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ACCJ Viewpoint

Recommendation

The American Chamber of Commerce (ACCJ)
welcomes the introduction of a feed-in-tariff system
for renewable energy (the “FIT”) scheduled for July
2012, implementing the Act on Special Measures
concerning the Procurement of Renewable Electric
Energy by Operators of Electric Utilities (August 30,
2011; Law No. 108) ( the “Act”). A feed-in-tariff

is a system whereby utilities must offer long-term
contracts to renewable energy producers, typically
based on the cost of generation of each renewable
technology. Feed-in-tariffs have been adopted

in numerous countries in order to provide price
and demand certainty and thereby help finance
renewable energy investments.

The FIT presents Japan with an opportunity to
benefit from the experiences of other countries with
similar regimes, improve Japan’s energy security
by reducing reliance on imported oil and gas, and
help ease current shortages of electric generation
capacity. The FIT also presents the U.S. and other
foreign business community with an opportunity to
cooperate and contribute in this regard provided
that the process for determining the provisions of
the FIT is transparent and meaningful opportunities
exist for stakeholder discussion and input. With
this background, the ACCJ makes the following
specific recommendations to the Government of
Japan (GOJ):

o Ensure transparency for the formulation of
the FIT policy and its regulatory portions;
provide meaningful opportunity for public
comment and dialogue, in particular, from
the international business community

o Ensure a sufficient pricing commitment
duration to maximize the potential for
an appropriate investment return and
encourage the development of more
efficient projects and optimal allocation of
resources

o Accommodate future consumption tax
increases in the FIT structure

o Reflect current global equipment and
project pricing in the FIT and encourage
reductions in land, installation and
operations and maintenance costs to avoid
a “boom and bust” cycle and foster a
sustainable market long term
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o Ensure that interconnection costs and
access to the grid are transparent and
fair; information must be provided by the
respective electric utility early in project
planning and implementation must be
monitored carefully

o Accommodate long lead-time projects
within the FIT structure

o Implement other supporting deregulatory
initiatives, which should be predictable and
inclusive, and based on technically valid and
globally harmonized standards

o Establish clear and consistent standards
by which to determine how to add future
energy technologies to the FIT scheme

o Ensure that the technical specifications
create a level playing field by contemplating
all credible products and technologies in a

given area

o Further consider the procurement system
for the selection of renewable energy
projects

Issues

1. Minimum 20-year duration for
Renewable Energy Projects

The Act requires that the fixed price under the
FIT be based upon the expected life of the major
equipment used in a generation facility. The
duration of the fixed pricing commitment, which
may be beyond the expected life of the major
equipment, combined with an appropriate tariff
rate, should enable an appropriate investment
return while encouraging the development of
efficient projects. For example, in the case of
solar projects, solar photovoltaic (PV) modules
are typically warranted to generate not less than
80% of rated capacity in the 20th year following
sale, and no commercial or utility scale solar
project typically is planned with an anticipated
equipment lifetime of less than 20 years. Many
solar PV projects will continue to operate using
their original major equipment well beyond 20
years. Many wind projects globally, meanwhile,
have 20-year pricing under FITs or Power
Purchase Agreements. A fixed price commitment
for less than 20 years may require a higher tariff
rate in order to justify development of projects.
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A 20-year duration, on the other hand, should
justify a lower initial tariff rate and should reduce
the amount of surcharge borne by electricity
consumers.

2. Future Consumption Tax Increases
Must be Accommodated in the FIT
Structure

FIT pricing needs to take into account and
compensate renewable electric energy suppliers
for future increases in Japan’s consumption

tax that they may need to collect. It has been
suggested by Ministry of Economy, Trade and
Industry (METI) staff that the FIT pricing may be
set as “inclusive” of consumption tax. In light of
the proposed increase of consumption tax from
5% to 10% now under consideration, and the
substantial uncertainty over rates of consumption
tax over the life of the FIT commitment for any
renewable energy project, any FIT that does

not allow the supplier to recover increased
consumption tax creates huge uncertainty over
potential financing for and returns from any
investment in a project, and risks defeating the
purpose of the FIT -- to provide price certainty
in order to help finance renewable energy
investments. A future consumption tax increase
could turn a profitable project into an insolvent
one, and will make it difficult for investors to
proceed or require a higher initial FIT price than
would otherwise be the case. The FIT differs
from a typical private long-term contract where
the parties can negotiate the allocation of risk of
future consumption tax increases, and placing the
burden upon renewable energy producers would
impact them disparately, as many renewable
energy projects incur the vast bulk of lifetime
project cost simply to get to the point where a
project begins to generate revenue.

3. The FIT Should Reflect Current
Global Equipment and Project Pricing
and Encourage Reductions in Land,
Installation and Operations and
Maintenance Costs

A well-designed FIT program balances
deployment and ratepayer impact and is adjusted
in transparent manner to reflect market trends

in project cost reductions. While the initial FIT
level should be set at an adequate level to
attract investment, too high an initial FIT price

THIEN DD BFEERGHETAH (AFHA)
TRITEERlEZRET 24 5ZIRRU T\ HERDS
M5 T10%N\DE|E LIFHIREFINTWS I & BATEE
IXILF—- 7OV Y hNOFITERRICE T B EERERIC
DWTRBULNIZIAWT ENS FITOSIRE . HigEh
HBRS|E EFaEOITERIThIE. 7OV TV MNEE
DIT7AFVRABVI—V T EREOFVEDICED Y
AU DA BE BEREIRILF—EEDT 71TV R %
RET DO It ZRIAET D& WSFITOARKDERIA
KONTUERSIFRDBEERS|E LIFICK>TUEEMED
BWJOY I MHMEFBBICE USRI EEED B BTz,
‘ERISEEDHIMTH R EE (R DH FITOZEI D E B
BEECREL I 2EEG<RD.FITIX ZHLUEERL
MR DBEERSIZ EFVRIDEBERSTEDEBD
RIS EISRRRD VR EBERREIRILF—EEEIIC
BIEITZEICBNIEEFNIEKRERITEEL S, Z2<DH
ARBETRILF— - TOV I ME R E RS DERFEICE
I2ETOTAY IV NOEEIZANDOKRE D ZEEICAE
LTWBSH5TH S,

3. FITR.FJEP7OY 7 McE T3 RETOE A
BEmZzRERL, L&A, REEAS LTEEGR
FTEADHIFZRINETHS

BYIRHEIERETOThNIFITICEVWTIE. EREREE

BEANOHEDNZVANRSNTHED. 7OV I NE

BHEIRICEFEHEDON Y R RSB 570 . ERME

DEWHEICEDABNTONTWNS A HIERBE DFI T/

BIFREETDICHVIAD BKEICREITRELEH A

HOBIRMENEBESE BRICHITZBETEIR

IF—DBICEFTERHMABEREIRXIAETILOEED

HEIND . FRRDYATILZLBEL. REHHRNRR T

Ay ha8ERL. BHABEORIICH T SEEZT

W HBEIBEIRILF—HRET/OY I/ MNDOLERICEIT

ZAZANHIREIRET B FHRICH 1T BFIT .

BERED T O—/NILGRMMEE . B OEGRRTR

EN7OY TV MDD ERICDWTIREAICER AL

BREEDIAAMEEZRRUIEDTHZHENH .7

HOFITHIEN BT EDE FRROYAVILNER SN

BAREMED B D UIRIETEIRATOY =7 MY S RE

SN BRENDERES<RBI IR FITOMEREIC

LieoT. 7OV 7 NEFEEREDSMEN. 7OV T

IRNDEBREZRESO—/NNILRYVT—RICEDLETH

W 2ESRBUBEAREIRILF—DRALICTT Yy R/

DT @S ESICLRITFNIERS W, T Uy R/

VT 1 BEFRIRILF—RHEEONREGDIEE

AT RILF—IRHO . BABFHIHBICE WTHRRIREED

BATEIRILF—OREMEENEIEICLDAEDER  RBNBABKREROHEE /| TRILF— FRREER / 2013F58F

B

Ensure that the Renewable Electric Energy Feed-In-Tariff Promotes Japan’s Short- and Long-Term Electric Energy
Policy Goals / Energy and Environment Committee / Valid Through May 2013 4



ACCJ Viewpoint

will discourage the development of a sustainable
business model in the renewable electric energy
field within Japan. In order to avoid a “boom and
bust” cycle, encourage development of the most
efficient projects, take into account the concerns
of electricity users, and promote cost reductions
in all elements of renewable electric energy
projects, the initial FIT rate needs to reflect

the latest global pricing for relevant equipment
and the best realistically achievable cost
structures for other elements of projects such as
construction and operation and maintenance. If
the initial FIT rate is too high, it has the potential
to set off a “boom and bust” cycle, with many
small, expensive projects being developed and

a significant misallocation of resources. FIT
pricing must drive project developers and other
participants to reduce all elements of project
cost toward a global standard, and gradually to
move renewable electric energy toward “grid
parity” -- the point at which renewable electricity
sources covered by the Act can compete in a
competitive market for electricity without special
subsidies over the long term. The FIT should be
determined as soon as possible for all classes

of renewable energy, without favoring any one
technology over another, so that investors and
the public can better understand the anticipated
future energy mix.

4. Interconnection Costs and Grid
Access Must be Transparent and
Fair; Information Must be Provided
by the Electric Utility Early in Project
Planning; and Implementation Must be
Monitored Carefully

One area of great concern for renewable electric
energy projects is interconnection with the
electric utility. Unexpected requirements, grid
access barriers, costs, delays or a flat refusal to
interconnect a project will terminate the project,
or push it from profitability toward insolvency.
These are heightened concerns where the project
developer is a new entrant to the Japan market
and/or lacks a close pre-existing relationship
with the electric utility. Potential participants

in developing large-scale projects under the

FIT have expressed concern that the electric
utilities will not provide information regarding
interconnection details at the initial planning
stage of the project. Utilities must be required
to provide such information early, as it is
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fundamental for design and investment decisions.
Participants also have noted that it is impossible
to assess the appropriateness of costs assessed
to renewable energy projects for construction

of interconnection facilities, as the basis for
calculation lacks transparency. Regarding grid
access, the proposed FIT program allows utilities,
provided there are “justifiable grounds,” to refuse
to accept power from a renewable energy project
under a FIT contract. As such, Japan’s FIT carries
greater project risk than a European FIT “must
take” or a US-style “take or pay” power purchase
agreement. For the FIT program to attract
investor confidence, the “justifiable grounds”

to be specified in the METI Ordinance must be
clearly defined and not overly broad so as to
unreasonably constrain renewables deployment.

5. FIT Structure Should Accommodate
Long Lead Time Projects

While some types of renewable electric energy
facilities can be planned and implemented
relatively quickly, some of the potentially most
promising technologies for Japan, such as
geothermal and offshore wind, will take many
years for development and construction, even
taking into account proposed deregulatory
initiatives. These differences in schedule need
to be taken into consideration in order for the
FIT to encourage any actual long lead time
projects, and pricing needs to be implemented
in @ manner that will take into account a realistic
schedule for the specific type of project. If the
FIT is adjusted on an annual basis, reassessed
after 3 years, and applicable only to projects
that begin to supply electricity to a utility during
the relevant year, then the FIT will not promote
any such long lead time facilities. In order to
be effective for such types of facilities, the FIT
will need to remain available for projects that
achieve realistic interim milestones. If the terms
of the Act will not permit such a structure within
the FIT, then supplemental legislation should be
considered.

6. Successful Development of Projects
Using the FIT Requires Implementation
of Other Deregulatory Initiatives

Working Group #2 (Energy) of the Government
Revitalization Unit has identified numerous
regulatory reforms necessary in order to ease

FALDRWIOY 7 hNRIBLT B70ITiE, 7E|>“I
7 NOBEFERICREN R REE T E R UMig ez
SIHRENH D FITHBEREIN. 3FE L%Eén\é
ZEERICEREEEOHRGERABIZ ATV
@ﬂt:ﬁﬁﬁénétb\ot%é\ J—RYALDRWEE
LEDOIREICIFZ DRSSV FITHNZ DBEDOFREBHEIC
ﬁb?;ﬂ%&%ﬁ@“zﬁ_ & RENLRREEEZERT S
ZAYVIIMCEHBERATEICT ZVEN DD BAERRET
FILF—RFEEDRTEICLD FNHFITORHNTIETR
SNBRWVEEF BT DILEERTINETH D,

6. FITZzAW7O0Yx I NDRFEZRIISE S
(I3 Z Dt DR HFIEFEED BE

TBRIFRBOE2T7—F 2777 (TXILF—)IE
BATREIRILF— - TOVz IV NOREERHICT B

DICELDRFNBENDETH DI EZRD. [LEBIRAET
ICEBBHEAE IBRICL>TRIIDERBEDHEELTW
%, 7—F VTN —TDREIZ. 201 2F4A3HDHEZE
THEGINI

a. T—F2 IVI—TORIRICIF . ERICTOYIIN
BRETREICT DD BERERANEENEL
EFENTVWE, IS UIEEE LT THIIHRANDO KRG
HREEXEORBICET 2 L HFI OB HIRF. &B
MEEXIFE TORGHAAEBRBOREICHERS
BIAGRDEEE. ERANDREICERINZEEEE
DR BARETOY 7 NOEREBEZEFMD
RAEIER EIARANTORAREPHEFER
BB BT DRAEM. NKARKETOI T/ M
HERRAFHRZDERILGENH B FIZIE. ES
FEEROBFMRICINIE. RARKEDOHILRIRE
FENMFRE ITIIIEINDENFEIN EL
BAORETOYV I NORRZEBICES T ST
HENHBENS FRrEOBEHRILICIDZDERZ (1
FRE)EEL RO THEERRIE TIEFREDS
BRERET 2R E G BRODRAAKEMIEZLOES
2L TBOTEEELRD HLIE IRNTOEER
THINSDREZELCHNDHEICEEICHET
EERITEEDIC.SHBREBETRABICTT 2RH
L OEENHESMNIRSTIBEICIE HERD =60 I(C
RS EEAZITOMENH DI EICDVWTHR
SULTRERLL,

b. F2T7—X2 UYL —T7DREICIE BIIRFEETO
I UM BATHOERE ANVN— =5 —FIEDE
R.EYMOEA TR BEARBREZOMDDEFIC

BATEIRILF—OREMEENEIEICLDAEDER  RBNBABKREROHEE /| TRILF— FRREER / 2013F58F

B

Ensure that the Renewable Electric Energy Feed-In-Tariff Promotes Japan’s Short- and Long-Term Electric Energy
Policy Goals / Energy and Environment Committee / Valid Through May 2013 6



ACCJ Viewpoint

the development of renewable electric energy
projects, requiring actions by a wide range of
ministries and, in a few cases, new legislation.
The working group’s proposal received Cabinet
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approval on April 3, 2012.

a.

The items include a number of basic
changes to make it possible to actually
build projects, such as relaxation of the
land use rules for placement of solar PV
installations on industrial-zoned land,
removal of requirements for advance
approvals necessary to install solar PV

in urban planning zones, clarification of
building standards applicable to rooftop
installations, simplification of environmental
impact statement requirements for wind
turbine projects, relaxation of requirements
for placing wind or geothermal facilities

in national park areas, and simplification

of approvals required for small hydro
projects. For example, according to wind
industry experts, the new environmental
review process for wind turbines is
expected to take 3 years, which would
unnecessarily slow onshore wind project
development. Streamlining the process

to a shorter timeframe (closer to 1 year),
and considering waivers for high-potential
regions, will be critical to ensuring recovery
of Japan’s wind market. We urge the
prompt and faithful implementation of these
proposals by all relevant governmental
bodies, and note the need for additional,
ongoing efforts to identify and remove
regulatory obstacles to renewable electric
generation as such obstacles become
apparent.

Also included in Working Group #2's
recommendations are a wide range of other
regulatory reforms related to independent
power projects (IPPs), power markets and
transmission, promotion of smart meter
systems, energy conservation in buildings,
alternative fuels for transportation

and other areas. While those other
recommendations are beyond the scope

of this Viewpoint, we note that Japan

must implement the FIT in a manner that
maximizes the benefits of new renewable
electric energy generation capacity by
effectively integrating it into Japan’s energy
supply network, including through (1)
further development and reform of Japan’s
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transmission grid and wholesale electricity
markets, (2) innovations in electricity
storage, and (3) implementation of smart
meters and other smart grid technologies
that permit more flexibility in both energy
supply and demand. Clear and consistent
standards should be set for adding future
technologies to the FIT scheme.

C. Any deregulatory initiatives and other
regulatory reforms should be carried out in
a manner that ensures predictability and
inclusiveness of the U.S. and other foreign
business community and should be based
on technically valid and globally harmonized
standards wherever applicable.

7. Procurement System Merits Further
Consideration

The rules which will apply to the procurement
of renewable energy should be transparent and
be designed to promote (rather than impede)
greater use of these technologies. We are
informed that some power companies are
using a lottery system to determine which
projects to evaluate (e.g., one-by-one in an
order determined by lottery (chusen)). We are
concerned that such a system may discourage
investors from making proposals because
predictable processes and timelines will not be
established. The ACCJ believes that this issue
merits further consideration.
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