Performance Audit of Forest
Commercial Resource Management

Performance Audit

WWW.SAO.GE

Georgia is considered to be the highest risk zone of
landslides is Caucasus. Forest is natural defender from
landslides, avalanches and river erosion. Due to financial,
energy and economic crises, exploitation of forest
especially increased during the recent decade in Georgia.
Illegal logging and ignoring forest recovery present
significant problems today.
It should be noted, that commitment to the promotion of
sustainable forest management is manifested in the EUGeorgia Association Agreement and the parties are
committed to undertake special measures to promote
conservation of forest cover areas; prevent illegal logging
and related trade.
Based on the above mentioned, the State Audit Office of Georgia has studied
the condition of commercial sector of timber industry, problems related to
licensing and monitoring system and based on conducted research and
conclusions, issued recommendations, consideration of which will significantly
improve the situation in this sector.

www.sao.ge
sao@sao.ge
STATE AUDIT OFFICE OF GEORGIA

The State Audit Office of Georgia

Forest Commercial Resource Management

Performance Audit Report
16.02.2016
No. 6/36

Forest Commercial Resource Management | 2016

Contents
Abbreviations ......................................................................................................................................... 3
Executive Summery ................................................................................................................................ 4
1.

2.

3.

Introduction and Audit Motivation ............................................................................................... 6
1.1

Purpose of Audit..................................................................................................................... 6

1.2

Assessment Criteria ............................................................................................................... 7

1.3

Audit Scope and Methodology .............................................................................................. 8

1.4

General Information of Audit Sphere.................................................................................... 8

Issuance of Special Timber Production Licenses ......................................................................... 11
2.1

Non-competitive Environment on Auctions of the Licenses .............................................. 11

2.2

Small state benefit from timber resource ........................................................................... 14

Maintaining the Forest with Terms and Conditions ................................................................... 18
3.1

Management of Forest Resource without Inventory.......................................................... 18

3.2

Terms and Conditions of the Licenses Are Not Defined ..................................................... 20

3.3

There are not Concrete Activities in Forest Management Plans......................................... 22

3.4

Overview of the frequent changes in the law ..................................................................... 24

4.

State Control on Activities of Licensees ...................................................................................... 31

5.

Overall Summary and Recommendations ................................................................................... 34

Bibliography.......................................................................................................................................... 37

The State Audit Office of Georgia | Performance Audit Report

2

Forest Commercial Resource Management | 2016

Abbreviations
DES

Department of Environmental Supervision

LEPL

Legal Entity of Public Law

FAO

Food and Agriculture Organization of the United Nations

GIZ

Deutsche Gesellschaft für Internationale Zusammenarbeit (GIZ) GmbH

LLC

Limited Liability Company

NEA

National Environmental Agency

NFA

National Forestry Agency

Biodiversity

Wild animals and plant species, terrestrial, marine and aquatic ecosystems
and the ecological complexes, which include the variety within species,
among species and ecosystems

Felling Area

District in the Georgian Forest Fund where the amount of trees for felling
are determined and trees are marked for logging

Georgian Forest Fund Unity of the Georgian State Forest ownership of the forests and their
resources
Timber Production

Logging trees, bringing to the road and sorting

Sanitary logging

forest maintaining activity that is carried out in order to improve the
sanitary conditions of the forest

Endotea

Chestnut blight, Plant / chestnut bark cancer
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Executive Summery
Use of forest resources has significantly increased in recent decades. It is worth mentioning, that since
2013 state control of timber logging has improved considerably. Forest logging in Georgia is carried
out for social and commercial purposes. Social logging mainly serves energy demand of the rural
population and commercial logging is carried out by license holder for commercial purposes.
The State Audit Office of Georgia has studied the situation of commercial sector of timber industry. In
particular, issuance of special logging license, formation of license terms and conditions and the
establishment of state control over the license area. During the audit period issuance of special logging
licenses and control is function of the Ministry of Environment and Natural Resources Protection of
Georgia and its subordinated agencies.
In 2013 number of special licenses for timber production were 70 that reduced to 38 in 2015. The 70
licenses take 166,654 hectares of forest area and under the licenses are allowed extraction of
2,827,698 cubic meters of timber and firewood.
The most important component of the commercial timber resource consumption is a Special License
of Timber Production that is issued in an open and public auction. Protocol analysis of auctions
revealed, that the auctions for special licenses of timber production were held in a non-competitive
environment. The main reason for non-competitive environment in auctions is the fact, that the state
has no defined strategic zone of forest area, as a result, licenses are issued not by the initiative of the
state, but upon request of individuals and legal entities.
The state benefit from the licenses that were sold in a non-competitive environment is low. The
analyses conducted by the audit team shows that in 2013 – 2015, total income from licenses and
fees for this period amounted to 24,240,534 GEL. The mentioned income is 125,712,830 GEL less
than the market value for the license resources for the same period of time. The low yield from the
timber production licenses is due to the low level of initial price and weak competition in auctions.
It should be noted that, the licenses operating during the audit period are issued without forest
inventory that lead to considerable uncertainties in calculating forest resources.
Timber production special license document do not include terms and conditions of timber
production. 82% of the licenses indicate that the licensee is obliged to follow the “terms and
conditions under the Law." Due to its general nature, the mentioned term cannot provide full
understanding of the license conditions and cannot ensure effective control of its implementation.
Along with the uncertain license conditions, the frequent forest-related legislation amendments in
2009 – 2012, significantly changed license conditions envisaged under the law. Only in 2011, in the
rules of issuance of timber production special license 61 articles were amended that lead to
impression that some changes were adjusted to private companies (See chestnut example).
After obtaining timber production license, the Licensee prepares the forest management plan. The
audit revealed, that the forest management plans set general objectives to forest maintenance and
do not design specific measures for forest care, protection, and restoration. The mentioned is caused
by the fact that the licensee is in charge of preparation of the forest management plan and despite of
reservations made to the plan, the latter was approved without reflecting relevant remarks.
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Despite of the fact that the state control over the license area improved, control does not carry
preventive nature. The risk assessment is not conducted, based on which selected license holders
should be annually inspected. In addition, controlling body has no mechanisms, to temporarily
suspend activities of license holders, where necessary, to avoid repeated violations.
This report examines the commercial timber resource management system. Based on the analysis and
conclusions are issued the relevant recommendations, consideration of which is appropriate to
improve the current situation.

The State Audit Office of Georgia | Performance Audit Report

5

Forest Commercial Resource Management | 2016

1. Introduction and Audit Motivation
Due to financial, energy and economic crises, exploitation of forest increased during the recent
decades in Georgia. Illegal logging and ignoring forest recovery present significant problems today.
Rational use of forest has economic and vital importance. Forest is natural defender from landslides,
avalanches and river erosion. Forest affects balance of oxygen and carbon dioxide in atmosphere;
supplies water to rivers, lakes and prevents floods.1 Deforestation contributes to formation of natural
disasters (landslides and erosion). Economic damages due to natural disasters is 650 million USD from
1995 and 2009 in Georgia.2
Currently in Georgia, the timber logging is carried out for two purposes A) social and B) Commercial.
Social logging is carried out mainly to meet energy demand of the rural population and Commercial
logging is carried out by license holder for commercial purposes.
Commercial timber is extracted by license holders (hereinafter – Licensee). Currently, operate 46
special timber production licenses (hereinafter – Licenses) in Georgia. Results of Environmental
Supervision Department monitoring demonstrated, that 44 out of 46 licensees were engaged in illegal
logging and committed other violations.3 High number of violations indicate at malfunction of
monitoring and internal control system. Illegal activities of Licensees’ inflict damage to environment,
ecology and state resources. The mentioned problems hinder sustainable forest management that
should ensure needs of population and commercial sector, as well as contribute to preservation of
forest and to healthy and safe environment.
It should be noted, that commitment to the promotion of sustainable forest management is
manifested in the EU-Georgia Association Agreement. According to the agreement, the parties
recognize importance of sustainable forest management and recognize the role of forest in
contribution to economic, environmental and social objectives. The Parties are committed to
undertake special measures to promote conservation of forest cover areas, prevent illegal logging and
related trade.4

1.1

Purpose of Audit

The State Audit Office of Georgia aims at identifying problems related to licensing and monitoring
procedures, issue recommendations, find ways for improvement and form effective work process for
commercial sector of timber production.
The main functional problem of timber commercial sector is ineffective state management, control
and monitoring measures. The purpose of the audit is to establish whether licenses are issued in a
competitive environment, whether the specific terms of the licenses are defined and to what extent
is ensured state control in a commercial sector.
To reveal the causes of these problems and formulate appropriate recommendations, the audit should
answer the following questions:

1

The National Forestry Agency.
UNDP, Regional Climate Change Impacts Study in Caucasus, 2011, p.19.
3
Department of Environmental Supervision.
4
Association Agreement, Art. 233 (C), 2014.
2
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1. To what extent does licensing process ensure competitive environment and provide maximum
benefit from the state resources?
2. To what extent does terms and conditions of timber production licenses ensure maintenance
of the forest?
3. To what extent is effective state control of activities carried out by the licensees?
Objects of the audit are the department and LEPLs under the Ministry of Environment and Natural
Resources Protection of Georgia:
›
›
›
›

The Ministry of Environment and Natural Resources Protection of Georgia;
Department of Environmental Supervision (DES);
LEPL - National Environmental Agency (NEA);
LEPL - National Forestry Agency (NFA).

1.2 Assessment Criteria
The main criteria for the audit is the Forest Code5 that regulates one of the forms of forest use - timber
production special license. Control of the Forest license conditions are set by the following control
mechanisms:
›
›
›

Avoid (prevent) violations of the forest code requirements;
Monitor fulfillment of the license terms and conditions;
Take appropriate measures against revealed Violations. 6

During the audit process as criteria for the assessment of the forest commercial resource management
the following normative acts were applied:
›
›
›
›
›
›
›
›

The Forest Code of Georgia;
Georgian Law on Fees of Natural Resources;
National Forestry Concept of Georgia;
National Biodiversity Strategy and Action Plan;
Decree of Government N132 from 2005 on “The issuance and conditions of forest use
license”;
The rule of starting price determination of the license;
Best practices in the field of sustainable forest management and guidelines of international
organizations;
EU countries examples similar to Georgia (Lithuania, Latvia, and Estonia).

According to The United Nations Food and Agriculture Organization (FAO), the concept of sustainable
forest management is designed to maintain and improve all types of forests economic, social and
ecological values for the benefit of present and future generations.7

5

The Forest Code of Georgia, Article 53, 1999.
“Rules on the State Control Implementation of Environmental Supervision Department, Article 2 (e), 2015.
7
FAO – Definition of Sustainable Forest Management, available at: http://www.fao.org/forestry/sfm/en/.
6
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1.3 Audit Scope and Methodology
The audit scope extends to timber commercial sector, which unites special timber production license
holders. The study covers 708 active licenses in 2013-2015 until October period. Since the licenses
were issued in the years of 2007-2011, the audit team uses the information from these periods. In
2013, the number of licenses were 70, in 2014 - 67, in 2015 - reduced to 38.
In order to study the issue in depth and answer audit questions, during the study process were applied
different methodologies:
›
›
›
›
›
›
›

Legislation documentary analysis and its relevance to existing situation;
Study of the international practices and EU guidelines;
Analysis of other countries’ audits conducted in this field and study of the best practice;
Documentary analysis of the 43 action plans provided by the objects of the audit;
Statistical analysis of the information, provided by the objects of the audit;
Interviews with objects of the audit and interested parties;
Workshops with GIZ expert and local NGOs, to analyze their findings and relative
recommendations.

It is worth mentioning that from requested 70 management plans of the licenses, audit objects
provided only 43 documents thus restricting the scope of audit.9

1.4 General Information of Audit Sphere
Forest occupies 40.5% (2,822,500 ha) of total area of Georgia (6,970,000 ha).10 97% of forest is located
on the steep mountain slopes. Georgian forest is managed by the Ministry of Environment and Natural
Resources Protection of Georgia (thereinafter- Ministry) and by the legal entities and state agencies
under the system of the ministry.
Chart 1.4.1: Management of the State Forest11

12%

4%

National Forestry Agency

5%
Agency of Protected Areas
15%

64%

Adjara Forestry Agency
Autonomous Republic of
Abkhazia
Samachablo

8

67 -timber production special license and 3 Sanitary Logging License.
See Annex N1 (Letter from the National Forestry Agency and the Ministry of Environment and National
Resources Protection of Georgia).
10
Geostat, Inventory of forest was not conducted in last 20 years, the data is from 80-ies.
11
Annual Report on the Activities of the National Forestry Agency, 2013-2014.
9
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Active licenses during the audit period cover 166,654 ha and allow harvest of 2,827,698 m3 timber. It
should be noted that in around 65% of the forest area timber extraction is prohibited (due to steep,
alpine and sub-alpine forests). Also, taking into account the occupied territories the licenses cover
35% of commercially fit forest area.
The licenses are issued via auction by National Environmental Agency (NEA), but need an approval of
National Forestry Agency (NFA). Monitoring of compliance of terms of license is conducted by the
department of the Ministry of Environment and Natural Resources Protection of GeorgiaEnvironmental Supervision Department (DES).
Scheme 1.4.2: Structure of Licensing and Monitoring

The National Environmental Agency is LEPL under the system of the Ministry of Environment and
Natural Resources Protection of Georgia and was established on June 31, 2008. The Department of
Licensing issues license for the use of natural resources, in accordance with the legislation of Georgia.
Functions and objectives of the Licensing Department are following:
›
›
›

Organize auction to issue the license under the legislation of Georgia and conduct in this
respect coordination activities;
Publish information through mass media about the auction;
In given period of time to examine application and attached documents compliance with the
requirements of the legislation.

The National Forestry Agency was established in 2013. Under the Agency merged legislative and
management functions of forestry sector. Agency has forest renewal-recovery, accounting – inventory
and forest use departments. Agency employs around 869 employees and consists of the Central and
9 Regional Offices. Agency manages state forests that is 64% - approximately two million hectares and
has the following functions:
›
›
›
›
›

12

Sustainable forest management - maintaining its useful functions and features to the
maximum benefits of society;
Conduct forest renewal - restoration measures;
Planning of multipurpose, efficient and sustainable forest use;
Conduct forest inventory;
Control forest fund12.

Forest Fund – total area of forest.
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National Forestry Agency allocates firewood timber to population, identifies resources for licensees
and defines the term conditions of the licenses.
The "Department of Environmental Supervision" – Department under the system of the Ministry of
Environment and Natural Resources Protection of Georgia, carries state control of the use of timber
resources. Environmental Supervision Department has obligation to ensure protection of forest
legislation; exercise state control over the use of natural resources; prevent illegal use of the natural
resources, detect facts and eliminate violations; implementation of legislation monitoring, including
licenses / permits compliance reporting analysis.
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2. Issuance of Special Timber Production Licenses
2.1

Non-competitive Environment on Auctions of the Licenses

Providing competitive environment on license auctions should be priority. In order to ensure
competitiveness on the auctions, process should be conducted openly and transparently, based on
effective legislative and normative base.
One such normative base instrument, which can increase effectiveness of timber resource
management, is forest and forest land strategic zoning/Classification13. As a result of strategic zoning
forest is divided into following functional types:
› Protected and conservation forests;
› Defensive forests;
› Social, cultural and recreational forests;
› Agricultural (or commercial) forests.14
Forest for commercial purposes should be allocated, based on mentioned classification and then
disposed with state initiative. Necessity of strategic zoning is represented in the EU Association
Agreement with Georgia, Georgian Parliament Forestry Concept15 and in Georgian Government
Biodiversity Strategy16. Conduct of Strategic Zoning, with other means (for example Forest inventory,
which is discussed in the next chapter), is the initial stage and then, it is possible to allocate timber
resource for commercial purposes.
Special license of timber production is regulated by Georgian Forest Code 17and license issuance
procedures are defined in Rule of Forest Use. 18
In Georgia issuing long term special licenses of timber production started in 2006 and last license was
issued in 2012. Licenses are issued for 1, 2, 3, 5, 10 and 20 year periods (see table 2.1.1). In 2006 2012 via auction was sold 60 special license of timber production and additional 10 was created by
reselling and divisions of the licenses.
Table 2.1.1: Periods of the licenses

Periods
Licenses

of Less Than 5 5 Year
Year

10 Year 20 Year

Number
Licenses

of 4

21

24

11

13

TEEB Scoping Study for Georgia: Main Findings and Way-forward, 2013.
Green Alternative, Rule of Classification of forests and forest lands (Strategic zoning plan).
15
Georgian National Forestry Concept, Decree of the Parliament of Georgia, N1742, 2013.
16
Georgian Biodiversity Strategy and Action Plan 2014-2020, Resolution of Government of Georgia N N343,
2014.
17
Forest Code of Georgia, Article 53, 1999.
18
“Rule of Forest Use”, Resolution of Government of Georgia N242, Chapter III, Article 43-53, 2010.
14
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According to Forest Use Rule National Environmental Agency (NEA) can sell the license on auction with
initiative of National Forestry Agency (NFA) or based on any interested persons application.19 Before
auction Individual or legal entity applies in NEA for the desired forest area, NEA sends this application
to NFA, which decides to allocate or not mentioned area for licensing. After approval of NFA, is
appointed auction and information about it is published on the website of NEA and in print media (see
scheme 2.1.2). Any individual or legal entity can register on the e-auction of Ministry of Finance and
participate in it on the pre-defined date.
Scheme 2.1.2: Process of Licensing

Auctions of active licenses during the audit period, were not electronic and the licenses were issued
by the request of individual and legal entities. Because of structural and functional changes in
Georgian government licenses are issued by different entities (2006 - Ministry of Environmental
Protection and Natural Resources, 2007-2011 Ministry of Economic Development, 2011 – 2013 LEPL
Agency of Natural Resources under the Ministry of Energy and Natural Resources).
Winner of the auction is the bidder who sets more bids, that means winner adds more amount to the
starting price,20 than other bidders.

19

Rule of Forest Use”, Resolution of Government of Georgia N242.
“Rule on determination of the starting price”, Order of the Ministry of Economic Development of Georgia,
2008.
20
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From conducted 60 auctions, in case of 48 there was only one bidder and in case of 55 auctions there
was set only one bid. In table 2.1.3 and 2.1.4 are shown results of the auctions according to quantity
of bidders and bids.

Table 2.1.3: Results of the auctions according to quantity of bidders

Quantity of Bidders on Quantity
Auctions
Auctions
1 Bidder
2 Bidders
More then 2

48
8
4

of Average Percentage Price
Increase21
10%
38%
60%

Table 2.1.4: Results of the auctions according to quantity of bids

Quantity of Bids on Quantity
Auctions
Auctions
1 Bid
3 Bids
More then 5

55
1
4

of Average Percentage Price
Increase
10%
30%
110%

Auctions protocols analysis revealed, that license auctions were conducted in non-competitive
environment.
The reason behind non-competitive environment on license auctions should be considered the fact
that, the state without strategic zoning had not allocated forest for licensing. Because of that issuance
of the licenses was based on individuals’ or legal entities’ not the state’s request. All these facts
resulted one bidder in the most part of the auctions and those bidders were originally initiators of the
licenses. Table 2.1.3 and 2.1.4 shows that auctions where quantity of bidders and bids are more than
one, are recorded higher price increases than the auctions where was one bidder and was set one bid.
Conclusion:
The given data confirms that there was no trade on the auctions and price of the lots were mainly
increased by only by 10%.22 Absence of the forest strategic zoning and licenses issued with the request
of the individuals and legal entities, caused non-competitive environment on the license auctions.
Small number of bids and bidders indicate that license issuer entities didn’t manage to ensure
competitive environment on license auctions. Non-competitive auctions itself decreased state benefit
from timber resource. (Small state benefit from timber resource is discussed in next subchapter).

21
22

Bids on the auctions were 10% of the starting price.
Bids on the auctions were 10% of the starting price
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2.2

Small state benefit from timber resource

Forest private ownership doesn’t exist in Georgia, because whole forest is property of the state.
Timber production for commercial purpose is carried out by individuals and legal entities who are the
owners of special licenses of timber production.
In eastern European 8 countries (Bulgaria, Estonia, Lithuania, Latvia, Poland, Romania, Slovakia, and
Slovenia) timber is produced by state enterprises for commercial purpose. Also there are private forest
owners in these countries, but because of legislative restrictions they cannot obtain special licenses
and produce timber.
For the audit important example is the case of three countries from above mentioned 8 ones - Latvia,
Estonia, Lithuania, because the forest area of these countries are close to Georgia’s forest same
indicator (See table 2.2.1).
Table 2.2.1: – Forest areas in Lithuania, Latvia, Estonia and Georgia
Forest for Commercial
Purposes (Ha)

Country

Total Forest Area
(Ha)

Lithuania

2,172,900

1,090,000

Latvia

3,500,000

1,871,000

Estonia

2,217,000

856,400

Georgia

2,822,500

166,65423

Notably, 75% of Latvia’s state forest and 99% Estonia’s state forest are used for commercial purpose
by state enterprises. Despite that the biggest part of the forest of given countries are used for timber
production, it’s not violated principles of sustainable forest management. 24
The state gets benefits from selling licenses and from fees on yearly extracted timber.25 Auction selling
prices of active licenses during the audit period and payable amount of fees for whole period of
licenses is 131,028,653 GEL (See table 2.2.2).
Given the fact that audit covers 2013-2015 period, discussions and calculations in this chapter are
based on 2013-2015 numbers, obtained proportionally from the whole periods of the licenses.

23

166,654 (ha) the sum of acting licenses areas at the Audit period.
GIZ, A policy and institutional analysis of forest sector reforms in Central and Eastern Europe, 2014.
25
The Law on "Natural Resources Usage Fees".
24
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Table 2.2.2: The Amount Paid in Licenses and Payable Fees for Whole and 2013 – 2015 License Periods
Extractable
Amount (M3)

License Periods

Whole Period
Proportional
Calculation
2013 - 2015

for

Total Amount of
License Starting
Prices
on
Auctions (GEL)

Revenue
From
Selling of Licenses
(GEL)

Total
Fees
(GEL)

Payable

Sum of License
Revenue and
Payable Fees
(GEL)

2,827,698

28,510,311

32,913,848

98,114,805

131,028,653

526,082

6,128,504

7,005,095

17,235,440

24,240,534

Notably, NFA under the pilot program form 2014 started extracting timber and selling it on E-auctions.
Totally was conducted 79 auctions and was sold 5,111 m3 material timber26. On these auctions starting
price was defined by National Judicial Expertise.
Audit team compared, proportionally obtained state’s total benefit for 2013 - 2015 period to the
market value of extracted timber resources from a given period of licenses. In order to determine
market prices for 1 m3 material and firewood timber is considered selling prices of 2014 -2015 NFA Eauctions and Georgian Law about Fees for the Use of Natural Resources (See table 2.2.3).
Table 2.2.3: – Market prices estimated by audit team and total market value of extractable timber resources of
the licenses for 2013 – 2015
Timber
Species
Market
Prices per m3
Timber (Gel)
Extractable
Timber
Resource
Defined by
the licenses
from 2013 2015 (m3)
Market
Value (Gel)

Conifer

Beech

“Tkhemla”

Sum

Material

Firewood

Material

Firewood

Material

Firewood

191.4

130.5

408.9

287.1

113.1

78.3

134,579

48,323

181,680

146,860

8,186

6,454

526,082

25,759,202

6,306,317

74,291,601

42,165,010

925,866

505,369

149,953,36
4

Analysis revealed, that total benefits from 3 year 24,240,534 is 6.2 times less than 149,953,364 -market
value of the same period. Mentioned 125,712,830 difference indicates non-economic/ineffective use
of state’s resource.
Small benefit from the licenses is caused by the low auction starting prices of the licenses. Despite the
fact that, starting price was estimated by legislative rule, it still couldn’t maximize state benefit.
Audit team calculated alternative starting price of the licenses. This value was obtained using average
of NFA auctions starting prices for 1 m3 timber determined by the National Judicial Expertise.

26

Data is provided as from September 2015.
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Table 2.2.4: Alternative Starting Value of Licenses Calculated with National Judicial Expertise Prices
Timber Species
National
Judicial
Expertise
Starting Prices
per m3 Timber
(GEL)
Extractable
Amount of
Timber in 2013
– 2015
(M3)
Alternative
Starting Value
with National
Judicial
Expertise Prices
(GEL)

Conifer

Beech

“Tkhemla”

Sum

Material

Firewood

Material

Firewood

Material

Firewood

156

20

200

30

92

12

134,579

48,323

181,680

146,860

8,186

6,454

526,082

20,990,948

966,453

36,336,075

4,405,809

754,480

77,449

63,531,21
3

Calculations showed that alternative starting value is 57,402,709 GEL27 higher than proportionally
calculated original starting price for 2013 – 2015 period – 6,128,504 GEL.
Table 2.2.5 summarizes the above discussed data and compares state benefit received from licenses
to the market price of resources.
Table 2.2.5: Comparison of license state benefit to the market price of resources
Proportional calculation 2013 - 2015
Market Price (
GEL)

Revenue of
Auction and total
fees (GEL)

Difference

Alternative Starting
Value of Licenses
(GEL)

Starting Price of
License (GEL)

Difference

149,953,364

24,240,534

125,712,830

63,531,213

6,128,504

57,402,709

Conclusion:
Inappropriate estimation of licenses starting prices decreased state’s benefit, which could have been
received from realization of timber resources. Also forest licensing process and ineffective usage of
state resource, didn’t ensure maximization of general welfare.

27

Samkharauli prices received for the initial price (63,531,213 GEL) –the price of the licenses calculated from
proportional method auctions (GEL 6,128,504).
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Recommendations to the Ministry of Environment and Natural Resources Protection of Georgia:

›

›

In order to increase competition in the auction, the Ministry should determine suitable forest
area for licensing purposes and then sell it, in a competitive environment, via public auction
under his initiative.
For the purpose of maximizing state benefits, the initial auction price should be determined
by taking into consideration the market price of timber according to its diversity and quality.
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3. Maintaining the Forest with Terms and Conditions
In order to maintain the forest the state should take into consideration sustainable forest
management principles. According to Food and Agriculture Organization of the United Nations (FAO)
sustainable forest management is concept, which aims to maintain and increase economic, social and
environmental values of all types of forests, for the benefit of present and future generations.
Mentioned definition implies that sustainable forest management provides maintaining of the
biodiversity and at the same time getting benefits from the forest in the long run. Getting the benefits
means to use forest for industrial, social, recreational and other purposes. 28
According to FAO principles the state in cooperation with private and nongovernmental sectors should
create sustainable forest management criteria and indicators. Based on these criteria and indicators
is possible to assess and monitor progress of the state, in sustainable forest management. 29
One of the main indicators of sustainable forest management is comparison of annual production of
timber and yield of the forest. Countries which follow sustainable forest management, yearly
production doesn’t exceed annual yield of the forest. Annual yield is the amount of the resource,
which is added to the forest as a result of tree growth.30 If harvesting the resource exceeds the annual
yield, the forest has a tendency to decrease.
As for Georgia, mentioned principle is considered in the Rule of Forest Accounting, Planning and
Monitoring. This rule states that harvestable amount must not exceed average annual yield of felling
area.31 However in Georgia it is impossible to compare annual forest production and yield, because
forest inventory is not conducted. Also without forest inventory data can’t be done comparison of
annual production and yield of the licenses felling areas.

3.1

Management of Forest Resource without Inventory

An inventory is the accounting method of the forest resources. During the inventory process different
kinds of data are collected, including species, volume, value and growth rate of the trees. Based on
these data eventually is estimated total volume of the forest, total annual yield and etc. 32
The main purpose of inventory is to gather correct information and based on this make administrative
decision. In order to plan properly forest resource usage and ensure benefits in the long run, decision
maker should consider inventory data.
In Georgia the whole forest inventory was conducted in 80s during the soviet period. After this period
worsened social and economic conditions increased illegal logging and forest use. Respectively
inventory materials of soviet period are outdated and don’t reflect the real condition of forests today.
28

FAO, Definition of Sustainable Forest Management.
FAO, Criteria and Indicators of Sustainable Forest Management of All Types of Forests and Implications for
Certification and Trade, 2001.
30
Canadian Council of Forest Ministers – Marking Canada’s Progress in Sustainable Forest Management,
Cat.No.Fo431/2010E.
31
The Rule of Forest Account, Planning and Monitoring – Method of Estimation of Felling Area, Article 6,
Paragraph 2; 2013.
32
Forest Inventory – Encyclopedia of Environmetrics, 2002.
29
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NFA in 2014 finished forest inventory of Kharagauli and so far it is the only region in Georgia with the
data about real condition of the forest.
From 2007 licensees after obtaining licenses had obligation to conduct detailed inventory of license
area within 9 months. In 2009 by the resolution33 forest inventory request was canceled and licensees
were assigned to provide only Forest Management Plans34.
After buying the licenses, licensees discovered that there was not that amount of resource on the
license areas, what was initially defined. In table 3.1.1 are given the licenses, where yearly productions
of timber according to forest management plans don’t coincide with license initial annual production.
License initial annual production rate was identified when licenses were issued and annual production
according to forest management plan was determined after the issuance of the licenses.
Table 3.1.1: Annual Production rates
License
Number

License
Period
(Year)

License
Annual Production
(M3)

Yearly
Difference
(M3)

10,400

Annual Production
According to Forest
Management Plan
(M3)
9,513

887

Difference on
the
Whole
Period
(M3)
17,736

00174

20

1000042
1000040
1000041

20
20
20

31,800
6,434
9,080

27,970
4,400
7,670

3,830
2,034
1,410

76,600
40,680
28,200

1000037
1000038
1000039
100071
100064

20
20
20
20
10

24,621
10,078
6,024
11,022
3,368

17,600
9,700
5,000
9,400
2,769

7,021
378
1,024
1,622
599

140,420
7,560
20,480
32,440
5,990

70 active licenses during the audit period were issued without consideration of forest inventory. This
fact caused significant inaccuracies.
The data from table 3.1.1 indicates that licensees didn’t get the amount of the resource which was
initially identified. Mentioned inaccuracy caused incorrect allocation of felling areas and illegal
loggings, which is confirmed by Environmental Supervision Department activities. Table 3.1.2 shows
harvested resource in violation and the amount of illegal logging – 14,520 m3.

33

Resolution of Government of Georgia N132 on “Issuance of timber production special license and its
conditions”, 2005.
34
Definition of Forest Management Plans See Chapter 3.3.
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Table 3.1.2: Damage caused by violations
License
Number

Illegal
(M3)

Logging

Damaged Caused
by Illegal Logging
(GEL)

Damaged Caused by
Incorrect Allocation of
Felling Areas (GEL)

Sum
(GEL)

1,468,600
292,700
743,243
39,887
160,154
82,073
3,636
50,460
2,840,752

00174
1000042
1000040
1000041
1000038
1000039
100071
100064

8,784
1,249
3,392
1.3
683
378
33

1,468,600
292,700
739,114
378
155,129
82,073
2,850

4,129
39,509
5,025
3,636
47,609

Total

14,520

2,740,844

99,908

With funding of World Bank was planned to conduct inventory of the whole Georgian forest, but in
2007 Ministry of Environmental Protection and Natural Resources requested to spent Word Bunk
credit for different purposes: completion of Forestry Department head office, its material and
technical equipment, rehabilitation of regional offices, equipping the staff with relative equipment,
transport and etc.35 Depending on this request Word Bank stopped financing and inventory process
hadn’t continued.
Conclusion:
Deficiencies caused by the absence of forest inventory confirms that, implementation of licensing
process without forest inventory violates internationally recognized sustainable forest management
principles.
Allocation of optimal harvestable resource is the main perquisite for long run benefits from the forest
resources. Therefore, estimation of the yield of license forest areas, comparison it to the annual
production and its regular checking is crucial for sustainable forest management, which is not going
nowadays.

3.2

Terms and Conditions of the Licenses Are Not Defined

Similarly to Georgia, forest use commercial licenses are issued in Canada. Forest is transferred to
company for 20 years period with - Sustainable Forest License or for 5 year period - Forest Resource
License. 20 year Licenses are updated in every 5 years, based on the inspection results of licensees’
performance. If by inspection is revealed unsatisfactory fulfillment of terms and conditions, the license
period is not continued. 36
Terms and conditions are clearly stated in forest use licenses and cover following information:

35
36

Letter about forest inventory N01/945, April 5, 2007.
Crown Forest Sustainability Act, Article 26 (4).
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›
›
›
›

General Overview (area, period, fees);
Concrete manuals, based on which licensee should prepare forest use plan and carry out
forest use activities;
Measures in case of insufficient resources;
Conditions of forest renewal and maintenance, monitoring and etc. 37

License in Georgia are issued for short (1 year) and long (until 49 years) periods. The status of the long
run license is not depended on inspection results. This means that violations of the terms and
conditions are not prerequisite for termination of the license. (See Chpt.5)
Forest Production Special License certification paper contains only one page and indicates following
information:
›
›
›
›

Name of licensees;
The date of issuance;
The amount of forest area and harvestable resource;
In the section of terms and conditions is indicated the number of minister decrees38 or
resolution39.

Documentary examination of the licenses revealed that, from 70 licenses 7 in the section of terms
have indicated to comply the decree of the minister,40 5 licenses – to comply Resolution N132, 58
licenses – comply terms and condition under the law.
Table 3.2.1: Indication of Terms of Licenses
Terms of Licenses
Decree of Minister
Resolution # 132
„Terms and Conditions Under the Law”
Sum

Amount of Licenses
7
5
58
70

Following indication “Licensee must comply with terms and conditions under the law” is general and
doesn’t specify normative acts and laws which are related to licensee. The ministry relies on licensee
good faith to search his/her obligations that are scattered in following laws and decrees:
›
›
›
›
›
›
›

Georgian Law of Environmental Protection (1996);
Georgian Forest Code (1999);
Georgian Law on Licenses and Permits (2005);
Government Resolution N 132 about the rule of forest use license issuance and terms
(2005);
Georgian Law of Red List and Red Book (2003)
Georgian Law of Forest Fund Management (2010);
Government Resolution N 241 about the rule of forest renewal and care (2010)

37

See license available at http://files.ontario.ca/environment-and-energy/forestry/2014-0218_Abitibi_River_Forest_SFL.pdf.
38
Decrees of ministers of the Ministry Economic Development and Ministry of Energy.
39
Resolution # 132 is related to Terms and Conditions of Forest Production Special Licenses.
40
Indicated number of the decree.
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›
›
›

Government Resolution N 242 about the rule of forest use (2010)
The rule of timber transportations and sawmill technical regulations (2014);
The rule of forest accounting, planning and monitoring (2013).

Based on above mentioned facts, terms and conditions are not defined in licenses.
Absence of concrete terms and conditions have a negative impact on activities of licensee, because
he/she is not fully aware of his/her obligations. Also, it affects DES monitoring, because of unclear
statement of terms, monitoring specialists find it difficult to classify whether licensee performance is
a violation or not.
Ministry states that absence of terms in license document is explained by the fact, that terms are
concretely indicated in the Forest Management Plans, which should be prepared by the licensee within
a year after obtaining the license. By documentary analysis of the plans was identified, that terms and
conditions in Forest Management Plans are not developed appropriately (on Forest Management
Plans see Chapter 3.3)41, since, Forest Management Plan is prepared by the licensee and it is not
his/her interest to be loaded with obligations.
Conclusion:
Following Indication in the licenses “comply with terms and conditions under the law” is not sufficient
for effective forest management. The indication is too broad and cannot ensure Licensees awareness
of their obligations. Not-identified terms and conditions in the license makes it impossible to carry out
effective environmental monitoring.

3.3 There are not Concrete Activities in Forest Management Plans
Before forestry activities, licensee prepares forest management plan. According to good practice
following concrete forestry actions should be set in the plan: how much and where timber is
harvested, detailed measures about forest care and protection, location of forest roads and amount
of forests areas where forest should be restored. 42
In Georgia forest management plan43 is a comprehensive document, which is elaborated by licensee.
In case of long term license, the plan is created for 10 year period. If license period is more than 10
year, after that period is created new management plan.
According to resolution44 after acquiring the license, licensee within a year should provide
management plan to the ministry for approving. Before approving the forest management plan,
licensee is allowed to carry out only forest care activities. During this period timber harvest and other
activities are not permitted except of organizational and technical ones.45

41

Rule of Forest preparation and approval of the forest management plan, 2008.
Example of Canada.
43
Forest Management Plan for 5 years is prepared by simplified procedure.
44
Resolution of Government of Georgia N132 on “Issuance of timber production special license and its
conditions”, 2005.
45
Resolution of Government of Georgia N132 on “Issuance of timber production special license and its
conditions”, Article 8 (G), 2005.
42
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During 2006-2012 forest management plans were composed according to Rule of Compiling the Forest
Management Plan. According to this rule the plan contains two parts, general and main. General part
states harvestable amount of timber and information about infrastructure of license area and main
part indicates following activities:
Forest Care – Monitoring and activities against harmful diseases on the license area;
Forest Protection – Protection of Fire Safety Rules on the forest area;
Forest Restoration – Afforestation of license area and support to natural renewal process;
Protection of Forest Biodiversity – Maintaining biological diversity on the license area,
protection of plants under the Red Book of Georgia and the use of environmentally friendly
equipment and machinery.46

›
›
›
›

The mechanisms of protection becomes an integral part of the forest management plan and the
licensee is obliged to ensure implementation of the measures approved in forest management plan.47
However, available 43 forest management plan 48documentary analyses revealed, that only general
purposes of forest protection are stated in the forest management plans and forest care, protection
and restoration concrete activities are not elaborated, namely:
›
›
›

Monitoring and activities against harmful diseases;
Fire Safety Activities;
Forest Restoration Activities.

Also, according to measures defined by forest management plan, it’s impossible to identify whether
licensee fulfilled protection of biodiversity and usage of environmentally friendly machinery
obligations.
Table: 3.3.1: Consideration of Activities in Forests Management Plans (43 plans)
Activities
Forest Restoration
Forest Protection
Forest Care
Forest Infrastructure
Biodiversity

Yes
12
30
32
9
20

No
31
13
11
34
23

Mentioned fact is caused because the plan is prepared by the licensee itself and its not interested to
carry out above mentioned activities. On the other hand the primary versions of the plans are
approved in the ministry, without taking into consideration the remarks. By the documentary analyses
was discovered that, Environmental Protection Inspection49 had remarks about 20 forest management
plans. These remarks stated that, licensee had not defined activities about forest protection, fire
safety and the ways to carry out these measures. Remarks also were about the fact that, in the
46

Resolution of Government of Georgia N179 on “Rules of Forest inventory, planning and monitoring,” 2013.
Resolution of Government of Georgia N132, Article 8 ("B") ("c"), as of 10 October 2014, 2005.
48
From 70 forest management plans, 43 was made available to the audit team (see. ANNEX N1). The analysis
is based on only 43 plans.
49
Currently the name of this body is Department of Environmental Supervision.
47
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management plans nothing was said about the fulfillment of obligations under the terms and
conditions of the licenses50. Mentioned remarks are not considered in the plans.
Neglecting environmental protection measures in the forest management plans puts under doubt the
usage of sustainable methods of timber harvesting and makes law requirements formality. Also it is
considerable, neglecting of the forest restoration measures. In some cases forest natural renewal
process is enough, but sometimes it needs additional measures of restoration. For example #100013
license forest management plan states that, past forestry activities had negative impact, the forest on
the license area is decreased by 52 ha and the mentioned area needs a restoration. However from
inspections is seen that restoration activities were not carried out.
Conclusion:
In Conclusion, forest management plans define only general purposes of forest protection, care and
restoration activities, and do not identify concrete measures to be taken. For example activities
according to the plans do not identify the amount and species of trees, which should be restored,
concretely which measures should be taken to care the forest, which methods should be used to
protect the forest from fire and to maintain the biodiversity. Neglecting concrete activities in the plans
do not ensure forest maintenance and sustainable management.

3.4 Overview of the frequent changes in the law
Active forest law amendments, altered the license conditions significantly in the years of 2008-2012
(See. Table 3.4.1).
Table 3.4.1: Forest legislation amendments
Legislation

Number of
Amendments
66

Percentage of Amended
Articles in 2008-2012

60

70%

Government Resolution on the “Rules of use of forest
"N 242 (2010)
Forest Code (1999)

40

94%

20

85%

Law on Environmental Protection (1996)

18

53%

The law of the "Red List" and "Red Book" (2003)

7

77%

Resolution N132 “Forest use licensing terms and
conditions ” (2005)
Law on Licenses and Permits (2005)

62%

Resolution N132 51 changed 65-times since approval and changed many articles and paragraphs. Only
in 2011, 61 articles were amended. Frequent changes leave impression that some amendments are
50

Remark to License 100022, from the Environment Supervision Department, 2009. The content of the
letter: "The document makes no mention of the terms of the license obligations: including the protection
mechanisms of biodiversity, of high conservation value forests, rare and endangered red list species, also,
no mention of the use of ecologically sound machinery."
51
Resolution of Government of Georgia N132 on “Issuance of timber production special license and its
conditions”, Article 8 (G), 2005.
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tailored to private companies (See Chestnut example below). Example, shows the case of law
adjustment to the companies and the negative outcome of the action.
Example of Chestnut sanitary logging
Chestnut (Castanea sativa Mill) is protected under Red List as an endangered plant species. The Law
"On the Red List and Red Book" prohibits removal of the protected plants from environment except
of exceptional circumstances. In addition, the chestnut tree produces expensive timbers, market price
of which for 1 m3 is around 1500 GEL in Georgia and higher than 1000 EUR abroad.
Until 2009 removal of Red List plants from environment was approved only in the following
circumstances:
a)
b)
c)
d)

Reproduction purposes;
Replanting in gardens and parks;
Agricultural purposes;
Scientific purposes.

On March 23, 2009 the law of the "Red List and Red Book" was amended. To the list above were added
two new "e" and "f" paragraphs that permit logging of plants in two additional cases:
e) Plant is damaged by disease and danger exists that the disease may spread, at the same time,
logging must be the only mean to prevent the disease;
f) Construction of state object and infrastructure of special importance.
The decision on removal of plants was granted to the Ministry of Environment and Natural Resources
protection of Georgia. The decision was based on the conclusion of joint commission consisting from
three LEPLs:
›
›
›

Vasil Gulisashvili Forest Institute;
Levan Kanchaveli Institute of Plant Protection;
Tbilisi Botanical Garden Institute.52

2009-2011 years, under the companies’ requests, without experience in the field, two chestnut
sanitary logging contracts were concluded and two licenses were issued. Importantly, amount of
extractable resources were not specified in the chestnut sanitary logging licenses and agreements.
Table 3.4.2: Chesnutt sanitary logging license holders
Company

52

Region

Area (ha)

License
Period

Years

License Fee

N858

Imereti

8,635

2009-2024

15

3,000,000

N1758

Imereti

5,825

2011-2018

7

1,000,000

N1000005

Imereti

208.9

2011-2014

3

165,000

N1000011, N1000013

Imereti

1,095

2011-2016

5

1,727,000

Green Alternative, Irakli Macharashvili, “Whether legislation of Georgia ensures conservation and
sustainable use of biodiversity”, 2010.
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Chestnut sanitary logging permit was based on the above-mentioned Commission conclusion that
confirmed that logging was a measure to avoid spread of disease of the chestnut blight. However,
there was no information that logging was the only option for preventing the disease.
In 2011, the "Red List and Red Book" law was amended again and the requirement that logging must
be the only mean to prevent disease was withdrawn. The change simplified obtaining logging license
for logging plants protected under the red list. As of today law states that “logging of red list plants is
permitted in order to improve sanitary conditions of the forest.” In addition, the conclusion - made by
the joint commission necessary for sanitary logging permit was replaced by the written approval of
the Ministry of Environment.
Table 3.4.3: Timeline of changes of law and issuing sanitary logging permit

25-10-11
N1000011, N1000013

20-11-09

01-01-11

N858

2009

24-03-09
Law on "Red List and Red
Book changed - Plant with the
disease can be logged if there
are no other means

N1758

07-09-11

N1000005

2010

2011

28-12-10
Resolution 132 is added
with sanitary logging license

8-11-11
In Law on „Red List and
Red Book“was
Revoked requirement
that logging must
be carried out
if there are no other mean s

In addition to the adjustment of the law, problems are observed with regard to the compliance with
sanitary logging rules. Under the sanitary logging license, after pre-payment of license fees, the
companies were given permission to:
›
›
›

Log the damaged trees;
Clear the area from waste;
And restore healthy chestnut trees.

However, the inspection acts of the National Forestry Agency and the Environmental Supervision
Department confirm that the companies have not fulfilled contractual requirements that are
expressed in the following:
1) Subject to sanitary logging were only the damaged chestnut trees. However, companies also logged
healthy trees. Inspection acts show, that the companies have left large number of unmarked withered
trees in the felling area. From marked trees mainly first class good quality, large diameter chestnut
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trees were harvested, second class trees were left unlogged. Accordingly, large number of felling areas
in the forest are left with unlogged dead and withering trees.53
The companies have two-year period for harvesting the marked resources. The inspection acts show
that the companies have not harvested the resources and felling areas were not closed. Nevertheless,
illegal logging was taking place. Company (Contract N858) had 131 sanitary felling areas that were
inspected by the National Forestry Agency in 2013-2014. In 2014, due to the size of the felling area
the agency selected and inspected 22 forest felling areas out of 131. The results show, that none of
the forest areas were fully harvested and closed (see. Figure 3.4.4).
Graph 3.4.4: Company’s (Contract N858) harvest of resources in inspected 22 felling areas 2014

Harvested felling areas 2014 - LLC Wood-Impex
005-03-0003080
005-03-0002758
005-03-0002777
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005-03-0002807
005-03-0002841
005-03-0002843
005-03-0002856
005-03-0002871
005-03-0002874
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Despite of the fact, that the resources were not fully harvested, in 2013 company illegally logged 918
various sorts of healthy trees (993.76 m 3) and in 2014 - 488 trees (437 m3). 54
Table 3.4.5: Number and volume of illegally harvested resources 55
Company

2012
Number
of Forest

2012
m3

N1000005

-

-

N1000011

117

67.23

N858
N1753

2013
Number
of trees
918

2013 m3

2014 m3

993.76

2014
Number
of trees
488

28.8

437

-

-

61

106

161.71

211

615.6

-

345.01

89

36.72

N1000013

53

National Forestry Agency, Inspection Act, N858, June 8, 2014.
National Forestry Agency, Inspection Act, June 8, 2014.
55
The National Forestry Agency and Environmental Supervision Department.
54
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The hyphen in the table means that year monitoring was not conducted and the relevant data is not
available
2) The Companies left diseased wood residues in the forest causing spread of disease. Tree bark is the
source of spread of the pathogen. Cleaning area from diseased residues should have been carried out
in parallel to the logging. However, the cases of leaving the remnants of trees in felling areas are
evident in all companies.
Table 3.4.6: Average percentage of left residues of timber in felling areas
Company

2012

2013

2014

N858

-

50-60%

30-40%

N1753

-

-

55%

N1000005

-

-

10%

N1000011

-

-

50%

N1000013

Company (Contract N858) inspection results show that in 2013, average 50 - 60% of timber residues
were left in the felling areas, in 2014 - 30-40%. 2014 Inspection acts of license 1000011 show that out
of inspected 7 felling areas 6 had 100% residues leftover. 56
3) The Companies have not restored the forest area as indicated in the contract / license and forest
restoration plans were not presented to the ministry. The inspection act of National Forestry Agency
shows that in the company (N858) cut passed area restoration process is going "badly"57 and the young
trees are also suffering from chestnut blight. According to the National Forestry Agency, the
mentioned poses a real danger of extinction of chestnut trees.58
Also under the agreement, the companies did not perform monitoring and study of the dynamics of
disease withering intensity. Due to violations the companies were fined by the National Forestry
Agency and the Department of Environmental Supervision.
Table 3.4.7: Penalties (GEL)
Company
N858

2012
-

2013
425,734.94

2014
137,369

N1000005

-

98,554

110,134

N1000011

64,183

191,701

39,486

-

-

112, 631

N1000013
N1753

The audit team conducted analyses of customs information that demonstrated that chestnut-export
was active in 2010-2015. As can be seen from the chart 4.4.8, export reached maximum growth in
2011 that followed change of Resolution 132 (December 28, 2010) on sanitary logging license (see.
56

National Forestry Agency, N1753 inspection act.
National Forestry Agency, N858 inspection act, June 8, .2014.
58
National Forestry Agency, N858, inspection act, June 8, .2014.
57
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Figure 4.4.3). Importantly, in order to export timber legally, timber health certificate is required.59
Analyses showed that 97 % of export destination was - Italy. Chestnut export figures confirm that
licensees sanitarily logged not disease but healthy trees.
Graph 3.4.8: Chestnut Timber Export 2010 – 201560
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Conclusion
From all above mentioned, can be concluded that the chestnut timber sanitary logging is an ineffective
measure. The license area is massively ill with chestnut blight that violates purpose of issuing license
- improvement of forest condition. The failure of the measure is mainly caused from ineffective state
recovery efforts and weak control mechanisms. Forest legislative and structural changes have
contributed to simplified issuance of a license / contract and to adjustment of terms of the license to
the specific companies.
From the initial stage sanitary logging license / agreement was assuming high-risk, because license
and contract fees were not dependent on the amount of extractable resources and the work needed
for forest health improvement. Therefore, the company had to collect fees from realization of the
harvested resources. This raises suspicion that the companies were motivated by commercial gain
and not by forest recovery.
Sanitary logging license was granted to companies without requesting relevant professional
experience. Activities carried out by the incompetent companies has contributed to spread and not to
reduction of disease. The selection and marking of resources were conducted by the license holders
that caused marking of those trees that were more acceptable to the companies, withering and dead
trees were left unlogged.
The controlling body experienced several structural changes and eventually formed in 2013 that gave
the licensees ability to operate freely until the mentioned period. Amendments made to the law on
59
60

Trade in plants & plant products from non – EU countries; Part B, Annex V.
Customs Information.
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harvesting plants protected under the Red List is continuous. Currently, with the decision of the
Ministry, it is permissible to obtain license for the Red List protected plants for sanitary logging or for
the purpose of construction strategic objects. This simplified approach cannot ensure protection of
plants from ineffective measures such as chestnut sanitary logging.

Recommendations to the Ministry of Environment and Natural Resources Protection of Georgia:

›
›

›

Timber production special license should not be issued without forest inventory of the license
area.
In order to ensure awareness of Licensees’ rights and obligations, document of the special
logging license should fully and clearly reflect the terms of the license. In the existing licenses,
that indicate obligation to adhere to “licensing conditions under the law”, license holders
should be provided with specified license conditions related to the activities of the licensee.
The mentioned document should indicate all relevant decree-resolutions (related to planning,
forest use, transportation, etc.) and collect license conditions from different normative acts,
that will cover complete process of the forest use for timber production.
In order to manage the forest in a sustainable manner, the forest management plans should
only be approved if the forest care, protection and restoration concrete measures are present.
In the case of the existing license holders that present new forest management plans for
approval after 10-year license period, the ministry should ensure reflection of reasonable and
appropriate alterations provided by the interested parties in the forest management plan.
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4. State Control on Activities of Licensees - Not-Preventive Trend
of the Inspections of Licensees’ Activities
In Georgia State control of environmental protection and use of natural resources is provided by The
Department of Environmental Supervision (DES). State control means use of legal mechanisms that
include preventive methods to avoid law violations, inspection of the activities carried out by the
licensees and to conduct relevant measures on revealed violations.61
Environmental Supervision Department has 8 Regional Offices and consists from of 431 employees.
License area is inspected by the Forest Resources Control Department, which as of 2015 has 6
employees. License area is also inspected by the 48 inspectors of Regional Offices.
Monitoring reveals following violations carried out by the licensee: illegal logging, pollution of the
forest area by the remnants remained after the felling, incorrect allocation of felling areas and the
disruption of forest frequency. Important is also to monitor terms and conditions under the license
which includes: employment of local population, recycling the timber in Georgia, support forest
restoration and etc.
According to the principles of Rule of State Control62, in order to avoid violations should be used
preventive activities. One of the methods of preventive activities is patrolling, which is conducted by
the employees of DES. However patrolling in not conducted in the license area and inspection of
licensee is carried out once a year.
Analytical Service63 of the department based on the risk assessment, identifies control priorities and
develops yearly plan64. Plan and the frequency of inspections is approved by the head of DES.
Inspecting the licenses covers:
›
›
›
›

Physical observation of license area;
Define correctness of data provided by the licensee, by the survey of license area;
Measurements on the license area and cameral processing of the obtained information;
Compliance of the information to the terms of license (including compliance to the legislative
norms of Georgia).

Revealed violations during the inspection are converted into currency unit, according to appropriate
methodology.65 When damage is more than 1000 GEL the case represents significant damage category
and is transferred to the appropriate investigation office.66 During the investigation process, the
licensee is not restricted form continuation of the operation. During the 2012-2014 period all licenses
61

Rule of State Control by the Department Environmental Supervision, article 2 (paragraph E).
Decree of the Government of Georgia N61 - Rule of State Control by the Department of Environmental
Supervision, 2015.
63
Structural unit of the department.
64
Provision of the Department of Environmental Supervision, article 7, paragraph 5 2.
65
Decree of the Government of Georgia N54 (Technical Regulations – Methodology of environmental damage
estimation (calculation)), 2014.
66
Investigation Service of the Ministry of the Finance, Prosecutor’s Office of Georgia, Ministry of Internal
Affairs.
62
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were inspected. Inspections revealed that illegal loggings and other violations caused damage about
6,484,80867 GEL and 68% of the violations were significant damage category and are transferred to
Investigation Service.
Table 4.1: Inspections in 2012-2014
Year

Inspected Licenses

2012

3

Transferred to
Investigation Service
2

2013

11

10

2014

61

39

DES inspected 68 license, from which 63 are inspected once. Only 5 licenses are inspected repeatedly
(3 – twice and 2 – three times, see table 5.2). Mentioned 5 licenses after first inspection were
transferred to Investigation Office. However during the investigation operation of the licenses were
not restricted and repeated inspections revealed the same type of violations. In 4 cases fines are
increased, compared to the previous year.
Table 4.2: Damage Revealed by the Inspections
License

2012

2013

2014

98,555

110,135

117,417

16,023

1000013

74,284

23,463

1000004

1,550

141,789

1000005
1000011

1000003

64,183

128,255

35,184

Analyses conducted by the audit team, shows that:
›
›

The ministry doesn’t have legislative levers under which it could avoid the reoccurrence of
violation and recover the damaged area;
Inspections carried out by DES doesn’t have preventive manner.

It’s important that conducted inspections revealed only already happened violations. Fast response
groups of 8 regional offices, react only on received notifications about the violation, which also is
unveiling an illegal conduct. Respectively control mechanisms of DES doesn’t ensure forest protection
from illegal logging and control doesn’t have preventive manner.
In order to ensure prevention of the violations, it’s important to hold inspections permanently.
Noteworthy, in 2015 DES didn’t include inspection of licenses in the monitoring plan. Respectively
there is high probability that violations on the license areas will be repeated.
One of the preventive mechanism, under which is possible to reduce damage to the environment is
prevention the license from operation during the investigation. By using this lever is possible to restrict

67

Information from DES.
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violating licensee from operation, which will reduce repetition of illegal activities and environmental
damage.
It is worth to mention, that illegal conduct and violations is treated by only monetary fine, which
doesn’t compensate damage to the environment. Restoration activities of damaged areas is not
conducted, which worsens condition of the forest. In case of illegal logging, in order to compensate
damage to environment and to improve condition of the forest, along with fine, licensee should be
assigned forest restoration.
Conclusion:
Thus, it’s important that monitoring of licensee’s activities decrease violations and frequency of their
repetition. Respectively, conducting inspections annually, is one of the main factors in the process of
establishing preventive mechanisms. Not conducting license inspections in 2015 by DES, can’t ensure
forest protection and avoidance of violations.
Environmental Protection Ministry, as policy maker in forestry field and control implementing body,
should have a right granted by the legislation, to prevent violating license from operation, temporarily.
Mentioned legislative shortcoming, interrupts effective implementation functions of governing entity
and provision of preventive activities.
Recommendations to the Environmental Supervision Department:

›

›

Environmental Supervision Department should establish effective mechanisms, which will
minimize the risk of repeated damages. In order to correct the damage and restore forest area
should be established compensatory measures.
Environmental Supervision Department should introduce methodology for risk analysis for the
selection of licensees, in order to ensure regular and effective monitoring of licensees the
activities and license conditions.
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5. Summarizing Conclusion and Recommendations
Rational use of forest resources for commercial purposes has been assigned a special priority. A
maximum economic, social and environmental benefit from the forest depends on proper function of
the forestry sector. Along with the benefits from the forests, it is necessary to maintain forest resource
and avoid tendency of reduction of the resource.
The State Audit Office studied current and implemented activities in forestry commercial sector. These
activities cover issuance of the licenses, fulfillment of the terms of license and monitoring of licensees’
activities. For receiving advantage from timber production and for protecting principles of sustainable
forest management, attention should be paid to planning, monitoring, and implementation stages.
Scheme N5 provides effective management of commercial timber resources system according to
these stages.
Scheme 5.1: Licensing process stages

Planning:
1. Strategic Zoning
and Forest Inventory
2. Legislative Base

Implementation:
1 Improvement of
the Deficiencies
2. Recommendations
ი

Licensing Process

License Issuance
1. Competitive
Environment
2. Consideration of
Market Prices

Monitoring:
1. Prevention
2. Resource
Optimization
The audit revealed significant gaps in the above mentioned stages that is considered as a major
hindering factor for the effective function of the system.
Planning:
The research revealed that, state started licensing process unprepared. There was no appropriate
normative and legislative base, which should have ensured effective management of the process.
Specifically, there was no strategy of forest management and forest strategic zoning/classification,
also termination of the forest inventory caused significant inaccuracies during the issuance of the
licenses.
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Issuance of licenses and fulfillment of license conditions
Unplanned licensing process created non-competitive environment on the auctions and decreased
state benefit received from the forest resources. Also final prices on the auctions are significantly
lower than market ones that also result to small benefit of the state.
The legislative base was unprepared too. Normative acts, defining terms and conditions of the
licenses, were not developed. The documents submitted by the licensee did not specify by what
measures forests and biodiversity should be maintained. Correspondingly, after the issuance of the
licenses, legal framework related to terms of the licenses changed numerous times. These changes
complicated forming and monitoring of the license terms.
Monitoring:
In 2012-2014 licenses inspecting process was actively carried out. However, inspection in some cases
could not ensure prevention of the violations and repeatedly inspected licenses had the same kind of
violations. The most important factor for the implementation of preventive measures is conduction
of annual inspections based on risk assessment approach. However, 2015 monitoring plan did not
include inspection of special timber production license in order to reduce the repeated violations.
Implementation:
On this level improvements of the revealed deficiencies and considerations of the recommendations
will support effective function of the system.
To accomplish this, the State Audit Office considers that it is important to address the shortcomings
by establishing licensing structure according to the scheme N 5, responding to the recommendations
and take measures to improve timber resource management system.

Recommendation:
The State Audit Office recommendations apply not only to working process of any LEPL, but to the
effective functioning of the whole system and its implementation. Despite of the fact that, the body
responsible for issuing the license via auction is the National Environmental Agency,
recommendations on issuance of the license and formation of conditions are directed at the Ministry
of Environment and Natural Resources Protection of Georgia – as the entity with the power to
determine the licensing policy and legislative initiatives. As for the control of the conditions of the
licensees and the licensed area recommendations are directed at the environmental supervision
department as the monitoring process of determining structure.
To the Ministry of Environment and Natural Resources Protection of Georgia:
›

›
›

In order to increase competition in the auction, the Ministry should determine suitable forest
area for licensing purposes and then sell it, in a competitive environment, via public auction
under his initiative.
For the purpose of maximizing state benefits, the initial auction price should be determined
by taking into consideration the market price of timber according to its diversity and quality.
Timber production special license should not be issued without forest inventory of the license
area.
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›

›

In order to ensure awareness of Licensees’ rights and obligations, document of the special
logging license should fully and clearly reflect the terms of the license. In the existing licenses,
that indicate obligation to adhere to “licensing conditions under the law”, license holders
should be provided with specified license conditions related to the activities of the licensee.
The mentioned document should indicate all relevant decree-resolutions (related to planning,
forest use, transportation, etc.) and collect license conditions from different normative acts,
that will cover complete process of the forest use for timber production.
In order to manage the forest in a sustainable manner, the forest management plans should
only be approved if the forest care, protection and restoration concrete measures are present.
In the case of the existing license holders that present new forest management plans for
approval after 10-year license period, the ministry should ensure reflection of reasonable and
appropriate alterations provided by the interested parties in the forest management plan.

To the Department of Environmental Supervision:
›

›

Environmental Supervision Department should establish effective mechanisms, which will
minimize the risk of repeated damages. In order to correct the damage and restore forest area
should be established compensatory measures.
Environmental Supervision Department should introduce methodology for risk analysis for the
selection of licensees, in order to ensure regular and effective monitoring of licensees the
activities and license conditions.
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