatively low risk, stable assetnd weltestablished markets and management systems, New Forests
creates value in the region byuying well, operating effectively iregional timber marketswe have strong
relationships in both domestic and export markets for timber from Australia a&wl Realanyl andproviding
exposureto emergng marketsfor a range of bieenergy and biematerials New Forests has also bearkey
playerin the rationaliation of the forestry Managed Investment Scheme segtokustralia

Sustainable timberland invest ment in the growing economies of Southeast Asia

New Forests applies international timberland investment discipline to thesedrimiith emerging markets
and has a particular focus on investment in Malaysia, Vietremmd Indonesia. New Forests focuses on
tropical hardwood timbers (e.g. rubberwood for latex and timb&cacia mangiumsengon,teak) for a
variety of enduses including furniture, flooringnd pulp and paper.

Investment in conservation forestry and environmental markets in the United States

New Forestgs expanding its United Statésisiness tooffer clients strategies itunited Statesonservation
forestry and environmental markets with a focus on mitigation banking for wetlands, streants
endangered species and in forest carbon offsetaligoment for Californid @gulated carbon markefThese
investments willoffer exposure to returns derived fromoth timber andnon-timber values (or ecosystem
services) from sustainably managed forest and land systethe United States.
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Functional Structure

To resource our trio of investmestrategies New Forests has developed its business around a management
structure that includes centralized corporate funds management services based from our headquarters in
Sydney.The investmentprogramsand ectivities of each fund within thosprogramsare undertakenby
regional investment teams in each of our office locations.

| New Forests Pty Ltd (Sydney) |

Sydney Singapore San Francisco
Australia New Zealand Tropical Asia Forest Fund The Eco Products Fund
Forest Fund Forest Carbon Partners

Back Office, Administration, Riskand Compliance Systems and Governance
I I I || I
Financial and Forest Resource Modeling Services

Sustainability and Responsible Investment

Investor Services

Governance
New Forests is committed to conducting business in a resporaitilesthicalmanner. We have in place a

governancel YR O2Y LI Al yOS FTNIYSE2N] RNARGSYy o6& NBIdzZ I (2
Australian Financial Servid.icense); funds management governance, administration, and opegdtion
control systems; and our Social and Environmental Management System.

Recognize and manage risks

New Forests'
Governance Principles

Lay a solid foundation for

Maintain fiscal responsibility management and oversight

New Forests d Annual Sustainability Report FY2011 -12



Approvebusinessstrategy and responsible for gmorate governance
and financial management

Board of Directors

Executive Committee Develop and oversee implementation of company strategy

Determine and ranagethe strategyfor each investmentmonitor
Management Committee day-to-day operationsand make keydecisions related to our asse
under management

Review and approve investments and asset saleb f8ré C 2 NB

[fEs et CelilmiEes funds per Investmen€Committee charter

The obijectives of the Risk and Compliance Committee are to assis
board to discharge its corporate governance responsibilities to
exercise, de care, diligence and skill on:

- Internal Control Systems

- Risk Management

- Complying with applicable laws and regulations

- Product development approval

Risk and Compliance
Committee

New ForestsdView of Rlin Forestry & Environmental Markets

For most institutional investors, there is recognition that their investment choices have impacts on the
environment and society. Many institutional investors now accept that concepts of ethical and sustainable
investment should be implemented to guide thselection and appointment of managers, investment
policies for specific asset classes, and reporting practdes: Forestonsides ethical investment to be
oFraSR 2y GNRBAY3 (2 R Sahdsystinabl& inviéstniert tocpasedoR the pAindipled NA 3 K
of intergenerational equity and fairness. It is important to accept that concepts of ethical and sustainable
investment are subjective constructs, which may not be universally held and which may change over time or
vary based on aumstancesRImight be considered to encompass both of these concepts as it is centred
on ESG risk mitigatiotWe seekio demonstrateRI in our asset clasforestry and environmntal markets,

and to practice Rh a way that can be clearly enunciatedpmitored, and reported againshew Foresthas
developed an Rlframework that we believe enables our three investment strategies taéleseredin an
effective, transparent manner that will meet investor demand Riproducts.

Forestry

At a policy levethere have been international processes to define sustainable forest management via
WONR GSNAI @ YRK SyRAIONHI@NEASE KIS YIRS &AAIYAFAOI yi
forests that are recognized by sociatybiodiversity conservation maintaining soils and ecosystem
productivity, conserving freshwater catchments, supporting the role of foristhe global carbon cycle

and providing social benefits such as employment, materials for human society, and cultural values. Ethical
dimensons include additional considerations around fairness of benefit sharing, respect for both traditional
and legal rights, avoidance of corrupt business practices and unhealthy work conditions, and compliance
with government regulations and social norms.aftoperating level these values have been further refined

in the principles of the Forest Stewardship Council (FSC) and the Programme for Endorsement of Forest
Certification (PEFC), which provide a basis for 4pandy certification of sustainable forestanagement.
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Precautionary

Social &

Cormwaunity

Principle Conserving Ec;sgstem welfare Fairmess &
Services & Bipdiversity .
Long-termism & Benefit Equity
Values
Intergenerational Sharing
Equity Governance Openness &
\. Transparency

/

N\

Ethical
Investment

Responsible

Investment

For many institutional investors, requiring forest certification has been the primary approach to setting a

sustainable and responsible investment policy for the forestry asset class. However, despite the growing use
of certification,invesbrs still sometimes encounter negative impacts fr&8G risks that fall outside the
boundaries of certificationand we believe that this is because of a lack of clear understanding ofskes is

facing the forestry sector. To practice RI in forestry, nggma musthave a frame breference for their

w

investment decisionmaking and no& A Y LJ €

Environmental Markets

Sy3ar3asS Ay OSNIAFAOFGAZY

As global policy fora continue to grapple with the question of whether and how nagwe rather its

ecosystem serviceg should be priced, investors must consider the risks and opportunities posed by
environmental marketsWhile forestry investors seek to generate returns from the sale of timber, there is

likely to be a growing expectation thanvestments will also shoulder some of the burden of maintaining
natural areas, streamside corridors of natural vegetation, and unique habitats found in association with

wetlands, rocky otcrops, or unusual soil typeSome investors may undertake thisnservation work on a
voluntary basis, but experience suggests that it is unlikely to be successful unless there is at least some
commercial value placed on the ecosystems dmel $ervices that they provid&Ve ae seeing a growing
trend toward such pricemechanisms and trading schemes. For examiblere are existing opportunities

a

that allow forest owners to monetize carbon storage and watershed protection functions provided by

forests, to trade in compensatory mitigation of wetlands and endangered species, and to sell easements that
restrict the fuure ability to conert forests to other land use3hese environmental markets have proven to
be very challengig public policies to implementNot only are there active efforts to undermine the
implementation of these policies by beneficiaries of thetssaquo, but there are often criticisms from the

environmental movement about pricing nature or allowing nature to become a commaodity.

Investing directly into assets whose core revenue streams are derived from environmental markets is
generally ouside the scope of institutionahvestment as these markets are still either too smalpsent

uncertain risk return characteristicelowever, accessing opportunities to commercialize ecosystem services
in association with forestry assets offers the @uotial to generate multiple revenue streams and can help

mitigate the costs ofonservatiormeasures.
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Sustainable Asset Classes

New Forests believes its investment strategies encapsulate sustainable rmasagementand that by
promoting Rl in forestry andenvironmental marketswe are differentiated as a manageBy bringing
institutional capital to support investment in these sectors, New Forests contributes to the stabilization of
longterm investment in renewable resources (principally wood products)ersiires the conservation and
protection of ecosystem services associated with our investments. Ultimately, we believe capital must flow
toward land management systems that valueth producton and conservatiorfiunctions

New Forests has developed an apgch to Rl in forestry and environmental markethat we believe
addresses key sustainability risks and opportunities. In particular, we have articulated this apfwoach
forestry investmentin our publicationResponsible Investment in the Forest Sector: Recommendations for
Institutional Investor$ Our ability to develop and execute forwatlinking investment strategies is
supported by this viewfahe longterm sustainability of the assets and sectors in which we invdshgside

the evolution of forestry plantations into an institutional asset class, there is also growing consensus on the
need for holistic solutions that integrate production and conservatgfforts at a landscape scale and
mechanisms like¢hird-party certification that provide transparency through supply chains to consumers on
the undelying source of wood producté key par of the evolution to a stabilation of natural forests will

be siccessful implementation of new markets for ecosystem services like carbon, biodivarsityyater
catchment protection.While these ecamarkets are still in their early stages, we expect that they will be
supported by invetorsand will in turn reward investors who take a wider view of their responsibilities and
the social and environmental outcomes from their investments.

Institutional investment can bring capital to transform fore stry and
support environmental markets I thus addressing global ESG issues

and creating long - term value.

\'O'P.‘cal and Sub-trop.,'cal
?\aﬂtaﬂon Area Sta b”"lzi‘.‘d

ohifting Focus frop,
pevelo ped Nortp
o EMerging Market,

femperate
Forests

Evolution of Forestry
from Extensive
Forest Logging

Era pre-1980 1980-1990 2000 to Future

2 Available athttp://newforests.com.au/news/pdf/articles/Responsible_Investment_in_Forestry.pdf
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New Forestsd Responsible I nvestment Fr a
New Forests has created an fRimework thatsupportsour three investment strategies ideliveringan

effective, transparentresponse to our clienf3demand for Rl products. As part of ongoing efforts to
formalize our RI practices, New Forests has integrated its Rl framework within ©2 YLJ y@ Qa 320
and management structuresSustainability programs are monitored by a dedicated ESG staff person based

in Sydney. The implementation @ustainability and RI practicehpwever, occus at all levels of the
investment process and inixes nearly all members of New ForeSksaff.

Ourcorporate approach to sustainability and Rl is built around three complementary commitments:

Principles for Responsible Investment (PRI)
Managed at the corporate level, New Forests is a signatory tdPRle which requires the company to
integrate sixESGrinciples into inestment activities and decisiemaking.

New Forests Social and Environmental Management System (SEMS)
The New Forests SEMS coordinates corpeaiatel, fundlevel, and asselevel ativities related to social and
environmental management and is based upon internationally recognized standards of performance.

Sustainability Reporting

New Forests conducts several levels of sustainability and RI repd@iimgquarterly fund reports prage
updates on key sustainability issues for fund assets and related markets, progress toward forest certification
(where relevant), and other pertinent ESG information. In addition, we annually report to the PRI and issue
our Annual Sustainability Reporthe AnnualSustainability Report is a means tking stock ofour
companywide efforts to be a leading responsible and sustaindbleestment manager and akporting
publicly on our progress.

Sustainability
& Responsible
Investment

Reporting
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Principles for Responsible Investment

The Principles for Responsible Investment (PRI) initiative is a network of more than 1100 institutional
investors, investment managers, and service providers working together to put the Principles (see below)
into practice.PRI is an investded initiative in partnership with the UNEP Finance Initiative and the UN
Global CompactThe Principles reflect a shared perspective tlEEGissues can affect investment
performance and should be given appropriate consideration bysiavs.

l'da LINI 2F bSg C2NBadaQ O2YYAGYSyd (G2 GKS twLZX (F
' 34SaavySyild adaNBwSed bSg C2NBaita 22AYySR GKS twL I a
participating in the assessment aneview process.

/ The Principles for Responsible Investment \

As institutional investors, we have a duty to act in the best{tamg interests of our beneficiaries. In this fiduciary rol
we believe that environmental, social, and corporate governan&&s{Hssues can affect the performance of investme
portfolios (to varying degrees across companies, sectors, regions, asset classes and through time). We also recot
applying these Principles may better align investors with broader objectivexcitg. Therefore, where consistent witt
our fiduciary responsibilities, we commit to the following:

P1. We will incorporate ESG issues into investment analysis and deunskimg processes.

P2. We will be active owners and incorporate ESG issuesuntavmership policies and practices.

P3. We will seek appropriate disclosure on ESG issues by the entities in which we invest.

P4. We will promote acceptance and implementation of the Principles within the investment industry.
P5. We will work together tenhance our effectiveness in implementing the Principles.

P6. We will each report on our activities and progress towards implementing the Principles.

WWW.unpri.org

\_

2011 PRI Performance

In 2011, New Forests reported on the calendar year 2010 for PRI performance. Recognizing that 2010 was
bS¢é¢ C2NBadaqQ FANRIG @SINIFa F twlL aAA3Iyl dpaRmdyR GF
OFf SYRIFNJ @8SINE GKS O2YLIl yeée LISNF2N¥YSR ¢Sttt 2y Ada
relative to our investment management peers that also signed on to PRI in 2010, which may indicate that the
O2Y LN ye& Qa drimdtalidn Ang eadyAwiork éndhe SEMS weseneficial Our best performance for

any of the Principles was for P2, which reflects strong incorporation of ESG issues into ownership policies
and practices. The figure below notes these highest ranking scores aaswviledl areas in which New Forests
exhibited the lowest scores.

/

New Forests aims to perform in the first or second quatrtile for

all categories in the PRI annual assessment and reporting
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ng hest o op quartile ranking for P2 against peer Investment Managers signed in 2010.
Scores wrop quartile ranking for P2 against all peers, except for IMs with mainHisted real estate (® quartile).

ofor P3, P5, and P6 New Forests ranked primarily in the third quartile against the peer groups. In part, this is a
reflection of the fact that we were not PRI participants for the full year and did not have the benefit of a flll
Lowest year for engagement.
Scores u-or P6, New Forests ranked in the fourth quartile against all Investment Managers in Australia. This is the _ ;
O2YLI yeQa 2yfte o2u02Y ljdza NOAES NIrylAy3azZ YR 3FAKSY 0K
steadily over time as we undertake our reporting consistently over time.

2012 PRI Outlook

New Forests utilized our 2011 feedback report as a basis for advancing our implementation of the Principles
over the past year, and we believe these actions will support improved performance in the 2012 reporting
and assessment. In 2012, PRI piloted a paline reporting tool, and we opted in to the voluntary reporting
process to support the pilot and provide continuity in our reporting. One challenge was that there was no
sectorspecific supplement relevant to our asset classes, so we were not ableutonigge detailed answers

that demonstrate the depth of our ESpproach in forestryOur communications with PRI indicate that they
hope to have a forestrgpecific sector supplement available in future reporting years. Our inputs were
submitted in Augus®012 for the financial year 20112, and we will receive a copy of our Responsible
Investment report from the PRI around October. We intend to share this report publicly, including on our
website and by offering it to ouexisting and prospectivelients. This is an important component of our
efforts to increase transparency in our RI activities and to promoteARfRIn this yeanwe will again engage

in an internal review process regarding &tRlperformance and areas for improvement.

2011 feedback received
(Aug. 2011)

New Forests' PRI ;

Responsible Investment 201112 activities

201213 agtivites undertaken
and continual
improvement

Report published

(exp. Oct. 2012) (all year)

2012 assessment
submitted

(Aug. 2012)
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Collaborating for Biodiversity Links 0 Green Triangle , Australia

In Australiads Gr e e n NéWwr Fomesisg doliaborates g iwithnthe loca | Catchment
Management Authorities  (CMA), wh o are charged with integrating community involvement

with natural resource decision making and management. The Glenelg -Hopkins CMA sought to
create biodiverse carbon sinks through reconnecting key habitat, improving the resilience of

existing habitat,andcontr ol | i ng pest plants and animals in ¢
bi odiversity hotspot. New Forests participated
Bi odi versity Fund, identifying synergies i n ts 1@
hardwood and softwood properties in the region. Priority properties have been selected based

on | ocation and potenti al environment al val ues

regional natural resource planning.

Currently, New Forests i s working with the CMA to further develop implementation plans for the
biolink development, and we expect that riparian and wetland areas will be planted with a

mixture of local plants to produce a biodiverse carbon sink and restore native vegetation.
Anticipated outcomes for our hardwood plantation properties include improved species
diversity, protecting priority plant species, and enhancing environmental function. From an
investment perspective , our collaboration with the CMA is not only an important par t of our
stakeholder engagement for supporting forest management certification but is also a means to

achieve physical outcomes that improve environmental qualities on our forestry properties.




Social and Environmental Management System

The cental elementof our RI framework is our Social and Environmental Management System (SEMS). New
C2NBaiaqQ {9a{ A& FTNIYSR IINRdzyR I LIINRI OKSa Saidlof A
systematically identify, manage, and report on social and enuiental aspects and potential impacts of

bS¢ C2NBataQ AyoSaidySyida oey

A Establishing a consistent approach to social and environmental management across all investment
activities;

A Monitoring performance and identifying areas for corrective action;

A Providing management controls to ensure corrective actions are taken and lead to continual
improvement in performance; and

A Ensuring management review and Bodevel oversight of the system as a whole.

This approach delivers consistency in Rl approach mpteimentation, appropriate to our firm's size and
reach.

A key aspect of SEMS governance is an

internal annual audit conducted on each
Somal&

fund vehicle. The SEMS manager conducts Enwronmental Polic

Fund / Manager
Implementation

the audit based on materials provided by
portfolio managers, investment analgst
and asset management staff as well as
through interviews with related staff. The

i i i Continual
audit assesses compliance with the social Improvement
and environmental policies and
implementation responsibilities under New
Forests' SEMS. The audits are reviewed by

\ . Annual Management
the company's orporate Risk and B
e

Compliance Committee.

Certification and Standards Guidance

bS¢g C2NBadaqQ {9a{ LRtAO& R20dzySyida AyOfdzRS I {2O0A
use of internationallyrecognized thireparty standards and certification semes. As New Forests primarily
invests in forestry, rural land (generally timberland), and environmental markets asset classes, aes polic

are designed to address the social and environmental risk factors appropriate to these assets and the
geographiesn which we invest and operatéor forestry assets, we seek to achieve forest management
certification with the Forest Stewardship Council (FSC) for all eligible assets. In cases where an asset is not
eligible for full FSC certification, an alternate stard will be selected. For forestry plantations in tropical
Asia,if full FSC certification is not available, for example because of past conversion of natural forest areas,
we will still undergo independent certificatioior compliance with albther FSCcriteria. In addition, our

Tropical AsiaForest Fund also requires us tachieve compliance with the International Finance
Corpot A2y Qa t SNF 2 (BCIPgior@ande Bland&dspiIv@od processing assets anywhere,

we must comply with the IFC Fermance Standard€ach of our investment funds has a certification policy

that provides additional guidance and specificity around processes for achieving and maintaining
appropriate certifications.

New Forests 0 Annual Sustainability Report FY2011 -12




Clear performance measures

guidance for fund managers and

Australia New
Zealand Forestry

and independent verificatio

transparency

Tropical Asia Forestry

n provide

to stakeholders

Ecosystem Markets

Forestry

FSC or FSC Alternate (e.g.
Australian Forestry Standard)

FSC or FSC Alternate, with
verificationagainst all eligible
FSC criteria

N/A

Environmental

Where pssible achieve legal
requirements for social and
environmental performance a;
defined in protocols, rules, or
methodologies under a
compliance regime (e.g.
Carbon Farming Initiative,
NewZealand ETS, or
biobanking)

For carbon achieve &fified
Carbon Standard (VCS) plus
Climate, Community &
Biodiversity Standard Alliance
(CCBA)attification for
voluntary carbon projects
(unless compliance schemes
develop)

For other voluntary

Wherepossible achieve legal
requirements for social and
environmental performance
as defined in protocols, rules
or methodologies under a
compliance regime

Achieve ¥rified Carbon
Standard (VCS) plus Climate
Community &Biodiversity

Markets For other voluntary environmental markets (i.e. Standard Alliance (CCBA)
environmental markets (i.e. | biodiversity, water), identify certification for voluntary
biodiversity, water), identify | appropriate recognized carbon projects in developing
appropriate recognized standard countries
standard
For other voluntary
environmental markets (i.e.
biodiversity, water), identify
appropriate recognized
standard

Manage all land assets in corigsice with government laws, regulations, and best managemer

Land practice guidelines for the jurisdiction and land uses concerned
Ownership of any kind of wood processing facility requires verification audits that manageme
Infrastructure

plans adhere to the IFC Performance Standards.

2011-12 SEMS Performance

Over FY20112, two fundsc New Forests Australia New Zealand Forest Fund and Foegbbn Partners

went through a complete annual auditing cycle of the SEM®wal audits for ANZFF and Forest Carbon
Partners were conducted in May and June and finalized and reviewed by the Risk and Compliance
Committee in July 2012While the reviewsidentified some weaknesses and areas for improvement, n
corrective actions were identified and both funds are in compliance with relevant policies.

2012-13 SEMS Outlook
Over the coming year, New Forests will conduct a review and update of the SEMS afstpartontinual
improvement cycle. In particular, the SEMS will be updated for the following aspects:

A Incorporating lessons learned from first two years of implementation

A Updating asset class guidance to potentially include management standard guidaaddition to
certification scheme guidancand

A Allowing for demonstration and monitoring of other sustainability and stewardship activities not

captured by current process
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Transformative Investment in Southeast Asian  Tropical Forestry

In June 2012, New Forests announced the first close of  the New Forests Tropical Asia Forest
Fund (TAFF) with commitments of US$ 100 million. TAFF is the first private, closed -end
investment fund with a dedicated focus on plantation forest ry assets in the trop ical Asia
Pacificregion. The Fund i s also the first commingl ed
Asia Forestry investment strategy.

TAFFOs i nvest memmiarly foaused an enew and existing Forest Stewardship
Council (FSC) c ertified timber plantations but can also include limited natural forest
concessions and timber processing facilities in Southeast Asia. The Fund will implement a
certification policy and will be supported by New ForBEnsransiéntal S
Management  System. This includes complying with IFC Performance Standards and
attaining FSC certification for its assets. TAFF may also invest in environmental assets that
can profit from a growing demand for forestry related carbon offsets (including REDD)

and biod iversity offsets. To support this opportunity, the Dutch Develop ment Bank, FMO,
has made ,00gialt@0rAFF for carbon and biodiversity project development.

Tropical Asia represents a frontier market for forestry investment, and TAFF is a first  of its
kind investment program . The Fund will invest entirely in emerging market economies, with

a focus on Indonesia, Malaysia, and Vietnam. TAFF offers institutional investors exposure to

a region with strong growth in demand for tropical hardwood timber and a long history
and technical expertise in forestry and agribusiness plantations .

By bringing New Forests®6 core focus on susta
to our work in tropical Asia, the company seeks to improve performance from

man agement of social and environmental issues as part of our focus on generating
excellent investment returns. The TAFF investors recognize the triple bottom line returns
available through their investment in TAFF.




Sustainability Targets
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first Sustainability Reportlnitially, these targets have been focused around the development and
implementation of our core sustainability systeraad functions. As our sustainability and Rl programs
continue to mature, these targets will increasingly encompass more sophisticated and ambitious
sustainability goals in line with our overall business planning.

2011-12 Target Activities Status

Buildon 201011 initiatives of joining PRI an¢ In September 2011, New Forests received its first PRI feed
producing our first sustainability report to report, which waautilized as a basis for designiagprogram of works

continue to differentiate ourselves as a to strengthen sustainability and ESG integration across the compi
sustainable and responsible investment

manager

Complete first full year of implementation of| During the year, two funds (ANZFF and FCP) were subject {(
the SEMS SEMS, and theomplete annual management cycle took plas

Internal audits were conducted from May to June and found
corrective actions necessary.

Relocate the corporate sustainability In September 2011, the role was relocated to Sydney office, enal
functions to headquarterand transition greater integration of sustainability programs and ESG incorpore
sustainability responsibilities from outgoing| I ONR daa O2YLI y&Qa | OGAGAGASaD
director

Over the coming year, New Forests seeks to continue its progress in demonsR&itingur asset classes
and distinguishingourselves as a sustainable and responsible investment manager. In line with these
objectives, we have determined the followipgorities for FY201243.

Enhance staff alignment with sustainability and RI objectives
Curently, a number of New Foresds a il FF KI @S NB aLBustanabiity fandiRISa |
implementation, with monitoring and oversight responsibilities at the fmi® manager, SEMS manager,
executive committee, and Board levels. Yet in some cases these activities are not explicitly linked to position
descriptions, KPIs, and performance evaluati®tussible actions include:

A Incorporate sustainability and RI actigs in position descriptions

A Develop KPIs related to sustainability and RI for all positions where relevant

A Investigate opportunities to align lorigrm sustainability performance with staffcentives

Increase transparency & visibility of our Sustainable and Responsible Investment activities
RI includes leading by example, and it is important that New Forests promote RI within timberland and
environmental markets investment. Increasing the visibility of our RI approacbuppbort our business goal
of differentiating ourselves as a leader in sustainability and RI.
A Publish and share our Responsible Investment Report as generated by the PRI 2012 Reporting and
Assessment tool
A Create a sustainability and Rl section on our websit promote transparency of our policies and
information sharing
A Build on our sustainability reporting capacity, including corporate reports and client reporting
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Develop framework of measurable sustainability indicators
Indicators can provide a consistemethod of assessing performance over time, and a growing body of
sustainability indicators is emerging. New Forests is sggingincreasing interest from clients ithe use of
standardzedqualitative and quantitative ESG metridsis important thatwe understand which indicators or
metrics are most suited to our business and sustainability impacts.

A Investigate potential for use of quantitative sustainability metrics

A Demonstratehow an emphasis osustainability and Related management angerformanceadds

value to our investments.

Perform within the 1st or 2nd quartiles for all PRI assessment criteria
The PRI is the leading international effort Rkinvolving institutional investors. The framework provides a
guantitative means to assessur performance in Rl, and the New Forests business plan has identified
improving PRI performance as a business targe2012, the PRI piloted a new reporting framework and no
individual feedback reports will be provided this year. As such, we will Iokivgotoward meeting this goal
over the coming year, using our 2013 reporting and assessment to review our progress.

A Utilize 2012 PRI Responsible Investment report and other PRI feedback as a means to develop

actionable work plan for improvement
A Incorporae senior management and Board in RI performance strategy
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Pioneering Carbon Investments to Help Conserve US Private Forests

Forest Carbon Partners, L.P. is an investment vehicle managed by New Forests, which
finances forest carbon offset projects for the California cap and trade market. Forest
Carbon Partners identifies and originates projects with non -industrial forest owners,
primarily family forest owners and Native American tribes; finances and manages project
development; and markets issued offset credits to compliance buyers and financial
intermediaries in the California cap and trade market.

New Forests has been an ear ly and active investor in the California offset market through
previous investment programs , and Forest Carbon Partners alone has financed improved
forest management projects on over 15,000 acres to date. These projects will encourage

the maintenance of ol der-growth forests, protect wildlife habitat, and deliver significant
revenue to rural landowners and tribes. We expect to develop offset projects that
accomplish forest conservation on well over 100,000 acres of forests through Forest
Carbon Partners by 2014.

New Forests has developed its United States forest carbon investment strategy over more

than four years of active engagement with market participants, regulators, and other
stakeholders. We implemented a proactive strategy to promote investment -friendly
regulations that we believe will help deliver investment to produce multiple benefit

carbon projects. In particular, New Forests engaged with regulators and standards bodies

to support devel opment of ©Oaggregati ond erdarestt
holdings to have access to carbon markets through achieving economies of scale in
aggregated projects. Development of intellectual property around environmental

markets is an important area for New Forests' business growth, and our success in
launching Forest Carbon Partners demonstrates the rewards of cultivating intellectual
capital.
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