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Forest Act

of

Georgia

Drafi for Fupther Discussions/

Section I
GENERAL PROVISIONS

Article 1. Sustainability

(1) Forests with their effects on habitats of humans, animals and plants constitute an important basis
Georgia’s ecological, eonomic and social development. Sustainable development, tending, and protection
of forests lay the foundation for safeguarding its multifunctional effects with Tespect to its economic,
protective, welfare, recreational, environmental and social functions,

(2)This Act aims at
a) preserving forests and forest soils;
b) ensuring that the forest is treated in a way that that the productive capacity of the soil is maintained
and that its effects are sustainably preserved, and
) guaranteeing a sustainable forest management.

in a way and ata rate, that maintains their biodiversity, productivity, regeneration capacity, their vitality
and their potential to fulfill, now and in the future relevant ecological, economic and social functions at
local, national, and global levels, and that does not cause damage to other ecosystems.” Notably
precautions have to be taken with respect to the use of forests in view of the long production period and

generations.

(4) The provisions of this Code shall also be applied to cover of trees in the timberline region of the forest
and to shelter belts, irrespective of the nature of use of the land plots and the site structure of the plant
cover.

Article 2. Definition of Terms
(1) Forest - land plots stocked with trees, where the growing stock reaches an area of at least 1,000 m2 and
an average width of 10 m.

(a) Within the Meaning of this Paragraph the following is also deemed to be Forest:
(a.a) land plots where the forestal tree cover has been temporarily reduced or removed as a result of
being used or for other reasons.




(a.b) Notwithstanding its particular use, open spaces which are integral part of forest ecosystem and
permanently unstocked land plots which are directly connected with forest in terms of space and
forestry activities and contribute directly to the forest management, such as forestal hauling systems,

wood storage places, forest glades.

(b) The following are not deemed to be Forest:

(b.a) land plots which does not serve for forestry purposes and where the plant cover of an age of at
least 60 years has not reached a canopy cover of three tenths,

(b.b) stocked areas which, because the structure of their plant cover is that of parks, predominantly
serve purposes other than that of forestry;

(b.c) rows of trees, unless such they are determined as shelter belts or timberline region under this
Code.

(b.d) Non-forest areas which are used in short rotation with a rotation period of up to thirty years as
well as forest arboretums, forest seed orchards, Christmas tree plantations and plantations of woody
plants for the purpose of obtaining fruits such as walnut or sweet chestnut, where they are not planted
on forest soil and theire use right holders have reported the intended operational use to the The
Ministry of Energy and Natural Resources within ten years of carrying out the reforestation or
establishing these facilities, shall not be deemed to be forest within the meaning of Subsection 1.

(2) Tree — perrenial plant of the categories listed in the Annex, developing main stem and branch.

(3) Shelter belts - lines or rows of trees or bushes which primarily serve to protect against wind damage

especially for agricultural plots and to hold snow.

(4) Timberline region - the zone between the natural tree border of the Forest and the actual border of the

closed tree cover.

(5) Holder of the Right of Use of the Forest - a state, a legal entity or group of legal entities or an
individual or group of individuals holding the forest on the ground of property right or an agreement.

Section 1T
COMPETENCE AND STRUCTURE OF THE FOREST
MANAGEMENT STATE AUTHORITIES

Article 3. Structure of State Forest Management State Authorities \

(1) In forest management and legal relations related to Forest the state is represented by the following state
authorities:

(a) the Ministry of Energy and Natural Resources;

(b) legal entity of the public law within the system of the Ministry of Energy and Natural Resources —
Agency of Natural Resources;

(c) legal entity of public law within the system of the Ministry of Environment Protection — Agency of
Protected Areas;

(d) relevant authorities on the territories of Autonomous Republics of Abkhazia and

(2) Competence of the state authorities listed in Paragraph 1 of this Article is determined by this Code and
other legal acts of Georgia.

Article 4. Competence of the Ministry
(1) Competence of the Ministry of Energy and Natural Resources covers the following:

a) making and implementing policy for management of the forest;

b) coordinating management of the Forest;

¢) organizing and regulating forest tending, protection, restoration, and use; providing State control
and authorizing entities for carrying it out; setting rules for issuing documents authorizing forest
use;

d) setting rules for carrying out forest tending, protection and restoration as well as for importing and
exporting forest resources;

e) implementing standardized scientific and technical policy for managing the State Forest Fund;
elaborating and approving normative and methodological documents; organizing and financing
fundamental scientific research work;

f) restoring forests damaged by environmental disasters, epidemics, and other causes;

g) maintaining list of endangered species (Red Book);

h) organizing the forest registry system, setting rules for forest monitoring and for maintaining the
State Forest Cadastre;

i) signing international agreements and treaties on forest tending, restoration, and the use of forest
resources;

J)  keeping control for use of the biological and chemical means of forest protection;

k) setting rules for forest use;

1) financing forest tending, protection, regeneration and reforestation as well as monitoring
expenditures on these activities;

m) setting rules for restricting, suspending, and terminating rights for forest use;



n) maintaining forest inventory statistical information on the basis of the reports provided by the
holders of the use right of the forest;

p) entering in the forest lease or concession agreements with individuals and legal entities;

q) keeping control of forest regeneration materials.

Article 5. Forest Monitoring
(1) All Forests are subject to forest monitoring by the Agency of Natural Resources. This consists in the
right and duty of the Agency of Natural Resources to monitor adherence to the provisions of this Code and
the relevant sublegal acts. To this end its officials are entitled to enter any forest, drive on the forest roads
and require the holder of the use right of the forest, its officials and other state authorities responsible for
protection of the forest to provide information and evidence where it is of significance for monitoring the

forest.

(2) As far as carrying out Forest monitoring is concerned, the Agency of Natural Resources is also
entitled to carry out forest survey - to determine all actual and legal circumstances of separate forest areas
that are significant for carrying out measures related to this code and relevant sublegal acts. When
carrying out surveys the Agency of Natural Resources may also carry out necessary work in the Forest
such as measurement, taking material for inspection etc. As far as it is possible, the Holder of the Right of
Use of the Forest shall be informed about of such surveys carried out on the Forest Areas under its

possession.

(4) Forest survey shall also extend to determining damage to the forest such as that caused by insects.

(5) The results of survey conducted in accordance with Subsections 1 to 4 may not be used for purposes
other than those of forestry.

b) preventing and guarding against destruction of the forest,

c) clearing the forest of damaged timber and other residues endangering the maintenance of the forest
and clearing torrents,

d) preventing and as far as possible eliminating the damage to forest soil or plant cover caused by

felling or haulage or,

¢) stopping illegal felling or minor produce, and, if required, imposing reimbursement of costs to the
party responsible.

Section 111
FOREST AREA PLANNING AND MANAGEMENT

Article 6. Task and Scope of Forest Area Planning

(1) The task of planning for Forest areas is the description and foresighted planning of forest conditions in
the territory of Georgia or parts thereof.

(2) In order to fulfil the task referred to in the Paragraph 1, efforts should be made for forests to be
available to an extent and a quality such that its effects, namely:

a) the productive effect, i.e. in particular the economically sustained production of wood as a raw
material and non-wood forest products,

b) the protective effect, ie. in particular protection against elementary risks and harmful
environmental influences as well as maintaining the strength of the soil against soil erosion and soil
drift, scree-formation and landslips,

¢) the welfare effect, i.e. the influence on the environment, especially on balancing the climate and
the water regime, cleaning and renewing air and water.

d) the recreational effect, i.e. in particular the effect of the forest as a recreational area on visitors to
the forest, are best applied and safeguarded.

(3) To achieve the objectives of forest area planning, special consideration must be given to ensuring that
a) in areas with a concentration of residential and employment locations as well as transport areas, the
spatial organisation and structure of the forests is of such a quality as to guarantee the protective,
welfare and recreational effects of the forest;



b) in areas in which the protective and welfare effects of the forest acquire a special significance as

protection against , avalanches or wind or as a water storage facility; the spatial structure of the

forest shall be appropriate to this significance.

(4) Efforts should be made within the scope of forest area planning to co-ordinate all public interests,

which may arise and be of significance to it.

(5) The forest area planning shall consist of three level planning:
a) Strategic Zoning Plan;
b) Sustainable Management Plan for the Forest Areas (SMPFA);
¢) Annual Operational Plan.

Article 7. Forest Inventory
(1) The Holder of the Right of Use shall submit to the Ministry of Energy and Natural Resources
inventory report — systematic assesment of the of the timber resources of the Forest which is in its
(his/her) possession and use. The inventory report shall be made in the form and substance prescribed by
the sublegal act issued by the Ministry of Energy and Natural Resources.

(2) The inventory report shall be valid for the period of 10 (ten) years and every next report shall be
submitted 3 (three) months prior to the expiration of the validity of the previous Inventory Report.

(3) The inventory report shall be supplemented with the positive opinion issued by the independent
expert or a company qualifying under the criteria given in the relevant regulation of the Ministry of

Energy and Natural Resources.

(4) The Ministry of Energy and Natural Resources may at its option perform any reasonable actions to
check correctness of any data included in the inventory report and submit to the Holder of the Right of
Use of the Forest relevant recommendations within the period of 3 (three) months from the moment of
submitting the Inventory Report by the Holder of the Right of Use of the Forest. The Holder of the Right
of Use of the Forest shall make appropriate amendments to the Inventory Report within 45 (forty five)
days from the moment of receiving written recommendations of the Lessor,

(5) The Ministry of Energy and Natural Resources and the Holder of the Right of Use of the Forest shall
sign the Inventory Report after completion of all procedures described in Paragraphs 1-4 of this Code.

Article 8. Strategic Zoning Plan
(1) The Strategic Zoning Plan is drafted by the Lessor for the entire territory of Georgia and provides
cartographic and textual information on zoning of forest areas by regions considering:
a) predominantly productive effect, and

b) predominating protective, welfare or recreational effects.

Article 9. SustainableManagement Plan of Forest Areas (SMPFA)
(1) The SMPFA is elaborated by the Holder of the Right of Use of the Forest for 10 years period.

(2) For the purposes of submitting the SMPFA, the Holder of the Right of Use shall conduct the forest
area planning in accordance with the Strategic Zoning Plan and principles and requirements set out in this
Code.

(3) The task of the SMPFA is the description and foresight planning of forest conditions in the territory of
Georgia or parts thereof. In order to fulfill this task efforts should be made for Forests to be available to
an extent and a quality such that secures the following effects:

a) the productive effect, i.. in particular the economically sustained production of wood as a
raw material;

b) the protective effect, i.e. in particular protection against elementary risks and harmful
environmental influences as well as maintaining the strength of the soil against soil errossion
and soil drift, scree-formation and landslips;

c) the wellfare effect, i.e. the influence on the environment, especially on balancing the climate
and the water regime, cleaning and renewing air and water;

d) the recreational effect, i.e. in particular the effect of the forest as a recreational area on visitors
to the forest, are best applied and safeguarded.

(4) To achieve the objectives of forest area planning, special consideration must be given to ensuring that:

(@) in areas with a concentration of residential and employment locations as well as transport
areas, the special organisation and structure of the Forests is of such a quality as to guarantee
the protective, beneficial and recreational effects of the Forest;

(b) in areas in which the protective and beneficial effects of the Forest has a special significance
for protection against flood, avalanches or wind or as a water storage facility; the special
structure of the forest shall be appropriate to this significance.

(5) Efforts should be made within the scope of forest area planning to co-ordinate all public interests,
which may arise and be of significance to it.



(6) The SMPFA shall identify the plans for reforestation on areas where commercial cutting has been
conducted, clear felled areas, open spaces, forest areas with sparse trees as well as afforestation for the

protection purposes.

(7) SMPFA is subject for approval by the Ministry of Energy and Natural Resources and no commercial
use of the Forest by the Holder of the Right of Use of the Forest shall be permissible prior to such
approval. The SMPFA submitted to the Ministry of Energy and Natural Resources for approval shall be
supplemented with the positive opinion issued by the independent expert or a company qualifying under
the criteria given in the relevant regulation of the Ministry of Energy and Natural Resources.

(8) The rules on the form and substance of the SMPFA and procedures for its approval shall be elaborated
by the Ministry of Energy and Natural Resources.

Article 10. Annual Operational Plan
(1) Apart from the SMPFA, until November 10™ every year the Holder of the Right of Use shall elaborate
and submit to the Lessor the Annual Operational Plan to describe in details implementation of particular
management activities outlined in the SMPFA.

(2) The form and substance of the Annual Operational Plan and procedures for its approval shall be
elaborated by the Ministry of Energy and Natural .

Section IV
Maintaining the Forest and the Durability of its Effects

Chapter 6
General Provisions on Maintaining the Forest

Article 11. Reforestation
(1) The Holder of the Right of Use of the Forest is obliged to reforest open spaces, clear felled areas, areas

of commercial cutting and forest areas with sparse trees in due time.

(2) Reforestation shall be deemed timely if the measures necessary for this - seed or planting have been
properly carried out by the end of the fifth calendar year following the materialisation of the clear felled

area, areas of commercial cutting or forest areas with sparse trees.

(3) Reforestation shall take place by means of natural regeneration, if there is a natural regeneration by
seed, stool shoot or root sucker within a period of ten years, which gives rise to the expectation that the
reforestation area will be fully stocked.

(4) Should natural regeneration at high altitude clearly bring advantages compared with non-natural
reforestation, the Ministry of Energy and Natural Resources may extend the period prescribed in
accordance Paragraph 2 of this Article by a maximum of five years, provided there are no other grounds
for emergancy extension of reforestation period in accordance with Paragraph 3 of this Article.

(5) The The Ministry of Energy and Natural Resources shall extend the reforestation periods prescribed in
accordance with Subsections 2 and 3 by a maximum of two years if it is proven that the holders of the
right of use of the Forest has temporarily encountered an emergency situation through desease or a
catastrophic situation in his agricultural and forestry enterprise such as fire or an infectious disease of
animals. Should a large-scale damage situation arise, such as large-scale wind throw, the re-reforestation
period considered by Paragraph?2 for the area affected shall begin when the damaged timber has been
salvaged. The Ministry of Energy and Natural Resources may extend reforestation period by a maximum
of five years. The extension of the period shall be granted if the Holder of the Right of Use of the Forest
has submitted a reforestation plan within the first year of the reforestation period that provides for
reforestation in the shortest possible time to a maximum of the extended period.

(6) The Holder of the Right of Use shall ensure regeneration through the reforestation activities or natural
regeneration. Regeneration shall be deemed to have been ensured, if it has struck roots through a
minimum of three growth periods, it has an adequate number of plants for forestry requirements, and there
is no identifiable risk to further development.

(8) Where the position of an energy supply line system excludes the development of growth to full height
on the pilot track and a dispensation has been granted the party entitled to erect the line shall ensure the
timely reforestation of the pilot track area after each felling,

(9) The Holder of the Right of Use of the Forest shall carry out reforestion with forest regeneration

materials certified by the Ministry of Energy and Natural Resources. Rules on certification and marketing
on the Forest regeneration materials shall be approved by the Ministry of Energy and Natural Resources.

Article 12. Provisions Relating to the Land Register
Registry of forest lands to be done according to procedures prescribed by Georgian legislation.
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Article 13. Destruction of Forests

(1) Any form of destruction of forests is prohibited.
(2) There has been destruction of forest if actions or failure to act result in

a) the productive power of the forest soil being materially weakened or entirely destroyed,

b) the forest soil being exposed to a clear danger of sliding or erosion,

c) prompt reforestation has been rendered impossible or

d) the tree growth is clearly exposed to widespread danger, especially that caused by wind, snow,

animals, improper fertilisation, pollution of any kind.

(3) Should it be determined that a destruction of the Forest has occurred, the Ministry of Energy and
Natural Resources shall take the necessary measures to terminate the destruction of the forest and to
remove its consequences. In particular, it may in the incidences considered in Paragraph 2 of this Article
request a particular form of use, make every felling within an appropriate period of time that has to be
determined subject to a permit by the Ministry of Energy and Natural Resources, or order that a person
which action destroys the Forest or causes a risk of the Forest destruction shall put an end to act of
destruction or remove the danger and its effects on nature. This shall not affect claims by the Holder of
the Right of Use of the Forest under private law.

(4) Should refuse be dumped or thrown away in the forest, the Holder of Right of Use of the Forest shall
involve relevant state authorities in the process of identification of the person who has dumped the refuse
or is responsible for it and instruct him/her to remove the refuse from the Forest. Should it be impossible
to discover the identity of such a person, the Holder of the Right of Use shall instruct the bodies of the
relevant municipalities in whose locality the depositing of refuse in the forest took place to remove the
refuse at the latter’s expense. Should the identity of the person subsequently be discovered, the Holder of
the Right of Use of the Forest shall oblige him/her to reimburse costs of removal of the refuse. In case the
Holder of the Right of Use of the Forest does not take measured prescribed by this Paragraph for removal
of the refuse, the Ministry of Energy and Natural Resources is entitled to oblige the Holder of Right of

Use of the Forest to remove the refuse on its own expense.

Article 12. Change of the Land Use Category
(1) The Forest shall remain the Forest unless the permission on the change of the land use category is
issued by the Ministry of Energy and Natural Resources as per this Article.

(2) Notwithstanding the provisions of the Paragraph 1 of this Article the Ministry of Energy and Natural

Resources may issue a permit for change of the land use category, if this does not conflict with special

public interest in maintaining this area as Forest.

H

(3) In cases where a permit cannot be issued in accordance with Paragraph 2 of this Article, the Ministry
of Energy and Natural Resources may issue a permit if public interest for which a permit on change of the
land use category was requested outweighs the public interest in maintaining this area as Forest.

(4) Public interests for which a permit on change of the land use category can be requested in accordance
with Paragraph 3 of this Article relate in particular to overall national defence, to railway, air and public
road transport, to post and telecommunications, to mining, to the provision of water, to the energy
industry, to improving the structure of agriculture, to housing, or to nature conservation.

(5) In the appraisal of the public interest in accordance with Paragraph 2 of this Article or in weighing
public interests in accordance with Paragraphs 3 and 4 of this Article, the Ministry of Energy and Natural
Resources shall take into consideration a forest structure and recreational, welfare, protection and
production effects of the Forest.

(6) In areas which are constantly available to the Army as military field exercise sites (training areas),
change of the land use category for purposes of national military defence requires no approval. This shall
not apply to protection forests or protected areas declared as such in accordance with the laws of Georgia.
The Minister of Defence shall inform the Ministry of Energy and Natural Resources at the beginning of
each year of those areas which land use category were changed to non-forest in the preceding year.

(7) Rules and procedures on application for permission on change of the land use category and issuance of
the relevant permission shall be regulated by the sublegal act issued by the Ministry of Energy and Natural
Resources.

CHAPTER 1
Classification of Forests. Special Treatment

Article 13. Classification of Forests
(1) The Forests may be classified into three major categories:
a) Protection Forests;
b) Forests of Special Significance;
¢) Production Forests.

(2) All Forests that do not fall under the category of the Protection Forests or the Forests of Special

Significance shall be deemed as the Production Forests and no treatment rules are applicable under this
Chapter.
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Article 14. Protection Forests.

Forests qualify as the Protection Forests if located on the sites that are endangered by the eroding forces of
wind, water and gravity, and which require special treatment to protect the soil and the plant cover and to
ensure reforestation. Forest shall be automatically be deemed as a Protection Forests if one or more of the
following criteria exists:

a) Forests on drift sand and drifting soil,

b) Forests at locations with a tendency towards karstification or under severe risk of erosion,

¢) Forests in rocky, shallow grounded or precipitous locations, when reforestation is only possible

under difficult conditions,

d) Forests on slopes exposed to the danger of landslide,

€) The Forest cover in the Timberline Zone,

f) The Forest belt immediately bordering the Timberline Zone.

ArticlelS. Treatment and Use of Protection Forests
(1) The Holder of the Right of Use of the Forest shall treat protection Forest with special regard to the
applicable local circumstances, in order to ensure that the tree cover is maintained in a most stable
manner, is appropriate to the location and has vigorous interior structure and prompt renewal capacity.

(2) Should a Forest qualify as Protection the Holder of the Right of Use of the Forest shall treat that Forest
as protection forest even if the relevant site is not officially declared as Protection Forest,

(3) The Ministry of Energy and Natural Resources shall issue detailed rules on treatment and use of
Protection Forests and the Forest of Special Significance. Such rules may include but will not be limited
to:

(a) Felling permit;

(b) Setting up the reforestation period;

(b) Imposing the age restrictions related to the immaturity of the wood-plants.

Article 16. Declaratory Proceedings for Protection Forests
(1) Should there be doubt whether a forest or parts thereof constitute a protection forest, the Ministry of
Energy and Natural Resources shall decide upon application by the Holder of the Right of Use of the

Forest.
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(2) The declaratory proceedings shall be initiated ex officio, if this is deemed to be appropriate for
guarding against Protection Forests’ treatment not in compliance with this Code and other laws of
Georgia. The Ministry of Energy and Natural Resources shall temporarily suspend partially or in full
forestry related activities of the Holder of the Right of Use of the Forest if it is not in compliance with the
treatment of the Protection Forests prescribed by this Code and other laws of Georgia.

(3) Should a forest meet the requirements for qualification as Protection Forest, The Ministry of Energy
and Natural Resources shall issue a notice stating this fact, if required after carrying out proceedings in
combination with an survey; should those requirements not exist or not exist anymore, The Ministry of
Energy and Natural Resources shall on the basis application by the Holder of the Right of Use of the
Forest or ex officio issue a notice stating that the forest is not a Protection Forest.

(4) The rules on procedures for declaring a forest as protection forest shall be issued by the Ministry of
Energy and Natural Resources.

Article 17. Measures to Rehabilitate Protection Forests
(1) The Holder of the Right of Use of the Forest shall outline in the SMPFA rehabilitation measures
necessary to safeguard Protection Forest.

(2) Rehabilitation measures to be outlined in the SMPFA accordance with Subsection 1 and carried out by
the Holder of the Right of us may in particular be:
a) the reforestation of protection forests which are insufficiently regenerated and impaired in their
protective function,
b) the treatment necessary to maintain the protective function of the protection forest area, also with
regard to its reclamation.

(3) The special layout of the measures to be outlined in the SMPFA shall comprise the following:
a) the cartographic recording of the protection forests in terms of their condition and their Holders of
Right of Use and other legal status,
b) the measures necessary to maintain protection forests or to improve their condition in accordance
with Subsection 1, the time this will take, and the costs.

(4) Should rehabilitation measures in accordance with Paragraph 1 require the felling of over-mature

stands to allow regeneration of the Protected Forest, the Holder of the Right of Use of the Forest shall
carry out such felling according to marking performed by the Ministry of Energy and Natural Resources,

14



Article 18. Special Provisions for the Timberline Zone and for
Shelterbelts
The provisions of Articles 15, 16 and 17 shall apply analogously to the Timberline Zone. In addition to
this The Ministry of Energy and Natural Resources shall, where local circumstances require it and this
does not concern salvaging timber from acute forest damage, issue a notice stating that the felling be
subject to a permit or totally prohibited. In the case of a permit, the felling shall be subject to marking
performed by the Ministry of Energy and Natural Resources. The notice shall be withdrawn as soon as the

reasons for issuing it have ceased to apply.

Article 19. Forests of Special Significance
(1) Forests may be declared as the Forests of Special Significance by the Ministry of Energy and Natural
Resources if the purpose of the particular Forest is recreation, hunting, protection of humans, human
settlements or facilities, water, roads or cultivated soil from the natural hazard or damaging environmental
impacts and which require special treatment to gain and ensure their protective or welfare effect.

(2) Subject to the provisions of Paragraph 1 of this Article, the Protective Forest or the parts thereof may
at the same time be declared as the Forest of Special Significance.

(3) Forests declared as protected areas in accordance with the Law of Georgia on Status of Protected
Areas are deemed to be the forests of special significance for purposes of this Article and beside this Code
the relevant laws of Georgia setting special rules on treatment of the protected areas shall apply.

CHAPTER 2
Use of the Forests for Recreational Purposes

Article 20. Unlimited Access to the Forest
(1) Anyone may enter the forest for recreational purposes and spend some time there.

(2) The following may not be used for recreational purposes in accordance with Subsection 1:
a) forest areas for which the Ministry of Energy and Natural Resources has ordered a prohibition of
entry in case of carrying out measures against forest fires, pest infestation or against the imminent

danger of an increase of pests
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b) forestareas with operational facilities such as arboretums and seeding nurseries, wood-storage and
wood- seasoning sites, storage places for material and machinery, buildings, operating sites for
hauling facilities, except forest roads including their areas of risk,

¢) areas of reforestation, natural regeneration and afforestation, where plant growth has not yet
achieved a height of 3 metres.

(3) Use going beyond Paragraph 1 of this Article, such as camping in the darkness, tenting, driving or
riding vehicles or horse-riding in the Forest shall be permissible only by consent of the Holder of the
Right of Use of the Forest which consent shall be implied if no restriction is displayed and shared in the
public with the sufficient clarity. Driving vehicles is permitted on the forest roads only and unless the
Holder of the Right of Use restricts access to the Forest for driving. Lighting the fires is only permissible
on the designated areas arranged on the Holder of the Right of Use of the Forest. Skiing in the forest is
only permitted in the area of ascending aids on marked places or ski routes. Consent as per provisions of
this Paragraph may be restricted to certain categories or times of use.

Article 21. Restrictions on Use of the Forest for Recreational Purposes
(1) Notwithstanding the Article 20, Holder of the Right of Use of the Forest may restrict access to the
Forest for recreational purposes in the following areas:
a) construction sites of hauling facilities and other forestry engineering structures;
b) risk areas for wood felling and hauling up to the hauling point for the duration of wood harvesting
works;
c) Forest areas in which a fairly large number of trees have been thrown or broken as a result
of atmospheric effects and which have not yet been processed, until processing comes to an end;

d) Forest areas in which treatment is being applied to combat Forest pests as long as it is
necessary for this purpose;
e) Forest areas if and to the extent that they serve scientific purposes and this cannot be

achieved without a restriction.

(2) Should the Holder of the Right of Use of the Forest intend to have a limited restriction of access to the
forest area lasting more than four months on forest areas exceeding 5 hectares, the Holder of the Right of
Use of the Forest shall apply to the Ministry of Energy and Natural Resources for a permit on placing such
restriction. The application of the Holder of the Right of Use shall be supplemented by the site plan and
shall indicate the plot number, the reason for the restriction and the intended duration of the restriction
and, if appropriate, the size of the Forest area, where the access is restricted.  Permit under the
application on placing restriction to access the Forest will be granted if the restriction is unavoidable for
achieving the purpose of such restriction.
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(3) Forest which is restricted to be used for recreational purposes should be identified by means of
information signs displayed in the locations where public roads and paths, marked paths, freight paths and
forest roads as well as marked ski routes and cross-country passes intersect the restricted area or the

territory immediately adjacent to it.

(4) Should there be a restriction imposed in accordance with this Article, the Holder of the Right of Use of
the Forest shall facilitate the circumvention of the restricted area and if necessary lay suitable paths as a
bypass. Should this be impracticable because of the position of the restricted area of the Forest, the
Holder of the Right of Use shall ensure the possibility of safe passing through the restricted area of the
Forest by means of indicator boards. Should the Forest area be fenced in, the pass should be made
available through ladders or gates.

(5) The Ministry of Energy and Natural Resources may adopt specific orders on introducing the
acceptable types of announcements, form and wording of information signs and the way in which this
should be made noticeable. In case of restriction with a time limit, the beginning and end of the restriction
shall be indicated on the information sign or below. If there may be any danger associated with forest

work, special reference should be made to this on the signs.

(6) The Ministry of Energy and Natural Resources shall adopt a decision on the admissibility of restriction
upon the application of the Holder of the Right of Use of the Forest, in extraordinary and well-motivated

reasons — ex officio.

(7) Should the survey performed by the Ministry of Energy and Natural Resources end with the
conclusion on the necessity of using the restriction, the Ministry of Energy and Natural Resources shall
give the explicit (by issuing a permit on the basis of application) or implied (on the basis of approval
SMPFA) permission, whereas when the imposition of limitations is regarded unreasonable by the Ministry
of Energy and Natural Resources, the latter shall issue a notice to this effect requesting the Holder of the
Right of Use to remove the restrictions and any barriers or signs associated to such restriction. Should the
survey indicate that the restriction is based on another Law the Ministry of Energy and Natural Resources
may issue a notice to this effect notifying the Holder of the Right of Use of the Forest that the Ministry of
Energy and Natural Resources or any authorized person or state authority has to erect gates or ladders
insofar as this is in compliance with the purpose and the legal ground of the restriction. Should the review
indicate that the borders of the restricted area have been extended the Ministry of Energy and Natural
Resources shall pass a notice establishing permissibility dimensions and notify the Holder of the Right of
Use to remove barriers, where they serve to extend the restriction beyond the established borders.
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Article 22. Admissibility of Restrictions of Access to the Forest
(1) The Ministry of Energy and Natural Resources shall check the admissibility of restrictions on Use of
the Forest for recreational puposes:
a.  with regard to which there is doubt concerning their admissibility ex officio;
b. with regard to which an application for restriction of Access to the Forest has been made by an
authorized person — Holder of the Right of Use or its representative;
¢. application on placing restriction on access to the Forest has been submitted in the form prescribed
by Paragraph 2 of Article 21 of this Code.

(2) Beside Holder of the Right of Use the following are entitled to apply for restriction on Use of the
Forest for recreational purposes:
a. the local municipality in which borders the Forest area subject to restriction is situated;
b. representatives of respective local community;
c. legal entities or individuals which employees regularly entered the Forest area subject to
restriction.

CHAPTER 3
Secondary Use of the Forest

Article 23. Woodland Grazing; Snow Refuge
(1) Forest grazing may not endanger the maintenance of forests or their effects.

(2) Passing the domestic animals to the pasture shall be carried out with due regard to the necessary
preservation of the Forest and, if relevant, also following reasonable bypass.

(3) Woodland grazing may not be exercised in parts of the forest intended for regeneration, where the
grazing stock might damage seedling crops already in existence or to be brought in. Grazing animals shall

be kept away from the regeneration areas of the Forest.

(4) Notwithstanding provisions of this Article, the restrictions and limitations set out in accordance with
other provisions of of this Code shall remain unchanged.

(5) The Holder of the Right of Use of the Forest shall be entitled to the reasonable compensation for
proprietary disadvantages in the events given in clause 10.3.
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Article 24. Use of the Forest by the local communities
(1) The Holder of the Right of Use shall not prevent local communities from:
a. cutting of fuel wood, necessary for the household needs;
b. cutting the construction timber necessary to maintain existing buildings in the villages adjacent to
the Forest,
c. private use of the Forest and its products by the local community for the purposes other than
commercial, should such use be legal and customary or necessary for the general living conditions

of such communities.

(2) Holder of the Right of Use of the Forest shall mark the trees that can be cut in the scopes of cutting
under sub-paragraphs a and b of Paragraph 1 of this Article by the local community. The Holder of the
Right of Use of the Forest shall mark the trees in such manner that they will accessible for the local
community. The Holder of the Right of Use of the Forest shall nevertheless be allowed to prevent removal
of the trees that are necessary for conducting forestry and commercial activities of the Holder of the Right
of Use of the Forest.

(3) The Holder of the Right of Use of the Forest shall permit the local communities to use the forest roads.
Notwithstanding provisions of this Paragraph access to the Forest Road may be subject to restriction in

accordance with this Code.

Section V
FOREST PROTECTION

Chapter 4
Protection against Forest Fires

Article 25. Lighting Fires in the Forest
(1)The Holder of the Right of Use of the Forest shall mark the sites within the Forest an Timberline Zone
where lighting or maintaining a fire is permitted. For the need of protection of the Forest against forest
fires, the Holder of the Right of Use of the Forest is authorized to carry out actions that it deems
appropriate and necessary to ban and restrict lighting of fire, incautious use of inflammable items in the
Forest, in the timberline zone and places with the conditions favoring the spread of a forest fire, near the
Forest (danger area). This also includes releasing burning or glowing items, including but not limited to

the matches and cigarettes.
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(2) Clearance burning or other blanket burning-off of tree residues (felling refuse and burn residue) is only
permissible if it does not endanger the Forest, harm the quality of the soil or create the risk of a forest fire.
The intention to start such fires shall be reported to the authorities in charge with fire fighting no later than
one day before commencement, stating the location and time.

Article 26. Precautionary Measures
(1) In times or areas of particular fire risk, the Holder of the Right of Use can prohibit any lighting of fires
or smoking in the Forest, Timberline Zone and in danger areas.

(2) Should there be particular reasons that suggest that prohibitions in accordance with Paragraphs 1-3 of
this Article in areas subject to forest fires are insufficient, the Ministry of Energy and Natural Resources
shall prohibit persons other than the Holder of the Right of Use of the Forest from entering vulnerable
areas of the Forest. Special attention should be paid to risks from heavy holiday traffic and forest
structures that may be unfavourable for the purposes of protection against the forest fires.

(3) To guard against forest fires at areas exposed to particular risk from flying sparks or other fire-
inducing effects due to the operation of a railway, the Ministry of Energy and Natural Resources shall
issue a notice requiring the railway company to carry out suitable protective measures in the Forest
affected and in its area of risk by mutual agreement with the body responsible for railway affairs such as
erecting and maintaining fire-restricting measures in the form of safety strips or removing easily-
inflammable items from the area at risk. The Holder of the Right of Use of the Forest shall tolerate such
action and entry on his land but will be entitled to the reasonable compensation for the damages that he
suffers as a consequence.

(4) Where new afforestation takes place along railway installations, the Ministry of Energy and Natural
Resources shall issue a notice requiring the Holder of the Right of Use to carry out protective measures in

accordance with this Article.

(5) The Holder of the Right of Use shall ensure posting the relevant signs to minimize the risk of lighting
fire in restricted area or otherwise expose the forest to fires.

Chapter 5
Protection against Forest Pests
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Article 27. Forest Pests. Notification Liabilitiy
(1) The Holder of the Right of Use of the Forest shall pay special attention to an impending risk from
forest pests and report immediately to the Ministry of Energy and Natural Resources if an increase in

forest pests is threatening the safety and integrity of the Forest.

(2) Forest pests are animal and plant pests such as insects, mice, fungi or viruses, which, if their incidence
were to increase, could endanger the Forest or substantially lower the value of the wood.

Article 28. Measures to be Taken against Pest Infestation or
against the Imminent Danger of an Increase in Pests
(1) The Holder of the Right of Use of the Forest shall take precautionary measures against the risk of
damage to the Forest, inflicted by forest pests and effectively combat forest pests, which are already

increasing in a threatening fashion.

(2) The Ministry of Energy and Natural Resources, if successful preventive or combative measures require
it, issue a notice or an order requiring the Holders of the Right of Use of the Forests to cooperate for

purposes of carrying out joint and/or simultaneous measures.

(3) The cost of the measures to be carried out jointly or simultaneously shall, insofar as they are not
payable from public funds, be distributed among the individual Holders of the Right of Use of the Forests
in proportion to the area of the Forests protected thereby, or in accordance with another equitable

valuation criterion.

(4) Should the extent of danger, infestation or the nature of the measures to be applied require, the
Ministry of Energy and Natural Resources may engage the local municipality to directly apply necessary
action. The Ministry of Energy and Natural Resources may undertake itself or through the respective
governmental authorities the actions directed at requisition of reasonable area of agricultural lands against
compensation to prepare and carry out the combative measures in the immediate vicinity of the Forest

areas endangered.

(5) Should the offices concerned with combative measures in accordance with Paragraph 4 of this Article
to resort to the third parties or outside vehicles to carry out the required works, to supervise or to provide
assistance, the Holder of the Right of Use shall bear the associated costs in proportion to the area covered,
this shall not apply if the Lessee does the necessary work itself.
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(6) Land used for agricultural and horticultural purposes shall be included in the action if it lies within the
reach of the endangered Forest areas and the susceptibility to forest pests of the culture growing on it
necessitates its inclusion. A report shall be obtained from the respective state authority and approved by
the Ministry of Energy and Natural Resources before a decision is taken on the inclusion.

(7) To avoid risk to people and animals the Lessor shall order the necessary restrictions (block) on traffic
in the area included in the combative procedures (combative area). In the case of major operations the
onwers of endangered bee populations, those with hunting and fishery rights and the responsible bodies of
water supply facilities, shall be promptly notified of the introduction of combative measures.

Article 29. Other Measures
(1) The Ministry of Energy and Natural Resources shall prohibit encouraging the imminent danger of an
increase in forest pests by action or neglect; this also applies when a mass increase is not immediately
threatening. Already-felled wood which is infested by forest pests to a threatening degree or which may
serve as a breeding ground for such pests, should be treated promptly wherever it is located, to suppress a
spread of forest pests. This obligation concerns the Holder of the Right of Use of the Forest or the parties
responsible for the wood in question.

(2) The Ministry of Energy and Natural Resources shall impose detailed regulations on all measures
suitable and required to prevent or avoid the imminent danger of an increase in forest pests. These may in
particular provide that:

a) Tree trunks that are infested or threatened by infestation shall be felled within a period required
for the most effective prevention of the imminent danger of an increase of forest pests, these
trunks shall be processed as quickly as possible, removed from the forest, de-barked or otherwise
made unsuitable to cause an imminent danger of increasing forest pests;

b) Storing such wood shall only be permitted outside the Forest if it is subject to certain chemical or
mechanical treatment such as spraying or debarking,

Section VI

USE OF THE FOREST

Article 30. Prohibition of Clear Felling

(1) The following are prohibited:
a) clear felling which
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(a.a) permanently reduces the productive power of the forest soil,
(a.b) considerably or permanently impairs the water regime of the forest soil,
(a.c) brings about a more severe erosion or drifting of forest soil, or
(a.d) endangers the effect of protection forests or protective forests,
b) large scale clear felling in high forest.

(2) The felling shall be qualified as large scale felling if it extends for:
a) a width of up to 50m extends for more than a length of 600m or
b) a width of more than 50m extends over more than an area of 2 hectares.

(3) For purposes of calculation large scale felling neighbouring clear areas or areas of regeneration not yet

secured shall be cumulative.

(4) The Ministry of Energy and Natural Resources shall, on application, grant exceptions to the
prohibitions under Sub-paragraphs b of Paragraph 1 of this Article if
a) there are reasons in connection with forest management, such as in particular severe haulage
conditions or the necessity to remove low-producing or endangered stands.
b) the continued existence of the agricultural and forestry enterprise would otherwise be endangered or
c) this is necessary to erect an energy supply line installation

Article 31. Supervision of Felling by the The Ministry of Energy and Natural Resources
(1) Any felling requires permit from the Ministry of Energy and Natural Resources, unless otherwise is
indicated in this code. Felling permit shall be issued in accordance with the Rules of Felling approved by
the Ministry of Energy and Natural Resources.

(2) There shall be deemed to have been infringements of the Rules of Felling if the Holder of the Right of

Use of the Forest has been legally convicted for

a) destruction of the forest;

b) repeated breach of reforestation requirements;

¢) repeated breach of the requirement for consent provided for in Paragraph 1 of this Article or against
prescribed conditions and requirements issued by notice in accordance with Paragraph 4 of Article 33
of this Code, and the conviction is no longer than five years old, calculated from the commencement of

the intended felling.
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Artilce 32. Felling Application
(1) The Holder of the Right of Use of the Forest shall apply for felling approval to be issued, if the
intended felling is not allowed through approval of the SMPFA or Annual Operational Plan.

(2) The application shall include the information necessary for taking the respective decision, including
but not limited to the location and area, period of felling.

Article 33. Felling Approval
(1) Felling approval shall be issued by the Ministry of Energy and Natural Resources if the felling applied
for does not conflict with legislation of Georgia.

(2) Should the applicant have repeatedly failed to meet an obligation for reforestation in accordance with
Article 11 of this Code, the felling approval applied for shall in any case be denied so long as has he has
not met the obligation.

(3) Notwithstanding the provision of Paragraph 2 of this Article, if there are reforestation areas, felling
approval shall in any case be combined with the requirement to remedy the outstanding reforestation
within an appropriate period of time.

(4) Approval shall, if necessary, be accompanied by conditions and requirements appropriate to ensure
that the forest is treated in accordance with the provisions of this Act (such as prescriptions regarding
reforestation or careful haulage of the felled wood, ordering forest protection measures or marking the
Ministry of Energy and Natural Resources etc. of the stands or trunks for which felling has been
approved). Should official marking be prescribed, the marking hammer shall be used.

Article 34. Obligation of Other Persons Arising from the Approval
Logging contractors and purchasers of standing timber are, like the Holder of the Right of Use of the
Forest, responsible for observing the provisions on felling and haulage. It is their responsibility to find out
before felling commences, if felling approval has been issued and, if appropriate, with what conditions
and requirements.

Article 35. Decision on the Felling Application
(1) The Ministry of Energy and Natural Resources shall decide on the felling application within six weeks
of its being submitted. Should it fail to make a decision within this period, the applicant may carry out the
felling applied for while adhering to the provisions of this Code.
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(2) Should weather conditions prevent the taking of necessary surveys on the certain Forest Area, the
Ministry of Energy and Natural Resources may extend the six-week period, until it is anticipated that the
reason for prevention no longer applies. The applicant shall be notified of this by written notice.

Article 36. Period of Validity of the Felling Approval
(1) The period of validity of the felling permit expires five years after the permission on felling through
application or SMPFA or Annual Operational Plan has acquired legal force.

(2) The period of validity also expires on the change of a person holding the right of use of the forest,
except in the case of assignment due to death/liquidation or based on assignment agreements.

Section XII
Final and Transitional Provisions

Article 37. General Liability Provisions
(1) Anyone staying in the forest off public roads and paths shall guard against all dangers threatening him
from the forest, especially those due to forest management by himself.

(2) The Holder of the Right of Use of the forest and his people or any person co-operating with the
Holder of the Right of Use of the Forest or having right under the law or an agreement on the land plots of
the Forest and their employees and contractors have no obligation to avert the danger of damage which
might arise from the condition of the forest away from public roads and paths, subject to the provisions of
Subsection 4 or the existence of other legal grounds; they are in particular not obliged to change the

condition of the forest soil and its plant growth to avert or reduce such dangers.

(3) Should a person not involved with work related to the activities of the Holder of the Right of Use of
the Forest be killed or his body or his health be injured or property belonging to him be damaged, the
Holder of the Right of Use of the Forest or a contractor the Holder of the Right of Use of the Forest, shall
be liable to compensate for the loss if it was premeditated or in cases of gross negligence on his part or of
that of his people. Should the loss be due to negligence by the people of the liable party, they shall also
only be liable in the case of premeditation or gross negligence. Should the loss occur in a cordoned-off

area, liability shall only apply to premeditation.
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(4) The Holder of the Right of Use of the Forest or any persons co-operating with the Holder of the
Right of Use of the Forest or having rights under the law or an agreement on the land plots of the Forest
and their employees and contractors shall only be liable for the prescribed avoidance of dangers caused by
the poor condition of a path only in the case of forest roads and on any other paths which the Holder of the
Right of Use of the forest has expressly devoted to use by the general public by means of appropriate
identification. Should damage on paths be caused by the condition of the nearby forest, the owner of the
forest, other persons co-operating in the management of the forest and their people shall be no more
strictly liable than the maintainer of the paths.

Article 38. Forest Lease
(1) The Ministry of Energy and Natural Resources is entitled to transfer the state owned forest to
individuals and legal entities in temporary use on the basis of lease agreement.

(2) Duration of the lease of the state owned forest shall be 50 years with renewal option.
(3) The rules on transferring the state owned forest to individuals and legal entities in temporary use on

the basis of lease agreement and the form of the lease agreement shall be approved by the Ministry of
Energy and Natural Resources.
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ANNEX 1 Inventory Report
ANNEX 2 SMPFA
ANNEX 3 The 1list of existing leases and licenses in the

Leased Forest

This Agreement on the LONG TERM LEASING OF STATE OWNED FORESTS has been
made and entered into on the ---the day of ~—----- 2011 in Tbilisi,

Georgia by and between:

The Government of Georgia through the Ministry of Energy and Natural
Resources represented by the Minister Mr. Alexander Khetaguri (further in
the text referred to as “Lessor”)

and

, with its main business address: ’ registration/

identification number: » represented by its Mr./Ms.

(further in the text referred to as “Lessee”)

RECITALS:

A. Whereas, the Lessor intends to lease out forests of Georgia in
accordance with the laws of Georgia and international treaties,
entered into by Georgia and the terms set out in this Agreement;

B. Lessor intends to ensure the care and management of the Forests in
accordance with the established standards, cleaning of the forests,
sanitary curs, prevention of deceases, arrangement of the adequate
infrastructure for the sustainable development, protection of Forests
from fire, erosion and other negative impact, protection of Forests
from the illegal influence, Maintenance and enhancement of long-term
social and economic well-being of forest workers and local
communities, ensure reduction of negative environmental impact of
logging activities and maintenance of the ecological functions and
integrity of the forests with appropriate monitoring and assessment of
Lessee’s activities so that to assess the conditions of the forests,
management activities and their social and environmental impacts and

maintenance of the forests with high conservation Value;
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C. Lessee intends to lease forests with uncontested, clearly defined,

long-term land tenure and use rights, operate with recognition and
respect of the rights of the local communities, with appropriate and
continuously updated Sustainable Forest Management Plan and respect of
enviromment and the terms of this agreement;

D. Both parties, intend equitable use and sharing of benefits, derived
from the forest and contribute to reduction of the pressures on and

promotion of restoration and conservation of natural forests

Now therefore, in consideration of the foregoing and the covenants
contained herein the Parties, intending to be legally bound, hereby agree

as follows:

ARTICLE 1. Definitions

Terms, used in this Agreement shall have the meaning as interpreted in
this Article. Any other terms of the Agreement shall have the meaning

prescribed by the laws of Georgia or customarily assigned thereto.

1.1 Academy of Science of Georgia - the legal person of public 1law,
established in accordance with the Law of Georgia on the Academy of
Science and serving as an advisory body for the Government of
Georgia;

1.2 Affiliate - a company, corporation, partnership or other legal
entity:

a) in which the Lessee owns directly or indirectly more than 50% of
the shares, voting rights or otherwise has the right to establish
management policy; or

b) which directly or indirectly owns more than fifty percent (50%) of
the shares or wvoting rights or otherwise has the right to
establish management policy in the Lessee.

1.3 Agreement or Lease - the present agreement between Lessor and Lessee;

1.4 Certifying Authority - internationally recognized, reputed
organization for forest management certification, such as FSC and
PEFC;

1.5 Effective Date — described in Article 20.1 of the Agreement.

1.6 Forest - for the purposes of this Agreement is a land plot or forest

area stocked with trees, which constitute perennial plant developing

4
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main stem and branch of the categories listed in the respective laws

of Georgia, where the growing stock reaches an area of at least 1,000
m2 and an average width of 10 m.
- For the purposes of this Agreement, forest also consists of land
plots where the tree cover has been temporarily reduced or removed as
a result of their use or for other reasons;
- Notwithstanding its particular use, for the purposes of this
Agreement, forest consists of open spaces which are integral part of
the forest ecosystem and permanently unstocked land plots which are
directly connected with forest in terms of space and forestry
enterprise and contribute directly to multipurpose forest management
objectives, such as forestal hauling systems, wood storage places,
forest glades, hunting facilities, recriational and tourism
infrastructure and other activities as identified and approved by the
relevant management plan;

- The following are not deemed as Forest for the purposes of this

Agreement:

(a) notwithstanding other provisions of this Agreement, land plots
which serve other purposes than that of forestry and where the
plant cover of an age of at least 60 years has not reached a
canopy cover of three tenths;

(b) stocked areas which, because of the structure of their plant
cover is that of parks, predominantly serve purposes other than

that of forestry:;

(c) rows of trees where they are not shelter belts;

(d) non-forest areas used with a rotation period of up to thirty
years as well as forest arboretums, forest seed orchards,
Christmas tree plantations and plantations of woody plants for
the purpose of obtaining fruits such as walnut or sweet
chestnut, where they are not planted on forest soil and their
managers have reported the intended operational use to the The
Ministry of Energy and Natural Resources within ten years of
carrying out the afforestation or establishing these facilities,
shall not be deemed to be forest for the purposes of this
Agreement;

- Forest, where the plant cover has a canopy of less than three-

tenths, is referred to as a sparse stand, and forest soil with no

plant cover is referred to as a clear felled area.

1.10
1.11
1.12

1.17
1.18
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Forest Management Certificate - certificate issued by the FSC

accredited certification bodies, ensuring that the management model
of the Lessee complies with internationally agreed FSC principles and
criteria of good forest management;

Independent Expert Opinion - an opinion issued by the expert or a
company qualifying wunder the <criteria given in the relevant
regulation and listed in the registry of such experts or individually
approved by the Lessor.

Inventory Report - systematic assessment of the timber resources in
the territory of the Leased Forest.

Leased Forest — as described in Article 2.1 of this agreement;
Legislation - Georgian legislation;

Lessee - » 1its employees, directors, express or apparent

agents, independent contractors representing lessee, branches,
subsidiaries or other affiliated companies or individuals acting on
behalf, for the benefit or under the effective control of the Lessee;
Lessor - the Government of Georgia, represented by the Minister of
Energy and Environmental Protection, its representatives, authorized
persons acting based on duly issued authorization letter or power of
attorney;

Management Standards - standards to be elaborated by Certifying
Authority for Georgia in cooperation with the Government of Georgia,
the Lessee and other entities entering forest lease agreements with
the Government of Georgia;

Protection Forests - shall have the meaning as given in Article 10 of
this Agreement

Public Registry - National Agency of Public Register at the Ministry
of Justice

Security Deposit - described in Article 4 of the Agreement.

SMPFA Audit - environmental audit described in Article 8 of the
Agreement

Social Cutting - quantity of fuel wood, necessary for the household
needs and the construction timber necessary to maintain the existing
buildings in the villages adjacent to the Forest.

Sustainable Management Plan of the Forest Area - means the plan
submitted by the Lessee and approved by the Lessor aiming at tending
and use of forests in a manner to ensure preserving of its
biodiversity, productivity, regeneration capacity, their vitality and

their potential to fulfill now and in the future pertinent
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ecological, economic and social functions at local, national and

global levels so that the actions pursued do not cause damage to
other ecosystems.

Third Party - means one or more individual or an entity other than a
Party and any Affiliate;

Timberline 2one - for the purposes of this Agreement shall be
understood as the zone between the natural tree border and the actual

border of the closed tree cover.

ARTICLE 2. Description of the Leased Forest

2.1

The Lessor hereby leases to the Lessee the following described area
of the Forest (hereinafter the “Leased Forest”) for use in accordance
with the Legislation, Management Standards and terms of this
agreement:

(a) Legal description: data from the excerpt from the public
registry, any encumbrances or leases attached to the premises;

(b} Physical Description:

The Lessor shall transfer the Leased Forest to the Lessee within the
period of thirty (30) calendar days from the Effective Date. The
transfer shall be approved by act of acceptance signed by the
Parties. The act of acceptance is subject to modification further to
the Inventory Report prepared by the Lessee and signed by the Parties
in accordance with Article 6 of this Agreement. The Lessee undertakes
to register the lease on the Leased Forest within the Public Register
not later than thirty (30) calendar days from the Effective Date.

In the scopes of this Agreement and the laws of Georgia the Lessee
shall ensure undisturbed and peaceful operation of any third party in
the territory of the Leased Forest, if such third party holds the
effective license on the use of natural resources issued by the

authorized state bodies in Georgia prior the Effective Date.

ARTICLE 3. [Optional and negotiable]. Use of Natural Resources

3.1

The Lessee is entitled to use natural resources, including but not
limited to water resources and valuable minerals located on the
territory of the Leased Forest in accordance with the Georgian
legislation and this Agreement. No Royalty shall be payable by the
Lessee for the use of the natural resources in the scopes set out in

this Article.
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Limitations applicable to the use of the natural resources by the

Lessee shall be as follows:

3.2.1 This Agreement shall not grant the Lessee right on the
commercial use of natural resources already uncovered and
recorded by the respective state authority or the private
party and indicated in the geological maps of Georgia;

3.2.2 Lessee shall be authorized to use water in the Leased Forest
for the commercial purposes only in the event if no license
has been issued to any third party by the respective state
authorities contemplating the use and exploitation of such
water prior to the date of executing this Agreement;

3.2.3 For the purposes of this Agreement, the use of water shall
not imply construction of energy generation units, cascade,
dam or carrying out any works that may effect the integrity
or safety of the river beds.

3.2.4 The Lessee shall not be authorized to extract the concrete
aggregate from the rivers without the respective license.

3.2.5 Authorities given in this clause shall not apply to the
resources regulated under the laws of Georgia on oil and gas,
including the shell oil gas.

In the event if the interests of the Lessee overlap with the
interests of the holder of the licenses on extraction of the natural
resources in the Leased Forest, the Lessee may charge reasonable fee
for the use of infrastructure or the particular territory.
If the license has been issued by the respective state authority to
the third party on use of the natural resources located in the
arrears of or adjacent to the Leased Forest and if the natural
resources thus licensed have exhausted, after the expiration of the
tenure of license or surrendering the territory by the licensees to
the respective state authority due to its exhaustion, the territory
of the Leased Forest, previously subject to the license may be
transferred to the Lessee upon its request for the afforestation or
reforestation purposes.

Lessor shall be authorized to issue the new license on extraction and

use of the natural resources from the Leased Forest if the license on

the same resources has been previously issued or the natural resource
under question has been uncovered and recorded by the Lessor prior to

the Effective Date of this Agreement. The Lessee shall be authorized
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to apply for and/or participate in the process of issuing license by

the Lessor or other state authority.

This clause does not exempt the Lessee from any tax, customs or
regulatory fee payable under the laws of Georgia and applicable for
the use of the natural resources or generation of profit thereon.

For purposes of implementing the right provided by Article 3.1 of
this Agreement the Lessee shall not be required to participate in an
auction or any other procedure provided by Georgian legislation for
obtaining license, right or permission of use of natural resources.
Nevertheless, the Lessee shall include the intended use of the
natural resource in the SMPFA or effect the amendment thereof and

agree the foregoing with the Lessor.

ARTICLE 4. Terms of Payment, Security Deposit

4.1

For the purposes of the present Agreement

Lari,

according to the following schedule: (schedule and amount shall be
subject to the decision of the GOG and may be defined on the case-by~
case basis).

Parties to the present Agreement agree that the Lessee shall be
exempt from lease fee for the period of two years, starting from the
date of this Agreement [exemptions are not agreed upon yet, this
clause may be subject to deviation in accordance with the final
decision adopted with respect to the subject matter]

Lessee shall pay annual lease fee no later than January 30 of each
year, subsequent to the period of exemption [may be subject to
modification].

Parties shall be authorized to initiate discussing of the lease fee,
parties shall negotiate in good faith and agree the new fee. [may be
subject to modification];

In case of the late payment Lessee shall be required to compensate
the penalties in the amount of 0.1% of entire outstanding amount for
each day of overdue;

The Lessee has to transfer payments to the following banking account:
Title of the beneficiary:

Purpose of the payment:

Lessor’s bank:

Bank code:

4.9.1
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Lessor’s Account number of the recipient:

Lessor may notify the Lessee on amendments to the banking information
for the transfer of lease.
To secure proper implementation of and compliance with all respective
obligations articulated in this agreement, including the obligation
to submit to the Lessor the Inventory Report and SMPFA supplemented
with the respective opinion of the independent experts and comply to
the terms thereof, the Lessee shall deposit the sum of —----- (-—--~)
at the security deposit account, indicated by the Lessor (Security
Deposit). The amount of the Security Deposit to be made by the Lessee
for securing the obligation of submitting the Inventory Report shall
be defined by the Lessor along with the requirements applicable to
the participation in the auction.
In the event of the breach by the Lessee of the terms and provisions
of this Agreement, including the beach of the agreed upon SMPFA, as
well as the event when (if) the Lessee appears to lack the Forest
Management Certificate, the Lessor may, at its option, apply all or
part of the Security Deposit in full or partial rectification of such
breach.
Should there be reasonable doubts about the Lessee meeting his
obligation of re-afforestation and the Security Deposit, made by the
Lessee shall not be deemed adequate, an additional Security Deposit
may be requested by the Lessor to secure the costs of re-
afforestation. Felling may not commence until the respective amount
is deposited.
The provision of Security Deposit may be effected by depositing with
Lessor or the bank account cash, bank guarantee, government bonds or
other securities or mortgage.
The Lessee may also be required to provide security subsequently, if
the deadline for re-afforestation has been exceeded. This also
applies to felling not subject to approval.
The security deposit shall be refunded to the Lessee according to
the re-afforestation work carried out; should a fixed-liability
mortgage have been provided, a cancellation receipt shall be issued.
The remaining sum shall be released without delay after the work has
properly been carried out, but not later than after re-afforestation
has been complete. Should the Security Deposit have been called upon

for covering the costs of a substitute operation, the Lessor shall

10
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render account to the Lessee for this and refund any amounts of the

security deposit, which have not been spent.
No term of this Agreement may be interpreted or construed to limit
the amount of damages to which the Lessor may be entitled in the
event of a breach of this Agreement by the Lessece.
The Lessor shall pay back to the Lessee the Security Deposit within
30 (thirty) days from the moment of termination of this Agreement
after making withholdings as per Article 4.8 above.
Payment of the lease fee or placing the Security Deposit in
accordance with this Article does not exempt the Lessee from payment
of any fees, taxes or levies required and payable under Georgian
legislation for use of the natural resources or generation of profit
from any activity deriving from this Agreement.
The interest equal to average annual interest rate for deposits in
banking institutions in Georgia will be accrued on the amount of cash
deposit through the entire period of placing the Security Deposit
with the Lessor. The interest accrued on the security deposit will
become a part of the Security Deposit placed with the Lessor and the
Lessor shall return it to the Lessee in accordance with Article 4.8.3

above.

ARTICLE 5. Representation and Warranties

5.1 Representation and Warranties of the Lessor:

As for the Effective Date Lessor represents and warrants:

5.1.1

Lessor is authorized to contract with the lessee on terms and
conditions set out in the Agreement and the person signing the
Agreement on Lessor’s behalf is duly authorized to act and bind the
respected party with no limitation whatsoever to abide to the terms
and obligations given hereinabove and herein bellow;

Lessor is the only owner of the leased forest and no third party
challenges its property rights;

This Agreement is concluded in accordance with Georgian legislation,
therefore the Agreement is a valid contract between the parties;
Leased Forest is free from any lien, pledge, collateral and rights
(including right of first refusal) of any third person as well as
from any material flaw;

The Leased Forest is not sold, leased, rented or in any other way

transferred to any third party, unless otherwise provided by this
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agreement and there are no ongoing litigations that may affect

property right or lease;

5.1.6 Lessor is not aware of any circumstance that could affect the
ownership interest or the terms of this Lease;

5.1.7 Lessor herein represents and warrants to reasonably and in the
scopes of the laws of Georgia liaise on behalf of the Lessee on
matters referred to the various state authorities on matters
directly related or supplementary to the foregoing Agreement and/or

implementation of the SMPFA.

5.2 Representation and Warranties of the Lessee:

As for the effective date of the contract Lessee represents and warrants:

5.2.1 Lessee is the duly established company —--——=-—————— and 1is
authorized to contract Lessor on the terms and conditions of the
present Agreement, the person signing the Agreement on Lessee’s
behalf is duly authorized to act and bind the respective party with
no limitation whatsoever to abide to the terms and obligations given
hereinabove and herein bellow;

5.2.2 Lessee is not limited by any agreement, covenant or by the operation
of the law of Georgia or any other country and therefore can legally
and effectively be bound by the present Agreement. As for the
effective date of the contract Lessee secured all necessary consents
for signing this Agreement;

5.2.3 Lessee warrants that he can pay without any delays lease fee in
accordance with this Agreement;

5.2.4 Lessee warrants that he possesses enough funds, experience and
technical support to propose and implement a SMPFA as set out by the
present Agreement and the respective laws of Georgia;

5.2.5 As for the effective date of this Agreement there are no ongoing,
pending or threatened litigations, court order enforcement or any
other actions that may affect solvency or liquidity of the assets of
the Lessee or its ability to implement the Project and execute any

actions or obligations set out in this Agreement.

ARTICLE 6. Inventory Report
6.1 The Lessee shall submit to the Lessor Inventory Report of the Leased
Forest in the form and substance prescribed by the respective laws

and regulations of Georgia within the period of 12 (twelve) months



Draft for consideration purposes
from the moment of registration of the Lease within the Public

Registry.

The Inventory Report shall be valid for the period of 10 (ten) years
and every next report shall be submitted 3 (three) months prior to
the expiration of the validity of the previous Inventory Report.

The Inventory Report shall be supplemented with the positive
Independent Expert Opinion.

The Lessor may at its option perform any reasonable actions to check
correctness of any data included in the Inventory Report and submit
to the Lessee the relevant recommendations within the period of 3
(three) months from the moment of submitting the Inventory Report by
the Lessee. The Lessee shall make appropriate amendments to the
Inventory Report within 45 (forty five) days from the moment of
receiving written recommendations of the Lessor.

The Parties shall sign the Inventory Report after completion of all
procedures described in Paragraphs 6.1-6.4. After signing, the
Inventory Report becomes an integral part of the Agreement and is

attached to it as an Annex 1.

ARTICLE 7. Forest Management Planning Activities

7.1
7.1.1

7.2
7.2.1

Strategic Zonning Plan

The Strategic Zonning Plan is drafted by the Lessor for the entire
territory of Georgia and provides cartographic and textual
information on zonning of forest areas by regions considering:

(a) predominantly productive effect, and

(b) predominating protective, welfare or recreational effects.

Sustainable Management Plan of the Forest Area (SMPFA)

The SMPFA is elaborated by the Lessee within the periof of 6 (six)
months from the date of signing of the Inventory Report by the
parties, for the period of 10 (ten) years and in the manner
prescribed by the respective laws and regulation of Georgia, the
principles adopted by the Cerfying Authority and requirements of
this Agreement.

The SMPFA shall be supplemented with the positive Independent Expert
Opinion.

Forest Development Plan shall take into consideration the Strategic
Zoning Plan and cosist of the following components:

(a) Location and area of planning territory;
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(b) Social and economic standing of the planning territory;

(c) Environmental function;
(d) Previous use of Forest resources, revision of previous
management plan;
(e) Current state of forest resources;
(f) Goals and management activities for the planning period.
SMPFA is subject for approval by the Lessor and no commercial use of
the Leased Forest shall be permissible prior to such approval.
Unless otherwise stated by the applicable laws, normative acts of
Georgia and Management standards, SMPFA plan shall include the facts
and identifiable developments, which determine and influence the
forest conditions of the planning area in a cartographic and textual
form (plan drafting), and adjust these accounts to each actual
development in the planning area, taking into consideration the
principles of area planning discussed in this section.
The SMPFA shall be made up of partial plans continued in a partial
plan of the neighbouring forests. The partial plan should set out
the effects of the forest. The plan shall be subdivided into a
textual part (description) and a map section (presentation). The
partial plans within the SMPFA shall outline the general purpose of
the plan, including but not limited to the commercial, protection
and recreational goals.
SMPFA shall contein the technical part outlining the technical
characteristics, actions and plans for the area of interest. The
technical part of the plan shall identify the location, purpose and
works associated with the construction or rehabilitation of the
forest roads and cable cars for transportation of timber from the
Leased Forest, supplemented by the respective permits. The plan
prepared by the lessee shall be tailored to the respective area and
consider requrements applicable to the human safety and integrity of
the environment in Leased Forest.
Hazard zone plans shall be based on the Strategic Zoning Plan and
shall identify the areas endangered by torrents, avalanches or other
hazardous effects and their danger level together with those areas
for which a special form of management is required or that are to be
kept clear for later protective measures and shall elaborate the
actions of the Lessee aiming at mitigating, minimizing or removing

the risks associated with the respective area (Protection Forests).
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The Lessee shall be authorized to make suggestions to the Lessor for

amending the Strategic Zoning Plan based on the research and

analysis conducted in the respective areas.

7.2.10 The Hazard Zone plan shall be made available to the public for the

7.3
7.3.1

period of one month. Public hearings shall be held in the
administrative units effected by or bordering the Leased Forests.
Within this period any interested company or an individual may bring
a proposal on amending the plan. The Lessee shall present the
amended Hazard Zone Plan indicating the suggestions received in the
course of the public discussions. Lessor shall review the amended
Hazard Zone Plan, consider the opinion of the local government and
request amendments where reasonable and necessary. Comments and
suggestions of the commission shall be taken into consideration by

the Lessee.

Annual Operational Plan

Apart from the SMPFA, until November 10" every year the Lessee shall
elaborate and submit to the Lessor the Annual Operational Plan to
describe in details implementation of particular management
activities outlined in the SMPFA.

The form of the Annual Operational Plan shall be approved by the
Lessor.

The Annual Operation Plan shall be subject to the approval of the
Lessor within the period of one month, which approval shall not be

unreasonably withheld or delayed.

7.4 Forest Area Planning Conducted by the Lessee

7.4.1

For the purposes of submitting the SMPFA, the Lessee shall conduct
the forest area planning in accordance with the Strategic Zoning
Plan and principles and requirements set out in the laws of Georgia,
this Agreement and principles, criteria and standards of the
Certifying Authority.

The task of area planning is the description and foresight planning
of forest conditions in the territory of Georgia or parts thereof.

In order to fulfil the tasks referred to in Article 7.4.1 and 7.4.2
above, efforts should be made for Forests to be available to an
extent and a quality such that secures the following effects:

(a) the productive effect, i.e. in particular the economically

sustained production of wood as a raw material;
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(b) the protective effect, i.e. in particular protection against

elementary risks and harmful environmental influences as well as
maintaining the strength of the soil against soil errossion and
soil drift, scree-formation and landslips;

(c) the wellfare effect, i.e. the influence on the environment,
especially on balancing the climate and the water regime,
cleaning and renewing air and water;

(d) the recreational effect, i.e. in particular the effect of the
forest as a recreational area on visitors to the forest, are
best applied and safeguarded.

To achieve the objectives of forest area planning, special

consideration must be given to ensuring that:

(a) in areas with a concentration of residential and employment
locations as well as transport areas, the special organisation
and structure of the Forests is of such a quality as to
guarantee the protective, beneficial and recreational effects of
the Forest;

(b) in areas in which the protective and beneficial effects of the
Forest has a special significance for protection against flood,
avalanches or wind or as a water storage facility; the special
structure of the forest shall be appropriate to this
significance.

Efforts should be made within the scope of forest area planning to

co-ordinate all public interests, which may arise and be of

significance to it.

The SMPFA shall identify the plans for reafforestation on areas

where commercial cutting has been conducted, clear felled areas,

open spaces, forest areas with sparse trees as well as afforestation

for the protection purposes;

Approval of the SMPFA by the Lessor

The Lessor may grant the Lessee extension for submitting the SMPFA
for the period up to 6 (six) months on the basis of the written
request of the Lessee. The Lessee is entitled to submit the
motivated request on extension one month prior to the term given in
7.2.1.

The Lessor may, at its option approve the SMPFA or submit to the
Lessee recommendations to amend the SMPFA within the period of 60

(sixty) days from the moment of the receipt of SMPFA. The Lessor may
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at its option extend the period of submitting recommendations to the

SMPFA up to 90 (ninety) days by delivering a motivated written
extension notice to the Lessee. If the Lessor does not request any
amendments to the SMPFA or does not deliver to the Lessee the
extension notice within 60 (sixty) days, the SMPFA shall be deemed
approved. The Lessee shall make requested amendments to the SMPFA
within 45 (forty five) days from the moment of receiving written
recommendations of the Lessor.

The Parties sign the SMPFA after completion of all procedures
described in this Article. After signing the SMPFA becomes an
integral part of the Agreement and is attached to it as an Annex 2.
The Lessee shall prepare and submit to the Lessor a draft of the
SMPFA supplemented with the Independent Expert Opinion 12 (twelve)
months prior to expiration of the 10 year validity period for the
SMPFA. The parties shall agree upon the draft of the SMPFA in
accordance with the same procedures as applicable to the initial
adoption.

Any of the Parties may initiate amendment(s) to the SMPFA, which
amendments shall become effective only after the agreement and
signing by both parties.

Apart from the general authorities given hereinabove, the Lessee may
modify the terms of the SMPFA in accordance with the amendments
effected to the 1laws of Georgia and principles, criteria and
standards of the Certifying Authority. Such modifications shall be
agreed upon with the Lessee within the reasonable period from the
moment of the amendments to the respective laws or principles of the
Certifying Authority and effected prior or after approval and

signing of the SMPFA.

ARTICLE 8. SMPFA Audit. Management Certificate

8.1

Within the period specified in the SMPFA the Lessee shall present to
the Lessor an audit on compliance of the Lessee with requirements of
the laws of Georgia, Management Standards and the SMPFA
requirements. The audit shall be conducted by the auditor(s)
certified by the Certifying Authority.

The Lessee shall obtain the Management Certificate within a period
of 18 (eighteen) months from the moment of approving the SMPFA by

the Lessor. The Lessee shall renew the Management Certificate in a
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timely manner but not later than the Forest Management Certificate

held by the Lessee is expired.

The Lessee shall inform the Lessor if the Management Certificate is
for whatever reason suspended, restricted or deactivated without any
delay but not later than 5 (five) business days from the moment the
Lessee becomes aware of suspension, restriction or deactivation.

In case of suspension, restriction or deactivation of the Management
Certificate the Lessee shall restore the Management Certificate
within the period of 9 (nine) months from the moment of the

suspension, restriction or deactivation.

ARTICLE 9. General Terms on Maintaining the Forest

9.1
9.1.1

9.1.5

Reforestation requirements:

The Lessee is obliged to refforest clear felled areas and Forest
areas with sparse trees in due time with locally suitable propagated
material of Forest woody plants so that at least 3 trees are planted
instead of the one cut.

Reforestation shall be deemed timely if the necessary measures (seed
or planting) have been successfully carried out by the end of the
fifth calendar year following the materialisation of the clear
felled area or sparse stand.

Reforestation shall take place by means of natural regeneration, if
there is a natural regeneration by seed, stool shoot or root sucker
within a period of ten years, which gives rise to the expectation
that the reforestation area will be fully stocked.

Should natural regeneration at high altitude clearly bring
advantages compared with afforestation, the Lessor may extend the
period prescribed in 9.1.2 above by a maximum of five years.

The Lessor shall extend the reforestation periods prescribed in
9.1.2 by a maximum of two years if it is proven that the Lessee has
temporarily encountered an emergency in the Leased Forest, such as
fire forest pests or an infectious disease of animals. Should a
large-scale damage situation arise, such as large-scale wind throw,
the reforestation period for the area affected shall begin when the
damaged timber has been salvaged. The Lessor may extend this period
by a maximum of five years. The extension of the period shall be
granted if the Lessee has submitted a reforestation plan within the

first year of the reforestation period that provides for
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reforestation in the shortest possible time, to a maximum of the

extended period

The Lessee shall ensure regeneration through the reforestation
activities or natural regeneration.

Regeneration shall be completed through the reparation planning when
and where necessary and shall be deemed achieved if the trees in the
forest have struck roots through a minimum of three growth periods,
it has an adequate number of plants for forestry requirements and
there is no predictable risk for further growth.

Where the position of an energy supply line system prevents the
growth to full height on the pilot track and a dispensation has been
granted, the party entitled to erect the line shall ensure the

timely re-afforestation of the pilot track area after each felling.

9.2 Destruction of Forests

9.2.1 The Lessee shall not undertake any action or omision that shall
result in destruction of Forests.

9.2.2 The act or omission shall qualify as a destruction of Forests if
actions or failure to act result in:

(a) Materially weakening or destroying the productive capacity of
the Forest soil;

(b) Exposing the forest soil to an evident danger of sliding or
erosion;

(c) Resulting in the inability of prompt reforestation; or

(d}) Exposing the plant growth to widespread danger, especially that
caused by wind, snow, animals, improper fertilization and
pollution of any kind.

9.2.3 should it be determined that a destruction of the Forest has
occurred the Lessor shall take the necessary measures to terminate
the destruction of the forest and to mitigate its effects. 1In
particular, it may include the restriction or request of a
particular form of use, allowing every felling within an appropriate
period of time determined under the permit of a Lessor, or order the
polluter to terminate the actions and eliminate the danger and its
effects on environment. This shall not affect claims by the Lessee
under private law.

ARTICLE 10. Classification of Forests, Rules of Treatment

10.1 The Forests may be classified into three major categories:
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(a) Production Forests;

(b) Protection Forests;

(c) Forests of Special Significance.

All forests that do not fall under the category of the Protection
Forsts or the Forests of Special Significance shall be deemed as the
Production Forests and treated accordingly pursuant to the laws of

Georgia and this Article.

10.3 Definition of Protection Forests

10.3.1

For the purposes of this Agreement, Forests qualify as the
Protection Forests if located on the sites that are endangered by
the eroding forces of wind, water and gravity, and which require
special treatment to protect the soil and the plant cover and to
ensure reforestation. Forest shall automatically be deemed as
Protection Forests if one or more of the following criteria
exists:

(a) Forests on drift sand and drifting soil,

(b} Forests at locations with a tendency towards karstification

or under severe risk of erosion,

(c) Forests in rocky, shallow grounded or precipitous
locations, when reforestation is only possible under

difficult conditions,

(d) Forests on slopes exposed to the danger of landslide,
(e) The Forest cover in the Timberline Zone,
(£) The Forest belt immediately bordering the Timberline Zone.

10.4 Forests of Special Significance

10.4.1

10.4.2

Forests may be declared as the Forests of Special Significance by
virtue of the laws of Georgia if the purpose of the particular
Forest is recreation, hunting, protection of humans, human
settlements or facilities, water, roads or cultivated soil from
the natural hazard or damaging environmental impacts and which
require special treatment to gain and ensure their protective or
welfare effect. To avoid any doubt, the Protected Areas declared
as such by the duly authorized body of the Georgian government
shall be deemed as the Forests of Special Significance for the
purposes of this Agreement.

Subject to the provisions of Clause 9.4.1 above, the Protection
Forest or the parts thereof may at the same time be declared as

the Forest of Special Significance.
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Treatment and Use of Protection Forests

The Lessee shall treat Protection Forests with special regard to
the applicable local circumstances, in order to ensure that the
plant cover is maintained in a most stable manner, is appropriate
to the location and has vigorous interior structure and prompt
renewal capacity.

Should a Forest qualify as Protection Forest in accordance with
this article, the Lessee shall treat that Forest as Protection
Forest even if the relevant site is not officially declared as
Protection Forest.

The Felling in the Protection Forests shall be allowed only for the
proven benefit of the Protection Forest and shall be subject to the
permission of the Lessor issued in accordance with the respective
regulations.

The Lessor shall issue detailed regulations on treatment and use of
Protection Forests and the Forest of Special Significance. Such

orders may include but will not be limited to:

10.5.4.1 Setting up the special rules of re-afforestation or afforestation

and the respective period;

10.5.4.2 Imposing the age restrictions related to the immaturity of the

wood-plants.

10.6 Declaratory Proceedings for Protection Forests

10.6.1

10.6.2

10.6.3

Should there be doubt whether a Forest or parts thereof constitute
a Protection Forest, the Lessor shall take a decision on this
subject upon application by the Lessee.

The declaratory proceedings shall be initiated ex officio, if this
is deemed to be appropriate for the purposes of guarding against a
negative treatment to the Protection Forests. The Lessor shall
temporarily impose the rules of the Protection Forests until the
decision as a result of the declaratory proceedings is adopted.
Should a Forest meet the requirements for qualification as
Protection Forest, the Lessor shall issue a notice certifying this
fact, if required after carrying out proceedings in combination
with an inspection. Should those requirements not exist or be
abolished, the Lessor shall, upon application by the Lessee or ex
officio issue a notice stating that the Forest is not a Protection

Forest.
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10.7 Measures to Rehabilitate Protection Forests

10.7.1The Lessee and the Lessor shall, if rehabilitation measures are

10.7.2

10.7.3

necessary to safeguard the Protection Forest, prepare a specially

structured SMPFA’s for the protection of forest area in question or

to adapt an existing plan by amending it in a special manner.

Rehabilitation measures in accordance with this Section may in

particular include:

(a) Re-afforestation of Protection Forests that are insufficiently
regenerated and are impaired in their protective function;

(b) Treatment to the extent necessary to maintain the protective
function of the Protection Forest area, also with regard to its
reclamation;

(¢) Special layout of the plan shall comprise of the following:

The cartographic delineation of the Protection Forest

demonstrating its conditions, management and legal status;

The measures necessary to maintain Protection Forests or

improve their conditions in accordance with this Agreement,

relevant timing and costs.

Should rehabilitation measures in accordance with this Article

require the felling of over-mature stands to allow regeneration,

the Lessee shall carry out such felling according to marking

performed with the supervision of the Lessor.

ARTICLE 11. Unlimited Access to the Leased Forest, Use of the Forest for

Social, Recreational and Cultural Purposes

11.1 Recreational Use of the Leased Forest

11.1.1

11.1.2

The Lessee shall not prevent visits of the tourists or any
individual or group of individuals, including their overnight stay
in the Leased Forest, unless such activities are preventing the
Lessee from undertaking its business in accordance with the terms of
the Agreement or/and SMPFA.

The Lessee may limit access of any third party to the Leased Forest
in case such access violates safety requirements and other
requirements provided by Georgian legislation including the
restriction to access Forest areas with operational facilities such
as  arboretums, seeding nurseries, reforestation and natural
regeneration areas and afforestation areas where plant growth has

not yet reached an average height of 3 meters, wood-storage and
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wood-seasoning sites, storage places for material and machinery, 11.1.6 Forest which is excluded from the use for recreational purposes,
buildings, operating sites for hauling facilities, except forest should be identified by means of information signs displayed in the
roads including their areas of risk. locations where public roads and paths, marked paths, freight paths

11.1.3Use going beyond section 10.1.1, such as camping in the darkness, and forest roads as well as marked ski routes and cross-country
tenting or horse-riding, shall be permissible only with the consent passes intersect the banned area or the territory immediately
of the Lessee, which consent shall be implied if no restriction is adjacent to it.

displayed and shared with the public with the sufficient clarity. 11.1.7 Should there be a ban imposed in accordance with this Article, the

briving is permitted only on the forest roads and unless the Lessee Lessee shall facilitate the circumvention of the banned area and if

restricts the access. Lighting of fire is only permissible on the necessary lay suitable paths as a bypass. Should this be

designated areas arranged by the Lessee. Skiing in the forest is impracticable because of the position of the banned forest area, he

only permitted in the area of ascending aids on marked places or ski shall ensure the possibility of safe passing through the banned

routes. Forest area by means of indicator boards. Should the Forest area be
11.1.4 Notwithstanding the provisions of this Article 11 the Lessee may fenced in, the pass should be made available through ladders or
restrict the use of the Leased Forest for recreational purposes gates.

temporarily or permanently in the following areas: 11.1.8 The Lessor may adopt specific orders on introducing the acceptable

(a) construction sites of hauling facilities and other forestry types of announcements, form and wording of information signs and
engineering structures; the way in which this should be made noticeable. In case of bans
with a time 1limit, the beginning and end of the ban shall be

(b) risk areas for wood felling and hauling up to the hauling point

£ the d ti f wood harvesting works indicated on the information sign or below. If there may be any
or e duration o ;

danger associated with Forest work, special reference should be made

(c) Forest areas in which a fairly large number of trees have been to this on the signs.

thrown or broken as a result of atmospheric effects and which

) . 11.2 The Lessor shall adopt a decision on the admissibility of bans upon
have not yet been processed, until processing comes to an end;

the request of the Lessee, in extraordinary and well-motivated

(d) Forest areas in which treatment is being applied to combat reasons - ex officio.

Forest pests as long as it is necessary for this purpose; 11.2.1 should the review by the Lessor end with the conclusion on the
(e) Forest areas if and to the extent that they serve scientific necessity of using the ban, the Lessor shall give the explicit (by

purposes and this cannot be achieved without a ban. issuing a permit) or implied (by approving the SMPFA) permission,
11.1.5Should the Lessee intend to have a ban of Forest area lasting more whereas when the imposition of limitations is regarded unreasonable

. . h h, 1 1 i
than four months on forest areas exceeding 5 hectares, it shall by the Lessor, the latter shall issue a notice to this effect

pply to the Lessor for a permit. The application of the Lessee requesting the Lessee to remove the restrictions and any associated
apply .

shall be supplemented by the site plan and should indicate the plot barriers or signs. Should the review indicate that the ban is based

number, the reason for the ban and the intended duration of the ban on another Law the Lessor may issue a notice to this effect

and, if appropriate, the size of the Forest area to be banned. The notifying the Lessee that he has to erect gates or ladders insofar
’ r

application will be granted if the Lessor reasonably deems the ban as this is in compliance with the purpose and the legal ground of

necessary to achieve the purpose of the ban. The same permission may the restriction. Should the review indicate that the borders of the

be implied if the limitations indicated in the SMPFA are approved by banned area have been extended the Lessor shall pass a notice

the L establishing permissibility dimensions and notify the Lessee to
e Lessor.

remove barriers where they serve to extend the ban beyond the

established borders.
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11.3 Treatment to Woodland Grazing and Snow Refuge 11.6 The Lessee shall assist the respective authorities or any social

11.3.1Forest grazing may not endanger the maintenance of forests or their groups 1n securing natural boarders of the historic, religious and

effects cultural monuments on the territory of the Leased forest and assist

and allow the respective authorities or any social groups to carry

.3. i i i h 11 i . . c . : .
11.3.2Passing the domestic animals to the pasture sha be carried out out any social and economic activity comnected with historic,

i i f the F if L. : ;
with due regard to the necessary preservation o e Forest and, 1 religious and cultural monuments located in the territory of the

relevant, also following reasonable bypass. Leased Forest.

11.3.3Woodland grazing may not be exercised in parts of the forest 11.7 The Lessee shall allow an individual or group of individuals to use
intended for regeneration, where the grazing stock might damage the Leased Forest for recreational purposes in accordance with the
seedling crops already in existence or to be brought in. Grazing instructions and/or rules developed by the Lessee in accordance with
animals shall be kept away from the regeneration areas. the Georgian legislation, SMPFA and this Agreement.

11.3.4 Notwithstanding the terms of this clause 10.3, the restrictions and

limitations set out in accordance with other clauses of this ARTICLE 12. Protection against Forest Fires

Agreement shall remain unchanged. 12.1 The Lessee shall mark the sites where lighting or maintaining a fire

is permitted. For the need of protection of the Leased Forest against

11.3.5The L e shall b ntitled to the reasonable compensation for . , . ) .
€ esse s € entd P fire, the Lessee is authorized to carry out actions that it deems

i isadvant in the events given in clause 10.3. . . . . \
proprietary disadvantages ve 9 appropriate and necessary to ban and restrict lighting of fire,
11.4 Use of the Forest by the local communities incautious use of inflammable items in the Leased Forest, in the
11.4.1The Lessee shall not prevent Social Cutting, and private use of timberline zone and places with the conditions favoring the spread of

forest and its products by the local community for the purposes a forest fire, near the Leased Forest (danger area). This also

other than commercial, should such use be legal and customary or includes releasing burning or glowing items, including but not

necessary for the general living conditions of such communities. In limited to the matches and cigarettes.

this event the Lessee shall mark the trees that can be cut in the 12.2 Clearance burning or other blanket burning-off of plant residues

scopes of the Social Cutting by the local community, which shall not (felling refuse and burn residue) is only permissible if it does not

be deemed inaccessible for the community by the reasonable judgment. endanger the Forest, harm the quality of the soil or create the risk

The Lessee shall, nevertheless be allowed to prevent removal of the of a forest fire. The intention to start such fires shall be reported

trees that are necessary for conducting business of the Lessee in to the authorities in charge with fire fighting no later than one day

accordance with the SMPFA before commencement, stating the location and time.

11.4.2The Lessee shall permit the local communities to use the Forest 12.3 In times or areas of particular fire risk, the Lessor can prohibit

Roads, subject to the restrictions given in this Agreement free of any lighting of fires or smoking in the forest and its area of risk.

charge 12.4 Should there be particular reasons that suggest that prohibitions in

11.5 Access to the Forest by the holders of the License accordance with this Article 12 in areas subject to forest fires are

11.5.1The Lessee shall allow the holders of lease or license issued by the inadequate, the Lessor shall prohibit persons other than the Lessee

government to conduct their usual business in the leased Forest. from entering vulnerable areas. Special attention should be paid to

Provided however that the Lessee is authorized to exercise the risks from heavy holiday traffic and forest structures that may be

rights and privileges of the Lessor in the relevant transactions, unfavorable for the purposes of protection against the forest fires.

by way of 12.5 To guard against forest fires at places exposed to particular risk

effective assignments introduced under this Agreement or any annexes from flying sparks or other fire-inducing effects due to the

thereof operation of a railway, the Lessor shall issue a notice requiring the
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railway company to carry out suitable protective measures in the

Forest affected and in its area of risk by mutual agreement with the
body responsible for railway affairs (such as erecting and
maintaining fire-restricting measures in the form of safety strips or
removing easily-inflammable items from the area at risk). The Lessee
shall tolerate such action and entry on his land but will be entitled
to the reasonable compensation for the damages that he suffers as a
consequence.

Where new afforestation takes place along railway installations, the
Lessor shall issue a notice requiring the Lessee to carry out
protective measures in accordance with this Article.

The Lessee shall ensure posting the relevant signs to minimize the
risk of lighting fire in restricted area or otherwise expose the

forest to fires.

Protection Against Forest Pests

The Lessee shall pay special attention to an impending risk from
forest pests and report immediately to the Lessor if an increase in
forest pests is threatening the safety and integrity of the Forest.
Forest pests within the meaning of this Agreement are animal and
plant pests such as insects, mice, fungi or viruses, which, if their
incidence were to increase, could endanger the Forest or
substantially lower the value of the wood.

The Lessee shall take precautionary measures against the risk of
damage to the Forest, inflicted by forest pests and effectively
combat forest pests, which are already increasing in a threatening
fashion.

Should other Forests also be threatened by the risk of pests, the
Lessor shall, if successful preventive or combative measures require
it, issue a notice or an order requiring the Lessor to cooperate with
the other lessors of the Forests in carrying out joint or
simultaneous measures.

The cost of the measures to be carried out jointly or simultaneously
shall, insofar as they are not payable from public funds, be

distributed among the individual Lessees of the Forests in proportion
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to the area of the Forests protected thereby, or in accordance with

another equitable valuation criterion.

Should the extent of danger, infestation or the nature of the
measures to be applied require, the Lessor may engage the local
govermment to directly apply necessary action. The Lessor may
undertake itself or through the respective governmental bodies the
actions directed at requisition of reasonable area of agricultural
lands against compensation to prepare and carry out the combative
measures in the immediate vicinity of the Forest areas endangered.
Should the offices concerned with combative measures in accordance
with Clause 12.6 above have to resort to the third parties or outside
vehicles to carry out the required works, to supervise or to provide
assistance, the Lessee shall bear the associated costs in proportion
to the area covered; this shall not apply if the Lessee does the
necessary work itself.

Land used for agricultural and horticultural purposes shall be
included in the action if it lies within the reach of the endangered
Forest areas and the susceptibility to forest pests of the culture
growing on it necessitates its inclusion. A report shall be obtained
from the respective authority and approved by the Lessor before a
decision is taken on the inclusion.

To avoid risk to people and animals the Lessor shall order the
necessary restrictions (block) on traffic in the area included in the
combative procedures (combative area). In the case of major
operations the managers of endangered bee populations, those with
hunting and fishery rights and the responsible bodies of water supply
facilities, shall be promptly notified of the introduction of

combative measures.

13.10The Lessor shall prohibit encouraging the imminent danger of an

increase in forest pests by action or neglect; this also applies when
a mass increase is not immediately threatening. Already-felled wood
which is infested by forest pests to a threatening degree or which
may serve as a breeding ground for such pests, should be treated
promptly wherever it is located, to suppress a spread of forest
pests. This obligation concerns the Lessee or the parties responsible

for the wood in question.

13.11 The Lessor shall impose detailed regulations on all measures suitable

and required to prevent or avoid the imminent danger of an increase

in forest pests. These may in particular provide that:
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(a) Tree trunks that are infested or threatened by infestation shall

be felled within a period required for the most effective
prevention of the imminent danger of an increase of forest pests,
these trunks shall be processed as quickly as possible, removed
from the forest, de-barked or otherwise made unsuitable to cause

an imminent danger of increasing forest pests;

(b) Storing such wood shall only be permitted outside the Forest if
it is subject to certain chemical or mechanical treatment such as

spraying or debarking.

Protection of Immature Stands, Restrictions of Felling
In immature, high forest stands, clear felling and removal of single
trunks going beyond the extent required for tending purposes is

prohibited except for the case indicated in 13.2 hereafter.

The extent required for tending purposes is exceeded, if less than six
tenths of the full canopy cover would remain after the single trunks
had been removed. The figure may drop below this in the case of
intervention for tending purposes if it may be expected that a canopy
of more than six-tenths will be achieved no later than five vyears
following the tending intervention.

High forest stands of tree species which are not fast~growing are
deemed immature if (a) in the even age stands the age of the stand is
less than 60 years; (b) in the uneven-age stands, less than half of
the trees reached the age of 60 years.

The Lessor shall determine the rapid-growing tree species by order and,
if necessary, determine the age of stand immaturity for this.

The Lessor may establish the limits of diameter to assess the limit of
immaturity instead of or along with, an age 1limit. Should such a
diameter have been set, it shall be applied in any case to judge
whether requirements of this Article 14 are observed.

The prohibition in accordance with this Article 14 does not apply to
felling

(a) on forest area used for the erection of a haulage installation,

(b) on forest soil that was expressly allocated for growing

Christmas trees,
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(¢) which was necessary for severance cutting such as liberation

cutting, release cutting or boundary cutting, if its width is

not more than 10m,

(d) which is necessary as preparatory measures for reforesting clear

stands.

The Lessee shall inform the Lessor of the area allocated for growing
the Christmas trees by indicating the foregoing in the SMPFA or by
requesting amendments in the SMPFA. In any event the relevant notice
shall contain the plan for intended falling for the period of 10
years. The Lessor may deny to attribute the land for the foregoing

purpose

(a) if from the nature of the plant cover structure it may be

concluded that the latter is not suited for the given purpose or

(b) if the area is a Protection Forest or plant cover in the
timberline zone, provided that the plant growth in the

timberline zone offers a profound protective effect.

The Lessor shall, upon the application of a Lessee, grant exceptions

to the prohibition if

(a) cutting with a width of more than 10m is necessary for forest
operation measures such as liberation cutting, release cutting

or boundary cutting;

(b) pilot track felling is necessary for the purpose of erecting and
for the duration of the proper existence of an energy supply

line installation,

(c) there is an obvious imbalance between the productive power of
the forest soil and the yield of the stand covering it, which
can only be remedied by clearing the stand and using yield-

enhancing forestry measures or

(d) measures for increasing growth are carried out and no

endangerment of the effects of the forest may be expected.

Should the sustainable existence of agricultural and forestry
operation be endangered by extraordinary disasters, the Lessor may,
upon application of the Lessee, grant an exception from the
prohibition if this is the only way of averting and re-afforestation

is ensured.
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14.10 Instances of the kind referred to in Clause 13.9 shall apply in

particular if stocking is sparse or of poor quality, or where
stocking consists of tree species unsuitable for the location or of
poor species, or where stocks have been considerably damaged by game,

grazing cattle, forest pests or red-ring rot.

14.11Measures under Clause 13.10 are those whereby the standing supply of

wood of the stock for which felling has been applied, exceeds that of
a similar, average-stocked, mature stand in which no growth-intensive
measures such as forest fertilization or intensive stand cultivation

have been carried out.

14.12 Forestry measures within the meaning of this Article 13 shall be

indicated in the SMPFA. Should the surveys carried out for this
purpose indicate that these measures are suitable to achieve the
given purposes, the Lessor shall prescribe them in the authorization

notice as requirements, otherwise the application shall be rejected.

14.13 Prohibited Falling:

14.13.1 The following actions are prohibited:

(a) clear felling which
1. permanently reduces the productive power of the forest soil,

2. considerably or permanently impairs the water regime of the

forest soil,

3. Dbrings about a more severe erosion or drifting of forest soil,

or
4. endangers the effect of Protection Forests,
(b) large scale clear felling in high forest.

The felling shall qualify as large scale felling if it extends for:

1 a width of up to 50m extends for more than a length of
600m or

2 a width of more than 50m extends more than an area of 2
hectares.

Calculation of the neighboring clear areas or the areas where

regeneration is not yet secured shall be cumulative.

The Lessor shall, upon application, grant exceptions to the

prohibition if
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(a) there are reasons in connection with forest management,

such as in particular severe haulage conditions or the

necessity to remove low-producing or endangered stands,

(b} the continued existence of the agricultural and forestry

enterprise would otherwise be endangered or

(c) this is necessary to erect an energy supply line

installation.

There shall be deemed to have been infringements within the

meaning of 14.13.1 if the Lessee has been legally convicted for
(a) destruction of the forest,
(b) repeated infringement,

(c) repeated infringement of the requirement for permission
provided for in this Agreement or against the established
conditions and requirements issued by notice and the
conviction is no longer than five years, calculated from the

commencement of the intended felling.

14.14 Felling Application

14.14.1

Unless otherwise indicated in this Agreement, any felling activity

requires the explicit consent of the Lessee through the SMPFA or the

other procedures envisaged in the laws and normative acts of

Georgia.

14.14.2

The Lessee shall apply to the Lessor for felling approval to be

issued, if the intended felling is not already indicated in the

approved SMPFA.

14.14.3

The application shall include the information necessary for

taking the respective decision, including the location and area,

period of felling, etc.

14.15 Felling Approval

14.15.1

14.15.2

Felling approval shall be issued if the felling applied for does
not conflict with the provisions of this Agreement and the laws of

Georgia.

Should the applicant have repeatedly failed to meet an obligation
for re-afforestation in accordance with this Agreement, the
felling approval applied for shall in any case be denied so long

as has he has not met the obligation.
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14.15.3 If there are afforestation arrears, felling approval shall in any

case be combined with the requirement to remedy the outstanding

re-afforestation within an appropriate period of time.

14.15.4 Approval shall, if necessary, be accompanied by the instruction on

relevant conditions and requirements to ensure that the Forest is
treated in accordance with the provisions of this Agreement (such
as prescriptions regarding reforestation of the felled wood,
ordering forest protection measures or marking by an organ of the
Lessoxr etc. of the stands or trunks for which felling has been
approved). Should official marking be prescribed, the special

marking hammer shall be used.

14.15.5 The Lessor shall make sure that the administrative actions under

this Article 13 are carried out in conformity with the laws of
Georgia in a timely manner and that no permission requested by the

Lessee is unreasonably withheld or delayed.

14.15.6 The Lessor shall decide on the felling application within six

weeks from the date of submission by the Lessee. Should it fail to
make a decision within this period, the Lessee may carry out the
felling applied for while adhering to the provisions of this

Agreement.

14.15.7 should weather conditions prevent carrying out the necessary

surveys on the spot, the Lessor may extend the six-week period,
until it is anticipated that the reason for prevention no longer

applies. The applicant shall be notified of this by notice.

14.15.8 The period of wvalidity of the felling approval is five years from

the date of issuing permission by the Lessor unless the long term

plan is approved through the SMPFA.

Forast Monitoring

15.1 Parties herein understand that all forests are subject to official

monitoring. This includes the right and duty of the Lessor to monitor
compliance of the Lessee to the provisions of this Agreement, the
relevant directives that have been issued as well as individual
orders and provisions. To this end the respective bodies of the
Lessor shall be authorized to enter the Leased Forest, drive on the

forest roads and request the Lessee, 1its appointees, agents,
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employees, or bodies to provide information and evidence where it is

of significance for monitoring purposes.

For the purposes of the Forest monitoring, the Lessor is entitled to
evaluate legal compliance in the various areas of the Leased Forest,
when the need be, the Lessor may initiate the special forest
investigation and involve local or international experts. When
conducting surveys within the scopes of its monitoring objectives,
the Lessor may also carry out necessary works in the forest such as
measurement, taking inspection material etc. The Lessee may be
informed of the actions with respect to the monitoring to the extent

possible and reasonable.

The bodies, entities, private parties and individuals entitled by the
Lessor to carry out Forest surveys shall have the right to enter any
Forest, drive on the Forest roads and request the Lessee to provide

necessary and available information.

Forest supervision shall also extend to establishing damage to the
Forest inflicted by the acts of nature or humans, as well as the

actions and omissions of the Lessee.

If the Lessee ignores forestry regulations in dealing with the Forest
or its area of risk, the Lessor shall, notwithstanding the initiation
of criminal proceedings, impose a notice on the Lessee or, in case of
danger, directly order him/her to take the measures for immediate
assessment of circumstances as well as the necessary safety measures,

such as in particular
a) prompt and appropriate re-afforestation,
b) preventing and guarding against destruction of the Forest,

c) clearing the Forest of damaged timber and other residues

endangering the maintenance of the Forest and clearing torrents,

d) preventing and as far as possible eliminating the damage to

Forest soil or plant cover caused by felling or haulage or,

e) stopping illegal felling or minor produce, and, if required, have
them carried out against reimbursement of costs by the party

responsible.

A marking hammer shall be used for official marking, the mark of

which shall be determined by order of the Lessor (official marking
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hammer) . Its imitation or wunauthorized possession or use are

prohibited.

ARTICLE 16. Rights and Obligations of the Lessee
16.1 wWithout the prejudice to the other obligations set out in this

Agreement, the laws of Georgia and SMPFA, the Lessee shall:

16.1.1 use reasonable care and make affirmative actions in order to protect

and recover the Leased Forest;

16.1.2 conduct an inventory of the leased forest in compliance with the

terms and conditions set out in Article 3 above and inform the
Lessor within the shortest reasonable time if in the course of the
inventory it discovers facts of illegal deforestation, poaching or
other facts, that at the good judgment of the Lessee should be

timely disclosed to the Lessor;

16.1.3 submit to the Lessor the SMPFA within the period and terms set out

in Article 7 of this Agreement and adhere to the SMPFA at all times;

16.1.41in the course of the Agreement submit to the Lessor a report of the

environmental audit conducted by the body authorized by the
Certifying Authority in accordance with the respective laws and

applicable standards as set out in Article 7 above;

16.1.5not arrange, perform or effect any assignment of its rights or

obligations under this Agreement until the Lessor approves the SMPFA

in accordance with Article 7 of this Agreement;

16.1.6 ensure that in the event of assignment of its rights and obligations

in whole or in part, the new holder of any respective right or
obligation shall comply with Georgian legislation, SMPFA, Management

Standards and conditions of the present Agreement;

16.1.7 not use/remove trees, sections or animals that are attributed to the

rare species and/or listed in the Red Book, unless the Lessee
justifies that such removal is reasonable or necessary and obtains

the relevant permit from the Academy of Science of Georgia;

16.1.8 comply with the laws of Georgia regulating the maintenance,

protection and commercial use of the forests, including but not

limited to the obligation to:

(a) Resort to the reasonable and timely actions, necessary for
protecting leased forest from soil erosion;

(b) Allow commercial cutting of the trees of specific
characteristics and refrain from and prohibit cutting of the
trees that do not match with certain characteristics set out in
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the laws of Georgia or located in the areas allocated for the

recreational facilities or to the protected forests;

Plan and implement the regeneration measures to ensure the
sustainable management of the Leased Forest, which will imply
as a minimum planting for regeneration purposes of at least the
same size of the vegetation that was damaged or extracted in
the course of the commercial cutting;

Mark the trees suitable for the commercial and Social Cutting;
Undertake reasonable and appropriate measures to prevent,
resist and cure deceases of flora and fauna in the Leased
Forest and should this be a case, inform Lessor regarding such
issues in detail as soon as reasonably possible;

Allow the state authorities to carry out any actions, including
but not limited to the training, camping, passing, exercising,
constructing, for the infrastructural, recreational or military
purposes without any additional fees or charges. In this event
the Lessee may make suggestions on the basis of the SMPFA to
use or refrain from using certain parts of the Leased Forest
that may be exploited for the commercial cutting, hunting area
or regeneration area or may be attributed to the dangerous ;
Elaborate and implement the adequate rules and limitations
applicable to the protection of the Leased Forest from random
fire, erosion and landslides and other threats that may inflict
the negative impact or damages on the vegetation or inhabitants
of the Leased Forest;

In the event of receiving a motivated request of the third
party, other leases or the state body to open the pathway for
transportation of timber through the territory of the Leased
forest, the Lessee shall be required to allow such pathway and
may charge the fees, where reasonable and practical. etc

prevent research and scientific activity, necessary for

protecting flora and fauna on the leased territory;

16.1.10

not prevent construction and functioning of the structures of

infrastructural projects of the state importance

16.1.11

submit to the Lessor materials, regarding inventory of the fauna

in the Leased Forest and comply with the quotas assigned under the

approved SMPFA;

1l6.1.12

protect and maintain appropriate conditions for the survival of

wild animals discovered during the inventory process;
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16.1.13 secure fire prevention measures in the Leased Forest. In the event

of the relevant threat the Lessee shall promptly undertake adequate
and reasonable actions to prevent the damages and inform the Lessor
immediately;

16.1.14 prevent hunting activities if it becomes aware of the facts of
deterioration of living conditions of wild animals or if there is a
threat of extinction of any wild species in the Leased Forest;

16.1.15 protect wild animals from negative impact to their living
conditions and extinction.

16.2 Without the prejudice to the rights set out in the Agreement and the

laws of Georgia, the Lessee shall be entitled to:

16.2.1 conduct its business based on its sole good judgment and without
Lessor’s interference other than the control and monitoring set out
in this Agreement and the laws of Georgia;

16.2.2 carry out the administrative functions in accordance with the laws
of Georgia necessary and appropriate to prohibit and prevent the
actions of the third parties, companies and individuals resulting in
or aiming at the actions inflicting harm or damages on the
vegetation or inhabitants of the Leased Forest or impeding
commercial use of the premises within the Leased Forest in
accordance with the SMPFA. In the events given in the administrative
laws of Georgia the Lessee shall apply the administrative measures,
including, in the scopes of the law, fine, termination of the
license, etc.

16.2.3The lessee may exercise the rights given in this clause 9.2.2
through its own agents and employees or through the special private
or state bodies empowered with the administrative functions by the
respective laws.

16.2.4 use the public infrastructure without discrimination from the Lessor
or any other agency;

16.2.5not to be unjustifiably refused on the Lessor’s approval of the
respective Projects, Plans or any other reascnable and legal
requests;

16.2.6 use the Leased Forest through the entire period of the Agreement,
save for the period until approval of the SMPFA and receive
compensation in case of material breach or unlawful rescission of
the Agreement by the Lessor;

16.2.7 export wood, timber or lumber within the limits established by the

Georgian legislation;
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16.2.8 export wooden products manufactured in Georgia in accordance with

the applicable laws of Georgia.

ARTICLE 17. Rights and Obligations of the Lessor
17.1 wWithout the prejudice to the other obligations set out in this
Agreement, the laws of Georgia and SMPFA, the Lessor shall:

17.1.1 act in good faith for the purposes of the present Agreement;

17.1.2 not unreasonably withhold or delay its confirmation of the SMPFA for
the Lessee;

17.1.3 sign necessary documents for the registration of the present lease
in the National Agency of the Public Registry;

17.1.4 undertake supervision of the Forests, including the Leased Forest;

17.1.5 advise the Lessee where appropriate;

17.1.6 co-operate with the Lessee in forestry subsidization where
appropriate and necessary;

17.1.7 assess the timber harvest periodically;

17.1.8be in charge of forest-related education and public relations in

forestry.

17.2 Without the prejudice to the other rights set out in this Agreement,
the laws of Georgia and SMPFA, the Lessee shall:

17.2.1be authorized to inspect Leased Forest to ensure that the Lessee is
not in breach of the conditions of SMPFA or the terms of this
Agreement. Unless the terms of frequency are deviated at the sole
discretion of the Lessor, inspections shall be carried out once in
every quarter; in the course of its inspections the Lessor shall not
hinder the normal business process of the Lessee to the extent
reasonably possible;

17.2.2 shall reasonably interfere in the process of the forest management
exercised by the Lessee to extinguish or mitigate the negative
impact on the nature caused by the random fires, landslides,
deceases and other negative events that could not be cured by the
Lessee in a timely manner;

17.2.3 carry out the actions aimed at regeneration of vegetation in the
designated areas of the forests, 1f such actions could not be
properly implemented by the Lessee in accordance with the SMPFA;

17.2.4 charge the Lessee costs associated to the actions incurred in the

course of interference as given in clauses 10.2.2 and 10.2.3;
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17.2.5at any time at its sole discretion partially or full suspend the

operation of the Lessee in the Leased Forest or any part of the

Leased Forest in the following cases:

(a) suspension, restriction or deactivation of the Management
Certificate;

(b) loss of the Management Certificate;

(c) illegal activity of the Lessee that causes threat of any kind

to the safety of the local community, employees of the Lessee
or any third party;

(d) significant violation or breach of this Agreement, SMPFA and
laws of Georgia;

(e) insolvency or liquidation launched against the Lessee;

(£) fraud performed by the directors, majority shareholders or any
officials of the Lessee;

(g) failure of the Parties to agree on the Inventory Report and/or
SMPFA for more than 9 (nine) months period after submission of

the Inventory Report and/or SMPFA by the Lessee to the Lessor.

17.2.6be authorized to terminate this Agreement unilaterally and claim the

ARTICLE 18.

18.1

damages and compensation for the following:

(a) the significant violations and breaches committed by the
Lessee in accordance with the terms and conditions of this
Agreement, SMPFA and the laws of Georgia;

(b) illegal logging of the forest

(c) suspension of the Management Certificate of the Lessee for
more than any consecutive 12 (twelve months) period or in case
of illegal logging of the forest by the Lessee;

(d) failure of the Parties to agree on the Inventory Report and/or
SMPFA for more than 2 (two) years period after submission of

the Inventory Report and/or SMPFA by the Lessee to the Lessor.

General Terms of Liability

Should a person not involved with works relating to forest
management be killed or his body or his health be injured or
property belonging to him be damaged, the Lessee shall be liable to
compensate for the loss if it was premeditated or in cases of gross
negligence on the part of the Lessee or his agents or employees.
Should the loss occur due to negligence of the party who suffers

such loss, it will bare the consequences in full or in part, to the
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extent the loss is resulted from such negligence. If the loss

occurs due to illegal, reckless or negligent action of any third
party, such third party shall also be held liable to the extent of
his fault in the occurrence of the loss. Should the loss occur in a
cordoned-off area, 1liability shall only apply in the event of

intentional infliction of damages only.

The same effects, as given in 18.1 shall apply to the liabilities
resulted in due to the conditions of a forest road or another path
in the forest; the Lessee shall only be liable for the prescribed
avoidance of dangers caused by the poor condition of a path only in
the case of Forest roads and on any other paths which the Lessee has
expressly devoted to use by the general public by means of

appropriate identification.

ARTICLE 19. Assignment and Sublease

13.1

19.2

19.3

19.4

The Lessee may assign all or part of its rights, obligations and

interests to a Third Party provided that the Third Party:

(a) has the demonstrated the technical and financial ability, as well
as appropriate experience in forest management to perform
obligations to be assumed by it under the Agreement;

(b) holds the effective Forest Management Certificate (where
applicable); and

(c) Accepts and assumes all of the terms and obligations set out in
this Agreement.

Any such assignment by the Lessee shall be subject to prior written

consent of the Lessor, which consent shall not be unreasonably

withheld or delayed.

If within thirty (30) days following notification of an intended

assignment, accompanied by a copy of the draft assignment agreement

and related documentation with respect to the proposed assignee,
including certified financial statements and other evidences to the

Lessor's reasonable satisfaction of the matters set forth in the

Article 19.1 of the Agreement, the Lessor has not given a written

response of any kind then the assignment shall be deemed approved by

the Lessor.

The Lessee may assign all of its rights, obligations and interests to

its Affiliate, without prior consent of the Lessor, provided that any

such Affiliate:
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(a) has the demonstrated the technical and financial ability, as well

as appropriate experience in forest management to perform
obligations to be assumed by it under the Agreement;
(b) holds the effective Forest Management Certificate; and
(c) Accepts and assumes all of the terms and obligations set out in
this Agreement.
The Lessee may sublease all or part of the Leased Forest to a Third
Party. Any such sublease by the Lessee shall be subject to prior
written consent of the Lessor, which consent shall not be
unreasonably withheld or delayed.
If within thirty (30) days following notification of an intended
sublease, accompanied by a copy of the draft sublease agreement the
Lessor has not given a written response of any kind, then the
sublease shall be deemed approved by the Lessor.
No partial assignment or sublease may be allowed by the Lessor if
such assignment or sublease prevents effective implementation of the
adequate measures aiming at regeneration of vegetation or carrying
out the safety measures in the Leased Forest, including the safety
measures applicable to the Protection Forest parts of the Leased
Forest.
The Lessee acknowledges that the Lessor prior to entering into this
Agreement issued the leases and licenses listed in Annex 3 of this
Agreement.
By signing this Agreement the Lessor assigns to the Lessee all its
rights and obligations under the lease and sublease agreements
entered into prior to the date herein and involving the Leased
Forest. This assignment will include inter alia collection of the
lease, fees, penalties, and the right to inspect and terminate the

agreements in accordance with the respective contracts.

ARTICLE 20. Effective Date and Termination

20.1

20.2

20.3

The effective date of the agreement is the date given hereof, viz.
, 2011

The present Agreement shall remain in effect for the term of fifty

(50) years unless terminated in accordance with the terms set out

herein;

Each party to the present Agreement may rescind the Agreement

without cause upon 12 (twelve) months prior notification made in

41

20.4

20.5

Draft for consideration purposes
writing to the other party. In such a case rescinding party shall

compensate the other party direct damages that may include the lost

profit;

Each party to the present Agreement may rescind the Agreement upon

the notice made two weeks in advance to the other party in case of

misrepresentation (whether innocent, by negligence or willful) made
by such other party;

The Lessor shall be entitled to terminate this Agreement should it

establish the gross violation on the part of the Lessee. Such gross

violations shall include the event when:

20.5.1 the Lessee is found to be in breach of the terms and figures
of the SMPFA, agreed upon with the Lessor, terms of its
Licenses, or the laws of Georgia should such breach not been
rectified within the period of two months from the notice
duly made by the Lessor or the other period explicitly agreed
upon by the parties. If the breach is not subject to
rectification or the effects thereof may not be reversed, the
Agreement shall be terminated with the immediate effect and
the Lessee shall be required to compensate in full the amount
of damages inflicted on the Lessor, the local community or
the environment. The Lessor shall be entitled to clainm
additional damages from the Lessee, which may include but may
not be limited to the profit, lost due to the early
termination;

20.5.2 the Lessee is unable to submit the SMPFA within the period
given in this Agreement or perform its obligations under the
SMPFA and fails to provide the action plan acceptable to the
Lessor guaranteeing the rectification of such failure within
the period of one month from the moment of breach or the
notice on breach. In this event, should there be no material
damages inflicted to the environment, due to such violation,
the Lessor shall be authorized to terminate this Agreement
with the notice given two weeks in advance and claim the
damages, including but not limited to the profit, lost due to
the early termination. Whereas in the event if the breach of
the Lessee entails material damages inflicted to the nature,
the Lessor may terminate the lease with immediate effect and

claim all damages, including the lost benefits expected from
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the Agreement and costs of rectification of any and all

damages;

20.5.3When the Lessee did not obtain initially or after its
expiration the Forest Management Certificate for the period
of 4 months.

20.6 The Agreement shall be renewed automatically for --- years in case
if none of the Parties sends another Party 12 (twelve) months
written notification before expiration of the term provided by
Article 20.2 of this Agreement.

20.7 Despite the reason of termination, the Lessee shall be required to
return the Leased Forest to the lessor in the conditions comparable
to those on the effective date, unless certain improvements had been
or had to be carried out under the SMPFA. Upon the termination, the
terms given in this Agreement should be respected and the plants and
animals removed from the nature should be adequately substituted by
the same or comparable species in compliance with the laws of

Georgia and Management Standards.

ARTICLE 21. Extraordinary Termination

The Lessee upon its sole discretion may terminate this Agreement within
the period of 24 (twenty four) months from the Effective Date without any
obligation towards the Lessor to pay any penalty or remunerate damage
caused by extraordinary termination as per this Article. For such
extraordinary termination the Lessee shall send written notification to
the Lessor and attach to it the Inventory Report with independent expert’s
opinion prior to expiration of 24 (twenty four) months period from the
Effective Date. In case no Inventory Report with independent expert’s
opinion is attached to the written notification the Lessee is not entitled

to extraordinary termination of this Agreement as per this Article.

ARTICLE 22. Notices

Any notice which may be given by a Party under this Agreement shall be
deemed to have been duly delivered if delivered by hand, first class post,
facsimile transmission or electronic mail to the address of the other
Party as specified in this Agreement or any other address notified in

writing to the other Party.

ARTICLE 23. Governing law and Dispute Resoclution
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22.1 This Agreement shall be governed by and construed under Georgian

law.

22.2 The Parties hereto will use their best efforts to settle amicably
any dispute, controversy or claim arising out of or in connection
with this Agreement. Any dispute which cannot be settled amicably
may be submitted by either Party to arbitration before an arbitral
tribunal consisting of three (3) arbitrators applying the laws of
Georgia under the UNCITRAL Arbitration Rules then in effect and
conducted in the English language in Geneva, Switzerland. The
decision of any such arbitral tribunal shall be final and binding on
the Parties, and may not be appealed against. The appointing
authority shall be the International Chamber of Commerce in
accordance with the rules of the ICC as the appointing authority in

UNCITRAL or other ad hoc arbitration proceedings then in effect.

ARTICLE 24. Severability

The provisions of this Agreement are severable. If any provision of this
Agreement shall be held by any court of competent jurisdiction to be
invalid, wvoid or unenforceable, such provision shall be deemed to be
modified to the minimum extent necessary to avoid a violation of law and,
as so modified, such provision and the remaining provisions shall remain
valid and enforceable in accordance with their terms to the fullest extent

permitted by law.

ARTICLE 25. Force Major

25.1 No failure or omission by either party to carry out or observe any
terms or conditions of this Agreement shall give rise to any claim
against that party or be deemed a breach of this Agreement, if such
failure or omission arises from Force Majeure conditions, which the
party in question could neither have foreseen nor prevented by
taking reasonable measures.

25.2 Such extraordinary conditions shall be limited to flood, fire,
earthquake, storm and other acts of nature, as well as war, military
operations, government acts or actions or other conditions or

actions of similar nature.
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25.3 The party claiming Force Majeure shall be relieved of its

obligations under this Agreement only to the extent that its
performance is prevented by the Force Majeure conditions, and shall
not be relieved from performance any other obligations under this

Agreement not prevented by the Force Majeure conditions.

ARTICLE 26. Confidentiality

This Agreement shall remain private and confidential to the parties save
as may be necessary to give effect to this Agreement and/or as may be
required by law. No party to this Agreement shall be authorized to
disclose any information regarding the accounts, business or operations of
another party unless by the prior written consent of the party involved.
The party damaged due to the violation of this clause shall be authorized
to seek for the damages inflicted due to such violation. The damages shall
not be payable if the disclosure was made due to the requirement of the

law or other legitimate reason.

ARTICLE 27. Modification and Waiver

No supplement, modification or amendment of this Agreement shall be
binding unless executed in writing by the parties whose rights and
responsibilities are affected by the modification. No waiver of any of the
provisions of this Agreement shall constitute, or be deemed to constitute,
a waiver of any other provision hereof (whether or not similar) nor shall

any such waiver constitute a continuing waiver.

The parties hereto have caused this Agreement to be duly executed as of

the day and year first above written:

LESSOR LESSEE

ANNEX 1 Inventory Report
ANNEX 2 Sustainable Management Plan of Forest Area

ANNEX 3 The list of existing leases and licenses in the Leased Forest
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