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“IN BRIEF

ON NOVEMBER 7, 2019, OFAC ANNOUNCED A SETTLEMENT AGREEMENT WITH APOLLO AVIATION GROUP
LLC. WHILE DISTRIBUTING ITS PRODUCT, AVIATION ENGINES, THE COMPANY FAILED TO TRACK THE END-
USER, WHICH APPEARED TO BE AN SDN-ENTITY, AND THEREBY VIOLATED U.S. SANCTIONS AGAINST
SUDAN. THIS INCIDENT RESULTED IN A USD 210,000 SETTLEMENT.

DUE TO ITS COMPLIANCE SYSTEM IMPLEMENTED BEFORE THE INCIDENT, THE COMPANY MANAGED TO
REDUCE THE PENALTY. OFAC EMPHASIZED THE IMPORTANCE OF COMPLIANCE-SYSTEM EFFICIENCY,
ALONG WITH OTHER MITIGATING FACTORS.

THIS CASE INDICATES HOW THE PRECISE IDENTIFICATION OF THE END-USER OF ANY PRODUCT IS OF
UTMOST IMPORTANCE, BECAUSE IT CAN GIVE CLEAR SIGNALS OF SANCTIONS RISKS TO COMPANIES
(RUSSIAN ONES INCLUDED) THAT ARE DOING BUSINESS INTERNATIONALLY.

SHOULD THE COMPANY IGNORE THIS SIGNAL, CONSEQUENCES MAY INCLUDE SDN DESIGNATION OR
LIABILITY OF THE ENTIRE DELIVERY CHAIN TO PARTICIPATE IN ANY RESULTING FINANCIAL SETTLEMENT,
OR BOTH.

ON TOP OF THAT, AS WAS DEMONSTRATED BY THE RECENT NIKITIN CASE, CRIMINAL LIABILITY IS A REAL
ADDITIONAL RISK FOR SANCTIONS EVASION.


https://www.justice.gov/opa/pr/department-justice-announces-indictment-charging-russians-italians-and-others-attempting

IN 2013-2015, APOLLO AVIATION GRouUP, A U.S.
COMPANY, LEASED THREE AVIATION ENGINES TO A
COMPANY REGISTERED IN THE UAE. THE UAE
COMPANY SUBLEASED THESE ENGINES TO A COMPANY
IN UKRAINE, THAT, IN TURN, LEASED THEM TO
SUDAN AIR, AN SDN ENTITY. THE CORE LEASE

AGREEMENT, TO WHICH APOLLO WAS A PARTY, HAD A

SANCTIONS CLAUSE THAT BARRED A TRANSFER OF
THE AVIATION ENGINES TO COUNTRIES UNDER
UNITED NATIONS OR U.S. SANCTIONS. SOMETIME
LATER, APOLLO MANAGED TO FIND OUT ABOUT THE
AVIATION ENGINES TRANSFER ON ITS OWN AND
DEMANDED THEIR IMMEDIATE RETURN.

THE U.S. SUDAN SANCTIONS (SUDANESE SANCTIONS
REGULATIONS) BAR THIS KIND OF OPERATION.
ACKNOWLEDGING THAT AND FOLLOWING ITS
COMPLIANCE POLICY, THE COMPANY REPORTED THE
SITUATION TO OFAC.

IN ITS ANALYSIS OF THE SITUATION, OFAC CITED
BOTH AGGRAVATING AND MITIGATING FACTORS.

THE AGGRAVATING FACTORS ARE:

e THE COMPANY IS BIG, SPECIALIZED, AND THUS
SUBJECT TO HEIGHTENED EXPECTATIONS FOR
COMPLIANCE;

e AND THE COMPANY FAILED TO MONITOR THE END-
USER OF THE ENGINES DURING THE ENTIRE TERM
OF THE LEASE.

THE MITIGATING ONES ARE:

¢ THE COMPANY’'S PERSONNEL DID NOT PARTICIPATE
IN ANY MALICIOUS ACTIVITY,;

¢ THE COMPANY UNDERTOOK EFFORTS, INCLUDING
INVESTMENTS INTO COMMITMENTS TO BETTER
COMPLIANCE, TO PREVENT FUTURE INCIDENTS;

® AND THE COMPANY COOPERATED WITH THE
AUTHORITIES IN A GOOD AND EFFICIENT MANNER.

THE MEANING OF THIS CASE HAS BOTH MATERIAL
AND PROCEDURAL ASPECTS. THE MATERIAL ASPECT IS
THAT AN OWNER OF THE PRODUCT (IN THIS CASE,
SOPHISTICATED TECHNOLOGICAL EQUIPMENT) CAN BE
HELD LIABLE FOR SANCTIONS VIOLATIONS IN ITS USE
BY THIRD PARTIES. THE PROCEDURAL ASPECT IS
THAT OFAC, WHILE DEALING WITH THE CASE,
PROVIDED LINKS TO ITS ECONOMIC SANCTIONS
ENFORCEMENT GUIDELINES AND THE RECENT OFAC’S

FRAMEWORK FOR COMPLIANCE COMMITMENTS,

WHICH HELP BUSINESSES TO UNDERSTAND BETTER
THE REGULATORY LOGIC OF OFAC.

THE CASE IS ALSO OF GREAT INTEREST IN THE
SITUATION WHEN A COMPANY, ITS PRODUCTS, OR
COMPONENTS ARE NOT AMERICAN. THIS CAN BE
APPLIED TO SUPPLY ACTIVITIES WHERE THE END-
USERS ARE SDN PERSONS DESIGNATED DUE TO THE
EVENTS IN VENEZUELA, IRAN, OR THE DPRK. THESE
REGIMES ARE OFTEN CALLED REGIMES OF WIDE
SANCTIONS APPLICATIONS, AS THEY MAY (1) GO
BEYOND SO-CALLED “U.S. PERSONS” AND (2) HAVE

GROUNDS FOR SECONDARY SANCTIONS APPLICATION.



https://www.treasury.gov/resource-center/sanctions/CivPen/Documents/20191107_apollo.pdf
https://fas.org/sgp/crs/mideast/RS20871.pdf

AS AN EXAMPLE, ONE CAN IMAGINE A SITUATION IN
WHICH A PRODUCT WAS DISTRIBUTED TO A NON-SDN
PERSON BUT EVENTUALLY USED BY SDN-PERSONS IN
VENEZUELA, IRAN, OR THE DPRK WITHOUT THE
PRODUCER’S KNOWLEDGE OR CONSENT. IN THAT CASE,
THE LIABILITY FOR THE LACK OF DUE DILIGENCE OR
WILLFUL REGULATORY BLINDNESS CAN BE IMPOSED
UPON THE PRODUCER OF THE GOODS. SHOULD THE
CASE REACH THE SETTLEMENT STAGE, ALL MEMBERS
OF THE DELIVERY CHAIN MAY BE INCLUDED IN IT.
SHOULD RUSSIAN COMPANIES BE A PART OF SUCH
TRANSACTIONS, THE SANCTIONS RISKS WOULD
SKYROCKET.

THE ADDITIONAL AGGRAVATING FACTOR IN THE CASE
IS A USE OF A U.S. FINANCIAL INSTRUMENT FOR THE
APPARENT, MAIN TRANSACTION. THIS CAN BE
INTERPRETED AS THE USE OF THE U.S. DOLLAR AS A
CURRENCY FOR SETTLEMENT OF ACCOUNTS OR TRADE
FINANCE BY A BANK IN THE UNITED STATES.

THE CORE MITIGATING FACTOR IS A PRESENCE OF AN
EFFECTIVE SANCTIONS CLAUSE IN THE CONTRACT AND
AN OVERALL SANCTIONS COMPLIANCE SYSTEM, AIMED
TO DETECT AND AVOID POSSIBLE ADVERSE
INTERNATIONAL PUBLIC CONSEQUENCES IN A
COMPANY’'S ACTIVITY. THIS WOULD BE CONSIDERED
AN EXAMPLE OF A COMPANY’S DUE DILIGENCE IN THE
TRANSACTION.

THERE 1S ALSO A PRESSING ISSUE OF THE RISKS THAT
ARISE WITH AN APPLICATION OF THE RUSSIAN
SANCTIONS. AS WAS DEMONSTRATED BY THE NIKTIN
CASE, AN ATTEMPT AT SANCTIONS EVASION ALSO MAY
TRIGGER CRIMINAL LIABILITY, WITH UP TO 20 YEARS
OF IMPRISONMENT AND UP TO A USD 1 MILLION
PENALTY.

IN THIS CASE, THE U.S. DEPARTMENT OF JUSTICE IS
INVESTIGATING AN ALLEGED ATTEMPT AT RUSSIAN
SANCTIONS CIRCUMVENTION WITH THE AIM OF
ACQUIRING A VECTRA 50G TURBINE FOR USD 17.3
MILLION FOR USE IN DEEP-WATER DRILLING IN THE
ARCTIC.

FIVE CITIZENS (TWO RUSSIAN, TWO ITALIAN AND ONE
U.S.), ALONG WITH SEVERAL COMPANIES, ARE
CHARGED WITH VIOLATING A NUMBER OF LAWS IN
THE REALMS OF SANCTIONS, EXPORT CONTROLS, AND
MONEY LAUNDERING.

IT 1S A BIT EARLY TO ANALYZE THE CASE, AS IT IS
ONGOING. HOWEVER, IT CAN BE SAID FOR CERTAIN
THAT CIVIL AND CRIMINAL RISKS IN CONNECTION
WITH EVASION OF THE RUSSIAN SANCTIONS ARE ON
THE RISE.


https://www.justice.gov/opa/pr/department-justice-announces-indictment-charging-russians-italians-and-others-attempting
https://www.justice.gov/opa/pr/department-justice-announces-indictment-charging-russians-italians-and-others-attempting

RUSSIAN AND INTERNATIONAL BUSINESS SHOULD SERIOUSLY CONSIDER THE ISSUE OF THE END-USER
TRACKING, AS WELL AS THE NEED FOR MAINTENANCE OF THEIR SANCTIONS COMPLIANCE PROGRAMS.
THE EFFICIENT FUNCTIONING OF EMBARGO AND RESTRICTIONS POLICIES IN THE COMPANY, AS WELL AS
WELL-ESTABLISHED AND ACCURATE END-USER TRACKING MECHANISMS, SUBSTANTIALLY DECREASE
SANCTIONS RISKS.

MOREOVER, PARTICIPANTS IN INTERNATIONAL COMMERCE SHOULD COMPLETELY AVOID PARTICIPATION
IN ANY SCHEMES TO EVADE REGULATIONS ON FOREIGN TRADE.

DMITRY MAGONYA MARAT SAMARSKIY
MANAGING PARTNER ASSOCIATE
ADVOCATE INTERNATIONAL ECONOMIC COMPLIANCE PRACTICE
HEAD OF INTERNATIONAL ECONOMIC COMPLIANCE PRACTICE
MAGONYA@ARTDELEX.RU M.SAMARSKIY@ARTDELEX.RU
+7 903 795-73-11 +7 495 937-71-23

THE INFORMATION CONTAINED HEREIN DOES NOT CONSTITUTE PROFESSIONAL ADVICE. ART DE LEX ASSUMES NO RESPONSIBILITY FOR ANY DAMAGES CAUSED TO
ANY PARTIES IF THEIR ACTIONS/OMISSIONS HAVE RESULTED FROM READING OF THIS REPORT.
FOR ASSISTANCE WITH SPECIFIC MATTERS,WE RECOMMEND THAT YOU CONTACT AN ART DE LEX PROFESSIONAL IN THE RESPECTIVE LINE OF SERVICE.

COPYRIGHT @ 2019 ART DE LEX LAW FIRM. ALL RIGHTS RESERVED

OUR OFFICE IS LOCATED AT:
OFFICE 25, BLD. 1, 4/17 POKROVSKY BOULEVARD, 101000 MOSCOW, RUSSIA
PHONE/FAX: +7 (495) 93-77-123
E-MAIL: INFO@ARTDELEX.RU


https://www.treasury.gov/resource-center/sanctions/CivPen/Documents/20191107_apollo.pdf

