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Disclaimer
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timberland investment that may have a bearing on investment performance and the overall evolution of the
forestry asset class. It is for information purpsonly, and while the material in this report is from sources
believed by New Forests to be reliable, the information is not warranted and may contain errors and
omissions.

Any forward looking statements, financial projections, estimates of markeegrir sizes and other
assessments may be based on a number of assumptions, any of which could prove to be indghiket.

New Forests is licensed to provide financial product advice, the advice herein is general in nature and is not
intended to influencespecific investment decisions and therefore should not be treated as financial product
advice. Readers should make independent assessments of the viability and commercial attractiveness of
portfolio allocations and investment strategies related to timlbad investments.

This document or excerpts from this document may be reused or reprinted with full attributi@éieoy
ForestsPty Ltde

New Forests welcomes feedback, comments and questions and can be contacted at the contact details
provided below.

Contact

New Forest$ty Ltd

The Zenith Center, Tower A
Level 19, Suite 1901
Chatswood 2067

Australia
+61-(0)294064100
info@newforests.com.au

About New Forests

New Forestsviww.newforests.com.auis an investment management firm specialised in timberland and
associated environmental markets, such as carbon, biodiversity and water. The comfmsyirofestment
strategies to institutional and private equity clients across sustainable forestry and emerging ecosystem
services markets in Australia, New Zealand, Asia and the US. New Forests is headquartered in Sydney,
Australia, with staff in New Zeald, Washington, DC, San Francisco and Kota Kinabalu, Malaysia.
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Preface

New Forests is aimvestment management businesdfering commingled closed end fundsd private
accountsacross targetednvestment strategiesn the timberland and environmental markets asset classes
We seek to define our investment strategias a way that provideslients with specificexposure to
attractive opportunities across geographies and market segment$Ve undertake thorough research,
market analysis and extensive networking withvale range of economic, political and n@overnmental
organizations to form our vieswand convictions on th nature of marketand the investment strategidsest
able to capitalize on market movements and trends.

In this paper we step back and take a look at the big picture. The world has gone through substantial
changes in the past-2 years and many of thes changes have significant effects on the timberland
investment sector. With many factors at playthe complexity makes it difficulio understand the overall
trends that may affect current and near term investment allocations to the timberland assst dlashelp

work through this, thepaper discusseghe underlying drivers afféimg the timberland asset class with
particular reference to geography, market exposure and new thematic investment offerings, such as bio
energy. It discusselsow new marketsmay emerge, how timber and biomass will compete with other
commodities and materials, how our finite land base will be allocated and how global environmental and
social challenges will affect timberlante conclude by trying tmtegrate this into a gemal picture of how

the sector will evolve and where investors should begin repositioning.

To dateapproximately 70% of thealue oftimberland investment by institutional investors has been placed
in the United States. Globally, the US has the deepednberland market and the greatest historical
liquidity. While industry commentatorsstill suggest that thanajority of the value of theoverall asset class
suitable for investmenis in theUS! this will lkely shift in the coming decagas this paper will explairiThe
predominance of US timberland investment is being affecteddmnemicconditions in theUS the relative
strength of product marketén different parts of the worldforestry production capacity and rapidly rising
timber demandfrom emerging markets, lely China.Concurrently, v&8 may also be on the verge wfajor
structural changesn the nature of forestry markets with, for example, newsprint demand flattening or
declining, while biomass and beamergy markets surge. These are no longer hypotheticai@ds and now
must be part of investment stratégs

We welcome feedback and commermn this paper and hope it can contribute to the continuing growth and
maturation of the timberland asset class for institutional investors.

LRGN

David Brand
Managing Drector
New Forests Pty Ltd

"Presenta? y 6& . NByid YSSTSNE 1 IyO0201 ¢AYOSNI wSazdNDOS DN dzL
World Forestry Centre, Portland, Oregon.
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1. Introduction

There have been manyritten accountsof the origin andsubsequengrowth of the timberland asset class,
which we do not intend to review here. However, it is worth noting that the rise of timberland as an asset
class over the past 25 years has been accompabyethcreasing recognition of the portfolio allocation
benefits for institutional investors. Trexeof course grow, and that means that forests are an unusual
WY LILINBOARIAaKEOKAaA&aS02YSa Y2 NB co@rethirmzromitirBbersd $hiikfaiel Y S @
are a mix of apital appreciation from growtland income from the harvesting of tresGiven that trees do

not have a final point of maturitlike agricultural productghere isoften significant option value between
growing the trees for capital appreciation and cutting the trees for incotnethe long term this makes for
relatively lav volatility in total returns and a generally low correlation with other asset classes.

Timberland has also been attractive because it has traded at higher valuation discount rates than other
assets of EYAf F NI @2t F GAf AGe@ ) 6ThKHgh kethrh felatiyed2d Rokatiliy hakINE/ANA dzY £
attractive to specialists in portfolio allocation policy advising institutional investors, and the capital
commitments to timberland have grown steadily over recent years, with estimates of total instilition
investment ranging frony$$50 toUS$60 billion in 2010

Another feature of the timberland asset class which has been attractive to investors has been evidence that
both timberland asset pricing and the value of timber have reasonablngtrcorrelatons with inflation and
particularly good correlation with unexpected inflatidriThe correlation of timber pricing with inflation over
very long periods of time is somewhat difficult to explain. However, our theory igdhdste timber supply

has beeneffectively unlimitedas the majority 6 supply has come from naturdbrests with economic
timber supply ontrolled by an economic margimas prices of timber risgnarginally more remote or lower
guality forests have been exploited. This means thaiffact the costs of harvesting and transport, which
correlate with labour costs, energy costs and other inflation linked factors, have controllenhshdase of
timber. As we shall see, the endless frontier of timber supply may well be at an encheafdure supply

of timber maybe driven by the capacity of timber pricing to meet the cost of capital to replant or expand
timber plantations.

Further, timber has been seen as a mainstream commodity supporting neysprinting and writing
papers;sawn and emineered construction materials; anfdirniture, flooring and other uses. Timber is
widely traded internationally, witta global trade of ovetJ$$200 billion per annui New opportunities in
biomass energy, bifuels, biomaterials and charcoals well as environmental markets for carbon, water

% See, for example, Binkleg,.S.WashburtE / ®[ @ 9 a®9®d ! NPY2g OHnncy Gh¢eYo SNI
pp. 231246 inB. J. Greer, edrhe Handbook dnflation Hedging InvestmentdlcGraw Hill: New York

® Returns also encompass changes in underlying real estate value and a rangetimhbemvalues, such as hunting

rights, recreational leases, etc.

* A review of the websites of the dozen largest timberland investment managers of unlisted funds and private accounts
suggests that they have combined assets under management of approximately US$40 billion as of end of 2010. With
another 20+ managers, thetal investment is likely at least US$50 billion in total, although this is uncertain.

® Presentation by Clark Binkley at Timber Invest Europe, October 2010ysesfiallc.com

® Global timber trade statistics can betrieved athttp:/faostat.fao.org/site/628/default.aspx The total imports of

wood products in 2008 were US$242 billion.
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and biodiversity may further expand and even transform the nature of the markets timberland assets can
supply.

Finally, the maturation of the timberland asset class means that mfichevinvestment infastructure is
already in place, such @&svestment management, property management, valuation methods, transgagren
in market pricingand growing asseliquidity. While the forestry sector has had environmental and social
issues to address, new certifitat schemes and opportunities to contribute to large scale positive solutions
to sustainability are emerging. As sud¢imberland remains an attracte alternative assetvith strong
portfolio diversification benefits and significant new opportunities fovestment. We hope this paper
provides some insight into how the asset class/mvolve in the next few yeaasd some of the key factors
that institutional investors may wish to consider in designing timberland portfolio allocations.

2. A Transition from N ative Forest Logging to Plantation Fore stry

tKS 02NI RAX¥OSMIIOT & DB @ODNRSY Ayidiz GKNBS aol aiSia
1 areservoir of extensive natural forests, primarily in the northern borealteopical regions of the
world;
1 managed natural temperate region fests, primarilyin the United States and Europend
1 emerging new plantation regions such as Latin America, Australia and New Zealand, Southern Africa
and Asia.

Natural Forests
The extensivenatural forests incountries such a€anada, Russia, Indoneddaazi] Papua New Guineghe

Democratic Republiof Congaand Gaborare still going through a primary harvedn the past these forests
acted as anaturalbuffer on timber pricing, and more supply could be brought to market in response to price
spikes,such as the 1994 spotted owl decision which withdrew substantial timber supply from the US
market”

However the commercially accessible timber is now diminishiaxgd new investment in plantation timber

will be needed to support growing future timbe&eeds. The marginal cost of extracting remote or poor
guality natural timber from Siberia or Papua New Guinea is nhow becoming similar to the cost of producing
plantation timber in Brazil, New Zealand or other higher productivity plantation regions. Thaiso a
increasing level ofesistance to further logging ofrimary forests. Recent agreemertts curtail logging of

the Canadian boreal fore8ta suspensioron new concessions for conversion of natural forestdndonesia

and an agreement to end natural forest logging in the Austradtate of Tasmania are accelerating the
removal of frontier forests from the wood supply equatiorfhis may lead to régrice appreciation in
timber and possiblyhigher price volatility.

" The Northern Spotted Owl was put on the US Endangered Species 1i880n ttiggering a reduction in timber
harvesting from old growth forests in the Pacific Northwest.

8 Seehttp://www.canadianborealforestagreement.com/

® Seehttp://www.norway.or.id/Norway in_Indonesia/EnvironmenffAQNorwayIndonesiaREDEPartnership/

% Eor further information on th&asmanian ForesAccord see recent article at:
www.ethicalinvestor.com.au/index.php?option=com_content&task=view&id=4033&Iltemid=402
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Managed Natural Temperate Forests
There are tens of millions of hectaressgiminatural plantations* and managed natural forests, primarily in

northern temperate and boreal regions, such as tH§ Canada, Scandinavia and Europe. The bulk of
timberland investment to date, abouti$$40 billion out of a total 0US$50 billion, has been placed in these
seminatural plantations, primarily in thelS west andauth.

These forests have limited comnreial opportunity for expansion. For example it would not be
commercially viable to buy even marginal agriculture land in Europe or North America and establish timber
plantations. Financial models of this type of reforestation show real Internal RaRstorn of 4% which

are unviable investment returns without the addition of direct or indirect subsidi&&minatural managed
forests, on the other hand, can be bought a6% real discount ratesThis would normally suggest (from a
purely economicstandpoint) that the timber should be cut, basreforestation woudl not be an attractive
return, the land vould be sold.

As these lands have been under continuous timber production, however, they are treated as an overall
forest management system witharious revenues and costs over time. Nevertheless, the timber supply in
these regions, while still very large, is being slowbhucedby conservation easements, regulation and land
fragmentation. Further, with low inherent returns, there is little @ppunity for commercially attractive
increases in investment.In common with the natural forests, the economics are shifting the marginal
investment dollar into high quality intensively managed plantations in the southern hemisphere and tropical
regions.

Emerging Plantation Regions
It is estimated that there are 25 million hectares of good quatitgnsively managedommercial plantation

forests in the world, supplying 40% of total timber supBlyMuch of the development of commercial
plantations inthe southern hemisphere and tropical regiohas been via government support. This has
included direct government investment in plantations, subsidies, low interest loans, tax inducements,
research and development fding and infrastructure funding. Thiegacy of these government sponsored
plantation forests has been the initial assets that institutional investors have been acquiring in Australia,
New Zealand, South Africa and a lesser degree ihatin America. In the tropical regions there were
substantial plantation development programs undertaken with support from the World Bank, nateml
regional development bankand some private industry (usually with strong financial and tax inducements
from government). These, as well as plantations onliaance sheets of listed plantation and pulp and
paper companiesare now becoming available to institutioliavestors, particularly in southeassia.

The challenge has been to reach a point where greenfield plantation investments meet a reasusiable
adjusted hurdle rate of return for the country and market conditions. To date the overhang of natural and
seminatural forests which do not operate under normal commercial return drivers has maintained
international timber pricing below the cost ofpital needed to establish new high value plantations without
government support. That now appears to be changing. The rapid growth of log and lumbersitgport

! Seminatural refers to plantabns that are primarilyeforested withnative localspeciesand managed under regimes
that are generallyessintensive than those undertaken for higheld timber plantations

12 seeKanowskiP.J.and Murray, H. 2008. Intensivelyanaged planted forest towards best practices. Yaehool of
Forestry, Tk Forest Dialogue Report No.6B pages.
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China has created a supglgmand imbalance, and plantation log prices have been rising.leVgbhme
factors such as the recently renewed Russian log expott kaxe helped this transition, it now appears to
be a trend unlikely to be reversed.

For institutional investors, the 2011 portfolio should include an increasing component of these new
plantation regions to balance the sematural plantation forestry assets of the western and smrh US.

This transition will nohappen overnight, but over the next decade we may see a shift from the US being
two-thirds of the timberland investment basgith one-third in other markets to the reversén which the

bulk of investment capital is inatin America, Australiaa, NewZealand, African and Asian asséts.

3. Competition between Forestry and Agriculture for Land

One important distinction between plaation forestry in the southern hemisphere and tropical regions and
the seminatural forestry of North America and Europe is that the lamdhe formermust be acquired,
usually in competition with grazing or other agricultural uses. In US timberhad/alue of the asset is
generally based on the present value of future timber cash flowg é&ssumes that for most forest land
there is no alternative land usealthough there has been a significant real estate component entering the
valuation process imecent years? In plantation forestry, the land and the trees are considered separate
assets.

The three critical factors in generating returns from plantation forestrylgthe ast base, e.gcapital cet

of land and management cost®) the growthrate, which affects how Iog it takes the timber to growand

3) the timber price. Land is a finite resourc®th the human population rising to 9 billion over the coming
40 years and the global economy doubling approximately every 28 yes& are akady seeing how
competition for land bynyriadcropand production systemis steadily intensifing:

1 In southern Australia, where prime timber plantation regions are found, the land is under
competition for dairy farms, cattle grazing, sheep grazing,atipeoduction, oil seeds, horticulture,
viticulture and conservation management endeavours.

1 In New Zealand the recent high value of dairy products led to a net conversion of timber plantation
areas back to agriculture and declines in tbal net stockel area of timber plantation®®

1 In South Africa the government has strictly regulated further plantation development becduse
concerns about water usage.

13 Seenttp://www.bloomberg.com/news/201101-11/russiakeepsdutieson-raw-timber-shipmentsunchangeefor-

2011.html

“eKS | OlGdzrf aAy@SaitAotsS dzyADSNESE 2F GAYOSNIIYR A& &azy
US$120 billion based on a stiic RSTAYAGA2Y 2F WAy@SadaArAotSQ o/ FyFrRIF ! {b
billion, New Zealand, US$7 billion and Latin America US$24 billion). Indufor estimates that there are US$150 billion in
existing high vyielding institutional investmenudgity plantation forests worldwide, with another US$50 billion of
expansion opportunities. IWC estimates a total investible universe including natural andaemal forests of US$700

billion.

®|n US timberland, real estate that can be sold for a @ighalue than its value as ongoing timberland (e.g. for rural
retreats for the wealthy) is increasingly identified and sold to augment timber returns. This is called Higher and Better
Use (HBU) analysis and peaked in importance prior to the 2008/2008siece

'® For updated data on the exotic plantation forest estate of New Zealand see:
http://www.maf.govt.nz/mafnet/publications/nefd/nationalexoticforest-2010/index.htm
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9 Latin America and Asian timber plantations must comepeith cattle grazing, soybeans and oil palm
plantations ¢ all rapidly growig industries in their own righ¢ against a backdrop of increasing
support for forest conservation.

Initial investment strategies in plantation regions will appear similar to US tlare management. The

LJ2 2 f 2T o Swidl MBI firdt atiraStiidsttutional investors will be government plantation
privatizations as occurred in Australia, New Zealand and South Africa, corporate privatizations and other
privately funded estatessuch as e failed Australian Managed Investment Scheme setdn. most cases

these assets are being acquired at a price that does not fully reflect the historical land and management cost
inputs. That immediately leads to the question of why not del timber and then the land and effectively

profit from a liquidation of the estate to s f £ SR & KA 3 K S a lagricyltire. Ohésd filantdt®dS ¢ 6 |
estates contain significant option value around timber plantation managersgategies, land disp@#ons

and novel management approachesuch asagroforestry, energy farming, conservatidrased payment
schemes and carbon markets. While initial managenstrategies may look like UBnberland,we expect
significant innovation and evolution in howdbe assets are managed to optimize returns.

The other critical factor is the substitution of technology for land. By this we mean applying high production
systems with state of the art genetic material to increase timber growth rates. Brazil for example has
developed management regimes that carogreucalyptusspeciesat rates of almost 50 cubic metres per
hectare per yealt® Systematic breeding and improved silvicultural management have significantly increased
the growth rates of Radiata pine in New Zealand. In Australia a focBs@alyptus glbulus which has the

best pulping characteristics of any tree species, has developed a world scale pulpwootesdagure 1)
These higher productivity, higher value forestry regimes can afford to pay more for land and to retain land
under forestry poduction.

Figure 17 High intensity management of Eucalyptus globulus plantations for pulpwood, Southern Australia

S

#

" New Forests has recently reviewed the failure of the Australian MIS sector. See
http://www.newforests.com.au/news/pdf/articles/MarketOutlookMIS.php

'8 Seerecent research on Brazilian eucalyptus plantations at:
http://www.fs.fed.us/rm/pubs_other/rmrs 2010 _stape jO01.pdf
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The wild card for inestors over the next decade tisnber pricing. The global forestry resource, unlike oll

and gas exploration, tsansparent with known values fglantation and managed forestreas, productivity
andtimber quality. With the limits now being approached for exploitation of further natural forests and for
increases in productivity of manageersi-natural forests, there is less elasticity in supply against the market
price of timber. This means that high demand growth by emerging markets like China, India, Brazil,
Indonesia, Vietham and Thailand will potentially drive real price appreciatichegoint where timber

returns compete with other land uses. The decadal time frames for expanding plantation, hesetsyer,

mean that there is a significant supply lag in response to excess demand, which may produce encouraging
results for plantatiorforestry investors over the next decade.

4. Competition between Timber and Other Building M aterials

We might ask whether timber price rises will simply lead to substitution. Certainly many timber uses can be
substituted, for example by plastic fomork replacing plywood formworlor steel house framing replacing
wood. Increasing substitution of technology for papem(énternet news versusiewsprint and tablet
computers rather than book is certainlyoccurring,but as we shall see that may itself beertaken by

new markets for energy and biomaterials.

Timberhas many attractive characteristics as a building matériaddition tothe aesthetic For examplgt

has the lowest embodied energy when compared with concrete, steel or aluminiumcarhtse important

in a world of rising energy costsarbon taxes and emissions trading regimes. It is also a renewable material
that can be grown irsuccessive rotationand recycled, and it decomposes intelatively benign end
products. Timber is alsdlexible and adaptable and can be used in a range of engineered materials, such as
medium density fibre board, GluLam lumber, particleboard and engineered beams and joists. This allows
lower value timber materials to substitute for higher value, largeeditimber.

It can also be safely said that petroletrased products like plastics will be equally rising in price, as will
steel, aluminium and other metals. While concrete and ceramics may make gains, they remain exposed to
both carbon pricing and sing energy prices.

Could timber in fact substitute for other building materials in a world of rising energy prices, scarce mineral
commodities and carbon price signals? There is some evidence that attempts by steel house framing to
substitute for wood lkve failed given the rising price of steel. There are active research programs to
produce bioplastics and to introduce bibased materials that are biodegradable substitutes for -non
biodegradable materials At a recent high level conference on sustaihadbA G &% / 9h Q& GF t 1 SF
waste streams associated with their products, guaranteeing recovery of waste, reducing greenhouse gas
emissions and energy usage, reducing water use and setting standards for the sustainability of their
products®® Timberand bicbased materials should prosper against these emerging societal demands.

91t should be noted that RISI is still forecasting a healthy 3.1% per annum increase in global paper and paperboard
through 2025, which translate into more than a 50% increase in the market over the next 15 years..
20 Seehttp://www.corporateecoforum.com/
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For investors seeking to introduce sustainability screens into the sectors where they invest, timber and
forestry appear attractive and, as we shall see below, may be ainteesiection of a set of sustainability
related trends.

5. Evolution of the Energy Sector I The Emerging Role of Biomass

Globally, the energy sector is facing two transformative issues, climate change and energy security. Prior to
the 2008 financial crisioil reached nearlS$150 per barrel, and aftecollapsing back t&S70 per barrel

in the recessionit is rising again towardd$p100 per barrel. Australian thermal coal pricing from the Port of
Newcastle for export to Asia has increased by 250% difiebottom in 2009, and coking coal hit a record

spot market price olUS$450 per tonne free on board in 2008. idtcurrently rising again in response to
floods disrupting Australian supply to ChifftaThe supply ofossil energy, principally dilut also now coal,

was once seen as an almost unlimited commodity. Howét/é& now becoming clear that the rise of the
Chinese economy is stretching the capacity of fossil energy producers to keep up, and the proe flow
affects consumers around the wdrl

While Saudi Oil Minister Sheik Yamani faiziof € &0 0 SR Athé ston& &je diddpot and Becalidé | 1«
the world ran out of stones the capacity to supply fossil fuels is currently having difficulty keeping up with
significant demand growth. $tability in key supply regions such as the Middle East, Africa and Venezuela,
disastergelated to deep water drillingnd the sheer amount of capital needed to expand mines, transport,

port infrastructure and shipping capacity are all beconingstraints. This is before we even consider the

risks associated with global climate change.

There are many different renewable energy systems that can help to diversify and reduce risk levels in the
energy systems of the world. Among these are seveaidly growing energy systems based on biomass
from waste, agriculire and forestry. These include the following:

Electricity Production:

1. Pelletized bbmass systems that extract moisture, compact the biomass into pellets and create a
readilytransportable bieenergy fuel

2. (pal fired power plants are seeking to mix biomass with traditional coal fuel and creditedo
electricity which is at kst partly renewable

3. Freestandig biomass energy facilitiés areas of higtbase loacower cost; lomass energy is
most similar to coafired energy systems as it can be run in response to demand, rather than
limited bywind or sunshine

4. Combined heat and power systems that can provide both steam and electricity from biomass

Liquid Fuels:
1. Active reseech and pilot project$or cellulosicethanol production; vwody biomass is seen as a
more sustainable supply source fohenol than food crops like corn

2 dZAGNF fEALY CAYLEYOALE wSOASEY WEHydzE NB HOX HAMME dbS3 i
2 For some background to the production of wood pellets for energy in the US see
http://www.woodpellets.com/heatingfuels/pelletprocessing.aspx
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2. Biogasification technologies, hamely pyrolysigt heat wood and collect gasésr liquid fuels
sud as biediese|*°often in concert with charcoal production

3. Bioengineering systems that can transform the chemical constituents of woody biomass into a
range of liquid fuels, resins, biodegradable materials and even rdbber

Charcoal and Chdased FPoducts

1. Low ash content wood charcoalpw becoming competitive with coking co@dr producing high
carbon steel

2. High grade charcoal as a reductant in smelting mingiradtuding silicon for computer chips and
solar cell®

3. Filtration charcoal in mineral procgisg, waer purification and other uses

4. Biocharas a soil amendment for improving nutrient retention, water holding capacity and
overall soil fertility®

This range of emerging markets could dwarf the demand for wood for traditional uses of paper, building
materials and consumer goodS In many cases the energy component can be integrated with the
traditional uses or use the waste or-pyoducts of other processing systems. There are now a range of
government grants, loan facilities and research work ¢oederate the development of these technologies
and many are moving beyond the pilot stage into operations.

With rising fossil energy pricesd continuing pressure for alternatives to the atmospheric impacts of fossil
energy, look to see these systeramerge as a major new market supporting forestry productidxs we
discussed above, these energy systems may initially rely on waste streams from traditional forestry
management systems, both sematural and plantation. However, expect to see dedicaggstems of high
productivity energy crops emerge that will be-lozated with the processing facilities, reducing transport

cost and focussed on specific genetic varieties, management regimes and systems of harvest and processing.
This may become a spatfty investment area within the overall timberland investment asset class.

6. Restructuring of Traditional Timber Trading Patterns T Asi aolds
Emergence

While these exciting new markets grow, it is important to also consider that the traditional uses dfam@o
growing, evolving and also responding to shifts in demand drivers. As noted eatrlier, global timber trade is in
the order of US200 billion per annum. In the past, much of the demand was driven by the large,
sophistiated markets of the USEurope ad Japan. Lonterm trade patterns emerged around a number of

2 0lli Haltia, Managing Director of Dasos, Pty, Ltd presented data at Timber Invest Europe, October 2010, showing that
each 2 million cubic metres of timbén Finland could produce 200,000 tonnes of-tiesel, which would represent

4.5% of fuel use in Finnish Vehicles

**See for exampléttp://www.biopreferred.gov/?SMSESSION=NO

** New Forests estimatethat, at the peak coking coal prices, we are now seeing that carbon from charcoal may
compete with woodchip export buyers for E. globulus timber.

% For background seettp://www.csiro.auresources/Biochafactsheet.html

*"For example Forisk Consulting suggests US biomass energy demand for electricity, pellets and liquid fuels will exceed
60 million tonnes per annum by 2020ttp://www.forisk.com/UserFiles/File/WBUS Free 201012.pdf

and RISI has forecast that EU demand for biomass would need to reach 330 million tonnes by 2020 to meet regulatory
obligations, almost equal to the total annual EU timber production.
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large commodity markets Canadian lumber exports to support housing construction inWssCanadian
newsprint exports to US newspapersppical hardwood imports to Europe for furniture, flonog and
construction materialsand eucalyptus woodchip from the Southern Hemisphere to Japanese pulp mills.
While these markets remain, the fincial crisis and rise of Chirand, to a lesser extentIndia are
restructuring global timber markets. In addition, large domestic ket have continued in the U&hd
Europe, where semiatural managed forests remain a significant part of the land base.

However, the world is changing. US housing starts hawdled from a peak of 1.7 million units in 2006 to
500,000 in 2009. As the internet becomes a larger and larger source of news and information, newsprint
markets have collapsed and former newsprint companies are restructuring and shifting their prodd&t mix

/| KAYl KIFad SYSNASR Fa (KS ¢g2NIRQa fSIRAYy3I g22R LI
FYR 20§KSNI YI (S NBlgnfildate likelWwb hdlshiiawn larid keglated by new state of the art

pulp and paper capacity in China. \en have the strange circumstance of the US and Canada now seeing
significant growth in both log and lumber exports to CHiha

If China determines that the next phase of its growth is to drive domestic demand, wood imports could surge
further. Itshould be noted that Chinese housing starts in 2010 were estimated at 10 mitiicsn &0 there is
already asignificant timber demand. New Zealand timber exports to China have increasefblithsince
2008%* Even with Chinese growth moderating to 7.58 annum over the next few years, it is forecast by
the Economist to surpass the WSGDP by 2019 (although Goldman Sachs has separately suggested this will
occur in 2027).The challenge for China had been to try to manage its domestic forest resaaraelsievea
significant degree ofseltsufficiency in timber resourcesThat policy objective now appears to be
unachievableand log and lumber imports continue to surge.

Where this leads is to a restructuring of the market that is already undeniiag.emergence of China, India
and Brazil as major economiegeans that a new large net demand source must be accommodated. This
accommodation is occurring by:
9 taking up slack in supplyde markets like New Zealand;
1 diverting timber from historical trad8ows or weakened domestic consumption markets such as the
North American softwod, European hardwood markeasd Japanese pulp and paper markets;
9 price increases and policies that support expansion of domestic forestry in;@htha
9 price increases angolicies that support the expansion bfgh productivity plardtions in tropical
Asia, Africaand the southern temperate regms of Latin America, Australiamd New Zealand.

WhilS G KS &/ fdyguppord NoathN@nérican timberland valuations to soexéent, we believe that

the big winners will be the high productivity plantation regions. These plantation regions are set up to be
able to provide consistent supply ohiform quality logs and lumber. We also believe that proximity to the
Chinese andndian markets will benefit Australia, New Zealand and particularly Asian forestry investments.
We are particularly positive on Asia as it has the capacity to expand its plantation estate substantially,

% As an example sddtp://www.bowater.com/en/?langtype=4105

# Hakan Ekstrom, editor of the Wood Resources Quarterly, recently circulated a release noting that US and Canadian
log and lumber exports t€hina reached $1.6 billion in 2010, a 150% increase on 2009 and a tenfold increase on 2006.

% See New Zealand Timber Industry Federation News, D&¢2P30http://www.nztif.co.nz/newsitem.phpad=83
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relatively low cost structurand the ability to poduce high value hardwood timbers that are in particularly
short supply. The high volatility of shipping costs over the past few years would also suggest that local
supply will have a competitive advantage. As noted earlier, we believe that a ratitioalin plantation
ownership, already well advanced in New Zealand, will occur in Australis@nteastAsia. Once this
process of acquisition and consolidation of fragmented estates by utistial investors occurs, then
greenfield plantation investmets will provide the opportunityfor incremental investments, either via
expansion of core assets or as new developments.

7. Environmental Markets and Global Supply Chain s

The promise of significant benefits to timberland investors from carbon margetservatn payments and
20KSNJ F2N¥a 27T m&ker had Beénay aren SINIBNDITE Interest to New Forests.  We
consider thee environmentalmarkets to include complianocar voluntary schemes for foredtased carbon,
includingreduced enissions from deforestation and degradation (RED}lands mitigation banking in the
United States; conservation, species or biodiversity banking in the UnitedsSEateopeand Australia; point

to nonpoint source trading in nutrients andther forms d water pollution; and sustainability
certification/accreditation programs for agribusiness, mining or other international commodity businesses.
Where we stand today is that these markets remain relatively small but steadily growing.

Carbon
If we startwith carbon, the foresbased component of th&JS100 billion per annum global carbon market

is currently insignificant. This is primarily because the original Kyoto Protocol and its flexibility mechanisms
such as the CDM and the EU Emissions TradiBghemeEU ET)ave essentiallyexcluded forest carbon
credits. Since P07, however, there has been a growing recognitioat reducing deforestation by funding

the conservation of forests, particularly in tropical developing countries, is a huge anediatm
opportunity to slow the growth rate of greenhouse gas emissioAs.both the Copenhagen and Cancun
meetings of the UN Framework Gamtion on Climate Change, Reducing Emissions from Deforestation and
Degradation(REDDhas been a central theme witlvidespread international support.Despite huge initial
interest in REDD, particularly from US policymakers working on a climate bill ir2@009convertingolicy
intent into action will take time. We expect a33year period of organizational workagacity building ad
rule-setting, largely led by governments and ingavernmental organizations like the World Bannk REDD

is eventuallyintegrated into regional, national or internationahrbontrading mechanisms, conserving the
62 NI RQa | Btk datge db@ vdruablearbon asset class.

Of more immediate interest is CaliforGlada ! 8 ASYof & . Adehtesaeap and tranleirégine o K A O
reduce emissions in CaliforniZhecap and tradesystemwill become operationain 2012 and will include

* The CDM is the Clean Development Mechanism, an instrument of the Kyoto Protocol whereby emission reduction
projects in developing countries can sell credits to developed countries or regulated entities with emission reduction
targets. While reforetation projects are permitted under the CDM (forest conservation projects are not permitted),

they represent less than 1% of project credits in the system and trade at a steep discount due to rules related to the
non-permanence of foresbased credits.

¥ Forecasts of forestry providing 20% of the necessary global emissions reductions from a business as usual scenario in
2030 would suggest an annual primary market for forestry offsets of 5 billion tonnes per annum by 2030. This could
representacashflo@ ¥ ! { bmnn O0Aff A2y LISNI Fyydzy 2 GKS 62NI RQa TF2I
 Seehttp://www.carbonpositive.net/viewarticle.aspx?articlelD=2220
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a range oforest-based offseprotocols. Rules for the inclusion of REDD credits are also in development and
expected to enter the market in volume in approximately 20Mhile the California markewill be much
smaller than theannual tunover of approximatel$100 billion inEU ETSlemandwill be around 230 million
tonnes of offsets valued atUS$3-8 billion between now and 2028" This issufficient scale to develop
business moels and investment structureslf the market expads tointegrate with other UStates and
Canadian provincesuch as the Western Climate Initiative, it could double in size

Californiais firmly positioned as test bed orncubator for the role of forestarbon incompliance markets,

which will likely expnd to other regions and potentially to international regimes in the near futike see
opportunities for new business models, such asalggregation ofind @A Rdz- £ f I YR2GYSNRE Ay
that efficiently organize offset supplynd the alignmentof private investment in REDD activities with
national forest management strategies in key conservation hotspots in Brazil and Indonesia.

Biodiversity § o X . i
In the USregulated markets for wetlands Yy R aLJSOASa IINB o0l aSR 2y @2 VyS
Clean Water Acind Endangered Species Aatspectively. As they are linked to real estate markeéssaw
amarketcontractionin 2009, particularly in Californand Floridabut through that process the industry has
matured. There is a growing cagty in these markets for projecegtelopment, property managemetand

due diligence services such as mitigation credit demand studies. The regulatory system also seems to be
stabilizing, and the US government hastegated its support for wetlands migation viaa revised rule and
guidance from the US Environmental Protection Agency andi\they Corps of Engineers on compensatory
mitigation, setting a regulatory preference for mitigation banking over other mechani8ms

The mitigation banking concepippears to be expanding steadily internationally with the United Kingdom

and Francerecently starting pilot pojects andmitigation programs operating in Australisuch as reverse
auctions for native revegetatidhand offset schemes linked to the development approval protesghere

Ad |taz ANBgAYI RSYIl yR asTaztddd talfacitate Jcyreditation NEmajof A (1 A =
international agribusiness commodities like soybeans, palm oil, sugar cocoa, baed In these
commodities a number aiRoundtables have been established to bring together producers, end users and
SYGANRYYSyGlrt bDhQa G2 SadlrofAadaK Nz S& T 2thNbughdza G A
the supplychain® These ceification and labelling schemes, much like the Forest Stewardship Council
certification of sustainable forests{ are driven by major corporate brands like Nestle and Unilever, who
have been subiject to viral campaigns against their products, especiaflg tumtaining palm oil. Bringing in
standardized approaches to compensatory mitigation via mitigation banks could be a majemngolution

to both producers and downstream corporations.

3 Seehttp://www.newforests.com.au/news/pdf/articles/CaliforniaCarbonMarket2010.php
ZZ Seehttp://www.newforests.com.au/news/pdf/articles/MarketOutlookUSMitBanking.php
See
http://www.dpi.vic.gov.au/DSE/nnece.nsf/LinkView/15F9D8C40FE51BE64A256A72007E12DC37EBE3AS0C29F4F8CA25
73B6001A84D5
37 Seehttp://www.environment.nsw.gov.au/biobanking/
3 For further information seéttp://wwf.panda.org/about our earth/all publications/?198253/Fore€onversion
News28

¥ Seewww.fsc.org
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These markets can be complex and face continuing regulatorystamlard setting risks. Howevewith

adept management, they can be attractiey @S a0 YSy i 2 LI NI dzyAlGASa (KNP d:
investment approach. A timber plus approach integrates carbon market exposures and other environmental
market instruments into traditional timberland investments. Whihaost timber funds have a capacity to

add value in this wayit is usually in the 100 to 200 basis point range, primarily because the underlying land
and timber values are such a heavy asset relativéhtovalue of the environmental attributes. Asthe
environmental markets matureinvestors canake scalable patbns directly in forest carbon projects and
biodiversity banks aligher retun direct investment opportunities

Looking atthe forestry ®ctor in generalthere may be an argument to carve out specialty funds around
energy cropping, biomass materials, mitigation bankfoggst carbon and mitigation banking. This type of
GalISOALFf 2 LILJ2 NJutmé AdiiektiBrg furfd dmayR provide Mdtitutional investors with an
opportunity to explore these emerging markets that may become a mainstream part of the timberland
investment space in the coming years.

8. A Landscape -Based Vision for Land Management 1 |ntegrating
Production and  Conservation

Investors are rightly concerned about what constitutes sustainable forestry investnfeorestry has been
complexand subject to a longNHzy y Ay 3 &aSi 2F O2yGNROSNBRASAE 6AGK Sy
issues have centred on the logging of natufarests, clearing of natural forests for plantais, poor
community relationsand poor operational practices and controls. Even more confusing is the fact that the
issues are not consistent from countiy country or region to regioand, in some caseghe same practice

(e.g. intensive plantations) is considereesponsible in one place and destructineanother.

To assist investori navigatingthese issuesthere is a move towarcertification of sustainable forest
management via the Forest Stewiahip Council and other standards. These standards are usually tase
a global set of principlesnd refined into national guidelines to ensure locally appropriate interpretation and
implementation. While these systems have had some growing paing, dhpear to be maturing to the
point where they can be relied upon as basic screen for investmentnd investment management
performance.

However, as we look forward, the conflict over land and natural resources is likely to create further
complexity anl challenges. We are moving to a world where there is extraordinary pressure on land and
ecosystems. Not only do we want to see the conservation of biodiversity and recovery of endangered
species, but we need to conserve fresh water resources, wateity@ad the ability to manage floods and
droughts. We also recognize that forests are a huge part of the global carborg dhelearbon emissions
externalities of further forest clearing are unacceptable. At the same time our growing population and
growing affluence demands more grains, more vegetable oils, more animal feed and meat production, more
timber and more energy. How are we going to create some form ofgamde that meets both our
conservation and production needs?
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We believe that the convegence of sophisticated models of landscape function with rapidly growing
technology for monitoring and analysis may start to create the conditions for landscape scale management
systems(see Figure 2) These will design conservation management systemsititdude core reserves
(potentially established as commercial biodiversity banks and REBiEcts), connectivity corridors and
protection of critical features like wetlands and riparian zandstensive plantations can be linked with
sustainably managedatural forests and conservation reserves in a mosaic or integrated system. Where
these systems interface with agribusingsach as beef, palm oil or soybean crofbere is an opportunity

for partnerships whre the high impact land usesurfd conservatn components. Ultimatelythese
outcomes will need to be driven lovernment regulation and/oconsumer demand, as thejo add costs

to management®

Figure 27 New Models for Landscaped-Based Management

New landscapes are
needed to provide both
agricultural production
and conservation /
forestry outcomes. Thig
hypothetical example
based on production
systems in New South
Wales, Australia,

suggests that
P R E S E N T environmental markets
The existing rural landscape. and bicene rgy can
LAND USE ENVIRONMENTAL PROBLEMS generate economlc
AREA o) REVENUE (0008 + Drylond vty ncresing diversificaton and
OUTPUT 250,000 25,000 + Rising woter lables and scline discharge E'Xp an d ed ru ral
Sheep 200,000 40,000 +  Nutrients leaching info waterways .
3;":";' 250000 118,000 |+ lowbiodversty economies, as well as
SRS i S ¢ Solwsoondubidvonios | improved conservation
T l ’ outcomes.

Source: Ne Forests

Another likely option will be agrorestry systems that link together intensive timber plantations,
agribusiness crops and conservation management into integrated investments. In many cases these systems
can integrate community agriculture and tradition@ind use in a stable and sustainable management
system. One key benefit of integrating forestry and agriculture is that local subsistence or traditional
communities can allocate their time between subsistence or market agriculture and working in the
plantation management operations. In many cases the plantation work can be scheduled to occur in times
of low management requirements for agriculture.

“° Seewww.maluabiobank.corfor an example of this type of initiative.
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