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Mori Hamada & Matsumoto (MHM) has an en-
ergy and infrastructure practice team that con-
sists of approximately 26 partners and counsels,
and 66 associates. The firm has offices in To-
kyo, Osaka, Nagoya, Fukuoka, Takamatsu, Yo-
kohama and Sapporo and international branch
offices in Singapore, Bangkok (Chandler MHM
Limited), Beijing, Shanghai, Yangon, Hanoi, Ho
Chi Minh City, Jakarta and New York. MHM’s
energy and infrastructure practice handles a
variety of matters including the development
and construction of projects, project financing,
acquisitions, regulatory matters, and support-

Authors

Takahiro Kobayashi advises on
| a broad range of energy-related
| transactions, including project
financing for construction of
state-of-the-art thermal power
plants and for solar power,
onshore and offshore wind power, biomass,
geothermal power and other renewable energy
projects including non-FIT/FIP projects using
corporate PPAs, alliance and M&A transactions
among energy-related companies, hydrogen
and ammonia related legislation framework,
and regulatory and licensing matters.
Kobayashi was admitted to the Bar in Japan in
1998 and in New York in 2003.
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ing new participation into the Japanese market.
The practice represents sponsor and financier
sides, and seller and purchaser sides, in do-
mestic and cross-border transactions. The firm
has built up experience by working on many
pioneering projects, especially in the areas of
project financing and renewable energy, includ-
ing the offshore wind market. The firm main-
tains a strong relationship with key supervisory
authorities, including the Energy and Natural
Resources Agency and the Organisation for
Cross-regional Co-ordination of Transmission
Operators.

Shigeki Okatani has extensive
experience in advising domestic
and foreign sponsors and
lenders on many renewable
projects — including solar,
onshore and offshore wind,
geothermal and hydro projects — in Japan and
other Asian countries. He represented a project
company and its sponsors in the first offshore
wind project in Japan (financial closing:
February 2020). He also advises on regulatory
matters related to those projects, including the
regulation of electricity businesses, electricity
safety, construction, labour and the
environment. He also advises clients on
corporate PPAs and hydrogen projects in
Japan.
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Yusuke Murakami has advised
sponsors, lenders and EPC
contractors on a wide range of
projects — development, project

“ finance, construction work, M&A

and dispute resolution. He
covers a broad range of projects for energy
(eg, solar, onshore/offshore wind, hydro,
geothermal, coal/gas-fired power plants). In
recent years, he has represented major
consortiums in many ongoing offshore wind
projects all around Japan as well as innovative
hydrogen and ammonia projects. He is also
strong in cross-border projects, with an LLM
degree from Harvard Law School and a
secondment to the project finance team of
Allen & Overy (London) in 2012-13.

Kei Shirakawa specialises in the
energy sector, with a particular
focus on project finance. He has
extensive experience advising
sponsors, lenders, and
contractors across a wide range
of energy projects, including solar and wind
(both onshore and offshore) power plants. In
recent years, Kei has increasingly concentrated
on the emerging field of hydrogen. His practice
is also bolstered by strong cross-border
experience, making him a trusted advisor for
both domestic and international clients in
complex energy transactions.

Mori Hamada & Matsumoto

Marunouchi Park Building
2-6-1 Marunouchi
Chiyoda-ku

Tokyo

100-8222

Japan

Tel: +81 3 6212 8330

Fax: +81 3 6212 8230

Email: mhm_info@mhm-global.com
Web: www.mhmjapan.com
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1. Overview

1.1 Energy Transition

The Japanese government has set a goal of
achieving carbon neutrality by 2050, and the
energy transition is already underway. According
to statistics released by the Ministry of Economy,
Trade and Industry (METI), renewable energy
sources accounted for 21.7% of the energy mix
in FY2022. The government has also committed
to reducing greenhouse gas emissions by 46%
by FY2030 compared to FY2013 levels, and it
continues to strive towards the ambitious target
of a 50% reduction. To support this goal, the
Strategic Energy Plan announced by the govern-
ment envisions that renewable energy will make
up approximately 36-38% of the energy mix by
FY2030.

1.2 Renewable Energy Technologies
Renewable energy sources currently being intro-
duced in Japan, ranked by their share of the
energy mix, are as follows: solar (9.2%), hydro
(7.6%), biomass (3.7%), wind (0.9%), and geo-
thermal (0.3%). The following points are particu-
larly noteworthy:

+ Solar PV - solar power is rapidly expanding
as the leading source of renewable energy,
with Japan holding the world’s highest
installed capacity per square metre of land
area.

+ Wind power - offshore wind in particular
is progressing and is expected to be a key
factor in making renewable energy the main
source of power in Japan.

+ Geothermal — Japan has the third-largest
geothermal resources in the world, position-
ing geothermal energy as a promising base-
load power source.
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Additionally, the Strategic Energy Plan empha-
sises the need to pursue new and innovative
options, such as hydrogen and ammonia power
generation, as well as thermal power genera-
tion with carbon capture, utilisation, and stor-
age (CCUS) technology, alongside the renew-
able energy technologies that are currently in
practical use. Progress in the development of
technologies in these areas is anticipated.

1.3 Renewable Energy Market and
Recent Developments

In Japan, investment in renewable energy con-
tinues to grow, with a particular focus on solar,
biomass, and wind power. Notably, the second
and third rounds of offshore wind power auc-
tions have taken place, with a total of approxi-
mately 2.9 million kW of development currently
underway. Investments in hydrogen, ammonia,
and CCUS technologies are also advancing, with
pioneering projects in progress.

2. Legal and Regulatory Regime

2.1 Governing Law and Upcoming
Changes

There are various laws governing the energy
sector in Japan.

The Electricity Business Act and the Gas Busi-
ness Act serve as the fundamental laws for
electricity and gas, respectively. For renewable
energy, the Act on Special Measures Concerning
Procurement of Electricity from Renewable Ener-
gy Sources by Electricity Utilities (the “Renew-
able Energy Special Measures Act”) functions as
a special law under which feed-in tariff (FIT) and
feed-in premium (FIP) programmes have been
introduced. These programmes are designed
to stimulate renewable energy investment by
providing, respectively, either a fixed tariff per
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kWh or a premium on top of the market price
for the renewably generated energy. Addition-
ally, the Act on Promoting the Utilisation of Sea
Areas for the Development of Marine Renewable
Energy Power Generation Facilities (the “Renew-
able Energy Sea Area Utilisation Act”) allows for
the occupation of certain sea areas for a cer-
tain period, specifically for offshore wind power
development.

Recent legislative developments include the
enactment of the GX Promotion Act in May 2023.
This law is expected to raise JPY20 trillion over
ten years through the issuance of GX Economic
Transition Bonds. Furthermore, in May 2024,
the Hydrogen Society Promotion Act and the
CCS Business Act were enacted. These laws
are designed to promote the supply and use of
low-carbon hydrogen (through subsidies) and
to advance carbon capture and storage (CCS)
projects, with institutional frameworks being put
in place to support these initiatives.

2.2 Regulating Authorities

In Japan, METI and the Agency for Natural
Resources and Energy (ANRE), as an agency
under MET], are responsible for overseeing ener-
gy policy. These agencies hold broad authority
over energy-related businesses.

For instance, companies involved in electric
power and gas retail must be registered with the
Minister of METI, and renewable energy genera-
tion facilities must obtain certain certifications
from the Minister to qualify for the FIT and FIP
programmes. The Minister also has the power
to request reports, conduct on-site inspections,
order improvements in operations, and, if neces-
sary, revoke a company’s registration or accred-
itation. Additionally, penalties are imposed for
certain violations, such as operating without
proper registration or certification.

199 CHAMBERS.COM

2.3 Regulated Activities

Electricity

Businesses operating in the electricity sector
in Japan are regulated depending on the type
of business carried out. The sector is roughly
divided into three categories: power generation,
power transmission and distribution, and retail.

« Power generation is regulated through a filing
system, meaning that businesses can operate
as long as the necessary information is filed.

» Power transmission and distribution are regu-
lated by a licensing system and are operated
as regional monopolies, with Japan divided
into ten regions.

+ Retail is regulated as a registered business,
allowing operations to commence once the
required information is submitted and the
business is officially registered.

Gas
The gas industry is similarly regulated:

+ gas production is subject to filing;
+ gas pipeline operations require a licence and
+ gas retail requires business registration.

Renewables

In addition, specific permits and licences are
required for renewable energy power generation.
To participate in the FIT and FIP programmes, a
business plan must be certified by the METI Min-
ister. Certification is granted once the necessary
information is submitted, provided the power
generation project meets certain criteria. How-
ever, for certain projects, such as large-scale
solar power generation, a bidding process is
required, and the project must pass this process.

For offshore wind power generation, permission
is required from the Ministry of Land, Infrastruc-
ture, Transport and Tourism (MLIT) under the
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Renewable Energy Sea Area Utilisation Act. This
licence can be obtained by participating in and
winning an auction process in sea areas desig-
nated by both the Ministers of MLIT and METI.

2.4 Ownership and Transfer of Control
The applicable regulations vary depending on the
nature of the project but, for renewable energy
power generation projects, the transfer of power
generation facilities typically requires a modifi-
cation to the certification of the business plan
under the FIT/FIP programmes. Also, accord-
ing to the 2023 amendment to the Renewable
Energy Special Measures Act, a briefing session
for residents in the surrounding area is generally
required for the approval of such changes, with
the exception of residential and roof-mounted
solar power generation.

2.5 Market Access and Foreign
Investment

In Japan, there are generally no restrictions on
foreign companies investing in Japanese com-
panies or establishing a Japanese subsidiary
within the country, with the exception of certain
specific limitations on foreign investment under
laws such as the Civil Aeronautics Act, Radio
Act or Broadcasting Act. However, the Foreign
Exchange and Foreign Trade Law does impose
certain regulations.

The Foreign Exchange and Foreign Trade Law
requires prior notification for what it defines as
“inward direct investments” (tainai chokusetsu
toushi) by foreign investors in certain circum-
stances. These inward direct investments include
activities such as acquiring shares, setting up
a new company, or lending money under spe-
cific conditions. This requirement applies if the
Japanese company or its subsidiary is involved,
or plans to be involved, in a business that falls
within a “designated industry” (shitei gyoushu).
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Investors must submit an advance notification to
the Minister of Finance and the minister respon-
sible for the relevant industry through the Bank
of Japan. This notification must be made at least
six months prior to the planned investment date.

Once the notification is submitted, the proposed
investment or related activities cannot proceed
until 30 days have passed from the date of notifi-
cation. This 30-day waiting period can be short-
ened if the investment is assessed and found not
to pose any significant issues.

It is important to note that industries such as
electricity, gas, and heat supply are categorised
as designated industries. Therefore, when con-
sidering investments in renewable energy or
other energy sectors in Japan, it is necessary
to check whether the investment falls under the
definition of inward direct investment and if the
target company operates within a designated
industry.

3. Production/Generation

3.1 Electricity

The renewable energy generation sector in
Japan encompasses a diverse range of sourc-
es, including solar, wind, hydro, geothermal, and
biomass. This market has been propelled for-
ward by the introduction of a FIT system under
the Renewable Energy Special Measures Act,
which was implemented in 2012. Since then,
the system for purchasing renewable electricity
under this law has undergone several revisions,
and now includes both a FIP system and a bid-
ding system, depending on the type of power
source.

The primary participants in this market are
major electric power companies and independ-
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ent power producers (IPPs). However, following
the deregulation of the electric power industry,
entry into the power generation business has
been allowed on a notification basis, and conse-
quently, numerous companies from outside the
traditional electric power industry, especially in
the solar power sector, have entered the market.
These companies are involved in the develop-
ment, construction, and ownership of power
plants, which connect to the power transmis-
sion and distribution grids managed by private
enterprises known as general transmission and
distribution companies (transmission system
operators, or TSOs). They supply the market with
electricity generated from renewable sources by
feeding it back into the grids.

As a general rule, businesses that generate
electricity from renewable energy sources must
register as power generation business opera-
tors under the Electricity Business Act by filing
a notification. Moreover, when connecting power
generation facilities to the transmission and dis-
tribution grids of the TSOs, compliance with vari-
ous rules related to power transmission and dis-
tribution is mandatory. This includes adherence
to new rules concerning grid usage fees on the
generation side, set to take effect in April 2024.

Additionally, the development or construction
of a renewable energy power plant may require
an environmental impact assessment under the
Environmental Impact Assessment Act. Further-
more, permits and approvals must be secured
under various laws and regulations, such as the
Agricultural Land Act and the Forest Act, when
developing lands for the projects.

To qualify for the FIT/FIP system under the
Renewable Energy Special Measures Act, “pro-
ject certification” (jigyo nintei) under the same
Act is necessary. However, in recent years, there
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has been arise in transactions where renewable
energy is directly supplied and procured through
corporate power purchase agreements (PPAs),
bypassing the FIT/FIP system under the Renew-
able Energy Special Measures Act.

3.2 Gas

In Japan’s renewable energy sector, the gas
industry is also making strides toward decarbon-
isation with the aim of achieving carbon neutral-
ity by 2050. A key focus in this effort is methana-
tion, a process that synthesises methane from
CO, and hydrogen. This technology is particu-
larly appealing because it can leverage existing
infrastructure, such as city gas pipelines and gas
consumption equipment. Major gas companies
are at the forefront of developing this technology.
Their targets include incorporating 1% synthetic
methane into the existing infrastructure by 2030
and increasing this to 90% by 2050. The remain-
ing 10% of natural gas replacement required
to achieve carbon neutrality will be achieved
through direct hydrogen utilisation, biogas, and
other decarbonisation strategies, with the goal
of matching the cost of current LNG prices.

In June 2021, the Public-Private Council for
Methanation Promotion was established to fur-
ther these efforts. This council includes a diverse
group of stakeholders, such as gas companies
from the supply side, steel companies from the
demand side, trading and shipping companies
involved in the hydrogen and CO, supply chain,
research institutes such as the New Energy and
Industrial Technology Development Organiza-
tion, financial institutions including the Develop-
ment Bank of Japan, as well as representatives
from academia and government.

Meanwhile, many local governments and agri-
cultural co-operatives are operating ventures
that provide electricity and heat to local com-
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munities using biogas produced from livestock
waste and organic waste.

Both synthetic methane and biogas production
enterprises are regulated under the Gas Busi-
ness Act and the High Pressure Gas Safety Act,
depending on the scale of the operation. As of
1 January 2024, there were 27 companies reg-
istered as Gas Producers under the Gas Busi-
ness Act, encompassing major gas producers,
petroleum and other energy-related companies,
power generation companies, and steel compa-
nies. Additionally, in accordance with categories
under the High Pressure Gas Safety Act, each
business site must either obtain a licence from
the prefectural governor or submit a notification
for the production of high-pressure gas.

3.3 Heat

In Japan, renewable energy heat sources include
solar, biomass, geothermal, hot springs, ground-
water, sewage and water sources. Despite the
availability of these sources, their utilisation has
been slow to progress due to factors such as
high installation costs for facilities, an imbal-
ance between heat demand and supply, and a
lack of business operators with the necessary
expertise. However, efforts to increase the use
of renewable heat are supported by national
and local government subsidies, the issuance
of green heat certificates, and policies and regu-
lations aimed at promoting energy conservation
in buildings.

Businesses that provide steam, hot water, cold
water, and other heat-transfer fluids to multiple
buildings in a specific area through pipelines
from a heat source plant (with a heating capac-
ity of 21 gigajoules/hour or more) fall under the
jurisdiction of the Heat Supply Business Act.
Operators in this sector are required to register
under this Act and must meet several obliga-

202 CHAMBERS.COM

tions. These include ensuring sufficient supply
capacity, clearly explaining the conditions of
supply to customers, and adhering to safety
regulations for heat supply facilities.

3.4 Hydrogen and Other Biofuels and
Renewables

In pursuit of its goal of carbon neutrality by 2050,
the Japanese government will establish a com-
mercial-scale pilot supply chain for low-carbon
hydrogen that aims to expand the use of low-
carbon hydrogen for the realisation of the “Green
Transformation” (GX). To facilitate this, the gov-
ernment plans to provide financial support to
suppliers, focusing on price differentials, and will
also promote the development of a low-carbon
hydrogen hub. This initiative is designed to fos-
ter an environment that supports the stable and
cost-effective supply of large volumes of low-
carbon hydrogen in Japan. It aims to identify and
meet potential demands in surrounding areas,
thereby enhancing the international competitive-
ness of Japanese industries.

In line with this strategic direction, the Act for the
Promotion of a Hydrogen Society was enacted
in May 2024. The first round of price differential
support projects under this Act is anticipated to
be determined through an auction by the end of
this year.

Regarding biofuels and other carbon-recycled
fuels, specific recycling laws for food, construc-
tion materials, waste, and other materials have
been established under the Basic Act for Estab-
lishing a Recycling-Based Society. This Act
promotes the recycling and utilisation of various
resources, including biomass, and has facili-
tated effective recycling practices. Additionally,
the Livestock Waste Act mandates the proper
management and effective utilisation of livestock
manure.
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Looking ahead, the “Roadmap”, which was pub-
lished as a reference for the basic policy toward
the GX, states that over the next ten years, efforts
will be made to promote the use of decarbonis-
ing fuels such as sustainable aviation fuel (SAF),
synthetic fuels, and synthetic methane. This will
be achieved through technology development,
demonstration research, and capital investment,
alongside the development of regulations, sys-
tems, and the establishment of international
rules. Specifically, for biomass-derived SAF, the
Roadmap aims to replace 10% of fuel consump-
tion by Japanese air carriers with SAF by 2030,
with a projected public and private investment of
JPY1 trillion over the next decade in the devel-
opment of production technology, large-scale
demonstrations, and capital investment.

3.5 Local and Domestic Production
Owners of small power generation facilities,
such as solar installations under 50 kW and
wind installations under 20 kW, should be aware
that these are regulated under the Electricity
Business Act. While owners of these facilities
are exempt from the requirements to appoint a
chief electrical engineer and comply with safety
regulations, they must ensure that their installa-
tions comply with the “Technical Standards” set
by an Ordinance of METI. These facilities may
also be subject to on-site inspections by ministry
officials.

If an inspection reveals that an installation does
not meet the required Technical Standards,
the owner must voluntarily make the neces-
sary repairs. Depending on the condition of the
facility, there may also be an order to tempo-
rarily suspend operations. Continued operation
without addressing the issues may lead to the
issuance of a “Technical Standards Compliance
Order” under the Electricity Business Act, and
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this non-compliance will be publicised on the
METI website.

These small power generation facilities are eli-
gible to sell electricity under the FIT system, as
outlined in the Renewable Energy Special Meas-
ures Act, provided they are certified under this
Act. However, failure to comply with the Techni-
cal Standards may result in the revocation of this
certification.

4. Infrastructure: Transportation
and Storage

4.1 Electricity

In Japan, the electric power transmission and
distribution business is predominantly managed
by TSOs (see 3.1 Electricity for further discus-
sion of these), rather than public grid operators.
According to the Electricity Business Act, these
utilities must obtain a licence to operate, and
they are typically major electric power compa-
nies that were formerly known as general electric
power utilities (ippan denki jigyousha). The trans-
mission and distribution of electricity, including
that derived from renewable energy sources,
is facilitated through the grids owned by these
TSOs without any differentiation from electricity
generated from conventional sources. However,
electricity from renewable sources is treated dif-
ferently in terms of curtailment priority compared
to other types of electricity.

Furthermore, projects involving grid storage bat-
teries with a capacity of 10,000 kW or more that
are directly connected to a TSO'’s grid fall under
the definition of “power generation business”
under the Electricity Business Act. As such, they
are subject to the same regulatory framework as
power generation companies. Grid storage bat-
teries also feature in the “long-term decarbonisa-
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tion power supply auction” support programme,
which was introduced in 2023. The first auction,
held in January 2024, saw a total of 1.09 mil-
lion KW being auctioned. Additionally, the intro-
duction of grid storage batteries is supported
through various subsidy programmes provided
by both national and local governments.

4.2 Intermittency, Grid Congestion and
Flexibility

TSOs implement curtailment of power genera-
tion (i) to balance supply and demand across
the entire grid within their respective areas, and
(i) to limit the electric current within the thermal
capacity limits of specific transmission lines.

The curtailment of power generation for balanc-
ing purposes is implemented according to a
specific rule: the curtailment of power generation
by thermal power plants, the use of power by
pumped-storage hydropower plants for pump-
ing water, and the transmission of power to the
grids of other TSOs are carried out before cur-
tailing power generation by variable renewable
energy such as solar and wind.

In order to address potential grid congestion, the
rule for transmission line usage is shifting from
the traditional priority system to a merit order
system, under which generators connect to the
grid on a non-firm basis. This new approach
favours renewable energy sources with low mar-
ginal generation costs.

All power producers are required to commit to
complying with curtailment of power generation
under the aforementioned rules when entering
into grid connection agreements with TSOs.

In addition to the supply of power generated

from renewable energy sources through the
TSO’s general transmission and distribution grid,
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the supply of power within the same premises
via on-site PPAs and through private lines is also
permitted. Furthermore, specialised licences are
available for businesses that conduct transmis-
sion and distribution to specific areas (which
may or may not be connected to the TSO’s
general transmission and distribution grid) or to
specific premises.

4.3 Gas

Gas from renewable sources, such as biogas,
is generally used for the generation of electric-
ity and/or heat on the same site, for example,
at a sewage treatment plant or a waste treat-
ment facility, or at an adjacent site connected
by pipelines. Such small-scale transportation is
generally not regulated.

In principle, the transportation of gas through
pipelines is regulated as either a “general gas
pipeline service business” (as defined in the Gas
Business Act) or a “specified gas pipeline ser-
vice business” (as defined in the Gas Business
Act). These regulations include both a code of
conduct with customers and safety standards.
Essentially, the same regulatory framework will
apply if gas from renewable sources is inject-
ed into the public gas grid, although revisions
to safety standards and methods may be dis-
cussed.

4.4 Heat

The use of heat from renewable sources is still
limited. A certain type of heat supply through
pipeline is regulated under the Heat Supply Busi-
ness Act as described in 3.3 Heat.

4.5 Hydrogen and Other Biofuels and
Renewables

The development of a large-scale hydrogen sup-
ply chain and the necessary infrastructure for it
is just beginning in Japan. It is expected that the
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government’s support programmes under the
Hydrogen Society Promotion Act will accelerate
progress in this area.

“Gas facilities” (as defined in the Gas Business
Act), including pipelines and storage facilities,
used in the “gas business” (as defined in the Gas
Business Act) are subject to safety regulations
under the Gas Business Act. However, since
many of the hydrogen facilities constructed to
date have been for small-scale or experimental
projects, they have often been exempted from
these regulations or have been subject to limited
provisions thereof.

Facilities for the production, storage, and use of
high-pressure gas are subject to the High Pres-
sure Gas Safety Act.

5. Trade and Supply

5.1 Electricity

The trade in and supply of renewable electricity
to end users is primarily conducted by registered
electricity retailers, either by directly procuring
electricity generated from renewable energy
sources or by obtaining renewable energy cer-
tificates (see 5.5 Renewable Energy Certificates
and (Corporate) Power Purchase Agreements).

In recent years, corporate PPAs (whether physi-
cal or virtual) between power producers or
aggregators and end users have been rapidly
increasing (see 5.5 Renewable Energy Cer-
tificates and (Corporate) Power Purchase
Agreements). However, in an off-site physical
PPA arrangement, an end user must enter into
a contract with a registered electricity retailer,
whether through a bilateral agreement or a tri-
partite arrangement involving a power producer
or aggregator, because the supply of electricity
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to end users via the TSO’s general transmission
and distribution grid generally requires registra-
tion as an electricity retailer, with limited excep-
tions.

5.2 Gas

The market for the trade and supply of gas from
renewable sources is still small. As described
in 4.3 Gas, the majority of such gas is used on-
site. Its supply to households is rare, with most
instances being experimental.

On the other hand, methanation is being consid-
ered by major gas retailers. Basically, the same
regulatory framework will apply if gas from syn-
thetic methane is injected into the public gas
grid, although revisions to safety standards and
methods may be discussed.

5.3 Heat

The market for the trade and supply of heat
from renewable sources is still limited. A certain
type of heat supply through pipelines is regu-
lated under the Heat Supply Business Act as
described in 3.3 Heat.

5.4 Hydrogen and Other Biofuels and
Renewables

There is no established market or public platform
for trading hydrogen and other biofuels in Japan.
Thus, at time of writing (September 2024), sup-
pliers and offtakers need to trade hydrogen and
other biofuels through bilateral, over-the-counter
(OTC) contracts. As is often the case, the con-
tractual structure tends be similar to that used in
trading contracts for conventional fuels or com-
modities such as LNG and power.

If a supplier intends to supply hydrogen or other
biogas to third-party offtakers through pipelines,
such supply will be considered to be a gas retalil
business, and subject to the registration require-
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ment under the Gas Business Act. Also, even if
the gas retail regulations are not applicable, the
regulations under the High Pressure Gas Safety
Act can be applied to the supply of hydrogen
and other biogas to the extent that such gas
falls within the technical definition of “high pres-
sure gas”. On the other hand, if hydrogen and
other biogas are supplied as alternative fuels for
power generation, then the relevant regulations
under the Electricity Business Act will also be
applied.

5.5 Renewable Energy Certificates and
(Corporate) Power Purchase Agreements
Renewable energy certificates are called “Non-
Fossil Certificates” (NFCs) in Japan. NFCs gen-
erated from renewable energy sources can be
used by offtakers to offset carbon emissions
as well as in their reporting for global initiatives
such as RE100, CDP and SBT.

Currently, there are two types of market for NFC
trading: the market for FIT-Based NFCs and the
market for non-FIT NFCs.

FIT-Based NFCs

The market for FIT-based NFCs is a trading plat-
form for NFCs generated from renewable energy
projects developed based on the FIT regime.
Developers of FIT-based projects are entitled to
receive a certain fixed tariff per kWh from the
government over a certain fixed period (typical-
ly, 20 years) and such tariff is ultimately funded
by taxpayers through electricity bills. Thus, the
environmental attributes from such FIT-based
projects are legally considered to belong to the
public, and as a consequence, FIT-based NFCs
are sold by the governmental agency (Organiza-
tion for Cross-regional Coordination of Transmis-
sion Operators, or OCCTO) on a market where
licensed retailers and end-users (corporate buy-
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ers) can purchase such NFCs through a multi-
price auction held on a quarterly basis.

Non-FIT NFCs

On the other hand, the market for non-FIT NFCs
is a trading platform for NFCs generated from
renewable energy projects developed outside
the FIT regime (including projects developed
based on the new FIP regime). The environmen-
tal attributes from projects developed outside
the FIT regime are legally considered to belong to
developers (generators), and as a consequence,
developers (and aggregators) are allowed to sell
non-FIT NFCs on a market where licensed retail-
ers can purchase such NFCs through a single-
price auction held on a quarterly basis.

In addition, non-FIT NFCs can also be traded
by OTC (bilateral) contracts between generators
(aggregators) and licensed retailers or end-users
(corporate buyers). Both physical PPAs and vir-
tual PPAs are available options for OTC trading
of non-NFCs, but the contractual structuring
needs to be carefully analysed with due con-
sideration given to various legal and regulatory
restrictions. Long-term corporate PPAs are fairly
common, especially in renewable projects devel-
oped with project financing.

6. Renewable Energy Projects

6.1 Onshore Project Development

The market for the development of onshore
renewable energy projects (especially, solar and
onshore wind) is already quite mature in Japan.
Due to the limited availability of remaining land
for a large-scale development, there have been
a decreasing number of large-scale solar and
onshore wind projects (ie, those producing more
than 10 MW) on a green-field basis in recent
years. On the other hand, there have been a
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growing number of transactions in the second-
ary market for large-scale solar and onshore
wind projects on a brown-field basis.

In the process of green-field development, the
most important starting point is to secure a suit-
able site and grid connection capacity. Also, if
a governmental subsidy is necessary, a devel-
oper needs to obtain the governmental approval
under the FIT or FIP regime and develop/operate
its project subject to all the relevant regulations
under the Renewable Energy Special Measures
Act. A project site is typically secured by a lease
contract with the owners of the relevant land.
Public land owned by the national or local gov-
ernments is sometimes secured through a per-
mit or a tender.

An environmental impact assessment (EIA) can
be required by both national law and the local
ordinances in the case of a large-scale develop-
ment beyond certain thresholds. If applicable,
the EIA process could take a few years in total.

The contractual arrangement in development
and operation phases is more or less similar to
renewable energy projects in global markets.
Single-point engineering, procurement and con-
struction (EPC) arrangement in solar projects
are common, but in other renewable projects
such as onshore wind, multi-contract structures
where the main turbine and the balance of plant
(BOP) are undertaken by different contractors
and suppliers are more typical.

As a result of the rapid increase in renewable
energy projects (especially, solar projects) all
over Japan, there has been a growing number
of disputes and disagreements between devel-
opers and local residents. A strong objection
from local residents may have a material adverse
impact on the sustainable development and
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operation of projects, and developers therefore
need to carefully proceed with the engagement
of local stakeholders from the early stages of
development.

6.2 Offshore Project Development
Compared with the maturity of the market for
onshore projects such as solar and onshore
wind, offshore wind in Japan, which is an island
nation, still has tremendous potential to grow.
Naturally, the government is very keen to pro-
mote offshore wind development with the offi-
cial target of developing 10 GW by 2030 and
30-45 GW by 2040. Offshore wind is currently
the hottest area in Japanese renewable energy
markets — as a sort of final frontier where devel-
opers can find growing opportunities to develop
large-scale projects on a green-field basis.

Since offshore wind development requires the
long-term occupation of public water (ocean
areas), developers are not allowed to develop a
large-scale offshore wind project unless select-
ed as the operator through an auction procedure
held by the government for each designated sea
area under the regulatory framework provided in
the Renewable Energy Sea Area Utilisation Act.
Roughly speaking, a number of ocean areas
(typically, three to four areas with 0.5 to 1.0 GW
in each area) are designated for auction proce-
dure every year. As at time of writing (September
2024), the auction results have already come out
for four projects in Round 1 and four projects
in Round 2, and an auction is currently being
implemented for two further projects in Round 3.
Almost all of these existing projects are bottom-
fixed (only one of them is floating).

It should be noted that the current auction sys-
tem is not a centralised one, and therefore, a
selected bidder needs to proceed with project
development by themselves with no central-
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ised mechanism to streamline the process for
site surveys, relevant permits and the EIA. Hav-
ing said that, a selected bidder will be afforded
the necessary grid connection and the prelimi-
nary consensus with major local stakeholders,
including local fishery unions. The government
is currently discussing the introduction of a more
centralised auction system to some projects in
the near future.

The contractual arrangement in development
and operation phases is more or less similar to
offshore wind projects in European and other
markets. Typically, we see a multi-contract struc-
ture where major components (such as wind tur-
bines, foundations, subsea cables and onshore/
offshore substations) will be undertaken by dif-
ferent contractors and suppliers.

As the latest trend, the National Diet (Japanese
legislature) is currently discussing a new bill to
introduce a new regulatory framework to enable
developers to develop and operate large-scale
offshore wind projects without an auction pro-
cedure in designated sea areas within the exclu-
sive economic zones (EEZ) outside the national
boundary of Japan. This new legislation could
potentially unlock the door to massive floating
offshore wind project development with a GW-
class size all over Japan in the near future.

6.3 Project Finance

It is quite common for developers to use pro-
ject financing for a development of a large-scale
renewable energy projects in Japan. There are
quite a number of Japanese banks which are
ready to provide project financing for renewable
energy projects with competitive margins.

Having said that, in recent years, developers
have seen a higher hurdle for achieving “bank-
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ability” in project financing for green-field devel-
opment of renewable energy projects.

The biggest hurdle is how to secure a stable
cashflow over the long term. Under the old FIT
regime, the offtake arrangement at the fixed
price over the long term (typically 20 years) was
legally guaranteed, and therefore, the offtake risk
was quite limited for lenders. However, under
the new FIP regime, developers need to find
and negotiate with suitable offtakers by them-
selves. Thus, lenders need to carefully scruti-
nise the creditworthiness and the bankability of
each offtaker as well as the detailed contents of
offtake agreements.

Another hurdle is how to secure appropriate risk
allocation between developers and contrac-
tors/suppliers. In recent years, there has been
growing uncertainty in global markets, includ-
ing Japan, over issues such as the COVID-19
pandemic, the war in Ukraine, global inflation,
disruptions to global supply chains, and a weak
Japanese yen. It is becoming both more impor-
tant, but also more challenging, for all the project
participants (developers, contractors, suppliers
and financers) to optimise the risk allocation to
share various risks intrinsic to projects for the
purpose of achieving bankability.

Unlike other markets, long term project financ-
ing over ten to twenty years (minus a tail period)
has been widely used to date in the Japanese
project financing market and it is rare to see the
use of mini-perm loans with refinancing risks.
However, given the current market environment,
Japan may see the use of mini-perm loans for
projects with higher risks more often.

6.4 Subsidies and Incentive Schemes
The Japanese government has implemented a
major reform to change the fundamental frame-
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work for the country’s FIT mechanism, under
which electricity generated by approved devel-
opers from renewable energy sources — such as
solar, wind, biomass, hydro and geothermal - is
purchased by offtakers (TSOs) at fixed guaran-
teed rates for a fixed term (ten to twenty years).
Under the FIT mechanism, offtakers pass their
extra costs from purchasing renewable-sourced
electricity to end users by adding those costs to
electricity bills.

Since the FIT mechanism was introduced in 2012,
the development of renewable power plants
(especially, solar power plants) has boomed and
the annual cost for power purchase has expo-
nentially increased to approximately JPY4.8 tril-
lion as of 2024, and this coset is expected to
further increase in the coming years. Thus, in an
effort to reduce the additional burden on house-
holds and businesses, METI has worked to shift
from FIT to FIP systems with more market risks
transferred to developers.

In June 2020, the National Diet enacted a major
amendment to the Renewable Energy Special
Measures Act in order to implement the funda-
mental reform of the existing FIT framework,
which came into effect on 1 April 2022.

Under the new framework, the government will
move away from the old FIT system based on
a guaranteed fixed-price tariff for a fixed term
(eg, JPY40 per kWh for 20 years in the case
of mega-solar projects approved in the 2012
financial year) to the more market-driven FIP
system (a contract for difference (CfD) mecha-
nism) where developers will receive a premium
(“supply promotion subsidy”) to cover the gap
between the designated “FIP price” (ie, strike
price) and the “reference price” based on aver-
age market price. The essential purpose of this
reform is to incentivise developers to make more
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efforts to sell electricity at higher prices through
the wholesale market or OTC transactions in
order to reduce the burden on the public (Japa-
nese taxpayers) to subsidise renewable energy
sources.

6.5 Decommissioning Requirements
Given that many solar power plants were rapidly
developed all over Japan by numerous develop-
ers, including those with limited capability for
operation and financing, how to secure decom-
missioning costs to safely remove and disman-
tle retired solar power plants without causing
environmental issues in the future has become
a serious policy issue.

Even under the old FIT regime before a major
reform in 2020, developers of solar power plants
with a capacity of 10 kW or more were required
to make necessary reserves to secure adequate
decommissioning costs at the end of the FIT
period (20 years). However, in order to ensure
that necessary funds will be more effectively
secured, the new legislation enacted in 2020
introduced a new system for external reserves
by means of directly withholding the required
amounts from the revenue from PPAs to be
reserved by OCCTO.

This new legislation also provides for excep-
tional cases where “internal” reserves (reserved
by developers) are permitted. Developers may
submit a business plan with the amount and
method for reserving the necessary funds for
future decommissioning; if the plan meets cer-
tain criteria, then internal reserves under the
approved plan may be made in lieu of the man-
datory external reserves.

In case of renewable energy projects other than
solar, developers are usually required by lenders
to build up necessary reserves for decommis-
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sioning costs at the end of the project’s term.
Also, in offshore wind projects, an appropriate
plan for decommissioning needs to be included
in the bid documents and subject to the govern-
ment’s evaluation in the auction procedure.

7. Outlook

7.1 Renewable Energy Policy
Developments

The government has announced an ambitious
target to achieve carbon neutrality by 2050,
which will necessitate a substantial increase in
renewable energy capacity, particularly in solar,
wind, and hydrogen. To support this goal, the
government has formulated the Green Growth
Strategy, which identifies key sectors for inno-
vation and investment, including offshore wind,
hydrogen, and carbon recycling.
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To secure the necessary funding, more than
JPY150 ftrillion is expected to be invested in
the decarbonisation sector by both the public
and private sectors over the next ten years. This
investment will be catalysed by the government’s
issuance of GX Economic Transition Bonds. As a
result, decarbonisation-related investments are
anticipated to grow rapidly in the coming years.

Focusing on specific areas, in the field of off-
shore wind power, there is ongoing discussion
over implementing a system within the EEZ. In
addition, hydrogen- and ammonia-related tech-
nologies are gaining considerable attention.
These energy sources are expected to be cru-
cial in “hard to abate” sectors, such as steel and
chemicals, where alternative technologies are
limited and conversion is difficult. They are also
seen as key in the mobility sector and power
generation.
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The State of Japan’s Renewable Energy and
Government Targets

Japan declared its intention to become “carbon
neutral by 2050” in October 2020, based on
the targets set out in the Paris Agreement. An
increasing number of municipalities in the coun-
try have declared themselves “zero carbon cit-
ies”, aiming to be carbon neutral by 2050, ahead
of government declarations, while an increas-
ing number of companies are also engaging in
“decarbonisation management” by taking such
measures as disclosing information on climate
change and setting targets.

The ambitious goal for FY2030 decided in the
Cabinet Decision on the Sixth Strategic Energy
Plan of October 2021, based on “carbon neutral-
ity by 2050”, is for renewable energy to account
for around 36-38% (336-353 TWh) (solar photo-
voltaic: 14-16%, wind power: 5%, hydropower:
11%, geothermal: 1%, biomass: 5%) of total
power supply. Renewable energy in Japan made
up 21.7% (2,189 TWh) of the total power sup-
ply in FY2022 (solar photovoltaic: 9.2%, wind:
0.9%, hydropower: 7.6%, geothermal: 0.3%,
biomass: 3.7%) and policy measures are being
implemented to achieve the FY2030 target.
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Discussions on the Seventh Strategic Energy
Plan were begun in May 2024. With the chal-
lenge of balancing greenhouse gas reduction
targets with a stable electricity supply and with
the expected increase in electricity demand due
to the spread of Al and the growing market size
of data centres, it is expected that discussions
will be held on the further introduction of renew-
able energy, with plans to set targets for the
power supply mix in 2040.

FIT/FIP System and PPA

Introduction of FIT/FIP system

In Japan, as a policy measure for the introduction
of renewable energy, a feed-in tariff (FIT) system
was established on 1 July 2012 based on the
Act on Special Measures Concerning the Pro-
curement of Electricity from Renewable Energy
Sources by Electricity Utilities (this act has now
been amended as the Act on Special Measures
for the Promotion of Renewable Electricity Use;
hereinafter the “Amended Act on Renewable
Energy Special Measures” regardless of wheth-
er before or after the change), which obliges
electric utilities to purchase electricity gener-
ated from renewable energy sources at a fixed
price (the “purchase price”) for a certain period
and requires all customers to pay the purchase
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cost as a levy (the “Renewable Energy Levy”) to
promote renewable energy generation. The FIT
system has led to a significant increase in the
introduction of renewable energy.

Feed-in Premium (FIP) system was established
on 1 April 2022 and, under the FIP system,
renewable energy generators who supply the
market with the renewable energy they gener-
ate over a certain delivery period are entitled to
a premium (the “Supply Promotion Subsidy”),
which is calculated by deducting the reference
price, which is the income expected from mar-
ket transactions, from a certain standard rate.
This premium is also borne by all consumers
as a Renewable Energy Levy. Although the FIT
system remains in place, a transition to the FIP
system is under way.

Recent revision of the Amended Act on
Renewable Energy Special Measures

Since the introduction of the FIT/FIP system,
the Amended Act on Renewable Energy Spe-
cial Measures has been amended in response
to growing local concerns about safety, disaster
prevention, impact on the landscape and envi-
ronment, and future disposal, especially as new
players of various sizes enter the solar photovol-
taic power generation industry.

Stricter FIT/FIP approval procedures for
projects requiring certain permits and licences
The permits detailed in the bulleted list immedi-
ately below for land development are now sub-
ject to stricter approval procedures and are now
required in order to apply for FIT/FIP approval,
as the relevant land types are particularly strong-
ly related to the safety of the surrounding area
and are extremely difficult to restore to their
original state once the development activities
subject to the permit and licences have been
carried out (Amended Act on Renewable Energy
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Special Measures, Article 9, Paragraph 1 and
Ordinance for Enforcement of said Act, Article
4-2, Paragraph 2, ltem 7(b)). This revision came
into force on 1 October 2023.

* Permission to develop forest land under the
forest act.

+ Permission under the Act on Regulation of
Residential Land Development and Specific
Embankments, etc.

* Permission under the three erosion control
acts (the Erosion Control Act, Landslide Pre-
vention Act, and Act on Prevention of Disas-
ters Caused by Steep Slope Failure).

FIT/FIP approval requirements such as

public briefing sessions for residents in the
surrounding area

Under the amendment to the Amended Act on
Renewable Energy Special Measures, which
came into force on 1 April 2024, it is now a
requirement for FIT/FIP approval that renewable
energy generators must, in principle, hold a brief-
ing session or take advance measures to inform
residents of the surrounding area, in the circum-
stances laid out in the bulled points immediately
below, at least three months prior to applying
for FIT/FIP (Amended Act on Renewable Energy
Special Measures, Article 9, Paragraph 2, ltem 7
and Ordinance for Enforcement of said Act, Arti-
cle 4-2-3, Paragraph 2, Iltem 7(e) and Paragraph
4). Briefing sessions or advance information
measures are now, in principle, a requirement for
change certification, even for certified operators
who have already obtained FIT/FIP approval and
who intend to change important matters in their
plans, at least three months prior to the applica-
tion for change certification (Amended Act on
Renewable Energy Special Measures, Article 10,
Paragraph 1 and Ordinance for Enforcement of
said Act, Article 8-2).
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* For high-voltage and special high-voltage (50
kW and above) renewable energy generation
projects, the holding of a briefing session
is now a requirement for FIT/FIP approval,
except for roof-mounted projects.

* In low-voltage (under 50 kW) renewable
energy power generation projects, with the
exception of residential solar photovoltaic
(under 10 kW) and roof-mounted projects, the
requirement for FIT/FIP approval is:

(a) for areas subject to permissions to
develop forest land under the Forest Act,
permissions under the Act on Regulation
of Residential Land Development and
Specific Embankments, etc, and permis-
sions under the three erosion control acts;

(b) for landslide disaster danger zones or
mudslide danger zones; and

(c) in cases where ordinances define protect-
ed areas for the purpose of protecting the
natural environment and landscape,

« a briefing session, while such approval
for other areas requires posting and other
advance measures to inform residents of the
surrounding area.

The specific matters to be explained at the brief-
ing sessions are set out in detail in the Amended
Act on Renewable Energy Special Measures and
the Guidelines for the Implementation of Briefing
Sessions and Advance Information Measures.

The future outlook in light of the above
revisions

The above revisions will have a significant
impact on operators who are implementing or
intend to implement renewable energy genera-
tion projects under the FIT/FIP system.

With regard to the stricter FIT and FIP approval

procedures for projects requiring certain permits
and licences, the FIT purchase price and FIP

214 CHAMBERS.COM

standard rates might decrease if a new project
is to be implemented in a location where per-
mission to develop forest land is required, as it
usually takes several months to obtain permis-
sion to develop forest land, potentially impacting
the profitability of renewable energy generation
projects.

Briefing sessions and advance information
measures for residents of the surrounding area
are required not only for new projects, but also
for the acquisition of renewable energy power
plants that have already commenced operations
through a business transfer, company split, or
other methods (secondary projects) and, there-
fore, it is necessary to consider the time schedule
and transaction terms for each specific project
based on the existence of such requirements.

Off-site PPA

An off-site power purchase agreement (PPA) is a
contractual method whereby a renewable energy
generator and a purchaser of electricity (eg, a
consumer) conclude a power purchase agree-
ment (PPA) that specifies the rate and period of
sale of electricity, and the electricity generated
at a renewable energy power plant installed off-
site, which is not in the area of demand, is sup-
plied to the relevant electricity purchaser via the
general electricity grid.

There are two types of off-site PPAs: physical
PPAs and virtual PPAs. A physical PPA involves
an electricity purchaser concluding a consign-
ment supply agreement with a general electric-
ity distributor for the consignment supply of
electricity from renewable energy sources and
paying the costs related to that supply, such as
consignment charges, while receiving a set sup-
ply of electricity from renewable energy sources
generated by the power producer and environ-
mental value, and then paying the receipt fee to
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the power producer according to the supply per-
formance. In a virtual PPA, the power producer
supplies the electricity generated to the market
or utility company at the market price and earns
income from the sale of electricity, while the
electricity purchaser purchases electricity from
the market or utility company as usual, and the
power producer and electricity purchaser settle
the difference between the price agreed in the
PPA and the market price or other price at which
the generator supplied the electricity to the mar-
ket or utility company. Power producers transfer
environmental value to electricity purchasers.

While the FIT purchase price or FIP standard
rate has fallen and FIT/FIP system regulations
have been tightened, the growing demand for
renewable energy from electricity purchasers
(consumers) has led to an increasing number of
projects that can be monetised without using the
FIT/FIP system. It is expected that the number
of projects using off-site PPAs without using the
FIT/FIP system will continue to grow.

Solar Photovoltaic Power

The status of solar photovoltaic power and its
future outlook

Solar photovoltaic power generation reached
73.1 GW at the end of December 2023 against
a 2030 target of 103.5-117.6 GW, with around 5
GW being added annually in recent years.

The FIT/FIP system has led to rapid develop-
ment of solar photovoltaic power projects, but
Japan has little level ground - only 34% of its
total land area — and suitable sites for ground-
mounted projects are dwindling. The govern-
ment continues to promote the introduction of
solar photovoltaic power generation, pushing for
roof-mounted solar photovoltaic and increasing
support for the early social implementation of
perovskite solar photovoltaic cells, which can be

215 CHAMBERS.COM

installed on building walls and low load-bearing
roofs.

Review of the price change rules for the
installation and renewal of solar photovoltaic
panels

Under the FIT/FIP system, if a solar photovoltaic
power operator increases the total output of its
solar photovoltaic cells (by more than 3 kW or
3%) after obtaining FIT or FIP approval, the FIT
purchase price and FIP standard rate would all
change.

According to the revision of the Amended Act
on Renewable Energy Special Measures, which
came into force on 1 April 2024, when panels are
replaced or added to a solar photovoltaic power
plant, only the latest FIT purchase price or FIP
standard rate equivalent is applied to the addi-
tional investment portion (expansion), while the
price for the existing equipment is maintained at
the existing price.

This is expected to encourage reinvestment
in existing FIT and FIP projects in the form of
renewal and expansion of solar photovoltaic
panels.

Wind Power

Current status of offshore wind power

Act on Promoting the Utilisation of Sea Areas
for the Development of Marine Renewable
Energy Power Generation Facilities

The Act on Promoting the Utilisation of Sea Are-
as for the Development of Marine Renewable
Energy Power Generation Facilities (“Act on Pro-
moting Utilisation of Sea Areas for Renewable
Energy Generation”) came into force on 1 April
2019 and the Guidelines for the Designation of
Offshore Renewable Energy Generation Facili-
ties Promotion Areas (“Guidelines for the Des-
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ignation of Promotion Areas”) have also been
developed.

Under the Act on Promoting Utilisation of Sea
Areas for Renewable Energy Generation and
the Guidelines for the Designation of Promo-
tion Areas, projects are formed in each region,
organised as either preparatory zones or promis-
ing zones based on information provided by the
prefectures, and designated as promotion zones
after obtaining consent at a council comprised of
the national government, the prefectures, local
stakeholders, and experts. Once a zone is desig-
nated as a promotion zone, a public solicitation
is issued by the government for operators and,
as a result of the bidding process, the selected
operator can obtain approval under the Amend-
ed Act on Renewable Energy Special Measures
and an occupancy licence for up to 30 years in
said zone.

The requirements for promotion zones are as fol-
lows (Act on Promoting Utilisation of Sea Areas
for Renewable Energy Generation, Article 8,
Paragraph 1).

 Natural conditions are suitable, and the power
generation facility output is expected to be
substantial.

« It will not obstruct navigation routes, etc.

* Integrated use with ports is possible.

+ The grid can be appropriately expected to be
secured.

« It is expected that it will cause no disruption
to the fishing industry.

* The zone does not overlap with seas and
waters designated by other laws and regula-
tions.

In addition, the requirements for promising areas

are as follows (Guidelines for the Designation of
Promotion Areas, page 11).
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* There are potential sites in the promotion
zone.

+ Stakeholders have been identified and con-
sent obtained to initiate a council.

* The area is expected to be suitable for des-
ignation as a promotion zone in accordance
with the criteria for such zone designation.

As of 3 August 2024, ten sea areas have been
designated as promotion zones. In four sea
areas (approximately 1.7 GW), operators have
already been selected through the first round
of public solicitations and, in four sea areas
(approximately 1.8 GW), operators have already
been selected through the second round of pub-
lic solicitations. In the remaining two sea areas
(approximately 1.1 GW) a third round of public
solicitations is under way. One of the areas which
received bids in the first round, off the coast of
Goto City, Nagasaki Prefecture, is scheduled to
start operations in January 2026, so it is expect-
ed that offshore wind power will start operating
in various areas of the seas around Japan soon.

In the case of offshore wind public solicitations,
the FIP standard rate is to be tendered and, if the
FIP standard rate proposed by the operator is
below a certain price well below the market val-
ue (zero premium level), the evaluation of public
solicitations in relation to price is assessed as
full points. Where the zero premium level was
set in advance at JPY3/kWh, three of the four
sea areas in the second round of public solicita-
tions were awarded at JPY3/kWh. At the zero-
premium level, the source of the premium for
the FIP system is recovered from the Renewable
Energy Levy but, as no premium is generated, it
is expected that the public will not be burdened
by the Renewable Energy Levy.

In addition, nine promising areas have been
established (with one additional area added in
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2023) and four preparatory areas (with two addi-
tional areas added in 2023), and the government
continues to prepare for the designation of pro-
motion areas.

Revision of the Act on Promoting Utilisation of
Sea Areas for Renewable Energy Generation
(Expansion into the EEZ)

Where the Act on Promoting Utilisation of Sea
Areas for Renewable Energy Generation applies
to territorial waters and inland waters, Japan
is surrounded by the sea and has the world’s
eighth largest exclusive economic zone (“EEZ”)
and revisions are being considered for the pur-
pose of establishing a system for the installation
of marine renewable energy generation facilities
in the EEZ.

The draft amendment to the Act on Promoting
Utilisation of Sea Areas for Renewable Energy
Generation was approved by the Cabinet on 12
March 2024 and is currently under parliamentary
consideration but, under said draft amendment,
operators will be allowed to install offshore wind
power according to the following sequence of
steps.

* The Minister of Economy, Trade and Industry
designates a solicitation area for areas where
the natural conditions are suitable.

* Operators wishing to install offshore buoyan-
cy in the solicitation area submit a draft instal-
lation area and a draft business plan and are
granted provisional status by the government.

* The government organises a council with
the operators granted provisional status and
interested parties as members to hold the
necessary consultations for the implementa-
tion of the power generation project.

* The government permits the installation if it
complies with the permission criteria, such as
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being consistent with the matters that were
discussed at the council.

On the other hand, the installation of offshore
wind in the EEZ is currently prohibited by law
and installation permits are not granted in waters
outside the solicitation zone.

If the above revisions to the Act on Promoting
Utilisation of Sea Areas for Renewable Energy
Generation are made, it is expected that offshore
wind installations will progress in the EEZ.

Future outlook for offshore wind

With regard to offshore wind, the government
has set targets for the formation of 10 GW of
projects by 2030 and 30-45 GW by 2040 and
development and construction is expected to
expand in the future.

The government is providing supply chain sub-
sidies and other support for wind power genera-
tion from 2021 to 2022, and operators are invest-
ing in new equipment for nacelles, bearings and
various other materials and equipment, starting
to use SEP vessels (also known as “jackup rigs”)
to install wind turbines, and training personnel.
In addition, a demonstration project for floating
offshore wind power in territorial waters using
large wind turbines is being carried out using
the Green Innovation Fund. In addition to this,
as many suitable sites for offshore wind and
other types of power are located in Hokkaido,
submarine direct current transmission (through
undersea power cables) between Hokkaido and
Honshu, where the demand is located, is being
considered.

Geothermal Power

Japan has the world’s third largest geothermal
resource (approximately 23.4 GW), around 80%
of which is located within national parks and
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quasi-national parks. The government has been
conducting stock assessment surveys in addi-
tion to subsidising surface and drilling surveys
carried out by operators, but development risks
and costs are high and reducing either of these
further is difficult.

As of the end of December 2023, the amount
of geothermal power installed was 0.6 GW, and
the FIT/FIP-approved unutilised amount was
0.08 GW, meaning that there is a significant gap
to the target of 1.5 GW for FY2030. With the
government increasing subsidy rates for surface
surveys and drilling surveys within special areas
of natural parks from 2021, the future progress
of geothermal power development is now under
scrutiny.

Hydropower

Large hydropower plants have already been
developed, making new development difficult.
In addition to the new development of unused
hydraulic energy such as dams and water con-
duits used for purposes other than hydropower
generation, Japanese hydropower plants were
built between the 1950s and 1990s, when
design, analysis, and fabrication technologies
were still under development, and, in particu-
lar, digital technologies were not fully utilised.
But the government is promoting optimised
and highly efficient power generation through
efficient utilisation of existing power plants with
digital technologies and replacement of existing
ageing facilities.
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Biomass Power Generation

For biomass power generation, the 2030 tar-
get is 8.0 GW and, as of the end of December
2023, 7.4 GW of production capacity has been
installed, with 3.4 GW underutilised, so the 2030
target is expected to be met. However, large-
scale projects have, in recent years, not used the
FIP system and there has been no new project
structuring. Small and medium-sized businesses
are facing a tight supply and demand situation
for fuel, making it a challenge for them to con-
tinue to operate stably.

Conclusion

The government is promoting the introduction
of renewable energy sources to achieve carbon
neutrality in 2050, with FIT/FIP systems and solar
photovoltaic power being rapidly introduced.
In recent years, offshore wind power has been
introduced in territorial waters and inland waters
in line with the implementation of the Act on Pro-
moting Utilisation of Sea Areas for Renewable
Energy Generation and is expected to expand
into the EEZ in the future. In addition, solar pho-
tovoltaic power projects are increasingly being
structured without using the FIP system and
offshore wind projects are increasingly being
awarded at zero-premium levels, which means
that they do not require policy support for the
introduction of renewable energy using the FIP
system. On the other hand, the Amended Act on
Renewable Energy Special Measures has been
amended in response to growing local concerns
about safety, disaster prevention, impact on the
landscape and environment, future disposal, and
other considerations of environmental suitability.
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