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Sanctions against Russia: first case of
arrests for alleged violations

On 10 July 2024, Osaka Prefectural Police arrested the representative
director of a trading company on suspicion of violating the Foreign Exchange
and Foreign Trade Law for illegally exporting without government approval
export-controlled items that are subject to sanctions against Russia ("Case").
This is the first arrest in Japan involving unauthorized exports to Russia after
the invasion of Ukraine. In this alert, we provide an overview of Japan's
sanctions against Russia, the Japanese government's response to
circumvention of sanctions restrictions (so-called sanctions evasion) and the
Japanese government's enforcement of sanctions against Russia. We then
analyze this Case and propose actions that companies should take.

Overview of Japanese government sanctions against Russia

The government of Japan has continuously expanded its sanctions against
Russia since February 2022.% These sanctions can be broadly categorized
into the following five major types of sanctions.

e Payment restrictions: Permit system of payment, etc. to designated
parties.

e Capital transaction restrictions: Permit system of capital
transactions (deposit agreements, trust agreements, and money loan
agreements), etc. with designated parties.

e Service transaction restrictions: Permit system for the provision of
labor or benefits performed in order to assist designated entities with
issuance or offering of securities in Japan.

e Import restrictions: Restrict imports of designated goods originating
in Russia and other countries.

e Export ban: Ensure that export of designated goods to Russia as a
destination is subject to approval, and exports of all items to military-
related entities are subject to approval. The Japanese government
has declared that it will not grant export approval except in
exceptional cases, such as for humanitarian aid purposes.

Japanese government's response to sanctions circumvention

The government of Japan has explicitly stated that the regulations regarding
sanctions against Russia apply even in the case of sanctions circumvention.
For example, regarding payment restrictions and capital transaction
restrictions, the government states that "the applicability of the regulations will
be determined not by the formal name of the party, but by comprehensively
considering the actual parties and the decision-makers of payments and
capital transactions, and the beneficiaries," and makes it clear that the
regulation applies to cases of sanctioned circumvention using a third party's
name. Moreover, with regard to export controls, the government states that
"the act of exporting items designated as prohibited for export to Russia
through countries or regions other than Russia (circumventing exports) is a
violation of the export ban measures under the Foreign Exchange and

3 For specific details on sanctions against Russia, see here.
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Foreign Trade Act," and makes it clear that the regulation is applied even in
the case of export through a third country.

Furthermore, in June 2024, the Japanese government announced measures
to ban exports to certain entities in China, India, Kazakhstan and Uzbekistan
suspected of involvement in sanctions circumvention, reiterating its stance on
countermeasures against sanctions circumvention.

Japanese government's enforcement of sanctions against Russia

Under the Foreign Exchange and Foreign Trade Act, penalties are prescribed
for those who violate sanctions against Russia. For example, a person who
exports in violation of the export ban will be punished with imprisonment for
not more than five years and/or a fine of not more than JPY 10 million (if five
times the price of the object of the offense exceeds JPY 10 million, the fine
shall be less than five times the price.)* However, until this Case, there had
been no cases of arrests based on alleged violations of sanctions against
Russia since the invasion of Ukraine, and there were concerns about the
effectiveness of sanctions enforcement against Russia. In particular, there
have been discussions on how to recognize sanctions circumvention and
impose penalties. Among the G7 member states, discussions are underway
to establish a mechanism for countries to jointly enforce sanctions against
Russia.

Analysis of this Case

According to the news, the person arrested in this Case is the representative
director of a trading company and a Russian citizen. The suspect was
arrested on suspicion of violating the Foreign Exchange and Foreign Trade
Act for exporting one marine engine, four water bikes, and a used motorcycle
to Russia in January 2023 without Japanese government approval. The
trading company was allegedly exporting the goods from the port of Osaka to
Russia via South Korea, and it was confirmed that the goods arrived at the
port of Vladivostok in February 2023.

According to the trading company's website, since its establishment in 2010,
the company has handled Japanese products such as food, daily necessities,
and used cars, and has been involved in direct sales to Russia, Kazakhstan
and Belarus. However, according to press reports, the company began
exporting to South Korea around July 2022, after sanctions against Russia
were strengthened. Sanctions circumvention seems to be suspected in this
regard at this point.

This Case can be analyzed as a case that demonstrates the Japanese
government's enthusiasm for enforcing sanctions against Russia, in that the
Japanese police recognized the sanctions circumvention and even arrested
the suspect. Until now, the Japanese government has been considered
modest in enforcing penal regulations against cases of sanctions violations,
but this arrest is noteworthy as a case in which the Japanese government
took a hardline approach to the violation of sanctions against Russia.

Actions to be taken by companies

Starting with this Case, it is highly likely that the Japanese government will
step up enforcement against violations of sanctions against Russia. If

4 Article 69-7(1)(iv), Article 48(3), and Article 72(1)(iii) of the Foreign Exchange and
Foreign Trade Act (double penalty provision).
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penalties related to sanctions against Russia are applied to companies, they
will not only be subject to fines for their directors, officers and legal entities,
but will also suffer significant adverse effects on their reputations. Therefore,
companies not only need to understand and comply with the latest sanctions-
related laws and regulations against Russia, but also scrutinize whether they
are circumventing the sanctions and whether they have established a system
to prevent sanctions circumvention. In this regard, the Japanese government
has released the following list of "examples requiring attention":

The use of the cargo does not match the nature of the consumer's
business.

When you ask the company to which we intend to export about the
end-use of the items to be exported, you do not receive a clear or
reasonable answer.

The final destination is a transporter, or the final consumer has not
been determined.

The company to which the export is to be made has a branch office
in Russia, or the fact that the company is doing business with a
Russian company can be verified (through its website, etc.).

The companies to which you plan to export are subject to sanctions
by the United States, the United Kingdom and the European Union.

The first inquiries were received after the start of the Russian
invasion of Ukraine in February 2022.

Order volumes have increased significantly since the start of the
Russian invasion of Ukraine in February 2022.

The quantity ordered is an excessively large volume requirement
relative to the size of the consumer's business.

The transportation route to the destination of the items to be exported
is unclear, or the items are planned to be transported through
Russia.

The company is attempting to acquire items for export at a price
higher than the market price or on more favorable terms than usual
(e.g., full payment in advance, etc.).

The delivery date of an item to be exported is extremely short
compared to normal.
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