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SUMMARY

Russian aggression against Ukraine has
caused damage amounting to more than
$500 billion and hundreds of thousands of
casualties. Compensation is left to the
affected State and its international partners,
which  contradicts the fundamental
principle of justice that “the one who
caused the damage should compensate for
it”". The compensatory function of sanctions
offers an alternative, transforming the
understanding of the sanctions mechanism
from solely an instrument of pressure to an
instrument of compensation for damages.

The analysis presented highlights two key
mechanisms  for implementing  the
compensatory function:

1. Transfer of confiscated assets and fines
for sanctions violations directly to the
affected state. International practice
demonstrates the effectiveness of this
approach. In particular, the US transferred
more than $54 million in confiscated
assets, and Lithuania allocated €167,000 in
fines to the rehabilitation of Ukrainian
military personnel. In addition, Estonia will
spend nearly $500,000 on rebuilding
Ukraine’s energy infrastructure.

2. Confiscation of frozen assets belonging to
designhated persons to pay compensation to
victims. Under this approach, Ukraine has
collected more than €561 million, more than
$236 million, and approximately €440,000
in state revenue. Canada and Estonia have
adopted national legislation allowing for the
implementation of this mechanism.
Moreover, Canada has already started

applying it.

The potential of the compensatory function
IS significant, as thousands of cases of
sanctions violations, along with
mechanisms for confiscating the frozen
assets of designated persons, can generate
billions of dollars in compensation for
victims.

However, for the compensatory function of

sanctions to be effective, coordinated and

systemic actions by states are necessary, in

particular with regard to:

® Criminalizing sanctions
ensuring  effective  detection
freezing of assets.

® Adopting legislation on the allocation of
confiscated assets and fines collected in
criminal, civil, and administrative cases
to the benefit of victims.

® Reconsidering existing timing, sectoral,
and territorial limitations in countries
that have already established those
mechanismes.

® Developing legal tools to confiscate
frozen assets of designated persons to
pay compensation to victims, with the
right of recourse for reimbursement of
incurred costs.

violations,
and

The international community has a unique
opportunity to transform its sanctions
policy not only by ensuring compensation
for victims of Russian aggression, but also
by setting a universal precedent of
accountability that will serve as a deterrent
to future acts of aggression.



INTRODUCTION

Sanctions are one of the key instruments of
modern international politics, the use of
which has grown unprecedentedly over the
past seven decades!!. They are imposed on
states, organizations, or individuals whose
actions pose a threat to Iinternational
peace, security, human rights, or
democratic institutions?.

Traditionally, sanctions are attributed with
two main functions: coercion and
prevention. The first is designed to change
the Dbehavior of actors who violate
international law, commit acts of
aggression, or threaten peace. The second
has a deterrent effect, as it demonstrates
the negative consequences for those who
may commit similar acts in the future.

At the same time, the traditional functions
of sanctions do not fully utilize their
potential. This is particularly relevant in
cases of sanctions imposed in response to
armed aggression. Millions of people
become victims of such aggression, losing
their homes, health, or lives. Recovery and
compensation for victims require enormous
resources, which usually come from the
affected state and its international partners.

However, this approach raises questions of
fairness: why should the financial burden of
compensation be borne by the affected
state or taxpayers In partner countries,
rather than those who caused the damage
or contributed to the aggression?

Sanctions can  contribute to the
implementation of the principle of “the
perpetrator pays for the damage”. That is

why the compensatory function of
sanctions is becoming increasingly
important — the use of sanctions

mechanisms to finance compensation for
victims.

There are already examples in international
practice of sanctions being used as a
compensation tool. For example, the UN
Compensation Fund paid out $52.4 billion
from lragi oil export revenues to
compensate for damages caused by the
Gulf War'®! In 2003, Libya agreed to pay $2.7
billion to the families of the victims of the

1988 Lockerbie bombing!™¥ in exchange for
the lifting of UN sanctions! However, these

models depended on the resources of the
offending state and the effectiveness of
pressure from the international community,
which limits their replicability.

[1] On the effectiveness of the sanctions on Russia: New data and new evidence: https://cepr.org/voxeu/columns/

effectiveness-sanctions-russia-new-data-and-new-evidence

[2] The

Ist of objectives for imposing sanctions may vary. For example, the EU defines the main objectives of imposing

sanctions as follows: protecting the values, fundamental interests, and security of the EU; preserving peace; consolidating
and supporting democracy, the rule of law, human rights, and the principles of international law; preventing conflicts and

strengthening international

security: https://[www.consilium.europa.eu/en/policies/why-sanctions/#gsc-main-content. In

Ukraine, sanctions are applied with the aim of: protecting national interests, national security, sovereignty, and territorial
integrity of Ukraine; countering terrorist activities; preventing violations, restoring violated rights, freedoms, and legitimate
interests of citizens of Ukraine, society, and the state: https://zakon.rada.gov.ua/laws/show/en/1644-18# Text

[3] [rag makes final reparation payment to Kuwait for 1990 invasion: https://news.un.org/en/story/2022/02/1111632
[4] $2.7billion Lockerbie settlement reached: https://www.aljazeera.com/news/2003/8/14/2-7billion-lockerbie-settlement-

reached
[5] Security Council

ifts sanctions against Libya

Imposed after

Lockerbie bombing: https://news.un.org/en|

story/2003/09/791/2-security-council-lifts-sanctions-against-libya-imposed-after-lockerbie-bombing



https://cepr.org/voxeu/columns/effectiveness-sanctions-russia-new-data-and-new-evidence
https://news.un.org/en/story/2022/02/1111632
https://www.aljazeera.com/news/2003/8/14/2-7billion-lockerbie-settlement-reached
https://www.aljazeera.com/news/2003/8/14/2-7billion-lockerbie-settlement-reached
https://news.un.org/en/story/2003/09/79172-security-council-lifts-sanctions-against-libya-imposed-after-lockerbie-bombing
https://cepr.org/voxeu/columns/effectiveness-sanctions-russia-new-data-and-new-evidence
https://cepr.org/voxeu/columns/effectiveness-sanctions-russia-new-data-and-new-evidence
https://www.consilium.europa.eu/en/policies/why-sanctions/#gsc-main-content
https://zakon.rada.gov.ua/laws/show/en/1644-18#Text
https://news.un.org/en/story/2022/02/1111632
https://www.aljazeera.com/news/2003/8/14/2-7billion-lockerbie-settlement-reached
https://www.aljazeera.com/news/2003/8/14/2-7billion-lockerbie-settlement-reached
https://news.un.org/en/story/2003/09/79172-security-council-lifts-sanctions-against-libya-imposed-after-lockerbie-bombing
https://news.un.org/en/story/2003/09/79172-security-council-lifts-sanctions-against-libya-imposed-after-lockerbie-bombing

In today's environment, where an aggressor
state may have significant resources to
resist international pressure and the scale
of damage is measured in hundreds of
pillions of dollars, more flexible and
diversified approaches to financing
compensation are needed.

The issue of compensation becomes crucial
iIN the context of widespread violations of
sanctions legislation. Individuals and
companies that circumvent sanctions are
effectively contributing to illegal activities
and should be held accountable to those
affected by them. By analogy, the principle
of recovery of criminal assets for the benefit
of victims, recognized in international law
and enshrined, in particular, in the UN
Convention against Corruption!®, can be
applied. It provides for the possibility of
transferring confiscated property to the
state that has suffered damage, an
approach that could serve as a model for
compensation in the context of sanctions.

Modern realities require new approaches.
The compensatory function of sanctions
can be implemented not only through the
confiscation or transfer of frozen sovereign
assets, which is a difficult political issue, but
also through the creation of innovative
mechanisms for financing payments to
victims.

Consider practical ways to realize the
compensatory potential of sanctions in the
context of restrictive measures imposed
against the Russian Federation In
connection with its aggression against

Ukraine — the largest war in Europe since
World War |l.

The total amount of damage to Ukraine
already exceeds $500 billion!!, and the
number of civilian casualties exceeds
50,000, and these are only those officially

included in the UN High Commissioner's
report!®. The real figures reach hundreds of
thousands of people. This makes the issue
of fair compensation particularly urgent.

This Policy Brief demonstrates the
development of sanctions instruments
during the period of Russia's full-scale
invasion of Ukraine. The analysis covers the
progress made by democratic countries Iin
ensuring that the aggressor is held
accountable for its actions. The main focus
IS on cases of sanctions violations and the
transfer of funds to Ukraine, as well as the
confiscation of frozen assets of designated
persons. The document provides specific
recommendations for improving the
effectiveness of these Iinstruments and
ensuring compensation for damages
already now.

[6] United Nations Convention
UN_Convention Against Corruption.pdf

against

Corruption: https://[www.unodc.org/documents/brussels|

[7] Updated Ukraine Recovery and Reconstruction Needs Assessment Released: https://www.worldbank.org/uk/news/press-

release[2025/02/25/updated-ukraine-recovery-and-reconstruction-needs-assessment-released
[8] Protection of civilians in armed conflict. October 2025 Update https://ukraine.ohchr.org/sites/default/files/2025-11/
Ukraine%20-%20protection%200f%20civilians%20in%20armed%20conflict%20%280ctober%202025%29 UKR.pdf



https://www.unodc.org/documents/brussels/UN_Convention_Against_Corruption.pdf
https://www.unodc.org/documents/brussels/UN_Convention_Against_Corruption.pdf
https://www.worldbank.org/en/news/press-release/2025/02/25/updated-ukraine-recovery-and-reconstruction-needs-assessment-released
https://ukraine.ohchr.org/sites/default/files/2025-11/Ukraine%20-%20protection%20of%20civilians%20in%20armed%20conflict%20%28October%20%202025%29_ENG_0.pdf
https://www.unodc.org/documents/brussels/UN_Convention_Against_Corruption.pdf
https://www.unodc.org/documents/brussels/UN_Convention_Against_Corruption.pdf
https://www.worldbank.org/uk/news/press-release/2025/02/25/updated-ukraine-recovery-and-reconstruction-needs-assessment-released
https://www.worldbank.org/uk/news/press-release/2025/02/25/updated-ukraine-recovery-and-reconstruction-needs-assessment-released
https://ukraine.ohchr.org/sites/default/files/2025-11/Ukraine%20-%20protection%20of%20civilians%20in%20armed%20conflict%20%28October%202025%29_UKR.pdf
https://ukraine.ohchr.org/sites/default/files/2025-11/Ukraine%20-%20protection%20of%20civilians%20in%20armed%20conflict%20%28October%202025%29_UKR.pdf

Transfer of confiscated assets and fines for sanctions violations

Russian agression caused damages -
$500+ hillion

UKRAINE _—>

)
=
)
o
et
n
o
=
(e

c
2.0
=3
90
mh
»n O
=)
G G
-B\.—
30
= O
LS
(-
o)
-
)
A ]
)
c
I
) -
—_

ASSET FORFEITURE
AND/OR FINES
COLLECTION

Despite the significant increase in the scale
of sanctions imposed, their effectiveness
critically depends on compliance with the
established restrictions. That is why the
issue of sanctions violations and
circumvention has become one of the most
pressing in recent years. Recognizing this,
the European Union is increasingly focusing
on countering sanctions circumvention
when adopting new packages. A good
example of this is the 19th package of EU
sanctions™®, which is aimed not only at
expanding the sanctions lists, but also at
closing loopholes.

SANCTIONS Russia is th:oz]:titv Snctionht
REGIME

== DECISION

0+ countries imposed sanctions -

SANCTIONS
VIOLATIONS

Sanctions aim to stop aggression against Ukraine.
Violations enable continued aggression.

ENFORCEMENT
PROCEEDINGS

Criminal, civil or administrative
proceedings

The scale of the problem of sanctions
circumvention is confirmed by the number
of criminal proceedings initiated in relation
to such facts. For example, almost 2,000
iInvestigations have been launched In
Germany ', 600 in Latvia™ , 318 in the
United Kingdom!?, and 275 in Poland!®!
However, for sanctions to fulfill their
compensatory function, it is not so much
the Investigations that are important as
their actual results, namely bringing the
offenders to justice with appropriate fines
and confiscation of the assets that were the
object of the crime. Therefore, the criminal
law policy of countries combating sanctions
violations is important in this context.

[9] EU adopts 19th package of sanctions against Russia: https://finance.eceuropa.eu/news/eu-adopts-19th-package-

sanctions-against-russia-2025-10-23 _en
[10] European Sanctions Enforcement - performance

europeansanctionsenforcement/2024/10/25/european-sanctior

eague tables

(201/7-2024): https://blogsduanemorris.com|/
s-enforcement-performance-league-tables-201/7-2024/

[11] Latvia is investigating more than 600 criminal cases involving violations of sanctions against russia: https://

confiscation.com.ua/news/

Latvia_is_investigating more_than_600_criminal_cases_involving Vviolations_of sanctions_against_russia/

[12] Sanctions: Russia.UIN 2463/, tabled on 1/ January 2025: https://guestions-statements.parliament.uk/written-questions/

detail/2025-01-17/24637

[13] EU dropping the ball on sanctions enforcement: https://euocbservercom/eu-and-the-world/ar382a/81f



https://finance.ec.europa.eu/news/eu-adopts-19th-package-sanctions-against-russia-2025-10-23_en
https://finance.ec.europa.eu/news/eu-adopts-19th-package-sanctions-against-russia-2025-10-23_en
https://blogs.duanemorris.com/europeansanctionsenforcement/2024/10/25/european-sanctions-enforcement-performance-league-tables-2017-2024/
https://confiscation.com.ua/en/news/Latvia_is_investigating_more_than_600_criminal_cases_involving_violations_of_sanctions_against_russia/
https://questions-statements.parliament.uk/written-questions/detail/2025-01-17/24637
https://euobserver.com/eu-and-the-world/ar382a781f
https://finance.ec.europa.eu/news/eu-adopts-19th-package-sanctions-against-russia-2025-10-23_en
https://finance.ec.europa.eu/news/eu-adopts-19th-package-sanctions-against-russia-2025-10-23_en
https://blogs.duanemorris.com/europeansanctionsenforcement/2024/10/25/european-sanctions-enforcement-performance-league-tables-2017-2024/
https://blogs.duanemorris.com/europeansanctionsenforcement/2024/10/25/european-sanctions-enforcement-performance-league-tables-2017-2024/
https://confiscation.com.ua/news/Latvia_is_investigating_more_than_600_criminal_cases_involving_violations_of_sanctions_against_russia/
https://confiscation.com.ua/news/Latvia_is_investigating_more_than_600_criminal_cases_involving_violations_of_sanctions_against_russia/
https://confiscation.com.ua/news/Latvia_is_investigating_more_than_600_criminal_cases_involving_violations_of_sanctions_against_russia/
https://questions-statements.parliament.uk/written-questions/detail/2025-01-17/24637
https://questions-statements.parliament.uk/written-questions/detail/2025-01-17/24637
https://euobserver.com/eu-and-the-world/ar382a781f

CRIMINALIZATION OF SANCTIONS VIOLATIONS

It should be noted that criminal liability for
sanctions violations is provided for In
almost all of Ukraine's partner countries. In
the US, legal entities are punishable by a
fine of up to $1 million for violating any
icense, order, provision, or prohibition
established by sanctions provisions, while
individuals are punishable by imprisonment

That is why, on 24 April 2024, the European
Parliament and the Council of the EU
exercised their powers to set a minimum
standard for regulating liability for sanctions
violations by adopting Directive 2024/1226
on the definition of criminal offences and
penalties for the violation of Union
restrictive  measures and amending

for up to 20 years™. In the United Kingdom'™ Directive (EU) 20181673

and Australia™ individuals who violate
sanctions legislation face imprisonment for
up to 10 years and fines depending on the
severity of the violation.

Until recently, the EU had a differentiated
approach to regulating the issue of liability
for sanctions violations. Such problem has
led to significant differences Iin the
definition and scope of the concept of
sanctions violations, the types and severity
of penalties for committed acts, as well as
other compulsory measures applied to
violators.

Country ~ct(s)

Date of adoption and title of

Despite the 20 May 2025 transposition
deadline, as of September 2025, only 10 EU
countries have adopted implementing
legislation. Some other countries, such as
Greece, Spain, Malta, Germany, Poland and
Romania have prepared and published
implementation drafts, which are currently
under discussion. Public discussions and
comments on them mostly indicate a
positive decision on their adoption!®!

Date of entry into force

the Criminal Code
05 May 2025 - [aw on the

25 April 2025 — package of
laws No. 179/2025, 180/2025,

181/2025, 182/2025

26 March 2025 — amendments to

protection of whistleblowers
15 May 2024 — amendments to
the International Sanctions Act

27 April 2025 (first)
18 May 2025 (second)
17 June 2024 (third)

20 May 2025

15—-22 May 2025 — package of
laws No. XV-203, XV-204,
XV-205, XV-206, XV-207

21 May 2025


https://eur-lex.europa.eu/eli/dir/2024/1226/oj/eng
https://izi.institute/en/analysts/Transposition_of_EU_directive_2024_1226_by_EU_member_states_ILI/
https://izi.institute/en/analysts/Transposition_of_EU_directive_2024_1226_by_EU_member_states_ILI/
https://uscode.house.gov/
https://globalinvestigationsreview.com/guide/the-guide-sanctions-archived/fourth-edition/article/uk-sanctions-enforcement
https://www.legislation.gov.au/C2011A00038/latest/text

15 May 2025 — amendments to the

Criminal Code 10 June 2025
22 May 2025 — amendments to the

Law on International Sanctions

08 May 2025 — new

International Sanctions Act 10 June 2025
(SFS 2025:327-332)

03 June 2025 — Act No. 157/2025 01 August 2025

20 June 2025. However, most
11 June 2025 — Law XLIX/2025 criminal provisions will come into
force on 01 September 2025 or later.

20 June 2025 - Law No. 731 21 June 2025

10 July 2025 - Law No.
149(1)/2025 and related Laws No. 25 July 2025
148(1)/2025 and No. 150(l)/2025

Czech 02 July 2025 — Law No. 270/2025 | 31 December 2025
Republic

However, simply establishing criminal To fulfil the compensatory function,

liability for sanctions violations will not help mechanisms are needed that would allow

victims. the collected funds to be channeled
directly to the victims.

Hungary

Cyprus

[14] 50 USC Ch. 35: International emergency economic powers | Code of Laws of the United States of America: https:/|
uscode.house.gov

[15] Barnes R., Summers B, Hill P, Puthuppally C. UK Sanctions Enforcement /[The Guide to Sanctions — Fourth Edition. URL:
https://globalinvestigationsreview.com/guide/the-guide-sanctions-archived/fourth-edition/article/uk-sanctions-enforcement
[16] Autonomous Sanctions Act N2 38, 2011 (Compilation No. 3, 8 December 2021) | Federal Register of Legislation. URL:
https://www.legislation.gov.au/C2011A000358/latest/text

[17] Directive (EU) 2024/1226 of the European Parliament and of the Council of 24 April 2024 on the definition of criminal
offences and penalties for the violation of Union restrictive measures and amending Directive (EU) 2018/1673: https://eur-
lex.europa.eu/eli/dir[2024/1226/oj/eng

[18] Transposition of EU Directive 2024/1226 by EU Member States: Definition of Criminal Offences and Penalties for Violations
of Union Restrictive Measures: https://izi.institute/en/analysts/
Transposition_of EU_directive_2024 1226 by EU member_states_|LI/



https://uscode.house.gov/
https://uscode.house.gov/
https://globalinvestigationsreview.com/guide/the-guide-sanctions-archived/fourth-edition/article/uk-sanctions-enforcement
https://www.legislation.gov.au/C2011A00038/latest/text
https://eur-lex.europa.eu/eli/dir/2024/1226/oj/eng
https://eur-lex.europa.eu/eli/dir/2024/1226/oj/eng
https://izi.institute/en/analysts/Transposition_of_EU_directive_2024_1226_by_EU_member_states_ILI/
https://izi.institute/en/analysts/Transposition_of_EU_directive_2024_1226_by_EU_member_states_ILI/

ASSET TRANSFER MECHANISMS

International practice demonstrates the
successful  implementation of  such
mechanisms. The US transfers confiscated
assets to support victims, while Lithuania
has expanded the model to include fines
from sanctions violation cases. Let's take a
closer look at how these mechanisms work.

The US experience

The US was one of the first countries to
adopt legislation allowing sanctions to be
used as a compensatory measure in the
context of asset forfeiture due to violations.
Thanks to an amendment™ to the
Consolidated Appropriations Act, 202312
which came into force on January 5, 2023,
the US. Department of Justice, through the
Attorney General, received powers to
transfer to the Secretary of State the
proceeds of any forfeited property of
designated persons. Subsequently, the US
Secretary of State, within the framework of
the Foreign Assistance Act (1961), may use

these proceeds to provide foreign
assistance to Ukraine to “remediate the
harms of Russian aggression towards

Ukraine” 211

It Is important to note that this mechanism
is already being put into practice. $5.4
million forfeited from Russian oligarch

Konstantin Malofeyev!??, who is subject to
sanctions, has been transferred as part of
one of the aid packages to Ukraine to
support the reintegration and rehabilitation

of veterans!'®®!. In another case, nearly

$500,000 confiscated as a result of the

uncovering of an illegal procurement
network that attempted to import high-
precision American-made machine tools
used Iin the defense and nuclear
proliferation industries into Russia was
transferred to Estonia for its active role in
the proceedings!?¥. The agreement signed
pbetween the Estonian Ministry of Justice
and the US Department of Justice directs
this amount into rebuilding Ukraine’s energy
infrastructure %21,

However, this framework applies only to
assets forfeited before May 1, 2025. This
temporal limitation significantly narrows the
potential of the mechanism and requires
legislative changes to ensure its continued
operation.

[19] Text of Senate Amendment 6596; Congressional Record Vol. 168, No. 199: https://www.congress.gov/congressional-

record/volume-168/issue-199/senate-section/article/S10006-1

[20] H.R.2617 - Consolidated Appropriations Act, 2023: https://[www.congress.gov/bill/11/th-congress/house-bill[261//text

[21] Confiscation of Russian assets: what the latest amendments to the US budget provide for: https://izi.institute/en/news/

news_sanction_usa/

[22] Russian oligarch ordered to forfeit $5.4 min to U.S., Ukraine may get funds: https://www.reuters.com/world/europe/
russian-oligarch-ordered-forfeit-54-mln-us-ukraine-may-get-funds-2023-02-02/

[23] Secretary Blinken’s Travel to Ukraine: https:/[2021-2025.state.gov/secretary-blinkens-travel-to-ukraine-2/

[24] Justice Department Transfers Approximately $500,000 in Forfeited Russian Funds to Estonia for Benefit of Ukraine:
https://www.justice.gov/archives/opa/pr/justice-department-transfers-approximately-500000-forfeited-russian-funds-

estonia-benefit

[25] Estonia and USA sign a historic agreement on directing confiscated profits into helping Ukraine: https://estdev.ee/en|
articles/estonia-and-usa-sign-historic-agreement-directing-confiscated-profits-helping-ukraine



https://www.reuters.com/world/europe/russian-oligarch-ordered-forfeit-54-mln-us-ukraine-may-get-funds-2023-02-02/
https://www.reuters.com/world/europe/russian-oligarch-ordered-forfeit-54-mln-us-ukraine-may-get-funds-2023-02-02/
https://2021-2025.state.gov/secretary-blinkens-travel-to-ukraine-2/
https://2021-2025.state.gov/secretary-blinkens-travel-to-ukraine-2/
https://2021-2025.state.gov/secretary-blinkens-travel-to-ukraine-2/
https://www.justice.gov/archives/opa/pr/justice-department-transfers-approximately-500000-forfeited-russian-funds-estonia-benefit
https://estdev.ee/en/articles/estonia-and-usa-sign-historic-agreement-directing-confiscated-profits-helping-ukraine
https://www.congress.gov/congressional-record/volume-168/issue-199/senate-section/article/S10006-1
https://www.congress.gov/bill/117th-congress/house-bill/2617/text
https://izi.institute/en/news/news_sanction_usa/
https://izi.institute/en/news/news_sanction_usa/
https://izi.institute/en/news/news_sanction_usa/
https://www.congress.gov/congressional-record/volume-168/issue-199/senate-section/article/S10006-1
https://www.congress.gov/congressional-record/volume-168/issue-199/senate-section/article/S10006-1
https://www.congress.gov/bill/117th-congress/house-bill/2617/text
https://izi.institute/en/news/news_sanction_usa/
https://izi.institute/en/news/news_sanction_usa/
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At the same time, there is no similar
mechanism for transferring fines. In this
context, it is important to understand that
significant funds can be generated from
cases of sanctions violations that do not fall
under criminal liability but rather qualify as
administrative or civil penalties.

In the US the Office of Foreign Assets
Control (OFAC) is responsible for the civil
aspect of sanctions enforcement. It
monitors compliance with  sanctions
restrictions and imposes civil penalties in
case of violations of the sanctions regime.
To this end, OFAC issues regulations that
consolidate existing legislation on sanctions
restrictions!?®!

OFAC penalties can reach significant
amounts. For example, Binance Holdings
agreed to pay $968,6 million for over 1,6
million  alleged sanctions violations,
including transactions totaling $706 million
pbetween US. persons and users iIn
sanctioned jurisdictions!?”!. In another case,
Swedbank Latvia agreed to pay $3,4 million

for 386 violations involving Crimea-related

transactions through U.S. correspondent
banks!?8!

The U.S. experience demonstrates the
viability of the compensatory function.
However, the May 2025 Ilimitation and
exclusion of civil penalties, which can reach
hundreds of millions, significantly restrict
the mechanism’s potential. However, the US
IS not the only country to apply such a
mechanism.

EU experience and Lithuanian example

The EU has adopted Directive 2024/1260,
Article 19 of which encourages the
establishment of a mechanism for the
transfer of confiscated assets related to the
violation and circumvention of sanctions?°!.

Some states, such as Lithuania, have gone
even further and have already adopted
legislative amendments according to which
not only confiscated property but also fines
for violating sanctions will be used for
support related exclusively to the
reconstruction and restoration of Ukraine
affected by Russian aggression®®! Moreover,
there is already successful practice of
applying such provisions. €16/000 from
fines imposed on companies for violating
EU sanctions against Russia will go to the
rehabilitation of Ukrainian veterans ®".

[26] Institute of Legislative |deas. How sanctions are enforced in the United States: a multi-level mechanism of responsibility

(2024): https://izi.institute/en/analysts/4/

[27] OFAC Settles with Binance Holdings, Ltd. for $968,618,825 Related to Apparent Violations of Multiple Sanctions
Programs: https://ofac.treasury.gov/imedia/932351/download?inline

[28] OFAC Settles with Swedbank Latvia for $3,430,900 Related to Apparent Violations of Sanctions on Crimea: https://

ofac.treasury.gov/media/931911/download?inline

[29] Directive (EU) 2024/1260 of the European Parliament and of the Council of 24 April 2024 on asset recovery and

confiscation: https://eur-lex.europa.eu/eli/dir/2024/1260/oj/eng

[30] Lithuania will transfer fines for non-compliance with sanctions to rebuild Ukraine: https://confiscation.com.ua/en/news/
Lithuania_will_transfer_fines_for_non_compliance _with_sanctions_to_rebuild_Ukraine/

[31] Money seized for circumventing sanctions will go towards rehabilitation of Ukrainian veterans in Lviv: https://

confiscation.com.ua/en/news/

Money_seized_for_circumventing_sanctions_will_go_towards_rehabilitation_of _Ukrainian_veterans_in_Lviv/
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While Lithuania remains the leader in this
regard, ongoing enforcement Iin other
countries demonstrates significant
additional potential. For example, for selling
/1 luxury cars to Russia in violation of
sanctions, resulting in a total amount
exceeding €5 million®? , a German court
ruled to confiscate property equivalent to
this amount. A Russian bank may have €720
million confiscated due to a possible
violation of the ban on the disposal of
frozen funds as a result of anti-Russian
sanctions®. However, without legislative
mechanisms like Lithuania's, these assets
remain in national budgets rather than
supporting Ukraine.

These cases illustrate the substantial
financial potential of sanctions
enforcement. While currently only a fraction
of confiscated assets and fines are
redirected to victim compensation (over $6
million has been transferred to support
Ukraine), pending cases represent millions
iINn potential transfers.

This demonstrates that  systematic
Implementation of asset transfer
mechanisms could generate significant
resources for victims. Therefore, partner
countries should provide for the legal
possibility of transferring confiscated
property and fines for sanctions violations
to victims, not only in criminal cases, but
also in administrative or civil cases.

Thus, the transfer of assets seized as a
result of sanctions violations seems to be a
rather reasonable and fair step. In addition,
from a political point of view, establishing
the possibility of transferring these funds to
victims is entirely justified and does not
require any systemic or radical changes in
legislation. In most cases, the system of
lability and seizure of such assets already
exists. It is only important to ensure that
they are used for compensation rather than
for the state budget.

[32] A resident of Hesse was sentenced to five years in prison for selling a car to russia: https://confiscation.com.ua/en/news/
A_resident_of Hesse _was_sentenced_to_five_years_in_prison_for_selling a_car_to_russia/

[33] After attempted withdrawal: German judiciary seeks to collect €/00 million from Russian bank: https://www.frde/
wirtschaft/deutschland-news-wirtschaft-russland-sanktionen-eu-ukraine-krieg-eingefrorenes-geld-frankfurt-

Zr-93990202.html
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Along with the mechanism for transferring
assets seized for sanctions violations,
Russia's full-scale invasion of Ukraine in
2022 stimulated the search for new, more
radical compensation mechanisms. One
such mechanism is the confiscation of
frozen assets of designated persons not for
the fact of violating sanctions, but for their
involvement in or facilitation of aggression.

Traditional sanctions policy involves
freezing assets as a means of pressure,
rather than confiscating them. However,
given the scale of Russia's aggression
against Ukraine, which has resulted in
hundreds of thousands of casualties and
hundreds of billions of dollars in damage,
sanctions policy must employ more radical
measures. This is what has prompted some
states to develop new legal instruments.

It Is natural that Ukraine, as a victim of
Russian aggression, was the first to widely
use sanctions as a mechanism for seizing
the assets of the aggressor's accomplices
located on its territory. Canada and Estonia
have developed their own mechanisms for

confiscating the frozen assets of
designated persons.
Ukraine's case

In Ukraine, the possibility of seizing the
assets of individuals and companies that
are Russia's accomplices in the war against
Ukraine was enabled by the adoption of
the Law of Ukraine «On Amendments to
Certain Legislative Acts of Ukraine on
Improving the Effectiveness of Sanctions
Related to the Assets of Individuals» (Law
No. 225/7-1X), which entered into force on 24
May 2022.

CONFISCATION OF FROZEN ASSETS OF DESIGNATED PERSONS

This Law introduced a new type of sanction

— "asset seizure to the state revenue
belonging to an individual or legal entity, as
well as assets in respect of which such a
person may directly or indirectly (through
other individuals or legal entities) perform
actions identical in content to the exercise
of the right to dispose of them”.

Assets are seized for actions that created a
significant threat to the national security,
sovereignty, or territorial integrity of Ukraine
(including through armed aggression or
terrorist activity) or significantly
contributed (including through financing) to
the commission of such actions by other
persons.

The criteria of a significant threat and
significant contribution are:

1. Causing significant damage to the
national security, sovereignty or territorial
integrity of Ukraine. This category includes
10 clarifying criteria, which generally
indicate persons who made decisions
about, or participated in armed aggression
against Ukraine, as well as collaborators
who supported occupation administrations
and bodies or held referenda or elections in
the occupied territories.

2. Substantial support of the actions or
decision-making specified in the previous
paragraph. This is about persons who
contributed directly to the invasion and
persons who are indirectly involved in the
war.



https://izi.institute/en/analysts/32/
https://zakon.rada.gov.ua/laws/show/2257-20#Text
https://zakon.rada.gov.ua/laws/show/2257-20#Text

Key categories: political and military
leadership that facilitated the invasion (e.g,
Belarus), big business, large benefactors
and donors to state authorities or the
military leadership of Russia, buyers of
Russian government bonds and

propagandists and those who disseminate
Russian narratives, among others 34

J

[34] Major concerns on the Ukrainian mechanism of asset forfeiture as a sanction: https://izi.institute/en/analysts/32/
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Mechanism for applying sanctions in the
form of assets seizure to state revenue

@ Prerequisite - A sanction in the form of asset freezing imposed after May 24,

2022. To this end, the Verkhovna Rada of Ukraine, the President of Ukraine, the
Cabinet of Ministers of Ukraine, the National Bank of Ukraine, or the Security

Service of Ukraine submit proposals to the National Security and Defense Council
on applying such sanction.

The decision to apply the sanction in the form of asset freezing is taken by the
National Security and Defense Council and enters into force by Presidential
Decree.

The Ministry of Justice files a lawsuit with the
High Anti-Corruption Court (HACC)

The High Anti-Corruption Court considers
p cases on the application of assets seizure as

a court of first instance by a panel of three
judges within 30 days from the date of

receipt of the lawsuit by the Court

Following the hearing, a decision is made to
satisfy or dismiss the claim. The decision
may be appealed within five days of its
announcement

The HACC Appeals Chamber hears cases on
the application of assets seizure as a court
of appeal within 15 days of the date of
receipt of the appeal by the Court

may be made: to leave the decision
unchanged and dismiss the appeal; to
change the decision; to overturn the
decision and pass a new decision

Following the review, the following decisions m

The decision of the Appeals Chamber of the
High Anti-Corruption Court takes effect

Immediately and is not subject to a
cassation appeal




Currently, there is extensive case law on the
application of this sanction. The High Anti-
Corruption Court has issued more than 70
decisions on asset seizure. Among other
things, the High Anti-Corruption Court has
collected more than &561million, $236

million and €439,000 into the state budget!*! Furthermore, the ILI

Despite procedural guarantees during the
court's consideration of cases in this
category, including the right of defendants
to participate in proceedings, the
mechanism is already being challenged in
the Constitutional Court of Ukraine as
potentially violating the right to property

provided for in the Constitution of Ukraine!>®!

Given that this sanction has been in the
focus of attention of the Institute of
Legislative ldeas since its introduction, |LI
conducted a comprehensive study of the
compliance of this mechanism with the
European Court of Human Rights standards
and provided an Amicus Curiae Opinion to
the Constitutional Court of Ukraine.

In ILI's opinion, the sanction in the form of

asset seizure into state revenue does not

violate property rights as:

® such a sanction is provided for by law,
which has been duly promulgateq, is
sufficiently clear and predictable in its
application;

® this sanction is a compulsory measure
pursuing a legitimate aim — ending the
war and restoring the territorial integrity
of Ukraine;

e and, finally, the burden imposed on the
persons to whom it is applied is justified
by the high goal of countering the
existential threat posed Dby the
aggressor.>’!

has published a
number of analytical materials on the said
sanction in terms of its compatibility with
European human rights standards, as well
as materials analysing the practice of
applying this sanction by the High Anti-
Corruption Court of Ukraine and suggesting
ways to improve it >,

The Ukrainian asset seizure mechanism has
proven effective as a tool for implementing
the compensatory function of sanctions.
Other countries have chosen alternative
approaches.

Canada's approach

Canada was one of the first of Ukraine's
partner countries to adopt legislation
allowing the confiscation of assets of
designated persons. In particular, there is
the Special Economic Measures Act (SEMA),[39]
which was significantly strengthened in
2022-2023 specifically to address Russia's
invasion of Ukraine.

[35] See: https://court.gov.ua/press/news/1856385.

[36] See the Summary of the constitutional complaint here https://ccu.gov.ua/sites/default/files/16_202024.pdf

[37] Amicus Curiae opinion: https://izi.institute/en/analysts/26/

[38] See: Forfeiture of assets belonging to persons responsible for Russia’s aggression against Ukraine (2022). Analysis of the

practice of the High Anti-Corruption Court in applying the sanction of asset forfeiture to the state revenue for 2022-2023;

Institute of Legislative ldeas (2023). Standards for consideration of cases in absentia and the HACC's practice of asset

forfeiture of sanctioned persons to the state (2023).

[39] Special Economic Measures Act: https://laws-lois.justice.gc.ca/eng/acts/s-14.5/page-1.html
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Canadian legislation regulates
the judicial process for considering cases,
mandatory notification of interested parties,
the right to appeal decisions and exclude
property from sanctions, as well as

mechanisms for compensation for wrongful
confiscation.

The mechanism of forfeiture of assets under
the Special Economic Measures Act

the
confiscation procedure in detail, including

Any property situated in Canada that is
owned, held, or controlled, directly or
indirectly, by a foreign state or person
against whom economic measures have
been taken may be confiscateaq.
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The Governor in Council may order the seizure or restraint of property in Canada owned, held or controlled
(directly or indirectly) by a foreign state or by sanctioned persons.

Such orders may be issued when: an international organization of which Canada is a member calls for
economic measures; a grave breach of international peace and security occurs; gross human rights violations
are committed; or significant corruption involving foreign officials or their associates takes place.

The Governor in The relevant Minister

Council

Issues an order identifying
the foreign state or person
and authorizing seizure or
restraint of their property in
Canada

Applies to a superior
court judge for a
forfeiture order

After the property is forfeited, the Minister
may, after consulting with the Ministers of
Finance and Foreign Affairs, pay amounts
not exceeding the net proceeds from the
Proceeds Account for the relevant
DUrpPOSES.

0-0-

The judge Her Majesty

in right of Canada

0-0

Reviews the case and hears
interested parties.

Based on evidence, if the judge
determines the property is described
In the order and owned/controlled by
the identified person, the property is

forfeited to Her Majesty in right of
Canada.

The court requires notice to
be given to any person with
an interest in the property.

The Minister of Foreign Affairs may, with
Governor in Council approval, enter
agreements with foreign governments

respecting their use of proceeds for such
PUrpOSeES.
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Proceeds from forfeited assets
may be paid only for:

the reconstruction of a
foreign state adversely

the restoration
of international

the compensation of victims
of a grave breach of

affected by a grave breach of peace and iInternational peace and
iInternational peace and security security, gross and
security systematic human rights
violations or acts of
significant corruption
.
It Is important that the Canadian In June 2023 the An-124 Ruslan transport
mechanism is universal — it is not only aircraft was seized belonging to the Russian

aimed at supporting Ukraine, but also
creates a legal basis for compensating
victims of any future aggression.

Steps toward implementation have been
taken. In December 2022 Minister of Foreign
Affairs of Canada announced plans to seize
and pursue the forfeiture of $26 million
from Granite Capital Holdings Ltd., a
company owned by a sanctioned Russian
oligarch Roman Abramovich'*®. However,
more than two years later, the government
has not taken any of the necessary steps!#!.

airline Volga-Dnepr*, and in May 2025
Canada began the process of confiscation!®!
However, as of early November 2025,
Foreign Affairs Minister of Canada said the
owners of the aircraft used complex
corporate structures that have required
significant time to disentangle!#4.

Since February 24, 2022, Canada has
effectively frozen approximately $185 million
CAD of assets as a result of the prohibitions

in the Special Economic Measures (Russia)
Regulations!#!.

[40] The first case to apply the
Canada willseize Abramovich_assets/

Confiscation

Law Iin  Canada: https://confiscation.com.ua/en/news/

[41] Ottawa has done nothing to actually seize millions from Russian oligarch: https://www.cbc.ca/news/politics/russia-

sanctions-canada-seizures-abramovich-antonov-1.7437/464

[42] Government of Canada orders seizure of Russian-registered cargo aircraft at Toronto Pearson Airport: https:/|
www.canada.ca/en/global-affairs/news/2023/06/government-of-canada-orders-seizure-of-russian-registered-cargo-aircraft-

at-toronto-pearson-airport.html

[43] Canada confiscates Russian Ruslan aircraft in favour of Ukraine: https://confiscation.com.ua/en/news/1009]/
[44] Forfeiture of Russian plane seized in Toronto requires feds to ‘disentangle’ ownership: https://www.cbc.ca/news/politics/

russian-antonov-ownership-9.6961945

[45] Reporting of frozen assets under the Special Economic Measures Act: https://[rcmp.ca/en/federal-policing/economic-
and-financial-crime/reporting-frozen-assets-under-special-economic-measures-act
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While this represents potential for future
forfeitures, the path from freezing to actual
forfeiture remains legally and politically
complex. Canada’s expropriation without
compensation of private Russian assets
may run afoul of international law rules on
expropriation and of its bilateral investment
treaty with Russial#®l.

In particular, Volga-Dnepr filed a $100
million claim, arguing that the Canadian
Government’s seizure of the aircraft,
Implemented pursuant to sanctions against
Russia, had negatively impacted its
business, and violated the Canada - Russian
Federation Bilateral Investment Treaty of
1989, particularly the obligation not to
engage in expropriation of Russian-owned
assets without prompt, effective and
adequate compensation#!. The results of
this case demonstrate the potential of the
Canadian mechanism.

Estonia's approach

Estonia became the first European country
to establish a mechanism for using frozen
assets to compensate victims of aggression.
In May 2024, the Act on Amendments to
the International Sanctions Act and
Amendments to Other Associated Acts was
adopted by Parliament!*¥! and signed by the
President!®!. However, unlike Canada, it
chose a different model for implementing
the compensatory function of sanctions.

The Estonian model is based on the use of
assets as an advance payment for
compensation for damage in the course of
administrative proceedings. In cases where
a person’s assets are used in advance to
compensate for damage caused by a
foreign state’s unlawful act, that person
receives a freely transferable and
inheritable right of claim against the foreign
state that caused the damage. In effect, the
funds are transferred to Ukraine in advance,
and the owner of the assets receives the
right to claim compensation from Russia.

[46] Reinforcing the Legal Framework for Seizing Frozen Russian Assets: https://izi.institute/media/analysts/pdf/2025/05/25/

Reinforcing the_Legal Framework.pdf

[47] Lift Offl Canada Initiates Expropriation of Russian Aircraft: https://[www.mccarthy.ca/en/insights/blogs/terms-trade/lift-off-

canada-initiates-expropriation-of-russian-aircraft

[48] Estonia passes law allowing to transfer funds from frozen russian assets to Ukraine: https://confiscation.com.ua/en/news/
Estonia_passes_law_allowing_to_transfer_funds_from_frozen_russian_assets_to_Ukraine/

[49] The President of Estonia signed a law on the confiscation of frozen russian assets and their transfer to Ukraine: https://

confiscation.com.ua/en/news/

The President of Estonia_sighed a law_on_the confiscation of frozen russian_assets and_their transfer to_Ukraine/
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https://www.mccarthy.ca/en/insights/blogs/terms-trade/lift-off-canada-initiates-expropriation-of-russian-aircraft
https://confiscation.com.ua/en/news/Estonia_passes_law_allowing_to_transfer_funds_from_frozen_russian_assets_to_Ukraine/
https://confiscation.com.ua/en/news/Estonia_passes_law_allowing_to_transfer_funds_from_frozen_russian_assets_to_Ukraine/
https://confiscation.com.ua/en/news/The_President_of_Estonia_signed_a_law_on_the_confiscation_of_frozen_russian_assets_and_their_transfer_to_Ukraine/
https://confiscation.com.ua/en/news/The_President_of_Estonia_signed_a_law_on_the_confiscation_of_frozen_russian_assets_and_their_transfer_to_Ukraine/
https://confiscation.com.ua/en/news/The_President_of_Estonia_signed_a_law_on_the_confiscation_of_frozen_russian_assets_and_their_transfer_to_Ukraine/

Whose assets can be used? ® individual or legal person whose
connection to the commission of or
® entity or legal person established in the facilitation of the unlawful act has been
foreign state that caused damage that is established and sufficiently proven.
under control of that state or more than
50% owned by that state and that
provided financial or material support to
the commission of the unlawful act:
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The mechanism of use of the assets as an
advance payment for compensation for damage
under the Act on Amendments to the International
Sanctions Act and Amendments to Other
Associated Acts

The ability to use the assets of a subject of an international sanction as

prepayment of the compensation for the damage caused to a foreign state if the
damage has been caused by a violation of the rules of warfare during the

unlawful use of armed forces or violation of the prohibition on the use of force
arising from Article 2 (4) of the United Nations Charter.

] The application of the mechanism requires:

1) the existence of damage caused by the commission of the unlawful act,
which has been proven and must be compensated for pursuant to
international law

2) a claim for compensation for damage submitted by the affected foreign state
to the foreign state which caused the damage, and failure by the such state to

satisfy the claim within a reasonable period of time

3) a request submitted by the affected party:

. a foreign state,
. an international organisation, or

. an internationally acknowledged compensation mechanism
related to the claim to use the assets of a subject of an international sanction

as prepayment of compensation for damage and agreement has been reached
on the terms of use of the property as an advance payment for compensation

for losses and transfer of the right of claim to the owner of the property;

4) the connection between the person and the foreign state that caused the

damage has been proven, as well as the connection between the person and
the commission of an unlawful act or assistance in its commission

D) the property used as an advance payment for compensation for damages
belongs to the person

6) there are no exceptional circumstances in which the interests of the person
outweigh the need to apply the measure



The Ministry of Foreign Affairs conducts administrative

2 proceedings and establishes all prerequisites. The
owner is notified about the initiation and results of

proceedings.

Cash funds are stored until transfer, other property is
3 sold by the executor. The costs of storage and

enforcement of the decision are deducted from the

proceeds, and the remaining amount is transferred to

the injured party.

A A person whose property is subject to
an advance payment for compensation
for damages may appeal this decision in
an administrative court, in which case
the decision is suspended for the
duration of the court proceedings.

A The owner of the assets acquires a
freely transferable and inheritable right
of claim against the foreign state that
caused the damage for the amount of
the value of the property used. The
terms and conditions for exercising the
right of claim are agreed in an
international treaty between Estonia
and the injured party.

An important feature of the Estonian model
IS that it can be Initiated not only by the
injured state, but also by an international
organization or an international
compensation mechanism.

In the context of Ukraine, this expands the
possibilities for applying the mechanism by
elements of the compensation scheme,
such as the Register of Damage for Ukraine,
or those created in the future by the
International Claims Commission for Ukraine
or the Compensation Funad.

This mechanism demonstrates an
alternative approach to the compensatory
function of sanctions and sets a precedent
for other partner countries of Ukraine.

As of November 2025 there is no
information on any steps taken to apply the
Estonian mechanism. Nevertheless, In
Estonia, Russia's frozen assets amount to
approximately €50 million® demonstrating
the potential for using the mechanism.
Among them, almost €350 million belong to
Russian oligarch Andrey Melnichenko. The
ist also Includes another Russian
pbusinessman, Vyacheslav Kantor, whose
assets are frozen in the amount of almost
€5 million ™"

[50] Estonia’s aid to Ukraine: https://vm.ee/en/estonias-aid-ukraine

[51] Almost 30 million euros of russian oligarch Andrey Melnichenko's have been frozen in Estonia: https:/|

confiscation.com.ua/en/news/

Almost 30 _million_euros_of russian_oligarch_Andrey_Melnichenkos_have been_frozen_in_Estonia/



https://vm.ee/en/estonias-aid-ukraine
https://confiscation.com.ua/en/news/Almost_30_million_euros_of_russian_oligarch_Andrey_Melnichenkos_have_been_frozen_in_Estonia/
https://vm.ee/en/estonias-aid-ukraine
https://confiscation.com.ua/en/news/Almost_30_million_euros_of_russian_oligarch_Andrey_Melnichenkos_have_been_frozen_in_Estonia/
https://confiscation.com.ua/en/news/Almost_30_million_euros_of_russian_oligarch_Andrey_Melnichenkos_have_been_frozen_in_Estonia/
https://confiscation.com.ua/en/news/Almost_30_million_euros_of_russian_oligarch_Andrey_Melnichenkos_have_been_frozen_in_Estonia/

CONCLUSIONS AND RECOMMENDATIONS

An analysis of international experience in applying the compensatory function of
sanctions allows us to formulate recommendations that states can implement to
maximize the effectiveness of sanctions mechanisms in compensating victims of
aggression:

1. Criminalization of sanctions violations by states that have not yet adopted
relevant legislation and improving the effectiveness of prosecuting such
violations, in particular the identification and freezing of assets that are the
subject of the crime. Criminal liability should include both significant prison
terms and fines commensurate with the potential gain from the violation. EU
member states need to implement the provisions of EU Directive 2024/1226,
which will ensure uniform standards and prevent sanctions violations in
jurisdictions with weaker law enforcement.

2. Adopt legislation that would provide for the allocation of confiscated assets
and fines for sanctions violations to the victims of aggression. It is important
that such mechanisms cover not only criminal but also civil and administrative
cases, as they can generate significant amounts of money. In this context, EU
Member States need to implement EU Directive 2024/1260, which encourages
the creation of such mechanisms.

3. Countries that have already established mechanisms for transferring
confiscated assets and penalties for sanctions violations should reconsider
existing temporal, sectoral, and territorial limitations. In particular, the US
needs to legislate to extend the mechanism for transferring confiscated assets
beyond May 1, 2025, and to expand it to cover fines amounting to millions of
dollars. It is also important to consider extending the mechanisms to cover
future acts of aggression by creating universal legal instruments.

4. Adopt legislation that would allow the confiscation of assets of designated
persons to pay compensation to victims. Such a mechanism should provide
the owners of confiscated assets with the right of recourse for compensation
of incurred costs, which reduces the legal risks of expropriation of private

property.

The compensatory function of sanctions is a practical tool for ensuring justice. By
Implementing these mechanisms into legislation, the international community has a
unique opportunity not only to support Ukraine, but also to set a precedent of
accountability that will serve as a deterrent for future generations and uphold the
principle that those who cause harm or contribute to aggression must pay for it.
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