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1. Summary 
For several years illegal logging and forest crime have been priority issues for WWF globally as 
well as Pasaules Dabas Fonds (formerly WWF Latvia) forest programme. Previous studies 
conducted by WWF and its partners about the forest sector in Latvia have concluded that illegal 
logging and forest crime are major factors undermining the economic development of the 
industry, creating social problems and adverse environmental consequences.  
 
Export of forest products delivered about one third of Latvia’s export revenues in 2004, 
exceeding 1 billion EUR. The United Kingdom was the biggest trade partner (300 million EUR 
in 2004) and Latvia was the second largest supplier of timber products to the UK after Sweden. 
The main export product is sawn timber, constituting more than 90 % of all exported amount.  
 
The study has on three main goals: 
• Provide an overview on development trends of illegal logging and forest crime in Latvia; 
• Gather information about leading Latvian forest products exporters to the United Kingdom 

and evaluate purchasing policy and corporate social responsibility of these companies; 
• Provide recommendations for responsible government organisations, industry and other 

stakeholders for further activities to eliminate illegal logging and forest crime in Latvia.     
 
This document is based on information from previous studies prepared by WWF and its 
partners, statistical data and sector descriptions. Interviews with the industry key experts were 
conducted to get a better understanding of the current situation and development trends. To 
evaluate the development of the illegal logging and forest crime situation in the last two years, a 
discussion paper “The features of illegal logging and related trade in the Baltic Sea region” 
prepared by WWF Latvia in 2003 was used.  
 
The assessment of purchasing policies and corporate social responsibility of Latvian exporters 
was made based on the criteria developed by WWF network, which were adapted and modified 
to suit the local circumstances.  
 
Illegal logging and forest crime in Latvia is a complex issue where most of the problems are 
related to tax fraud, social payments and other economic crime actions, while environmental 
impact and influence on forest management is minimal. The use of illegal money (money 
laundering), social tax fraud and illegal employment are among the most serious issues driving 
illegal logging.   
 
This paper includes opinions and estimations of experts about the major damages caused by 
illegal logging and measures taken by all stakeholders to eliminate this problem. Unpaid social 
tax that could affect up to 10 000 employees and market damage caused by companies working 
illegally that gain significant cost advantage were mentioned as the major damages.    
As the main actions taken by various stakeholders, improvement of legislation and governance, 
development of certification, education activities to suppliers and producers, customer pressure 
and others were mentioned. 
 
All interviewed experts were asked to compare the current situation with illegal logging to the 
situation in 2003, when the previous study of similar type was conducted. Most of the experts 
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said that the situation had improved because of changes in legislation and changes in purchasing 
policies of companies while some experts stated that only minor improvement was observed.       
 
The assessment of purchasing policies of leading Latvian exporters shows that all companies 
follow FSC Chain of Custody or ISO requirements ensuring procurement of wood with known 
origin.      
 
Evaluating corporate social responsibility of these companies, it could be concluded that the 
majority of interviewed companies have just started to build their corporate social responsibility 
policies. Due to tough competition in the sector, companies are mostly focused on their direct 
economic targets although all companies have initiatives in the social and environmental 
spheres. According to the opinion of some experts, there also is a very limited demand from 
society for companies to be active in CSR field.    
 
The study also provides recommendations to all important stakeholders in the forest sector for 
further work in elimination of illegal logging and forest crime.  
 

2. Introduction 

2.1. Goals of the study 

The study “Illegal logging in Latvia and export of forest Products to the UK” is evaluates the 
illegal logging and forest crime situation in Latvia and assesses the performance of timber 
traders involved in forest products export from Latvia to the United Kingdom. The following 
main goals were set for the study: 
• Collect and analyse available statistics, information and opinions of experts concerning 

illegal logging and forest crime in Latvia and provide an overview of situation and 
development trends; 

• Gather information about the main Latvian forest products exporters to the United Kingdom 
and evaluate purchasing policy and corporate social responsibility of these companies; 

• Provide recommendations for responsible government organisations, industry and other 
stakeholder for further activities to eliminate illegal logging and forest crime in Latvia.     

   

2.2. Background  

According to the State Forest Service, in 2004 Latvia had a total forest area of 2,923,188 ha or 
45% of its territory. More than half (56%) of the forest area was covered by coniferous (37,5% 
of pine and 18,5% of spruce) as dominant species while other were deciduous forests, mainly 
birch – 31.5 % and grey alder 7 %. Other species (black alder, ash, aspen oak and others) 
occupied 5 % of the total forest area. The forest ownership structure was the following: state-
owned forests 1 458 thousand ha (49.9%) and other ownership forests (private, community, etc.) 
1 465 thousand ha (50.1%).1 
 
Over the last 5 years the volume of wood extracted from forest is stable – about 11-12 million 
cu. m/yr, while the current annual increment is estimated at 16.5 million cu. m. In 2004, the 
total volume of felling was even lower - 10.75 million cu. m. Among the important resources of 
Latvian forest industry are roundwood (saw logs) and sawn wood; in 2004 they reached 797,500 
cu. m and 687,800 cu. m respectively.2    



 6 

 
Since 1996, the export of wood industry products has increased more than twofold. In 2004 it 
reached a total value of 750 million LVL (more than 1 billion EUR) and the forest industry is 
Latvia’s only industry that shows a positive export/import balance. In 2004, wood and wood 
products accounted for 30.5% of the total export value of Latvia. According to the expert 
evaluation, the forest sector, employing about 7% (34,000 – 40,000 people) of the entire labour 
force, contributes 10-14 % to the GDP of Latvia.3  
 

2.3. Methodology 

The study was conducted in July – December, 2005, and is based on information gathered from 
interviews made of the biggest Latvian sawn wood exporters and industry experts (see list of 
experts Attachment # 8.2). A special questionnaire (see Attachment # 8.1) to evaluate Latvian 
forest products exporters’ timber procurement policy and corporate social responsibility was 
developed and sent to the bigger exporters. The exporters that agreed to participate in the study 
were interviewed to gain deeper understanding of the performance of companies.    
 
The information collected in the previous studies conducted by WWF and its partners, statistical 
data and sector descriptions were used as the background information in the study. To evaluate 
illegal logging and forest crime situation development in the last two years the discussion paper 
“The features of illegal logging and related trade in the Baltic Sea region” prepared by WWF 
Latvia in 2003 was used. 
 
The assessment of purchasing policies and corporate social responsibility of Latvian exporters 
was made based on the criteria developed by the WWF network, which was adapted and 
modified to suit the local circumstances.  
 

3. Overview of illegal logging and forest crime in 
Latvia  

 

3.1. Definition of illegal logging and forest crime 

There is no unified definition of illegal logging and forest crime and various organisations use 
various definitions. Also in Latvia organisations and experts understand this issue differently 
and before the interviews, all experts were introduced to the definition used in this study. In this 
study the definition of forest crime and illegal logging is taken from the WWF network.  
 
WWF defines illegal logging and forest crime as the harvesting, transporting, processing, 

buying or selling of timber in violation of national laws. It lies within wider forest-related crime 

which includes both large- and small-scale theft of timber, breaking of licence agreements and 

tax laws, as well as issues of access to and rights over forest resources, corruption, and poor 

management. 
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3.2. Forest crime in Latvia 

3.2.1. Available statistical information about forest crime in Latvia 

The official information on illegal logging and forest crime issues is collected by several state 
organisations – State Forest Service, State Revenue Service, and Statistical Board of Latvia.  
According to the State Forest Service Law, the State Forest Service of Latvia is a civil 
institution state administration subordinate to the Ministry of Agriculture, which is responsible 
for pursuing a unified forest policy in all of Latvia’s forests, controlling observance of the 
provisions of statutory acts, and implementing support programmes, in the long term aimed at 
ensuring sustainable forest management.  
 
Among other functions the SFS is responsible for: control of the observance of laws and 
regulations on forest management and utilisation in all of Latvia’s forests, evaluation of the 
legal effectiveness of the forest management and utilisation laws, issuing, as provided by the 
law, permits, certificates, licences, statements, and other documents, maintenance of the State 
Register of Forests.  
 
SFS officers provide daily supervision over forestry operations and, in case breaching of 
forestry legislation is detected, SFS staff registers it and estimates the damage caused. Most of 
the law violations cases are wilful (illegal) felling that are reflected in Table # 1. 
 

Table 1 SFS statistics on illegal felling
4
 

 

  2000 2001 2002 2003 2004 

Illegal felling in state forests (m3) 23083 15779 10844 12727 17218 

Losses due to illegal felling in state forests 
(thousand EUR) 

1102 598 266 238 694 

Illegal felling in other forests (m³) 168574 213249 129027 90254 49527 

Losses due to illegal felling in other 
(mainly private) forests (thousand EUR) 

6503 7946 4144 3016 1702 

Illegal felling total (m³) 191657 229028 139871 102981 66745 

Losses due to illegal felling total 
(thousand EUR) 7605 8544 4410 3254 2396 

 
As shown in Table # 1, starting from 2001 a continuous decrease in the amount of illegal felling 
and consequent losses has been observed. This could be explained by better control by owners 
and SFS as well as increase of private owner’s knowledge. Previously much illegal felling in 
private forests was performed by its owners due to lack of knowledge about the requirements of 
the forestry legislation. During the interviews, several experts said that this amount is not 
significant because the annual allowed cut in Latvia in 2004 was 10,75 million m³, thus the 
share of illegally felled timber was 0,6%.  
 
The State Revenue Service (SRS) is responsible for accountancy of taxes and taxpayers, 
collection of taxes and other compulsory state payments and implementation of custom policy 
and procedures. Since 1997 the SRS has defined the forest sector as a “risk industry” requiring 
special attention. To normalise the situation with tax payments, the SRS conducts tax audits, 
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special thematic inspections and other activities with higher intensity than in other sectors. 
Thus, in 2004 SRS conducted 179 tax audits in forest sector companies, that are 10 % of all tax 
audits conducted in Latvia. The number of control activities has increased during last three 
years; based on the risk analysis, the SRS has increased special thematic inspections instead of 
general tax audits (see figure #1 below).   
 
 

Tax control activities for taxpayers involved in operations with timber. 

99
158

225

1260

1172

848

13591330

1073

0

200

400

600

800

1000

1200

1400

1600

9 months, 2003 9 months, 2004 9 months, 2005

N
u
m
b
e
r 
o
f 
ta
x
 c
o
n
tr
o
l 
a
c
ti
v
it
ie
s
 

Nuber of tax audits
special thematic inspections (opperations with timber) 
Total number of tax control events

 

Figure 1 SRS tax control activities in forest sector
5 

 
In 2004 violations of tax regulations were detected in 39 % of all special thematic inspections. 
The same percentage was recorded in 2005. These violations were mainly related to 
inappropriate use of timber transport/selling waybills – a document that is required for every 
commercial operation while harvesting, transporting and processing timber. 
The SRS also implements other thematic inspection – inspection in places (companies), where 
commercial operations with timber take place. In nine months of 2005 they conducted 667 
thematic inspections of this type state, mainly in sawmills (531 cases), where in 53 % of cases 
breach of legislation was detected. In other inspections made in transport companies, in timber 
buyer companies and in felling areas breaches of legislation were detected in ~ 35 % of cases.6  
 
Payments of salary “in envelope” (without or with minimal social and other tax payments), 
reporting lower salaries than the real ones in a company’s accountancy are common problem in 
the Latvian economy. The report made by the SRS for July 2005 shows that in Latvia there are 
~ 2500 enterprises involved in forest related activities. In 47 % of these companies the average 
salary paid to employees was below the minimal salary set by state legislation (80 Lats or 115 
EUR per month). 10 % of these companies reported that they either did not have any activity or 
did not pay salary to their employees.7            
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The Central Statistical Bureau of Latvia (CSB) is a state administrative institution under the 
supervision of the Ministry of Economy and it is responsible for the organisation of the state 
statistical work in the Republic of Latvia. Among other duties, CSB also performs a 
macroeconomic analysis at industry level. According to the calculations made by the CSB in 
2003, the share of “shadow” economy in the sector that include forestry, timber processing and 
the related services was 21 %; that is significantly higher than average (13%) for all sectors in 
the country.8  
     

3.2.2. Research made by WWF Latvia and other organisations 

WWF Latvia (since 2005 – PDF) is one of the most active organisations conducting research on 
illegal logging. WWF Latvia and partners prepared their most recent documents in 2002 and 
2003 but these studies do not include analysis of some important factors like joining the 
European Union, recent changes in legislation and others. During 2004 and 2005 PDF has 
slightly changed their approach in development of forest policy implementation - organising 
more round tables, meetings with politicians, PR campaigns, using previously prepared 
documents and developing smaller, but more focused studies.      
There are five important documents prepared by WWF Latvia and its partners that tackle the 
issue of illegal logging:      
 
• “The impact of large–scale forest industry investments on WWF /World Bank 

Alliance targets and recommendations for investment safeguards”. A report based on 
an example in the Baltic States. Gland, Switzerland and Washington DC, USA. February, 
WWF /World Bank Alliance. 2003 

 
The study prepared within WWF/World Bank global alliance addresses the development of a 
project for building a pulp mill in the Baltic States. The study was intended to be a contribution 
to the debate concerning the potential impact of the planned pulp mill on the forest environment, 
forest owners and forest workers. After several years of discussion, the pulp mill project in 
Latvia was cancelled, but this study includes broader information and analysis about illegal 
activities.  
 
The study mentions and comments on the official illegal logging statistics for 2001 and 2002 
and analyzes illegal logging issues in a broader sense of understanding, including income tax 
violations and social tax fraud and gives several estimations concerning the damage created by 
different illegal actions in the forest sector in Latvia. 
Full text of this study is available at:  
http://www.pdf.lv/doc_upl/Alliance_Investment_Safeguards_Final_report.pdf 
 
• Responsible trade in the shadow of illegal logging, Swedish import of Latvian timber 

and wood products. Taiga Rescue Network, WWF Sweden and WWF Latvia, 2002 
 
The Swedish import of timber and wood products from Latvia reached 4.2 million m3 in 2001. 
The forest industry corporations as well as the Forest Owners Association SÖDRA account for 
the majority of imports from Latvia to Sweden. Most imports are in the form of pulpwood to 
supply pulp for paper mills. Although in 2004 the import of pulpwood and other roundwood 
materials from Latvia to Sweden was 3.6 million m3, it is still the most important market for this 
type of roundwood. 
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The study analyses the presence of Swedish companies in the Latvian timber market and its 
impact on ecological values of the Latvian forests and economic consequences of the illegal 
logging.  
The study is based on analysis of available information and interviews done in Sweden with 
Swedish companies or its subsidiaries operating in the forest sector in Latvia.  
 
The findings of the study show that in 2001-2002 many Swedish forest companies lacked 
knowledge in order to conduct ‘responsible trade’. Many Swedish companies relied on logging 
licenses and transfer waybills issued by the Latvian authorities to assess and minimize the 
impact on forests but this is/was not adequate. The knowledge of high conservation value 
forests and the key habitats were poor in the Swedish companies. Timber and wood products 
procured from the trading houses presently could not be reliably sourced to their origin. The 
steps that companies were taking at that time to reach a level of responsible trade were 
overshadowed by the prevalence of illegal logging in Latvia.  
 
The study gives clear recommendations for concrete actions, which the actors in the Swedish-
Latvian timber trade should implement in order to contribute to responsible trade. 
Complete text of this study is available at: http://www.pdf.lv/doc_upl/Latvia_report.pdf  
 

• Logging and timber trade. Legal regulation, procedures and ways to evade them.  
Tax and finances consulting company “Loze&Kokins”, Publisher: WWF Latvia, Latvia 2003.  
 
The aim of this study is to determine all possible stages in the chain “pre-logging stage – timber 
trade” where illegal activities can take place, resulting in promoting illegal activities with 
timber in Latvia. 
 
Within this study, activities in the areas of forest exploitation and timber processing are 
examined in the following aspects: 

• legal regulations; 
• control arrangements; 
• “gaps” in the legal regulation and examination of possible violations; 
• responsibility of non-observing/ violation of legal regulations; 
• recommendations. 

 
Investigations into timber export, import and transit procedures were not performed in the 
research. 
 
The results of the research testify that illegal activities must be considered in the context of the 
overall “pre-logging stage – timber trade” chain. In order to reduce illegal activities during all 
stages of timber acquisition and realization, legislators, institutions, social organisations and 
right protecting instances must act uniformly and in harmony, perfecting not only legal 
regulations, but also control mechanisms. 
 
The study was intended to promote a discussion and to reduce the problem of illegal timber flow 
in Latvia. Although some regulations have been changed since conduct of this study, most of 
the problems identified are still in place and the recommendations – valuable.   
Full text of this study is available at: http://www.pdf.lv/doc_upl/Logging.pdf  
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• The features of illegal logging and related trade in the Baltic Sea region. WWF 

Latvia 2003.  

This study was prepared by WWF Latvia in cooperation with WWF Denmark for the Forest 
sector meeting in the Nordic Council of Ministers’ Adjacent Areas Programme and the Baltic 21 
process, which took place in Latvia 19-23 October, 2003. 
 
This document was prepared as a discussion paper and it provides an overview on illegal 
logging in the Baltic Countries and North-Western Russia and illegal forest products export to 
the Nordic Countries. The document is based on direct interviews and electronic questionnaires 
conducted in the three Baltic Countries and NW Russia. Other important sources for this 
document were the existing studies describing illegal logging problem in the region. 
 
The paper compares the official data on illegal logging in three Baltic countries provided by 
state authorities and expert estimates and opinions on the problem of illegal logging. According 
to the SRS data, the amount of illegal logging in 2002 in Latvia was less than 2% of all annual 
felling in the country. The experts interviewed generally agreed with the officially provided 
statistics, but suggested that not all cases of illegal logging are found and documented, thus in 
reality the amount of illegally harvested or stolen timber could be bigger by 50 – 100 %.  
Almost every expert said that figures represented in the official statistics are only a small part of 
the problem according to the broader definition of illegal logging used in this study.  
 
The experts in Latvia stated that, according to their estimates, the share of illegal logging in 
Latvia according to the broader definition is 15 – 20%. 
The study does not include a deep analysis of the situation in the sector, but serves as a tool for 
further discussions and surveys. It focuses on the opinions of experts about the problem and 
analyses the factors driving illegal logging. The main factors mentioned in study are:  
• Legislation factors - complex, often changing legislation with gaps and too soft for Latvian 

conditions. 
• State authorities do not use all instruments available to eliminate illegal logging. Major 

problems were lack of capacity and practical actions.     
• Illegal companies and illegal money. Although there was no estimate on the amount of 

illegal money coming in to the illegal companies of the forestry sector, illegal money and 
money laundering were one of the driving forces of illegal logging.  

• Private forest owners. Many experts said that private forest owners through not paying 
income tax from forest selling deals were a starting point for illegal logging chains. Another 
factor that influenced the scale of illegal logging operation was the lack of capacity and 
knowledge of forest owners that leads to violation of specific forestry regulations. 

Full text of this study is available at: http://www.pdf.lv/index.php?sadala=57&id=340  
 

• Questionnaire among biggest Latvian buyers of roundwood about impact of 

changes in Law of Income Tax accepted in April 2005 on private forest owners 

market. PDF 2005  

The questionnaire was prepared to evaluate the impact of changes made in Law of Income Tax 
establishing that 25 % of income tax previously paid by private forest owners when selling 
standing forest or timber is excluded for 2005 and 2006. Changes were proposed by the forest 
industry, PDF, forest owners and other organisations to mitigate losses caused by the storm in 
January 2005. According to the statistics of SFS (August 2005), 16000 ha of forest stands were 
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damaged and cutting licenses for an additional 5,69 cu.m of timber in the damaged stands were 
issued.   
 
Before these changes were made, evasion from income tax payment was one of the most 
widespread illegal actions in forest sector and amount of money not paid to the state budget 
according to the expert calculations reached 15 million EUR annually. Buyers of private forest 
stands and timber mostly were middleman companies, which often used money of illegal origin 
and laundered money through these operations   
The questionnaire was sent and telephone interviews were conducted with the major timber 
buyers that in total procure ~ 5 million cu m. of timber annually. The allowed annual cut in 
Latvia is 10 – 12 million cu.m.  
 
The study concluded that changes of in Law of Income Tax did not influence the situation 
significantly as most of the private forest owners continue to cooperate with the above 
mentioned middleman companies and the direct procurement of producers did not increase as 
expected. It was explained by the following reasons: 
• Changes are not well explained by the media and state authorities; private forest owners are 

not sufficiently informed; 
• Use of timber selling transportation waybills is complicated and owners choose receiving 

cash from middleman avoiding all formalities required by the legislation; 
• Fear from an information leak from the SRS and sanctions that could follow if the owners 

show real income to the state authorities;  
• Fear that legislation could be changed again and taxes could be collected from operations 

that have already happened;   
• Lack of capacity and distrust of forest owners of SRS; 
 
Companies interviewed during this study proposed the following recommendations: 
• Accepted changes should remain after the term of changes expired in the end of 2006 or the 

income tax rate should be decreased to 5-10 %; 
• Timber selling transportation waybills procedures should be simplified or use of this 

document should be cancelled, because it does not improve legality of operations, but just 
cause extra expenses;  

• Performance and capacity of SRS should be improved; 
• State authorities should improve dissemination of information to the forest owners and 

explain what will happen after the term of newly introduced changes in income tax 
legislation will expire.      

Full text of this study in Latvian is available in PDF office.  
 
 

3.2.3. Character of forest crime in Latvia  

Forest crime in Latvia has causes rooted in the existing difficult socio – economic situation, 
very tough competition for resources (timber) and established traditions of how companies and 
forest owners act during forest operations. Among the most important factors are: 
 
• Legislation and law enforcement issues   

o Use of waybills 
According to Latvian legislation every operation with timber or related services should be 
documented using special timber waybills, except if forest owner cut the forest for personal use. 
Although such type of documents is not in line with EU regulations, Latvia is planning to 
continue using waybills for some years. These documents were introduced in 1998 to strengthen 
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control over deals with timber. Correct use of this document provides traceability of timber 
origin and demonstrates the legality of operations. Unfortunately of the incorrect use of waybills 
is mentioned by experts as one of the most frequent problems and it is also reflected in results of 
audits made by SRS. Use of waybills is complicated, especially for the majority of forest 
owners who are not regularly involved in forest operations. Another reason that causes problems 
with use of waybills is related to income tax from selling of standing forest or timber that until 
spring of 2005 had to be paid by private forest owner. These reasons led to a situation where in 
2003 only ~ 60 % of forest owners acquired waybills from SRS to declare their deals. After 
changes in legislation in spring 2005, the use of waybills has significantly increased and 
according to SRS information in 2005 April – November comparing to same period of 2004, 
procurement of waybills by private forest owners per issued cutting permit has increased almost 
threefold – from 0,7 waybills per cutting permit in 2004 to 1,9 in 2005 respectively.9 Complete 
information available for analysis of impact of this issue will be available in the beginning of 
2006.  
      
Further the timber processing and transportation chain problems with correct use of waybills 
continue, especially among small and medium size companies.             
         

o Roundwood accounting 
Preparation and acceptance of the Law on Roundwood Accounting and supplementary 
regulations was one of key issues for state authorities and industry lasting recent years to 
eliminate illegal actions throughout the forest product processing cycle. Before these 
regulations, gaps in legislation that allowed incorrect measurements of timber and poorly 
described storage conditions were considered by many experts among the key factors driving 
illegal logging. Law and regulations were accepted recently but currently there are no data 
available to analyze the efficiency of these legislative acts. It is presumed that correct 
implementation of these regulations will provide total control over timber flow in Latvia, but 
several experts expressed their doubts about the capacity of responsible institutions to ensure the 
enforcement of these regulations. First evaluation of the efficiency of these changes will be 
possible after data from SRS and SFS are collected and presented in the beginning of 2006.  
 

o Income tax 
According to the Law on Income Tax, private forest owners were obliged to pay 25% income 
tax from forest or timber sales. This regulation was changed in April 2005 to minimise damages 
caused by the storm in January 2005. After acceptance of these changes, starting from beginning 
of 2005, private forest owners are not required to pay income tax for the above mentioned 
operations till the end of 2006.  
 
Before changes were made, evasion of income tax payments owed by private forest owners for 
the sales of standing forest or timber was one of most important factors driving illegal logging 
in recent years. According to experts estimation in 2004, private forest owners would have paid 
more than 15 million EUR if they had paid all required taxes. Income tax fraud, not efficiently 
prevented by state authorities, was one of the main reasons for the extensive development of 
illegal middlemen companies using illegal money, contributing to illegal actions further in the 
forest product processing cycle.         
         
Data to analyze the efficiency of legislation changes will be available in the beginning of 2006.    
    

o Social tax 
During the interviews several experts noted violations of social tax legislation. As stated in the 
report made by SRS for July 2005, in 47 % of forest industry companies the average salary paid 
to employees was below minimal salary set by state legislation (80 Lats = 115 EUR per month). 
10 % of these companies reported that they either do not have any activity or did not pay salary 
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to their employees. According to the experts’ opinion real average salary in industry companies 
could be 2 – 4 times higher.  
 
Social tax fraud is difficult to eliminate as employees receiving part or all salary in envelopes in 
cash have agreed to payment conditions with employers and at the same time there is illegal 
money available for companies. These agreements are very rarely broken so that information 
about illegal payments becomes available for state authorities. It is common practice for small 
and medium sized companies that give them competitive advantage because big companies 
usually pay all necessary social payments. For several years the SRS has recognised this 
problem as a priority, but improvement is slow.        
 
• Money laundering; 
In a study carried out by WWF Latvia in 2003, problems with the influx of illegal money were 
one of the key issues driving forest crime in Latvia. Illegal or semi-legal companies and private 
persons are involved in various forest operations – buying of forest stands, harvesting, 
transportation, processing and export. Part of these companies are involved in tax fraud schemes 
and deals with illegal money laundering through forestry operations. 
 
Although the impact of this factor has slightly decreased, in 2005 these companies and private 
persons were still among the major players in the timber supply chain from private forest 
owners to big producers – sawmills. After recent changes (April 2005) in income tax law (see 
detailed description in previous chapter) generally there are no price difference in buying offers 
from illegal and legally operating companies to private forest owners, but according to a survey 
made by PDF in August 2005, a significant part of the private forest owners still sell its standing 
forests or timber to illegal buyers. This might be explained by illegal companies having better 
contacts and information local communities as well as fewer formalities for forest owners 
choosing possibly illegal company and payment in cash. Compared to year 2003, these 
companies and private persons are better organized and some of them have legalized some of 
their operations or become legally operating companies – sawmills, harvesting and transport 
companies or trading agents.  
 
• Timber and forest products import  
As the processing capacity of the Latvian forest industry is higher than available Latvian wood 
resources, in recent years there are significant increases of timber and forest products import 
observed. According to statistics in roundwood import, saw logs predominate. Compared to 
2003, 2004 the volume of roundwood import had increased by 73.6% (in terms of value by 
85.2%), reaching 797,500 cu. m. The major wood exporters to Latvia are Russia, Lithuania, and 
Belarus. 
 
Latvian companies are active importers of pre-processed timber that are further processed 
(dried, impregnated, etc) in Latvia or re-exported. The import of sawn wood, mainly from 
Russia, Belarus, and Estonia, has increased from 388,200 cu. m in 2003 to 687,800 cu. m in 
2004. 
 
Russia that is the dominant exporter of roundwood and sawn wood is recognised as a high risk 
area by FSC, and some experts mentioned that it is possible that part of the imported forest 
products are illegal. Several studies conducted by WWF in Russia concluded that illegal logging 
and forest crime are serious issues.  
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During the study all interviewed Latvian importers stated that forest products are imported with 
all necessary documentation and are harvested, transported and processed legally. 
 

3.2.4. Impact of illegal logging and forest crime on forest sector 

Direct environmental damages caused by illegal logging are not significant because more than 
99 % of all forests are harvested fulfilling all forest management and environmental 
requirements. Illegal logging causes major damages in two other pillars of sustainable forestry – 
the economic and social spheres due to unpaid taxes and operations with illegal money. 
 
In the social sphere the main problems are illegal employment, unpaid social payments and 
subsequent lack of social insurance for employees. A study completed by WB in cooperation 
with WWF Latvia estimates that social payments are not paid for approximately 6000 -10000 
employees in the forest sector. 10 
 
In the economic field major damages are caused to the state budget due to unpaid taxes and 
money laundering. The forest industry suffers from market damage caused by companies 
operating illegally that, according to experts’, estimates, have a significant cost advantage.   
  
All experts interviewed were asked to compare the current situation with illegal logging to the 
situation in 2003, when the previous study was conducted. Most experts said that the situation 
has improved because changes in legislation and changes in purchasing policies of companies 
while some experts stated that minor improvement is observed.       
 
 

3.2.5. Actions taken to eliminate forest crime in Latvia  

For many years illegal logging and forest crime issue have been high on the agenda of many of 
the main actors in the forest sector. Governmental institutions, industry representatives and 
involved NGOs are working with these issues with different intensity and efficiency.   
   
Governmental measures 
There are several state institutions responsible for development of state forest policy, law 
enforcement and control activities.  
 
The Forest Policy Department in the Ministry of Agriculture is responsible for state forest 
policy development, preparation of new legislative acts, strategic analysis and international 
cooperation. Illegal logging is one of department’s priorities. Their major activities to reduce 
this problem include: 
• Preparation of changes in Income tax law to exclude payment of income tax by private 

forest owners from selling of standing forest or timber (see details about these changes in 
chapter 2.3.3).  

• Preparation of the Law on Roundwood Accounting and supplementary regulations. 
Preparation of these documents required several years of consultation with stakeholders and 
implementation of these acts should provide total control over the timber flow in Latvia. 

• Preparation of an informative report on the Europe and Northern Asia Ministerial 
Conference on Forest Law Enforcement and Governance (ENA FLEG) process. This 
document signed by the Minister of Agriculture and binding for all responsible state 
institutions includes indicative program of future actions and elaboration of National Action 
Plan to improve forest law enforcement. Among other actions it encompasses formation of 
cross-institutional cooperation mechanisms to increase efficiency of the plan 
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implementation. In the past irregular cooperation among state authorities was mentioned as 
one of obstacles hindering efficient actions against illegal logging.        

 
In the future the department will continue to keep the illegal logging issue among its priorities. 
Further actions include: 
• Elaboration of a national action plan for ENA FLEG. This document will serve as a new, 

highest level tool for discussion and cooperation to eliminate illegal logging and forest 
crime.  

• Supplementary regulations to the Law on Roundwood Accounting allowing confiscation of 
illegal wood were submitted recently to Cabinet of ministers for acceptance. These 
regulations will ensure that the Law on Roundwood Accounting will be fully implemented. 

• After receiving and analyzing data from the declarations of private forest owners in the 
beginning of 2006, discussion on changes in income tax law will be initiated and decisions 
taken. One of the possible solutions is to leave these changes as permanent after the end of 
2006 and no longer ask forest owners to pay 25 % of income tax from forest selling 
operations.     

• Development of a new Baltic and Russia cooperation project with the provisional name 
„Transparent Timber flows” that would be dedicated to elimination of the import of illegal 
timber and forest products from Russia.    

 
State Forest Service (SFS), as the responsible institution for daily supervision over forestry 
legislation, registers violations of forest legislation and calculates losses caused by these 
violations. As there are not many violation cases and illegal felling accounts for less than 1% of 
total annual cut in Latvia, these issues are not among highest priorities for the SFS. The SFS 
participates in the development of new legislative acts and is preparing for new duties set by the 
Law on Roundwood Accounting.            
 
As mentioned before, the State revenue service (SRS) has declared the forest sector as a risk 
industry since 1997 and conduct more audits in the forestry sector than on average in non-risk 
sectors. Control and audit are the main activities implemented by the SRS to eliminate illegal 
logging and forest crime and during recent years the SRS has performed more forest sector 
specific audits, but no serious improvement has been observed. During recent years in 
controlling activities the SRS increasingly cooperates with the State Forestry Service, State 
Police, and Economic police. The SRS has cooperation agreements with the SFS, managing 
enterprise of state forests “Latvijas Valsts Mezi” about electronic information exchange. The 
main problem for the SRS in the administration of taxes in the forest sector is collecting realistic 
information about forest owners and the amount of timber harvested in private forests.   
 
The SRS participates in the consultation process on legislation issues and have submitted 
proposals for changes in Law on Roundwood Accounting. The SRS has signed an agreement 
with the Latvian Timber Processing Federation about cooperation, consultation and information 
exchange. 
 
In the future the SRS is planning to continue actively conducting various types of audits and 
other control activities and to strengthen cooperation with other state authorities and forest 
industry players to increase the efficiency of tax administration in the forest sector.   
  
Forest industry initiatives 
According to official statistics in Latvia there are ~2500 companies whose main occupation is 
forestry related activities, but fewer than 200 are members of the Latvian Forest Industry 
Federation.  The Federation consists of 6 associations including the Latvian Timber Exporters 
Association, Association "Latvijas Koks", Association "Latvijas Mēbeles", the Latvian 
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Association of Wood Processing Companies and Exporters, the Latvian Union of Timber 
Harvesting Companies, the Latvian Association of Independent Timber Harvesting Companies. 
The Forest Industry Federation mainly works on a general strategic level, representing the 
industry internationally and coordinating the work of associations.  
 
The Latvian Timber Exporters Association includes most of the biggest sawn timber exporters 
and is one of most active organisations working on illegal logging issues and policy 
development. Association members are concerned about the industry and companies’ images 
and actively work on improving of the traceability of timber and the transparency of operations 
to improve the image of the industry. It has declared that the elimination of illegal logging is a 
priority issue and in service of that end it participates in consultations on legislation 
development and lobbying, cooperation with the SRS on information exchange and consultative 
support, promotion of FSC and PEFC certification, cooperation with the PDF and other key 
players in this field.   
 
In the future the Association and its members will continue to work on existing priorities and 
focus also on development of an ethics code of companies, intensification of public relation 
activities and improvement of internal information exchange and procedures to enhance 
traceability of resources and products.   
 
NGOs  
In Latvian NGO sector there is only one organisation that regularly works on illegal logging and 
forest crime issues – Pasaules Dabas Fonds (PDF). PDF has worked on this issue for many 
years. The current main activities of the organisation are:  
• Lobbying work. PDF has close cooperation with leading industry companies, the Latvian 

Timber Exporters Association and the Forest Policy Department. In many cases there is a 
common view on problems and the organisations could formulate common goals. The PDF 
works with parliament commissions, the SRS and other authorities, in some cases 
representing and lobbying also for industry interests.     

• Work with mass media. PDF has good contacts with national and industry media and 
regularly provides information about illegal logging and forest crime to inform society 
about this problem.   

• Preparation of studies, analysis, booklets and other documents. In cooperation with partners 
– World Bank, forest industry, WWF network and government institutions PDF have 
prepared various materials on illegal logging and forest crime. A list of recent documents is 
included in chapter 3.2.2. 

• Information dissemination internationally. Most of documents on illegal logging are 
prepared in English and available publicly. Representatives of PDF often participate in 
international events and present problems and achievements in the Latvian forest sector.  

 
As illegal logging and forest crime continues to be one of major problems in the forest sector, 
PDF will keep these issues among the priorities of its forestry program. Major planned actions 
for next period are:   
• Preparation of new analytical materials regarding the causes and forms of illegal 

transactions, mainly paying attention to the economy-related violations, corruption and 
recommendations for solution of the problem   

• Development of a public relations campaign to inform the Latvian government of the 
current situation and the causes of illegal logging and timber trade in Latvia;  

• Dissemination of information for international political institutions, the embassies of the 
main importing countries about the situation with illegal logging in Latvia and to create 
international pressure on the Latvian government;  
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• Organisation of meetings, seminars for high-level state officials regarding the causes and 
forms of illegal logging and related timber trade and losses caused to the Latvian State. 
Asking for the actions necessary for the elimination of the problem; 

• Promotion of the development of a constructive national action programme within the ENA 
FLEGT process; 

• Development of a programme of measures aimed at combating illegal logging and timber 
trade in partnership with the relevant state institutions; 

• Active supervision of the implementation of the policy, action plan and programme of 
measures aimed at eradicating illegal logging and timber trade. 

 
Trade union 
The Forest Sphere Workers Trade Union unites 6 thousand employees - approximately one fifth 
of the total workforce employed in the forest sector. The organisation mostly works in the forest 
policy sphere and currently focuses on following issues: 
• Lobbying for increase of minimal salary rate till the level of calculated minimal cost of 

subsistence;   
• Lobbying for increase of efficiency of the SRS and State Labour Inspection in controlling 

and eliminating illegal activities; 
• Promoting changes in the Income tax law.  
 
The organisation is also permanently working to increase the number of members and impact 
among industry and government institutions.  
 
In the future the organisation is planning to continue to be active in the social policy field and 
focus more on work safety issue.  

4. Analysis of exports of timber and wood products 
from Latvia to UK  

4.1. Official Latvian custom data of timber export from 
Latvia to UK 

Forest products have been one of the most important sources of export revenues for Latvia for 
the last decade. Since 1996 the export of wood industries products has increased more than 
twofold, exceeding 1 billion EUR in 2004 and it continues to rise. In 2004, forest products 
accounted for 30.5% of the total export value of Latvia and contribute totally 10-14 % to the 
GDP of Latvia. The EU is the major trade partner of Latvia. Out of the total volume of export 
88.9 % goes to the EU member states.11  
      
According to data from Central statistical Board of Latvia, the UK is by far most important 
market for Latvian sawn timber and a bigger trade partner in terms of value reaching more than 
300 million EUR in 2004 (see Figure # 2 below).   
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Figure 2 Export of forest products by value.
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At the same time, the share of the UK in forest products export has decreased slightly during 
recent years (see figure #3 below). This can be explained by tough competition in the UK 
market and policy of Latvian companies to divide risks and open new markets e.g. China, Japan, 
and USA for its products.  
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Figure 3 Share of UK in export of forest products
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UK exports dominate in the category of sawn timber (see figure #4 below) reaching more than 
two thirds of total volume. 2004 saw a slight decrease that continued in 2005. This could be due 
to a rise of domestic consumption of sawn timber and development of new export markets.  
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Figure 4 Sawn timber export from Latvia
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Other important trade partners in this market are Germany, Japan and Ireland (see table # 2 
below).    
   

Table 2 Export of sawn timber from Latvia (thousands of cubic meters)
15
 

Country 

Year 

2002 2003 2004 

United Kingdom 1901 2181 2007 

Germany 204 193 173 

Japan 62 77 107 

Ireland 80 85 104 

Other countries 607 697 597 

Total 2854 3233 2988 

  
A detailed description of forest products export is limited to statistical categories available from 
the Central Statistical Board of Latvia (see picture #5 and table #3 below). In terms of species, 
spruce dominates followed by unsorted coniferous sawn timber. Products from deciduous 
species, mainly birch are increasing as exporters continue to develop diversity of their products 
and find new niches.       


