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Renewable Energy: Japan

Japan: Renewable Energy

1. Does your jurisdiction have an established
renewable energy industry? What are the main
types and sizes of current and planned renewable
energy projects? What are the current production
levels?

Since the introduction of the Feed-In Tariff (“FIT") system
in 2012, the renewable energy industry has developed
significantly. The percentage of all electricity generation
attributable to renewable energy increased from 10.4% in
2011 to 22% in 2022. The percentages of all electricity
attributable to renewable energy, by type, in 2022 are as
follows: solar—9.2%; hydro—7.6%; biomass—3.7%;
wind—0.9%; and geothermal—0.3%. Recently, the number
of large-scale offshore wind projects has increased. This
is because the Japanese government introduced auction
processes to allow developers to use certain designated
ocean areas for offshore wind projects under the Act on
Promotion of Utilization of Sea Areas for the Development
of Marine Renewable Energy Power Generation Facilities
(“Marine Renewable Energy Act"). According to the Act,
the government has held public tender processes, and
several developers have already been selected as
Appointed Business Operators (Sentei Jigyosha). The bid
submission date for the latest tender process, which is
currently ongoing, is July 19, 2024. The government plans
to revise this Act to newly cover the exclusive economic
zone. According to the Act, the number of offshore wind
projects is expected to increase much further.

2. What are your country's net zero/carbon
reduction targets? Are they law or an aspiration?

In 2020, the government declared that Japan is striving to
achieve carbon neutrality by 2050. The target is not
reflected in existing laws.

3. Is there a legal definition of 'renewable energy’
in your jurisdiction?

The Act on Special Measures Concerning Promotion of
Utilization of Electricity from Renewable Energy Sources
("Renewable Energy Act"), defines “renewable energy"” as
including sunlight, wind power, hydraulic power,
geothermal power, biomass, and any other resources
other than crude oil, petroleum gas, combustible natural
gas, coal, and products manufactured therefrom which
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may be designated by a cabinet order in the future.

4. Who are the key political and regulatory
influencers for renewables industry in your
jurisdiction and who are the key private sector
players that are driving the green renewable
energy transition in your jurisdiction?

The Ministry of Economy, Trade and Industry (“METI")
and its related agency, the Agency for Natural Resources
and Energy, are responsible for energy policy. The
Minister of METI is authorized to certify business plans
for renewable energy projects that are entitled to enjoy
the FIT system and the Feed-In Premium (“FIP") system
in accordance with the Renewable Energy Act.

The Organization for Cross-regional Coordination of
Transmission Operators, Japan ("OCCTQ") is a public
entity incorporated under the Electricity Business Act,
which plays various roles, including; (a) gathering
payments from electricity retailers (which the retailers
collect from electricity consumers) and distributing this
money as compensation to transmission utilities
(obligated purchasers) under the FIT system, and as
premiums to power generators under the FIP system; (b)
holding auctions to select power operators that will be
entitled to enjoy the FIT or FIP system; (c) managing the
reserves deposited by operators of solar power plants for
the future decommissioning of those plants; and (d)
conducting the Capacity Market (Yoryo Shijo).

In addition to MET]I, the Ministry of Land, Infrastructure,
Transport and Tourism (“MLIT") is authorized to grant
certifications for dominant use of certain ocean areas for
the purposes of offshore wind projects under the Marine
Renewable Energy Act.

The Ministry of the Environment (“MoE") is responsible
for environmental policy, and it runs subsidy programs for
certain renewable power projects for environmental
purposes.

Many private companies, including electric/gas utilities,
trading companies, oil companies, financial institutions,
and their affiliates, actively participate in the renewable
energy industry by means of the FIT/FIP system or
subsidy programs.
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5. What are the approaches businesses are
taking to access renewable energy? Are some
solutions easier to implement than others?

Some electricity retailers provide electricity generated
purely from renewable energy, which is certified by non-
fossil certificates with tracking information. Businesses
can introduce renewable energy easily by purchasing it.
Also, installing renewable energy power generators (i) on-
site (on-site PPAs), typically, through installation of solar
panels on the roof of a building or factory, or (ii) at
separate sites (off-site PPAs) is a popular approach to
access renewable energy.

6. Has the business approach noticeably
changed in the last year in its engagement with
renewable energy? If it has why is this (e.g.
because of ESG, Paris Agreement, price spikes,
political or regulatory change)?

Since the FIP system was implemented on April 1, 2022,
corporate PPAs have become popular. The transactions
through corporate PPAs include the trading of non-fossil
certificates. In order to consider the appropriate structure
of corporate PPAs, in addition to knowledge of the
Renewable Energy Act (including the FIP system),
understanding complex rules applicable to transactions
of non-fossil certificates is required.

7. How visible and mature are discussions in
business around reducing carbon emissions; and
how much support is being given from a political
and regulatory perspective to this area (including
energy efficiency)?

As the government set an ambitious target to achieve
carbon neutrality by 2050, Japanese society is moving
rapidly toward decarbonization. For example, companies
are striving to procure electricity generated from
renewable energy sources, and financial institutions
actively provide funds for the development of renewable
energy power plants. As mentioned above, the
government is supporting decarbonization by introducing
the FIT/FIP systems to facilitate the introduction and
development of renewable energy. Also, the government
is focusing on other new technologies for
decarbonization such as the use of hydrogen, ammonia
or CCS (Carbon Capture and Storage) and enacting new
laws to facilitate these technologies.
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8. How are rights to explore/set up or transfer
renewable energy projects, such as solar or wind
farms, granted? How do these differ based on the
source of energy, i.e. solar, wind (on and
offshore), nuclear, carbon capture, hydrogen,
CHP, hydropower, geothermal and biomass?

During fiscal year 2024, the FIP system is available for
solar projects with a capacity equal to or greater than
10kW, and for wind, hydropower, geothermal or biomass
projects with a capacity equal to or greater than 50kW.
The FIT system is still available under certain conditions,
in a limited manner. To enjoy both the FIT and FIP
systems, developers must obtain certification of their
business plans by the Minister of METI pursuant to the
Renewable Energy Act. To obtain the certification, an
application must be filed that meets the business plan
development guidelines issued by METI. In addition,
developers of certain scale solar, wind, and biomass
projects must apply for participation in an auction
process held by OCCTO to enjoy the FIT or FIP systems.

Developers of offshore wind projects under the Marine
Renewable Energy Act must apply to participate in an
auction process held by METI and MLIT, and must win the
auction and obtain certification from METI and MLIT, in
order to use a dominant portion of certain designated
ocean areas for a period of up to 30 years.

9. Is the government directly involved with the
renewables industry? Is there a government-
owned renewables company or are there plans
for one?

The government supports the development of renewables
industries via the FIT/FIP system and subsidies. There is
no government-owned renewables company, except for
the Japan Organization for Metals and Energy Security
(known as JOGMEC), an incorporated administrative
agency, the roles of which include providing financial
support for oil, gas and metals projects, and supporting
the development of geothermal, offshore wind, hydrogen,
ammonia and CCS projects.

10. What are the government's plans and
strategies in terms of the renewables industry?
Please also provide a brief overview of key
legislation and regulation in the renewable
energy sector, including any anticipated
legislative proposals?
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In 2012, the government introduced the FIT system, via
the Renewable Energy Act. Under the FIT system, certified
operators are entitled to sell electricity to a general
transmission utility (obligated purchaser) at a fixed price
for a fixed period (typically 20 years). The fixed price is
determined by a government committee, annually, based
on the type of power generation and scale, and based on
the cost plus margin concept. To be entitled to enjoy the
FIT system, developers must obtain certification of their
business plans, issued by the Minister of MET]I.

An amendment to the Renewable Energy Act in 2022
introduced the FIP system. Under the FIP system,
certified operators need to sell electricity by themselves
(through the wholesale electricity market (JEPX) or via a
bilateral power purchase agreement (corporate PPA));
however, they are entitled to receive a certain premium
from OCCTO. The amount of the premium is the
difference between the standard price (kijun kakaku) and
the reference price. The standard price is determined by a
government committee, based on the cost plus margin
concept, depending on the type of power generation and
facility size. The reference price is determined on a
monthly basis, considering information such as expected
revenue from the wholesale electricity market and the
non-fossil value market.

From April 2024, an amendment to the Renewable Energy
Act became effective, and introduced a new requirement
to obtain certification of the business plans. Under the
amended Renewable Energy Act, an operator, with certain
exceptions, must hold an explanatory meeting for local
residents regarding the project, before applying for
certification of its business plan or certification of an
amendment of important items in the business plan such
as the name of the operator or certain investors. Details
of the requirement are provided in a guideline issued by
the Agency for Natural Resources and Energy in February
2024.

With respect to offshore wind projects, in 2016, the Port
and Harbour Act was revised to introduce auction
processes for dominant use of certain port areas for the
purposes of offshore wind projects or other public
projects. In addition, in 2018, the government enacted the
Marine Renewable Energy Act in order to further facilitate
the development of offshore wind projects. The Marine
Renewable Energy Act enables an offshore wind power
operator that has won an auction process to be the
dominant user of a certain designated ocean area, which
is a large sea area outside of port areas, for the purposes
of an offshore wind project for a certain period, up to 30
years. In early 2024, the third round of auctions for two
ocean areas held pursuant to the Marine Renewable
Energy Act is ongoing and the result will be announced in
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December 2024.

11. Are there any government incentive schemes
promoting renewable energy (direct or indirect)?
For example, are there any special tax deductions
or subsidies offered? Equally, are there any
disincentives?

In addition to the FIT/FIP system under the Renewable
Power Act, there are multiple subsidies for development
of renewable energy projects, granted by METI, MoE, or
local governments. In addition, there is preferable tax
treatment available for renewable power projects, such as
a reduction in the tax base of certain renewable power
assets under the fixed assets tax.

12. Has your Government had to continue to help
with the basic cost of energy over the last year
and has that led to any discussion about de-
linking the gas price and renewables prices?

Considering the increases in energy prices due to world
affairs, the Japanese government started a project to
mitigate drastic changes in electricity and gas prices to
support households and certain businesses. Through this
project, the government provides electricity or gas
retailers with funds to enable them to discount the retail
prices of electricity and gas. The discount also applies to
electricity prices where the electricity is originated from
renewable energy, even though renewable energy prices
are not affected by increases in fuel prices.

13. If there was one emerging example of how
businesses are engaging in renewable energy,
what would that be? For example, purchasing
green power from a supplier, direct corporate
PPAs or use of assets like roofs to generate solar
or wind?

Corporate PPAs are expanding. The Electricity Business
Act requires registration in order to engage in the
business of supplying electricity to meet general demand.
Therefore, except for certain exceptional cases, it is
necessary to involve a registered electricity retailer in a
(physical) corporate PPA transaction (i.e., “direct"
corporate PPA is not always possible). On the other hand,
in the case of a virtual corporate PPA, a direct transaction
between an operator and a consumer is possible under
certain conditions.
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14. What are the significant barriers that impede
both the renewables industry and businesses'
access to renewable energy? For example,
permitting, grid delays, credit worthiness of
counterparties, restrictions on foreign
investment.

Appropriate sites for geothermal power plants tend to be
located in areas designated as national parks under the
Natural Parks Act, and permission is required to develop
the plants in those areas. Also, permission under the Hot
Springs Act is required to excavate the ground for
purposes of bringing hot water or hot steam from
underground. In addition, building consensus with local
people, including those who engage in the hot spring
(onsen) business, is sometimes difficult. These are some
of the major barriers to development of geothermal power
plants.

As the number of corporate PPA transactions increases,
the creditworthiness of the offtakers is becoming an
important issue, especially where project financing is
procured.

15. What are the key contracts you typically
expect to see in a new-build renewable energy
project?

Key contracts typically include PPAs (Power Purchase
Agreements), grid connection agreements, land lease
agreements, EPC contracts, O&M agreements, insurance
agreements, fuel supply agreements (for biomass
projects), turbine supply agreements (for wind projects),
and finance-related agreements.

In projects supported by the FIT system, PPAs are usually
prepared using a common template prepared by an
electricity transmission utility, which is obligated to
purchase the generated electricity from certified
operators. However, in non-FIT projects, including
projects supported by the FIP system, negotiation of a
PPA is necessary unless an operator sells electricity on
the Japan Electric Power Exchange. This is because no
one is obligated to purchase the electricity generated by
an operator.

Grid connection title and land use title are requirements
to obtain the FIT/FIP certification by METI. It is often
necessary for developers to bear certain construction
costs necessary for grid connection.

Where project financing is procured, a loan agreement,
security agreements, a sponsor support agreement,
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hedge agreements and direct agreements are commonly
executed; moreover, lenders also review project
agreements such as EPC contracts, 0&M agreements,
and PPAs in order to secure bankability.

16. Are there any restrictions on the export of
renewable energy, local content obligations or
domestic supply obligations?

The contribution to the local economy and the Japanese
economy will be considered and evaluated in the auction
process for offshore wind projects under the Marine
Renewable Energy Act.

17. Has deployment of renewables been
impacted in the last year by any non-country
specific factors: For example, financing costs,
supply chain or taxes or subsidies (like the US's
Inflation Reduction Act)?

Large fluctuations in currency rate adversely influence
renewable energy projects in which equipment or fuel is
expected to be imported from overseas.

18. Could you provide a brief overview of the
major projects that are currently happening in
your jurisdiction?

In December 2023 and March 2024, the results of auction
processes for four ocean areas were announced. The
auction process has become very competitive. Currently,
the third round of auctions for two ocean areas is
ongoing. More offshore wind projects are expected to be
developed in the coming years.

In addition to renewable energy projects relying on the
FIT/FIP system, we also recognize renewable energy
projects not relying on such a system, which often use
on-site or off-site corporate PPAs, or participate in
subsidy programs provided by government agencies.

19. How confident are you that your jurisdiction
can become a leader in newer areas like offshore
wind or hydrogen?

As mentioned above, the Japanese government strongly
encouraged the introduction of offshore wind power
plants by revising the Port and Harbour Act in 2016 and
enacting the Marine Renewable Energy Act in 2018. Also,
as mentioned above, the amendment of the Marine
Renewable Energy Act will allow development of offshore
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wind power plants in the exclusive economic zones. 20. How are renewables projects commonly
Many offshore wind projects are expected to be financed in your jurisdiction?

developed under these Acts. Also, the government

actively supports hydrogen projects, battery projects, and Project financing is commonly used, especially for large-
CCS projects, all of which will contribute to achieving a scale projects. Large Japanese banks (for example,
carbon neutral society. Based on our experience with MUFG, SMBC, Mizuho, and DBJ) often arrange project
these projects, we believe Japan will become a leader in financing as mandated lead arrangers (MLA). Other
these fields in the future. financial institutions such as trust banks, local banks,

insurance companies and lease companies often join
project financing as lenders.
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