


INTRODUCTION AND SUMMARY

e This summary is a precursor to the full

2012 Corporate Sustainability Report.
The full report is being prepared within
the framework of the Global Reporting
Initiative (GRI), Version G3.1, Level C.
Avalon’s 2011 Corporate Sustainability
Report, A Journey to a Sustainable
Future, can be viewed at http://www.
avalonraremetals.com/_resources/AVL_
CSR_2011.pdf.

For 2012, Avalon has

, organized along the category
lines framed by the GRI.

In August 2012, Avalon retained the
services of Sustainalytics (formerly Jantzi
Research Inc.) to conduct an independent
sustainability assessment. The purpose
was to determine Avalon’s sustainability
performance relative to its peers in the
rare earth sector, its peers operating in the
Northwest Territories and the industries’
best practices in general. Sustainalytics
conducted its first performance
assessment on Avalon in August 2010.

Based on interviews conducted with
various communities of interest and
stakeholder groups, material issues
continue to be water protection,
biodiversity/wildlife protection, community
relations, and health & safety.

; particularly its efforts to
establish formal partnership agreements
with key communities. Avalon is aware
of and respects that local communities
have stated cautious optimism that we
will continue to act responsibly, as some
of their experiences with other companies
have been less than positive.

e Avalon’s performance, benchmarked

against four comparable North American-
based mining companies (which are close
to or are already in production), earned

Avalon lags the average of the 20 highest
rated mining companies internationally by
12 points. Given the very early stage of
Avalon’s Nechalacho Project development
in comparison to the leading operating
companies, Avalon is satisfied with this
finding. A report of Sustainalytics’ findings
will be issued mid-2013.

Activities and performance on both
corporate and project levels are reported
over the calendar year 2012. Financial
figures, however, are based on Avalon’s
2012 fiscal year: September 1, 2011 to
August 31, 2012.

The following table shows Avalon’s project
sites, their activity stage and materiality
to this year’s CSR information. The

most significant advancement was the
completion of the Feasibility Study for
Nechalacho. The results were shared
publicly in April 2013 .



ENVIRONMENTAL PERFORMANCE

Avalon continues to assess uranium and thorium
in its process facilities and their potential to
impact people and the environment. In 2012,
a Pathways assessment of the Pine Point site
was completed by SENES, an internationally
recognized external expert in radiation, to

. Avalon now operates half loads when
landing at the Nechalacho air strip. Plans to
extend the Nechalacho air strip to improve
safety were also advanced.

Barging remains a concern of the local
communities. Avalon was able to

across Great
Slave Lake by more efficiently recovering
metals in the concentrator, thereby reducing

In 2012, a concerted effort to more efficiently
utilize and reduce the number of flights to the
site resulted in a

from this form of
transportation. Further energy use reductions
were realized at the exploration camp, made
possible through the use of more efficient
electrically controlled heaters and solar energy
system, as well as through shallower drill
holes, less drilling and fewer personnel on site.
While ,
GHG generation on the basis of litres of diesel
fuel consumed per metre of drilling increased
marginally due to lost efficiencies associated
with fewer drills.

Avalon continued to monitor water use at
Nechalacho and evaluate daily trends and
usage. in 2012
largely due to fewer personnel on site and a
smaller drilling program.

There will be no surface water discharge

at the Pine Point facility. The development

of a groundwater model for the Pine Point
hydrometallurgical plant tailings facility and
additional water quality and quantity baseline
studies concluded the

The ongoing objective of having

list species was met.
Environmental protection training has been
augmented. Strategies such as the Wildlife and

complement a similar study done at the
Thor Lake site. This study also

the amount of concentrate produced.
Alternate routes were assessed for safety. It
was determined that there is approximately
double the number of shipping days available
than are required, meaning Avalon need only
ship in good weather. Barging emergency
response systems are well established,
including recovery of lost cargo, and can be
backed up with response capability by Avalon
and the Coast Guard in the NWT.

NQO Emissions
2012: 35 kg » 2011: 43 kg

CH4 Emissions
2012: 42 kg » 2011: 51 kg

CO, Emissions
2012: 953 tonnes » 2011: 1,169 tonnes

Avalon

for its Nechalacho tailings
management area (TMA). Treated effluent
passed both acute and sensitive sub-lethal
toxicity tests including reproduction and growth
rate tests on fish, water fleas, algae and
aquatic plants. In the absence of any known
regulation or guidelines for rare earth element
effluent criteria nationally and internationally,
Avalon utilized the Canadian Council of
Ministers of the Environment (“CCME”)
methodologies to set very conservative effluent
guidelines for the protection of aquatic life and
is committed to meet these guidelines.

Wildlife Habitat Protection plan for mitigating
impacts, and in some instances improving on
existing habitats, have been included in the
feasibility study for the Nechalacho Project.



ECONOMIC PERFORMANCE AND CONTRIBUTIONS

e Significant increase in engineering,
process design and pilot plant testing
toward completing the Nechalacho

Project Feasibility Study. in Salaries and Benefits

¢ Increased activity related to FY2012 = $2,902,440 » FY2011 = $1,600,985
Environmental Assessment Process and

permitting initiatives. ) . .

N in Community Donations
e Drilling focused on Nechalacho

resource definition and mine planning.
of purchases from

Aboriginal and Local Businesses

e Modest reduction in donations,
particularly during extensive public
consultation and hearing process to
ensure arms-length discussion and
input.

As Avalon’s Nechalacho Project is currently in
the advanced development stages and is not yet
in construction or operations, its procurement
metrics reflect those of an exploration and
development company.

in purchases for Thor Lake

The large overall expenditure and the proportion spent on Heieee

of expenditures on non-local consultants were a

result of our spent on Vendors
services related to

completing the Feasibility Study and environmental spent on Vendors

hearing related activities.

As Avalon progresses to construction at its Nechalacho Project, factors which will influence
supplier selection include safety, environment and health, partnerships with Aboriginal
businesses, relevant experience in Northern climates, reputation, product/service quality,
quantity, delivery and price competitiveness.

SOCIAL PERFORMANCE

for Avalon Employees

number of over 2011.
Total workforce was and ,
with the age being
Of the people employed ' were
While the Avalon

. The number of communications and
engagements with Aboriginal communities
increased substantially as Avalon continues

Three lost time drilling contractor injuries, all
burns, occurred early in the year, two of which

were serious. Thankfully, the persons who
suffered burn injuries are fully recovered.
Increases in regular risk assessments, safety
meetings, inspections, as well as changes in
the incentive system, appear to have been
effective as there were no additional lost-time
injuries after the fire incident. Work continued
through the year to develop the health and
safety management system required for the
future construction and operations programs.

to negotiate formal agreements with the
remaining identified Aboriginal communities of
interest related to the Nechalacho Project.



UNIVERSITY QUTREACH

: students conducted
technical, environmental and economic
assessments on varying REE deposits
and geographic locations.

adjudicated the International Case
Competition as part of the recently-
launched MBA in Mining Speciality.
Delivered seminars at Natural
Resources Opportunities Club.

: students designed
variations of Avalon’s hydrometallurgy
processes.

: students analyzed and
evaluated the technical, economic,
environmental and social outcomes
related to different potential alternative
energy systems.

: students
designed alternative energy systems
to reduce a full reliance on diesel at
Nechalacho.

Sponsored graduate student
research projects at several Canadian
universities.

Avalon chaired the Organizing
Committee at the inaugural Rare Earth
Elements Symposium at the annual

attended by academia and industry
scientists and engineers.

Avalon continued to actively organize,
sponsor and participate in numerous

and other major industry forums
focused on technical and CSR-related
specialities, as well as local community
education programs.

PERFORMANCE AGAINST TARGETS

Avalon’s 2011 CSR Report included self-assessments against the Mining Association of Canada’s
(MAC) Towards Sustainable Mining (TSM) self-assessment and additional internal targets. Overall,
we ; however, we have not yet completed
the formal documentation in many of these categories. As such,

. Details of each target will be outlined in the full 2012 CSR Report.

Avalon Scorecard

Below is a high level scorecard of the 2011 CSR Report Targets and Objectives. The following
color legend illustrates if our targets were achieved:

* Green = target has been achieved.
Yellow = target substantially achieved (at least 75%).
* Red = target not yet achieved.



TSM Self-Assessment

For information on the TSM framework, go to

www.mining.ca/site/index.php/en/towards-sustainable-mining.html. The following color legend
illustrates if our targets were achieved:

* Green = target has been achieved.
Yellow = target substantially achieved (at least 75%).

* Red = target not yet achieved.
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