REGISTERED MAIL - RETURN RECEIPT REQUESTED

Chattanooga Group, Inc.

Briviston of Encore Medical Corporation
4717 Adams Road

Hixson, TN 37343

Attt Paul Chapman
President and Chief Executive QOfficer

Diear Mr. Chapman;

The Bureau of Industry and Secarity, United States Department of Commerce ( “BIS”) has reason to
believe that Chattancoga Group, Inc., of Hixson, Tennessee (“CGI”) has commitied 13 violations of the
Export Administration Regulations (the “Regulations™,! which are issued under the an thority of the
Export Admunistration Act of 1979 (the “Act”).” Specifically, BIS charges that CGI committed the
following violations:

Charge | {15 C.H.R. §764.2(d) - Conspiracy to Export Physical Therapy Equipment to
Iran without the Required U.8. Government Authorizations)

b or about Apnl 2000, CGY conspired and acted in concert with others, known and anknown, to bring
about acts that constitute violations of the Regulations by agreeing to export physical therapy equipment
from the United States to Tran without the required U.S. Government authorization. Pursuant to Section
746.7 of the Regulations, anthorization was required from the Office of Forei gn Assets Coptrel, ULS.
Departroent of Treasury (“OFAC”) before the physical therapy equipment, items subject to the
Regulations and the Iranian Transactions Regulations, conld be exported from the United States to Iran.

' The Regulations are currently codified in the Code of Federal Regulations al 15 CFR. Parts
730-774 (2004). The viclations charged sccurred in 2000. The Regulations governing the violations at
issue are found in the 2000 version of the Code of Federal Regulations (15 C.F.R. Parts 730-77
(20001). The 2004 Regulations establish the procedures that apply to this matter.

* 50 U.S.C. app. §§ 2401- 2420 (2000}, From August 21, 1994 through Noversber 12,
2008, the Act was in lapse. During that period, the President, through Executive Crder 12924, which
had been extended by successive Presidential Notices, the last of which was August 3, 2000 (3 CF R,
2000 Comp. 397 (2001)), continued the Regulations in effect under the Iternational Emergency
Economic Powers Act (30 ULR.C. §§ 1701 - 1706 (2000)) (“IEEPA”™). On November 13, 2000, the Act
was regutharized by Pub. L. MNo. 106-50% (114 Stat. 2360 (2000)) and it remained in offect through
Angust 20, 2001, Executive Order 13222 of August 17, 2001 3 CFR., 200! Comp., p. 783 {2002,
which has been extended by successive Presidential Notices, the most recent being that of August 6,
2004 (69 Fed, Reg. 48763 (August 10, 2004)), continues the Regulations in effect under IEEFA.
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In furtherance of the conspiracy, CUGI and its co-conspirators devised and employed a scheme nnder
which CGI would sell the ilems 0 3 co-conspirator in Anstralia, which would then forward the ftems to
fran, In so doing, CGI cormmitied one viclation of Section 764.2(d) of the Regulations,

Charges 2-4 {18 C.F.R, §764.2(a) - Exporting Physical Therapy Equipment to Iran
Without the Required 1.8, Government Authorization)

As deseribed in greater detail in the Schedule of Violations, which is enclosed herewith and incorporated
herein by reference, from on or gbout April §, 2000 through and cluding April 14, 2000, CGI engaged
in conduct prohubited by Regulations when i, on three occasions, exported physical therapy equipment
from the United States to Iran, via Australia, without the required U8, Government authorization.
Pursnant to Section 744.7 of the Regulations, authorization from OFAC was required for the export of
physical therapy equipment, items subject t the Regulations and the Iranian Transactions Regulations,
from the Untled States to fran. CGl did not have OFAC authonization for the export. In so doing, CGI
committed three violations of Scotion 764.2{(a} of the Regulations.

Charges 5.7 {15 C.E.R. § 764.2{¢} - Selling Physical Therapy Equipment with Knowledge
that A Violation of the Regulations was te Oceur)

As deseribed wn grester detail in the Schedule of Violations, which is enclosed herewith and jncorporated
herein by reference and in connection with export referenced in Charges 2-4, on three occasions, CGH
sold physical therapy equipment with knowledge that violations of the Regulations would oceur. At all
times relevant hereto, CGI know that prior authorization was required from OFAC o export the physical
therapy cquipment, ttems subject to the Regulations and the Iranian Transactions Regulations, from the
United Sates to Iran. CGI sold the ifems knowing that they would be exporied © Iran, via Australia
without the reqoired U5, Government authorization. In so doing, U1 committed three violations of
Section 764.2{e) of the Regulations.

Charges 8-10 (15 C.F.R, §764.2(h) - Actions {o Evade the Reguirements of the Regulations)

As described In greater detail in the Schedule of Violations, which is enclosed herewith and incorporated
herein by reference, in connection with the exports referenced in Charges 2-4 above, on three occasions,
(G took actions to evade the ULS. Government’s Heensing requirements for the export of physical
therapy equipment to Iran. Specifically, CGl routed sales to Iran through Australia {o conceal the fact
that the physical therapy equipment was destined for Iran. Tn so doing, CGI conunitted three violations
of Section 764.2{h) of the Regulations.

Charges 11-13 (15 C.F.R. §764.2(a} - Failure to File Shipper's Export Declarations)
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As described in greater detail in the Schedule of Violations, whicl is enclosed herewith and incorporated
herein by reference, in connection with the exports referenced in Charges 2-4 above, on three occasions,
CGE engaged in conduct prohibited by Regulations when it failed to file Shipper’s Export Declarations
{(“SED7) with the UK. Government. Pursuant to Section 758.1(b) of the Regulations, an SED must be
filed with the U5, Government for an export to Tran of any items subject to the Regulations, The
physical therapy equipment were items subject to the Regulations. In failing to file SEDsg, CGl
committed thres violations of Section 764.2(a) of the Regulations,

Accordingty, CGH is hereby notified that an administrative proceeding is instituted against # pursuant to
Section 13{c) of the Act and Part 766 of the Regulations for the purpose of obtaining an order imposing
administrative sanctions, imcluding any or all of the following:

The maximum civil penalty allowed by law of $11,000 per violation;’

Drenial of export privileges; and/or

Exclusion from praciice before BIS.

I CGH fails to answer the charges contained in this letter within 30 days after being served with
notice of issuance of this letier, that failure will be reated as a default. (Regulations, Sections 766.6 and
766.7). I CGI defanlts, the Administrative Law Judge may find the charges alfeged in this letter are frue
without hearing or further netice to CGL The Under Secretary of Commerce for Industry and Security
may then impose up to the maxinwm penalty on each charge in this letter,

CO1 i further notificd that it is entitled to an ageney hearing on the record i1 files a writien
demand for one with ifs answor, (Regulations, Section 766.6). CGlis also entitled to be represented by
counsel or other anthorized representative who hag power of atforney o represent it. (Regulations,
Sections 700.3(a) and 766.4).

The Regulations provide for settlement without a hearing. (Regulations, Section 766.18). Should
CG1 have a proposal to settle this case, CGI or its representative should iransmit the offer to me through
the attorney representing BIS named below.

The U8, Coast Guard is providing admimstrative law judge services in connection with the
matiers set forth in this letter. Accordingly, CGI's answer must be filed in accordance with the
instructions in Section 766.5(a) of the Regulations with

* See 15 C.F.R. §6.4(a)(2) (2003).
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LS. Coast Guard ALY Docketing Center
40 8. Gay Street
Baltimore, Maryland 21202-4022

In addition, a copy of CGP’s answer must be served on BIS at the following address:

Chief Counsel for Industry and Security
Attention: Phibp Ankel

Room H-3838

United States Department of Commeree
14th Street and Constitation Avenue, NJW.
Washmgton, £3.C. 20230

Philip Ankel is the attorney representing BIS in this case; any communications that you may wish
t have concering this maiter should occur through him. he may be contacted by telephone at (202}
482-5301,

Swneerely,

Michael D. Turper
Dhrector
Gftice of Bxport Enforcement

Atftachment

- 36612



SCHEDULE A
CHATTANOOGA GROUP, INC.

Charges Dateof | Hem BECCN Destination Value
Export
{onor
about}
2,58, 11 4/5/00 Physical Therapy | EARSY iran $1288
Equipment
3,6.912 4/6/00 Phystcal Therapy | EARYY fran $2510
Bquipment
4,7,10,13 | 4/14/00 Physical Therapy | EARYS Iran 33604
Equipment

- 36612



UNITED STATES DEPARTMENT OF COMMERCE
BUREAU OF INDUSTRY AND SECURITY
WASHINGTON, DO, 20230

in the Matter of: 3
)

Encore Medical, L.P. }
Successor by merger to }
Chattanooga Group, Inc. }
4717 Adams Road 3
Hixson, TN 37343 3
)

Rospondent )

SETTLEMENT AGREEMENT

This Settlemem Agreement (“Agreement”) is made by and between Erncore Medical, L.B.
{“Encore™), successor by merger to Chattancoga Group, Ine. (“CGI™) and the Bureau of Industry
and Recurity, U8, Department of Commerce (“BIS”) (collectively referved to as “Parties”™),
pursuant to Section 766.18(a) of the Export Aduunistration Regulations (currently codified at 15
C.F.R. Parts 730-774 (2008)) (“Regulations™,’ issued pursuant o the Export Adnsinistration Act

of 1979, as amended (30 U.S.C. app. §§ 24012420 (2000)) (“Act™),?

' The viclations charged occurred in 2000. The Regulations governing the violations at issue
are found in the 2000 version of the Code of Federal Regulations (15 C.F.R. Parts 730-774
{2000)). The 2005 Regulations establish the procedures that apply to this matter,

? From August 21, 1994 through November 12, 2000, the Act was in lapse. During that
period, the President, throngh Executive Order 12924, which had been extended by successive
Presidential Notices, the last of which was Angust 3, 2000 (3 CF.R,, 2000 Comp. 397 (2001)),
contimied the Regulations in effect under the International Emergency Economic Powers Act (50
US.0 §§ 1701 - 1706 (20000 (“IEEPA™). On November 13, 2000, the Act was reauthorized
and it remained in effect through August 20, 2001, Since August 21, 2001, the Act has been in
lapse and the President, through Executive Order 13222 of August 17, 2001 (3 C.FR., 2001
Comp. 783 (2002)), as extended by the Notice of August 6, 2004, (69 Fed. Reg. 48763 (August
10, 2004}), has continued the Regulations in effect under IBEPA.



WHEREAS, BIS has notified Encore of its intention o initiate an administrative
proceeding against Encore, pursuant to the Act and the Regulations;
WHEREAS, BIS has issued a proposed charging letier to Encore that alleged that CGI
comunitted 13 violations of the Regulations, specifically:
i, One Violation of 15 CFR. §764.2(d} - Conspiracy to Export Physical Therapy
Eepeipment to fran withowt the Requived US. Government Authorizations: In or
about April 2000, CGI conspired and acted in concert with others, known and
unknown, to bring about acts that constitute viclations of the Regulations by
agreeing to export physical therapy equipment from the United States to fran
without the required U158, (Z?overﬁm:mt authorization. Pursuant to Section 746.7
of the Regulations, authorization was required from the Office of Foreign Assets
Control, U.S. Department of Treasury (“OFAC™) before the physical therapy
equipment, iems subject {o the Regulations and the Iranian Transactions
Regulations, could be exported from the United States to Iran. In furtherance of
the conspiracy, CGI and its co-conspirators devised and employed a scheme under
which CGI would sell the items o a co-conspirator in Australia, which would then
forward the Hems © Iran,
2. Three Violations of 15 CF.R. §764.2{a) - Exporting Physical Therapy Equipment
to Iran Without the Required UN. Government Authorizarion: From op or aboul
April 5, 2000 through and including Apnl 14, 2000, CGI engaged in conduct
prohibited by Regulations when it, on three vccasions, exported physical therapy
equipment from the United States to Iran, via Australia, without the required U.S.

Settlement Agreerment
Encore
Page 2 of 7



Government anthorization. Pursuant to Section 746.7 of the Regulations,
authorization from OFAC was required for the export of physical therapy
equipment, items subject to the Regulations and the Iranian Transactions
Regulations, from the United States to Tran. CG did not bave OFAC
authorization for the export.

Three Violations of 15 CF.R. § 764.2(e) - Seiling Physical Therapy Equipment
with Knowledge thas A Violation of the Regulations was to Oceur: In connection
with the exports referenced above, on three occasions, CGI sold physical therapy
equipment with knowledge that viclations of the Regulations would occur, At all
times relevant hereto, CGI knew that pricr authorization was required fom OFAC
to expert physical therapy equipment, items subject to the Regulations and the
Iranian Transactions Regudations, from the United States to Iran. TGl sold the
Hems knowing that they would be exported to Jran, via Australia, without the
required U8, Govermment authorizations,

Three Viclations of 15 CER. §764.2(h} - Actions to Evade ihe Requirements of
the Regulations: In connection with the exports referenced, on three occasions,
COl ook actions to evade the 118, Government’s licensing requirements for the
export of physical therapy eguipment to Iran. Specifically, CGI routed sales to
Iran through Australia to conceal the ﬁ-zét that the phiysical therapy equipment was

destined for {ran,

Setleroent Agreement

Encore
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5. Three Violations of 15 C.FR. §764.2(a) - Failure to File Shipper’s Export
Declarations:  In connection with the exports referenced above, on three
occasions, CGH engaged in conduct prohibited by Regulations when it failed to
file Shipper’s Export Declarations (“SED”} with the 1.5, Gevermunent, Pursuant
to Section 7538.1(b}) of the Regulations, an SED must be filed with the U.S.
Govermment for an export to Iran of any item subject to the Regulations. The
pliysical therapy equipment were ifems subject to the Regulations,

WHEREAS, Encore has reviewed the proposed charging letter and is aware of the
allegations made in it and the administrative sanctions which could be imposed against it if the
allegations are found {o be true;

WHEREAS, Encore fully understands the torms of this Agreement and the Order
{"“Order™} that the Assistant Secretary of Commerce for Bxport Enforcement will issue if she
approves this Agreement as the final resolotion of this matter;

WHEREAS, Encore enters fnto this Agreement voluntanty and with full knowledge of iis
rights;

WHEREAS, Encore states that no promises or representations have been made to it other
than the agreements and considerations herein expressed;

WHEREAS, Encore neither adnits nor denies the allegations contained in the proposed
charging letter;

WHEREAS, Encore wishes to settle and dispose of all matters alleged in the proposed
charging letter by entering into this Agreement; and

WHEREAS, Encore agrees to be bound by the Order, if entered;

Settlement Agreement
Encore
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NOWT }-{ERHFORE, the Parties hereby agree as follows:

1. BIS has jurisdiction over Encore, under the Regulations, in connection with the
matters alleged in the proposed charging letter,

2. The following sanction shall be imposed against Encore in complete settloment of the
violations of the Regulations set forth in the proposed charging letter:

a. Encore shall be assessed a ¢ivil penalty in the amouont of $101,000 which shall be
paid to the U8, Department of Commerce within 30 days from the date of entry
of the Order.

b. The timely payment of the civil penalty agreed 10 in paragraph 2.a. is hereby made
a condition 1o the granting, restoration, or continuing validity of any export
license, permission, or privilege granted, or 1o be granted, to Encore. Failure to
make timely payment of the civil penalty set forth above shall result in the denial
of all of Encore’s export privileges for a period of one year from the date of
imposition of the penalty.

3. Subject to the approval of this Agreement pursuant to paragraph 8 hereof, Bncore
hereby waives all rights to further procedural steps in this matter (except with respect to any
alleged violations of this Agreement or the Order, if entered), including, without limitation, any
right to: (a} an administrative hearing regarding the allegations in the proposed charging letter;
(b} request a refund of any civil penalty paid pursuant to this Agreement and the Onder, if
entered; {¢) request any relief from the Order, if entered, including without limitation relief from
the terms of a dental order under 15 CF.R. § 764.3(a)(2); and () seck judicial review or
otherwise contest the validity of this Agreement or the Order, if entered.

Settlement Agreement

Encore
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4. Upon entry of the Order and timely payment of the $101,000 civil penalty, BIS will
not nitiate any further administrative proceeding against Encore in connection with any violation
of the Act or the Regulations arising cut of the transactions identified in the proposed charging
letter.

3. BIS will make the proposed charging letter, this Agreenent, and the Order, if entered,
available to the public.

4. This Agreement is for settlement purposes only. Therefore, if this Agreement is not
accepted and the Order 15 not issued by the Assistant Secretary of Commerce for Export
Enforcement pursuant to Section 766.18(a) of the Regulations, no Party may use this Agreement
iy any adwministrative or judicial procesding and the Parties shall not be bound by the terms
contained in this Agrecment in any subsequent administrative or judicial procesding,

7. No agreement, understanding, representation or interpretation not contained in this
Agreement may be used to vary or otherwise affect the terms of this Agreement or the Order, if
entered, nor shall this Agreement serve to bind, constrain, or otherwise limit any action by any
other agency or department of the United Siates Government with respect 1o the facts and
circumstances addressed heren,

8. This Agreement shall become binding on BIS only if the Assistant Secretary of
Commerce for Export Enforcement approves it by entering the Order, which will have the same

force and effect as a decision and order issued after a full administrative hearing on the record.

Seitloment A gresment
Eucore
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9. Each signatory affirms that he has authority to enter into this Settlement Agreement

and to bind his respective party to the terms and conditions sct forth herein.

BUREAU OF INDUSTRY AND SECURITY

s, I}EFART\-’,{E\}"" I OF COMMERCE

W@W M«—\/

Michael D. Turner
Director
Office of Export Enforcement

Date:__“1fa7 /2005~

Bettlement Agresment
Encore
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ENCORE MEDICAL, L.P.
By Encore egfai 3P, Inc., General Partner

Paul Chapman
President and Chief Operating Officer
of Encore Medical GP, Inc.

Diate: 7{;1;" 5
i 7




UNITED STATES DEPARTMENT OF COMMERCE
BUREAU OF INDUSTRY AND SECURITY
WASHINGTON, DO, 20230

I the Matter of

Encore Medical, L.P
Successor by merger to
Chattanooga Group, Inc,
4717 Adams Road
Hixson, TN 37343

S A N R WV

Respondent

ORDER RELATING T0O ENCORE MEDICAL L.P.

The Bureau of Indusiry and Security, U.S. Department of Commerce {*BIS”) has notified
Encore Medical, LP., (“Encore”) successor by merger to Chattanooga Group, Inc. {("CGIYy of its
intention to initiate an administrative proceeding against Encore pursuant to Section 7663 of the
Expost Administration Regulations {currently codified at 15 C.F.R. Parts 730.774 (2005
{"Regulations™,! and Section 13{e} of the Export Administration Act of 1 979, as amended {50
UB.C oapp. §5 2401-2420 (2000)) ("Act™,? by issuing a proposed charging letter to Encore that

alleged that CGI committed 13 violations of the Regulations. § recifically, the charees are:
povd > E ,7) g

' The violations charged oceurred in 2000, The Regulations governing the violations at issue
are found in the 2000 version of the Code of Federal Regulations (15 C.F.R. Parts 73077
{2000)). The 2005 Regulations establish the procedures that apply to this matier.

* Prom August 21, 1994 through November 12, 2000, the Act was i lapse. Druring that
period, the President, through Executive Order 12924, which had been extended by snccessive
Presidential Notices, the last of which was issued on August 3, 2000 {3 CFR., 2000 Comp. 397

20010, continued the Regulations in effect under the International Emergency Eeonemic
Powers Act (50 U.S.C. §81701 - 1706 {20000 CTREPA™Y. On Novenmber 13, 2000, the Act was
reauthorized and it remained in effect through August 20, 2001, Since August 21, 2001, the Act
has been in lapse and the President, through Executive Order 13222 of August 17, 2001 (3
C.F.R, 2001 Comyp. 783 (2002)), as extended by the Notice of August &, 2004, (69 Fed Reg.
48763 (August 10, 2004)), has continved the Regulations in effect under IERPA.



i. One Violation of 15 C.FR. §764.2(d) - Conspiracy to Export Physical Therapy
Equipment (o Iran without the Required U8, Govermment Authorizations: Tn ot
about April 2000, CGI conspired and acted in concert with others, known and
unknown, to bring about acts that constitute violations of the Regulations by
agreeing to export physical therapy equipment from the United States to Iran
without the required U8, Government anthorization. Pursuant to Section 746.7
of the Regulations, authorization was reguired from the Office of Foreign Assets
Control, U.S. Department of Treasury (*OFAC”) before the physical therapy
squipment, items subject 1o the Regulations and the Irandan Transactions
Regulations, could be exported from the United States to Tran. In furtherance of
the conspiracy, CG and its co-conspirators devised and employed a scheme under
which CGI would sel the items to a co-conspirator in Australia, which would then
forward the items to [ran.

2, Three Viotations of 13 CFR §764.2(a} - Exporting Physical Therapy Equipment
to fran Without the Reguired U8, Government Authorization: From on or about
Aprid 5, 2000 theough and including Apni 14, 2000, CGI engaged tn conduct
prohibited by Regulations when it, on three occasions, exported physical therapy
equipment from the Unifed States to Iran, via Australia, without the required ULS.
Covernmment authorization. Pursuant to Section 746.7 of the Regulations,
authorization from OFAC was required for the export of physical therapy
equipment, items subject to the Regulations and the Iranian Transactions
Regulations, from the United States to Iran. CGI did not have OFAC

authorization for the export.

Order
BEaooge
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Theee Violations of 15 CFR. § 764.2(¢} - Selling Physical Therapy Equipment
with Enowledge that A Violation of the Regulations was te Qecur: In connection
with the exports referenced above, on three occasions, CGl sold physical therapy
equipment with knowledge that violations of the Regulations would occur. At all
times relevant hereto, CGI knew that prior authorization was required from OFAC
to export physical therapy equipment, items subject to the Reguolations and the
Iranian Transactions Regulations, from the United States to Tran. Gl sold the
items knowing that they would be exported to Iran, via Australia without the
required U.S. Government authorizations.

Three Violations of 15 CF.R. §764.2(h) - Actions to Evade the Reguirements of
the Regulations: In connection with the cxports referenced above, on three
occastons, COH took actions to evade the ULS. Government’s licensing
requirements for the export of physical therapy eguipment to Iran. Specifically,
CGlrouted sales to Iran through Australia to conceal the fact that the physical
therapy squipment was destined for Iran.

Three Violations of 15 C.FR. §784.2(a) ~ Failure (o File Shipper's Export
Declarations:  In commection with the exports referenced in above, on three
cccasions, OO engaged in conduet prohibited by Regulations when it failed (o
file Shipper’s Export Declarations (“SED”) with the 1.8, Governmeni. Pursuant
fo Section 758 1{h) of the Regulations, an SED must be filed with the U S.
Government for an export {o Iran of any iem subject {o the Regulations. The

physical therapy equipment were items subject to the Regalations.



WHEREAS, BIS and Encore have entered inlo a Settlement Agreement pursuant to
Section 766.18(a) of the Regulativns wherchy they agreed to settle this matter in accordance with
the terms and conditions set forth thevein, and

WHEREAS, 1 have approved of the terms of such Settlermnent Agreement;

IT IS THEREFORE ORDERED:

FIRST, that a civil penalty of $101,000 is assessed against Encore, which shall be paid to
the ULS, Department of Commerce within 30 days from the date of entry of this Order, Payment
shall be made in the manner specified in the atlached instructions.

SECOND, that, pursuant {o the Debt Collection Act of 1982, as amended (31 US.C.

§§ 3701-37208 (2000, the civil penalty owed under this Order accrues interest as more fully
described in the attached Notice, and, if payment 1s not made by the due date specified herein,
Encore will be assessed, in addition o the full amount of the civil penalty and interesi, a penalty
charge and an adnunistrative charge, as more fully described in the attached Notice,

THIRD, that the timely pavment of the civil penalty set forth above is hereby made a
condition to the granting, restoration, or continuing validity of any export Heense, license
exceplion, permission, or privilege granted, or fo be granted, to Encore. Accordingly, if Encore
should fail to pay the civil penalty in a imely manner, the undersigned may enter an Qeder
denying all of Encore’s export privileges for a period of one year from the date of entry of this
Order.

FOLRTH, that the proposed charging letter, the Settlement Agresment, and this Order

shall be made available to the public.

Crder
Bancore
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This Ovder, which constitutes the final agency action n this matter, 18 effective

mmediately.

Entered this =8t day of

Order
Bocore
Page Sof 3

Vol

Wiudy L. ww v
Wendy L. Wysong i\

Acting Assistant Secretary of Commerce
for Export Enforcement

FALINS

!



