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ACCJ Viewpoint

RECOMMENDATION

The American Chamber of Commerce in Japan
(ACQ)) is deeply interested in the formulation of
Japan’s medium- and long-term energy policy as
determined by the Government of Japan (GOJ)
with reference to specific energy mix proposals
prepared by the Advisory Committee for Natural
Resources and Energy (Committee) to the
Ministry of Economy, Trade and Industry (METI)
and issued by the Energy and Environment
Council (Energy Council) on June 29, 2012 based
on the Committee’s “clean slate” study of the
prior Basic Energy Plan conducted from October
11, 2011. When implemented, the resulting
basic energy plan or strategy (New Basic Energy
Plan) will have a broad impact on Japan’s
economy, including on the international business
community and Japan’s ability to attract foreign
direct investment.

In the spirit of concern for the welfare of Japan’s
citizens and the businesses that operate in Japan,
including international businesses, the ACCJ
urges the Government of Japan (GOJ) to:

o Act with deliberate speed to formulate
the New Basic Energy Plan to address
critical immediate medium- and long-term
energy issues to provide direction and
predictability to both the Japanese and
the international business communities.
The New Basic Energy Plan is vital to the
interests of Japan to prevent the relocation
of businesses from Japan to other countries
due to unanticipated increases in energy
costs, business disruptions and the current
uncertain regulatory environment as it
relates to energy policy.

° Ensure transparency and private sector
input in the formulation and review
of the New Basic Energy Plan and its
regulatory aspects by providing meaningful
opportunity for public comment and
dialogue from the international business
community. Disseminate at least limited
summaries of important policy materials
in English to the extent practicable on a
timely basis and permit comments to be
submitted in English, at least initially. Such
processes and considerations should be
extended to related energy policies and
key implementing laws and regulations,
such as the feed-in-tariff, the GOJ’s green
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BRAEOERELOBEFREIRILF—ZEUERBIRILF

revitalization plan and nuclear energy
policies.

Encourage the introduction and increased
use of a diversified mix of clean energy
sources and encourage the upgrading

and replacement of older, less efficient
equipment. The New Basic Energy Plan
should reflect a balanced approach, using
all forms of energy production, including
nuclear energy especially in the near
term, taking into account safety but also
considering the impact on the overall
economy. Wider use of renewable energy
sources (e.g., wind, solar, geothermal and
ocean thermal) should be encouraged and
made more attractive to investors. These
new technologies are best supported by
integrating them along with high-efficiency,
combined cycle natural gas power
production (the cleanest of current fossil
fuel options) while renewable energy use
is expanding in the longer term and a new
nuclear energy strategy can be finalized.

Consider the impact of new energy sources
on the grid when implementing renewable
energy policies. Key areas of concern

for new renewable energy sources are
interconnection with the respective electric
utility and that interconnection costs and
access to the grid need to be transparent
and fair. Moreover, consideration of how
technologies are integrated into Japan’s
grid system and how the electricity is best
managed will require development of the
so-called “smart grid” to improve grid
reliability, and allow consumers and utilities
to improve the efficiency of energy use.

Emphasize energy efficiency measures
throughout the economy where applicable
with (i) effective demand management
controls that include reducing consumption,
particularly during peak hours, (ii) the use
of “smart” meters which provide important
consumption and demand information to
both consumers and providers and as a
byproduct of these and other measures, (iii)
increased deployment of energy-efficient
technologies involving thermal storage

and cogeneration systems, (iv) improved
building insulation and other passive design
improvements, and (v) the use of large-
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scale battery power for peak-management
and disaster back-up.

o Diversify Japan’s sources of liquefied
natural gas (LNG) and other fuel sources
to strengthen the country’s energy security
and promote the deployment of low-carbon
technologies and environmental goods and
services through free trade policies that
eliminate tariffs and non-tariff barriers to
help Japan achieve its low carbon objectives
and deploy clean energy technology from
many sources as quickly as possible. Japan
and the United States have much to gain
from an alliance through the Trans-Pacific
Partnership (TPP), including the availability
of LNG exports from the United States,
which potentially could be facilitated by
the TPP, and possibly avoid the need for a
special exemption determination under the
Natural Gas Act of 1938.

o Maintain Japan’s international leadership
in the global effort to fight climate change
and formulate the New Basic Energy Plan
with a view to minimizing greenhouse gas
(GHG) emissions in the short- and medium-
term and to make commitments to reducing
emissions in the long-term.

o Implement all supporting regulatory
initiatives based on technically valid
and globally harmonized standards with
predictable and inclusive processes as
outlined above.

BACKGROUND

In October 2011, the Committee, through

a newly formed Fundamental Issues
Subcommittee, commenced a study of the
current Basic Energy Plan (revised in June
2010). In the wake of the Fukushima crisis, the
Committee took the approach of working from a
“clean slate” to formulate a new plan that would
include a new energy mix and measures for its
realization, with a final version of the new energy
plan to be submitted to METI in the summer of
2012. On December 20, 2011, the Fundamental
Issues Subcommittee issued an interim report
entitled “Major Discussion Points Toward the
Establishment of a New Basic Energy Plan for
Japan” (Interim Report), which summarized
major discussion points without stating definitive
conclusions or specific policy measures.
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Thereafter, on June 19, 2012, the Committee
issued its specific draft proposals based upon
which the Energy Council on June 29, 2012
issued formal proposals to be considered by the
GOJ, which included three possible options for
Japan’s energy mix (Energy Mix Options). The
Energy Mix Options are briefly summarized as
follows:

e Option 1: 0% nuclear generation, 35%
renewable energy and 65% thermal energy

e Option 2: 15% nuclear generation, 30%
renewable energy and 55% thermal energy

e Option 3: 20-25% nuclear generation, 25-
30% renewable energy and 50% thermal energy

Options 1, 2 and 3 are projected to reduce GHG
emissions from 1990 levels by 23% to 25% by
2030, although these levels would only reach a
range of 0% to 11% below 1990 levels in the
next eight years, by 2020, falling far short of the
25% reduction initially committed to by the GOJ
under the Hatoyama Administration in 2009.

The GOJ released its Innovative Strategy

for Energy and the Environment (Innovative
Strategy) on September 14, 2012 (as this
Viewpoint was in its final stage of preparation)
pursuant to which the GOJ undertakes to reduce
the number of nuclear power plants in operation
to zero within the 2030’s as well as, among other
things, to promote a shift toward green energy.
However, very shortly after the release, on
September 19, 2012 the Prime Minister’s cabinet
did not approve the strategy in its entirety and
stated that the GOJ would continue to examine
and review the strategy in a flexible manner
while conducting responsible debate with local
governments and the international community.
These developments raise uncertainty as to the
status and actual substance of the Innovative
Strategy. Given that these developments
occurred just prior to the release of this
Viewpoint, this Viewpoint does not address any
specific measures of the Innovative Strategy that
may incorporate the New Basic Energy Plan or
otherwise affect energy policy. At a later time
when the Innovative Strategy has become more
concrete and better understood, the ACCJ may
release a supplemental Viewpoint if the elements
of the Innovative Strategy are inconsistent with
the ACCJ’s assumptions herein or to address
additional concerns.
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The formulation of the New Basic Energy Plan

(as it incorporates the developing Innovative
Strategy) is of critical national importance to
Japan’s future, particularly in light of the tragic
March 11, 2011 events, and will profoundly affect
the welfare and economic prospects of not only
the Japanese business community, but also of
foreign businesses in Japan, which are important
participants and stakeholders in Japan’s future.

ISSUES

1. Act with Deliberate Speed, Ensure
Transparency and Inclusiveness in
Policy Formulation and Supporting
Regulatory Initiatives.

a. Currently, the business community in Japan
faces a number of critical energy-related adverse
conditions: (i) most of the nuclear reactors are
currently offline, and with extreme temperature
highs and lows expected in summer and winter
months, there is an increased possibility of
power shortages and rolling blackouts that could
further disrupt business operations; (ii) utilities
such as TEPCO have proposed or implemented
electricity rate increases to consumers and
businesses to recover the soaring procurement
costs of fuels for thermal energy generation in
the absence of nuclear energy power generation;
(iii) for businesses, regulatory uncertainty exists
regarding the steps that the GOJ will take to
ensure that the energy supply will be stable,
secure and cost-effective in the immediate future,
as well as, the medium- and long-term.

These conditions raise immediate concerns
regarding adverse impacts on Japanese citizens
and the international business community in
Japan. Notwithstanding the Energy Mix Options
presented by the Energy Council and given the
uncertainty of the zero nuclear target originally
announced as part of the Innovative Strategy,
the GOJ has not yet firmly articulated a coherent
vision as to how it will address Japan’s future
energy mix. Businesses need guidance from

the GOJ to be able to plan for the future. All of
the aforementioned adverse conditions (e.g.,
increased energy costs, possible business
disruptions, regulatory uncertainty) substantially
increase the likelihood that both Japanese and
international businesses operating in Japan

will begin to consider moving their operations
outside of Japan in order to maintain cost
competitiveness. Furthermore, these conditions
will adversely impact future foreign direct
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investment into Japan that would otherwise be
available to address critical needs.

It is the ACCJ’s strong hope for the future of
Japan that the GOJ will successfully transform
the current challenging circumstances into
positive opportunities for stimulating and creating
a robust economy that will emphasize energy
security and increase foreign direct investment
into Japan. In this regard, a clear statement

by the GOJ of the New Basic Energy Plan and
related energy policies is essential to minimize
the adverse impact of an uncertain policy on

the Japanese economy and avoid a significant
investment exodus from Japan. Furthermore,
articulation of a clear policy would encourage new
investment from foreign firms that can provide
critical technological solutions, know-how and
capital to facilitate Japan’s transition to a new
energy mix based on a significant increase in the
use of renewable energy, the more efficient and
cleaner use of fossil fuels and the reduction of
overall energy demand.

b. The formulation of Japan’s New Basic

Energy Plan broadly affects a large number of
stakeholders (both domestic and foreign-owned).
The ACCJ requests that all such interested
stakeholders, including the energy industry and
industry participants with relevant specialized
knowledge, participate in the formulation of
GOJ’s energy policy and at each critical step

in the regulatory process. Such participation
should be transparent, and should include foreign
stakeholders to enable the GOJ to draw upon the
expertise of specialists working and performing
research outside and inside Japan. To facilitate
the optimal exchange of knowledge and ideas,

at a minimum, English summaries of important
policy documents should be disseminated on

a timely basis and carefully-considered views
should be accepted for submission in both English
(at least initially) and Japanese. Transparency
and inclusiveness will result in a better-informed
energy policy and legislation to the benefit of
Japan’s citizens.

To be clear, the ACCJ is not advocating that

full translations or summaries of every policy
document be provided as this could pose a
substantial burden on the GOJ and delay the
formulation of its policies; rather, a practical and
sensible balance should be struck to provide

at least a reasonable minimum level of critical
information in English to the foreign business
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community so that it is put on notice of key
policy formulation developments and meaningful
input can be provided to the GOJ on a timely
basis.

2. Adopt Policies that Promote Diversified,
Clean Energy Sources with an Emphasis
on Renewable Energy.

a. To minimize vulnerabilities in the current
power generation and distribution system and to
increase overall safety and energy security, the
ACCJ encourages the introduction and increased
use of diversified and clean energy sources.

In particular, the GOJ should encourage and
expand the use of renewable energy sources
such as wind, solar, geothermal and ocean
thermal sources, among others, as a substantial
portion of its future energy mix. It should be
acknowledged that nuclear energy is one of
many energy options that should not be ignored
in the New Basic Energy Plan particularly for

the near and medium term. Nuclear energy

can and must be made safer against natural
disasters. However, as much as other renewable
energy technologies are desirable, the near
term alternative to nuclear energy in Japan in
significant quantity will be an expensive increase
of imported fossil fuels which will be costly and
detrimental to the environment. Renewable
energy has the dual benefit of lowering GHG
emissions and increasing energy security by
reducing dependency on fossil fuels. The

ACCJ notes and supports the fact that each of
the Energy Mix Options includes a substantial
increase of 25 — 35% in the use of renewable
energy.

b. Currently, however, no ocean renewable
energy sources are included in the GOJ’s recently
implemented feed-in-tariff program. Given
eventual limits to construction for land-based
power generation and Japan’s vast territorial
waters with great potential for sea-based wind,
tidal and thermal power generation, ocean
renewable energy, once commercialized, should
receive comparable feed-in tariff support from
the GOJ as other renewable energy sources.

c. Renewable energy policies must take into
consideration the impact of new energy sources
on the grid. As discussed in the ACCJ’s previous
Viewpoint entitled “Ensure that the Renewable
Electric Energy Feed-In-Tariff Promotes Japan’s
Short- and Long-Term Electric Energy Policy
Goals,” key areas of concern for new renewable
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energy sources are interconnection with the
electric utility, transparency and fairness of
interconnection costs and access to the grid;
provision of information by the respective electric
utility early in project planning and careful
monitoring of implementation; and further
development and reform of Japan’s transmission
grid. Moreover, consideration of how technologies
are integrated into Japan’s grid system and

how the electricity is best managed will require
development of the so-called Smart Grid. Smart
software systems can improve grid reliability,
and allow consumers and utilities to improve the
efficiency of energy use. They are therefore a
key enabler of energy efficiency. Interoperability
and security minimize the risks for all smart grid
stakeholders.

3. Embrace Technologies that Enable
Cleaner and More Efficient Utilization
of Fossil Fuels and Diversify Energy
Sources to Increase Energy Security.

a. In the face of reduced nuclear power
availability, Japan has been forced to rely more
on fossil fuel power generation in order to meet
the country’s energy needs. Consequently, to
compensate for the current power shortages,
idle thermal power plants have been brought
back online even though they may be operating
with suboptimal efficiency compared to newer
facilities. On top of efficiency issues is the added
problem of increased GHG emissions compared
to nuclear energy. The ACCJ encourages the
GOJ to formulate the New Basic Energy Plan with
an emphasis on the use of natural gas thermal
power generation (the cleanest of current fossil
fuel options) for base load power as well as peak
power in the short and medium term, regardless
of the final selection of the Energy Mix Options,
to moderate the increase of GHG emissions and
reduce operational costs associated with the

use of older facilities. A comprehensive plan for
combination of renewable and flexible natural gas
combined cycle sources as well as incentives for
upgrades and replacements of less efficient, older
gas turbine equipment would serve to balance
generating demand efficiencies and security of
supply with environmental impacts.

b. Investment in technologies that enhance
efficiency in existing equipment and allow for the
use of cleaner fuels such as turbine-generator
upgrades and plant conversions should be
promoted in the New Basic Energy Plan to enable
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the realization of more efficient generation in the
short-term. Combined heat and power (CHP)
and waste to heat power (WHIP) technologies are
also currently available, and should be utilized to
reduce primary energy inputs, improve overall
supply side efficiency and control GHG emissions.
The New Basic Energy Plan should also broadly
promote the deployment of low-carbon
technologies by supporting the free trade of
environmental goods and services to encourage
competition, lower costs, diversify supply

and enable Japan to achieve its low carbon
objectives sooner. Japan’s interest in joining the
negotiations for a TPP trade agreement, which
will encourage trade in environmental goods and
services, could further support Japan’s ability to
effectively deploy low-carbon technologies.

c. Japan should continue to diversify its sources
of LNG and other fuel sources to strengthen
Japan’s energy security. Including LNG as a
significant proportion of Japan’s energy mix
would help to balance concerns over supply
security and moderate the increase in GHG
emissions and could prove to be a more cost
effective choice for the long run. Japan is already
the world’s largest importer of LNG, and LNG

is available from many geographical locations.
While there currently is no global price for LNG,
it is conceivable that the introduction of U.S.
LNG could help shift the market from a seller’s
market to buyer’s market in the medium- to
longer-term allowing U.S.-sourced LNG to replace
less competitively priced oil on the margin in
the Asian market. In this regard, Japan and the
U.S. may gain much from working through the
TPP, which could also facilitate the availability
of LNG exports to Japan from the U.S. if it were
to eliminate a requirement to seek a special
exemption under U.S. law.

4. Emphasize Demand-Side Conservation
and Choice.

a. While Japan has a long history as a world
leader in industrial sector supply-side energy
efficiency, the ACCJ encourages the GOJ to
consider formulating the New Basic Energy Plan
so that it also supports the further deployment
of demand-side measures throughout the
economy where applicable, with particular focus
on the residential and commercial building
sectors; these measures should reduce peak
power consumption without adversely impacting
economic activities. Such efforts will not
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only help Japan to achieve its GHG emissions
reduction targets, but will also help to alleviate
supply side pressure and to promote further
development and deployment of energy-efficient
technologies.

b. The residential and commercial building
sectors have great untapped potential for
reducing energy use, particularly during peak
hours. Solutions include the increased use of
smart meters, building energy management
systems (BEMS), home energy management
systems (HEMS) and other such systems to

help both energy providers and consumers
monitor and manage actual energy use more
efficiently. Other solutions include requiring
improved building insulation and other passive
design improvements, promoting cooling systems
that include thermal storage, and constructing
cogeneration systems, all of which could
significantly increase the efficiency of energy
consumption and thereby reduce energy demand.

5. Continue to Exhibit Leadership on
Climate Change and Incorporate GHG
Emission Reduction Measures into the
New Basic Energy Policy.

On September 22, 2009, Japan demonstrated
bold international leadership in the fight against
climate change by announcing at the United
Nations that, subject to certain conditions,
Japan would make a medium-term commitment
to reduce GHG emissions by 25% from 1990
levels by 2020. The ACCJ recognizes that such
ambitious targets may be unrealistic in light of
the subsequent events that led to the decision
to reduce Japan’s reliance on nuclear energy.
Moreover, each of the Energy Mix Options
presented by the Energy Council confirms this
challenge, and now the GOJ anticipates achieving
a reduction of 0% to 11% from 1990 levels by
2020, far short of the 25% commitment made
pre-Fukushima.

Notwithstanding the changed circumstances
that Japan faces, the ACCJ encourages the GOJ
to maintain its place as an international leader
on climate change. The ACCJ hopes that the
Fukushima disaster has provided an opportunity
to incorporate into the New Basic Energy Plan
measures that will nevertheless reduce GHG
emissions to the extent economically feasible.
Such medium-term recommendations involve
the increased use of cleaner sources of energy
in the resulting energy mix, the use of clean
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technologies and the promotion of free trade in
environmental goods and services as discussed

in this Viewpoint. The ACCJ also hopes that

the GOJ will endeavor to continue to make
meaningful binding international medium-term
and long-term commitments to GHG reductions
under the so-called “Durban Platform” to be
negotiated by 2015 (to take effect in 2020) or
under a similar treaty or legal framework. In this
regard, the ACCJ acknowledges that the Energy
Mix Options, based on the Energy Council’s
projections, would yield a 23% to 25% reduction
of GHG emissions from 1990 levels by 2030. The
ACCJ supports the Energy Council’s approach to
take into consideration in the Energy Mix Options
reductions in GHG emissions.

6. Successfully Implement Supporting
Regulatory Initiatives.

The Energy Council has suggested that a number
of regulatory measures may be necessary to
effectuate the implementation of the Energy Mix
Options (e.g., tax incentives for energy efficient
equipment, the raising of energy efficiency
standards for new buildings, revision of land use
regulations and mandatory CO2 reduction targets
for businesses that use thermal energy). The
New Basic Energy Plan should include a review of
energy regulatory initiatives with a view toward
ensuring that they meet the objectives of Japan’s
law without imposing requirements that cause
unwarranted delays in improving Japan’s power
sector. For example, consideration should be
given to ensuring that environmental impact
assessments are expeditious, thorough and
consistent with international standards in terms
of requirements and standards such that new
power plant capacity is not delayed by several
years unless the assessments have uncovered
matters that require extended consideration or
remedy. Finally, as stated previously, it is in
Japan’s best interests for a sustained recovery
that any supporting regulatory initiatives and
reforms of the Energy Mix Options or the

New Basic Energy Plan should be carried out

in @ manner that ensures predictability and
inclusiveness of the U.S. and other foreign
business communities and should be based

on technically valid and globally harmonized
standards wherever applicable.

CONCLUSION

In the view of the ACC]J, Japan’s continued
success depends fundamentally on the energy
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policies it creates at this critical juncture in

its history. ACCJ companies stand ready to
contribute to the process of developing a

new energy policy that will foster growth and
encourage foreign investment in Japan’s future.
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