






4

Shipowners should also ensure that all time charterparties expressly 
oblige charterers not to supply Iranian bunkers. Where the member is 
supplying bunkers to his own or a chartered-in ship, he should seek an 
undertaking from the bunker supplier not to supply Iranian bunkers. 
Charterers may wish to seek similar assurances from their 
sub-charterers, bunker suppliers or indeed from the owner of a newly 
chartered-in ship in relation to any residual bunkers on board at 
delivery. It is believed that a written assurance would be sufficient 
grounds to found a defence pursuant to Article 42 that the member 
was not in breach of the Regulation.

In Singapore, for instance, shippers have the option of buying from 
major Western companies that have their own refineries in Singapore 
and that could provide assurances that are acceptable to members. 
Some shipowners and charterers in Singapore are already known to 
seek as a matter of good practice guarantees from bunker suppliers 
that the bunkers supplied are not Iranian bunkers or blends thereof. It 
remains to be said what assurances can and will be offered by bunker 
suppliers and charterers.

Conclusion
The EU Regulation is far-reaching. It impacts upon both EU and 
non-EU ships, regardless of whether the ship is entered with an 
EU-regulated or non-EU-regulated club. It also applies whether the 
ship is sailing to destinations within or outside the EU. Members 
should accordingly take measures to ensure that their cover is not 
compromised by the Regulation even when lifting Iranian bunkers 
from outside the EU. 

The practical advice for shipowners remains that if they are arranging 
bunker stems in areas where traditionally Iranian bunkers have been 
supplied (say Fujairah, India, Pakistan and Singapore), or where there 
may be some other reason to believe bunkers may be of Iranian origin, 
such as in states that are continuing to import Iranian oil and/or 
petroleum (such as Japan, China and India), then they should ask 
questions, seek undertakings from the bunker suppliers and, if in 
doubt, make alternative stem arrangements.

Penalties for breach of the provisions of the Regulation applicable to 
the UK are set out in the Iran (European Union Financial Sanctions) 
Regulations 2012 and include a fine and/or custodial sentence of any 
director, manager, secretary or other similar officer of the body corporate, 
or any person who was purporting to act in any such capacity.

Shipowners in EU waters and non-EU waters
The Regulation prohibits EU shipowners from stemming or transporting 
Iranian bunkers in any part of the world. Non-EU shipowners also are 
prohibited from stemming or transporting Iranian bunkers within  
EU waters.

The Regulation does not prevent non-EU shipowners from stemming 
Iranian bunkers outside the EU, say from Singapore, provided that 
their ship does not trade with such bunkers within EU waters. 

However, there are still legal implications for such non-EU shipowners. 
Most International Group (IG) clubs’ rules contain express provisions 
that may restrict, exclude or terminate cover following a breach of 
sanctions. The effect of those rules may be to withdraw or exclude 
insurance cover, or limit or preclude recovery in relation to liabilities 
incurred whilst a ship is performing a prohibited voyage. Therefore,  
to the extent that a shipowner undertakes such a voyage, his liabilities 
may not be insured by his IG club. As noted above, the stemming of 
Iranian bunkers by non-EU shipowners outside EU waters will not 
place them in breach of EU law. However, such an action may trigger 
club sanctions and compromise his club cover (just as it would for an 
EU shipowner). 

Pool and reinsurances
The Regulation already applies directly to EU-registered clubs. 
However, not all IG clubs are EU-regulated. Non-EU clubs are not 
directly subject to the insurance prohibitions in the Regulation. 
However, the right of such non-EU clubs to recovery under the IG’s 
pooling arrangements from clubs that are EU-regulated will be 
impaired. Also, the rights of recovery under the IG excess of loss 
reinsurance contract and other reinsurances taken out for the benefit 
of the club members will also be impaired. Clearly, such impairments 
will also apply to EU-regulated clubs. Most IG clubs have now 
incorporated provisions in their rules to exclude or limit cover where, 
as a result of sanctions, the pool and/or reinsurers are themselves 
subject to prohibitions against payment; claims for reimbursement 
may be reduced.

Article 42 defence and protective measures 
What preventive measures can a prudent member take so as not to 
breach the Regulation as far as the stemming of Iranian bunkers is 
concerned?

Article 42 expressly provides that the Regulation will not give rise to 
liability upon persons or entities if they did not know and had no 
reasonable cause to suspect that their actions would infringe the 
prohibitions; actual or ostensible knowledge is key.

Therefore, it would be prudent for shipowners or their charterers to 
make enquiries and maintain records regarding the origin of bunkers 
before they are stemmed. When a member charters out their ships, 
they should request the charterers (who usually supply bunkers) to 
ensure that no Iranian bunkers are stemmed. There is no standard 
wording to pass from owners to charterers in relation to the 
provenance of bunkers supplied. This would be driven by many 
factors, including the relationship between the parties, their 
contractual terms, the law and jurisdiction of the relevant charter, and 
the course of previous dealings that they have had. That said, a simple 
requirement from owners to charterers that the latter confirm in 
writing that each stem of bunkers supplied is not of Iranian origin in 
whole or in part should be sufficient. The EU-driven requirement is to 
make reasonable enquiries; owners do not need to be exhaustive in 
such enquiries.
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Regarding the alternative insurance, the following important points 
should be noted in particular. Firstly, the insurance company providing 
the alternative insurance would have to be based outside the US/EU, 
otherwise the alternative insurer would not be able to cover 
sanctionable voyages, just as the club cannot. Secondly, even if an 
appropriate non-US/EU insurer willing to offer ‘all risks’ cover was 
found, it is unlikely that the alternative insurer would be able to 
provide adequate levels of cover for pollution incidents. This is 
because the level of compulsory pollution insurance cover is so high 
that the necessary reinsurance required is currently unavailable 
outside the EU/US. Thirdly, in the event that alternative cover was 
taken out, and the voyage was not subject to sanctions, then in the 
event of a typical P&I loss (for example, a cargo claim), there may be 
issues of double insurance to consider. Finally, whatever the insurance 
arrangements, no US/EU insurer or bank would be able to provide 
security, for example, in the event of an arrest, without the 
authorisation of the relevant authorising body (in the UK, that would 
be Her Majesty’s Treasury), and that is the position whether the 
Iranian entity is sanctioned or not. Therefore, it is important that the 
alternative insurer has the facility to be able to put up adequate 
security, for example, in the event of an arrest.

Obtain a letter of indemnity from charterers.
In addition to procuring an all risks insurance policy from charterers via 
alternative insurers, shipowners should also obtain a letter of 
indemnity from charterers, indemnifying them against all of the risks 
and consequences of permitting their ship to call at Iranian ports. To 
the extent that shipowners have any doubts at all about the ability (or 
willingness) of charterers to honour the letter of indemnity, then they 
should also require that it be countersigned by a first class bank. Such 
a letter of indemnity could contain some of the provisions, on the 
opposite page, though as mentioned above, specific legal advice 
should be sought on the point.

Conclusions
As we set out at the start of this article, permitting a ship to call at 
Iranian ports carries significant risks for any shipowner. This article 
highlights the fact that even the most careful of shipowners can –  
at best – only reduce those risks to some extent, but never eliminate 
them completely. If shipowners are minded to permit their ships to call 
at Iranian ports, to capitalise on the ‘rich pickings’ in terms of revenue, 
then they do so at their own risk, and they should be under no 
illusions, those risks are real. Even if they do not manifest themselves 
immediately, they may come back to haunt later. If shipowners 
nonetheless want to run the risks of calling at Iran then the steps 
outlined above, together with sound legal advice at every stage,  
will help reduce the risks to the extent it is possible to do so, but  
they can never be eliminated. In short, beware!

Step 2 – additional protections
If all of the above checks come back clear, then it will probably (but by 
no means certainly) be the case that shipowners will not be in breach 
of sanctions by permitting their ship to call at the specified Iranian port(s) 
to carry the specified cargo for the specified voyage. We say ‘probably’ 
the case, rather than certainly the case, for the following reasons:
1. The sanctions regimes are changing regularly, and changes 

happen with little or no prior notice. An entity or person that was 
not sanctioned when the checks were originally carried out may 
become sanctioned by the time the voyage commences; or a 
cargo that was not previously prohibited may become prohibited 
during carriage.

2. The reality of carrying cargo by sea is that unforeseeable events 
sometimes occur during carriage. For example, the ship may suffer 
a breakdown and need to divert unexpectedly. If the ship had to 
divert, even for issues of safety, to an Iranian port of refuge that 
was operated by sanctioned port operators, or if the agents or 
repairers at the port were sanctioned entities, then shipowners 
would find themselves in breach of sanctions.

3. It is not uncommon for certain cargoes to be sold afloat, and 
without the knowledge of shipowners. If the cargo was sold to a 
sanctioned entity in this way, then shipowners would be in breach 
of sanctions, possibly without even being aware that they were in 
breach.

4. It is possible that the sanctions regimes will be made even more 
stringent in due course and that those more rigorous sanctions 
will then be given retrospective effect. This would result in a 
voyage that was not subject to sanctions at the time it was agreed 
or undertaken becoming a sanctioned voyage after the event. If an 
issue then arose in respect of the completed voyage (for example, 
a cargo claim just before the one-year time limit), that claim would 
be affected by the sanctions introduced after the voyage had 
been completed.

As such, careful shipowners should also take the following further 
steps to protect their position.

Incorporate provisions into the charterparty allowing 
shipowners to refuse to comply with voyage orders at any 
stage of the voyage.
As a voyage that is not subject to sanctions can become a sanctioned 
voyage overnight, shipowners should insert a provision in the 
charterparty allowing them to refuse to follow voyage orders at any 
stage of the voyage, including when the cargo has been loaded and is 
being carried, if to do so would otherwise place them in breach of 
sanctions. Paragraph (b) of the BIMCO Sanctions Clause for time 
charterparties sets out wording to achieve this. In particular, that 
clause entitles the shipowner to discharge the cargo being carried at 
any safe port. That wording can be found at https://www.bimco.
org/Chartering/Clauses/Sanctions_Clause.aspx and it is 
recommended that the clause be included as a term of any fixture by 
shipowners to permit their ships to call at Iranian ports. Paragraph (d) 
of the BIMCO Clause (requiring charterers to procure that Paragraph 
(b) of the clause be incorporated into all sub-charters and all bills of 
lading) should also be inserted into the relevant charterparty.

Ensure that an alternative ‘all risks’ insurance policy is taken 
out for the voyage.
If a voyage is not subject to sanctions, then the shipowners’ P&I cover 
with the club will remain intact. However, for all of the reasons 
mentioned above, shipowners may inadvertently find themselves in 
breach of sanctions, and consequently without cover. Therefore, an 
alternative ‘all risks’ cover – including P&I and H&M cover – should be 
entered into before every voyage calling at Iranian ports is 
commenced. Although a point for negotiation between shipowners 
and charterers, it would not be uncommon for the obligation to 
arrange alternative insurance to be on charterers in this situation, and 
also for their account. 
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c.  Rule 17.2(5): “A member shall cease to be insured by the club in 
respect of any ship entered by him if … the ship is employed by the 
member in a carriage, trade or on a voyage which will thereby in 
any way howsoever expose the club to the risk of being or 
becoming subject to any sanction, prohibition or adverse action in 
any form whatsoever by any state or international organisation, 
unless the managers shall otherwise determine.”

Similar rules apply under the Standard Offshore Rules. Rule 17.2(5) 
means cover for a ship automatically ceases when the relevant breach 
of sanctions puts the club at risk of being penalised. 

The Comprehensive Iran Sanctions, Accountability and Divestment 
Act of 2010 (CISADA) enacted by the US Government permits the 
Secretary of State to designate non-US persons for their interactions 
with Iran. CISADA applies a strict liability regime to contracts which 
directly and significantly contribute to the enhancement of Iran’s 
ability to import refined petroleum products, including insurance 
contracts. If a person (or company) becomes designated then certain 
prohibitions apply, which essentially deny that person (or company) 
the use of the US financial system. These prohibitions could be applied 
to the club as the insurer of a member involved in such trade. Clearly, 
the application of such prohibitions would be devastating to the club 
as it accounts in US dollars. 

Rules 4.8 and 6.22 have the effect of disallowing or reducing a claim 
arising out of a sanctionable trade. These rules for example apply 
when a non-EU member lawfully carries Iranian crude or 
petrochemical products. Each carriage will have to be looked at on a 
case-by-case basis, but given the direct prohibition against providing 
insurance for such trade, club cover will not respond.

In light of the above, member(s) who may lawfully continue to carry 
such cargoes and who wish to do so should make alternative liability 
insurance or financial security arrangements with insurers or state/
sovereign guarantee schemes or other financial providers that are not 
subject to the prohibitions contained in the Regulation. If members 
are intending to perform such voyages, they are recommended to 
notify the club in advance of performance and upon completion of 
the voyage.

US CISADA
Overview
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US Executive Order 13590
Overview

Selling, leasing, providing 
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Movement of monies
The transfer of funds, even with very tenuous links to  
sanctioned trades, entities, individuals or countries,  
has become increasingly difficult.
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There are several aspects of this sanction program that warrant careful 
consideration by foreign persons who engage in transactions involving 
Iranian petroleum and petrochemical products. 

First, ‘significant transaction’ is not defined, and it is unclear exactly 
what will constitute a ‘significant’ transaction. The Treasury 
Department has indicated that a number of factors are considered in 
determining ‘significance,’ including size, number, and frequency; 
type, complexity, and commercial purpose; and the ultimate economic 
benefit conferred on the sanctions target. However, as explained, the 
State Department (not Treasury) will be primarily responsible for 
enforcing the Section 2 sanctions. While likely, it is not known 
definitively if the State Department will apply the same factors in 
assessing whether a transaction is significant. 

Second, it is not entirely clear what type of transactions fall within the 
scope of the sanctionable activities. A plain reading of the EO 
suggests that it is aimed at preventing or limiting only the underlying 
sales transactions but not necessarily transactions incidental to the 
sale such as transportation or insurance. Nonetheless, given the EO’s 
purpose, the State Department could attempt a broad construction of 
the provision such that it encompasses services such as transportation 
or insurance which, although incidental, are necessary to effect the 
underlying sale. One could argue that such a construction would be 
inappropriate, particularly as other Iranian sanctions programme have 
expressly referred to insurance and shipping services, making the 
absence of such references indicative of an intent not to include same 
within this programme. However, efforts to obtain clarification from 
the State Department have not yet provided any further guidance, 
and it remains to be seen how far this programme will reach. It would 
not be surprising if a broad construction is given to this provision, 
given the aggressive stance of the US directed at Iran.

Individuals or entities determined to have engaged in sanctionable 
conduct will be subject to the same sanctions that may be imposed 
under the ISA. These include prohibiting transfers of payments 
through US financial institutions to, from or on behalf of sanctioned 
persons, and the blocking of any such transfers. As such, a person 
found to have engaged in sanctionable conduct can find its ability to 
effect transactions in US dollars prohibited and/or its US dollar 
transactions stopped and held in the US.

Sanctions authorised against any person for transactions with 
NIOC or NICO
Section 5 of the EO authorises the Secretary of the Treasury, in 
consultation with the Secretary of State, to impose sanctions on any 
person (defined to include an individual or entity) who materially 
assists, sponsors or provides financial, material, or technological 
support for, or goods or services in support of, NIOC, NICO, or the 
Central Bank of Iran, and/or the purchase or acquisition (regardless of 
the channel) of US bank notes or precious metals by the government 
of Iran. 

This aspect of the EO is not limited to US persons, and as such, renders 
sanctionable the conduct of foreign persons who engage in the 
specified activity. The Secretary of the Treasury, in turn, is authorised 
to block the property within the US of any person found to have 
engaged in the sanctionable conduct. This would include the ability to 
block the transfer of US dollar transactions through the US 
correspondent banking system. Consequently, by way of example, a 
foreign entity that ‘materially’ provides goods or services to NIOC or 
NICO may find its US dollar transfers blocked by OFAC, even if that 
transfer is not a direct dealing with NIOC or NICO.

Sanctions authorised against any person for petroleum-related 
transactions
Perhaps the most material aspect of these new sanctions for foreign 
persons is contained in Section 2. Section 2 conveys primary sanction 
authority on the Department of State and authorises it, in consultation 
with the Department of Treasury and other agencies, to impose 
sanctions on any person (not just US persons) who knowingly engages 
in a ‘significant transaction for the purchase or acquisition’ from Iran 
of petroleum or petroleum or petrochemical products. 

Sanctions are also authorised against the successor of a person who 
engaged in such activities; those who own or control a person who 
engaged in the specified activity, and had knowledge that person 
engaged in those activities; and those who are owned or controlled 
by, or under common ownership or control with, such a person, and 
knowingly participated in the sanctionable activities. In this way, the 
EO seeks to target not only the person who engaged in the 
sanctionable conduct but also its subsidiaries and affiliates if they 
knew about or participated in the sanctionable activity.

Notably, as with the Section 1 sanctions, before sanctions can be 
imposed under Section 2, there must be a determination by the 
President that there is sufficient world market supply such that a 
significant reduction in the volume of purchased Iranian products 
is permissible. 






