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ACCJ Viewpoint

BACKGROUND

As expressed in previous statements, the ACCJ offers
full support for Japan’s net-zero carbon goals by
2050 and had previously offered recommendations
for deregulatory measures to enable large-scale
renewable energy investment in Japan. The ACCJ
wants to make sure that the Government of Japan
(GOJ) does not miss out on the opportunity to harness
the globally-proven potential of privately funded
corporate renewable power purchase agreements
(PPASs) to grow the supply of renewable energy (RE)
quickly and affordably in Japan—without reliance on
public subsidies, or at any other cost to Japanese
taxpayers or electricity ratepayers.

While we have been encouraged by the discussions
on expanding corporate renewable power purchase
options—e.g., at working groups at the Ministry
of Economy, Trade and Industry (METI) / Agency
for Natural Resources and Energy (ANRE) and the
Cabinet Office for Regulatory Reform—that have
occurred since then, we remain concerned by the
absence of critical measures that will be needed
for market-driven corporate RE investments to
accelerate in Japan at the scale that they have in
other parts of the industrialized world. We have
highlighted these below, along with our high-level
recommendations for rectifying what is missing
from current considerations.

RECOMMENDATIONS

1. Any exemption of the feed-in tariff (FIT)
levy for non-FIT corporate PPAs should not
be limited to PPAs with physical delivery.

2. The regulatory scheme should ensure that
non-FIT Non-Fossil Fuel Certificates (NFCs)
may be transferred bilaterally between RE
developers and PPA-contracted consumers.

3. Japanese policymakers and regulators should
focus on doing whatever can be done, for ex-
ample specifying a mechanism in the appro-
priate regulations that references appropriate
price indices, to ensure that the forthcoming
FIP regime maintains a reference price as
close as possible to wholesale market rates
going forward.
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ISSUES

1. It is welcome and encouraging news that METI/
ANRE is seeking to drive down the cost of renewable
energy in Japan by advocating for an exemption
from the FIT levy for businesses that purchase non-
FIT renewable power via corporate PPAs.!

However, corporate consumers remain concerned
that the current discussion on this topic seems to
be focused on only certain types of PPAs, and want
to ensure that any exemption of the FIT levy for
non-FIT corporate PPAs not be limited to PPAs with
physical delivery.

Across much of the rest of the world, “virtual”
PPAs, which require no physical delivery of power,
have become one of the greatest drivers for
new RE investment. Corporate RE consumers and
developers are increasingly taking this approach to
bring more renewable energy onto the grid flexibly
and affordably, while helping local energy consumers
avoid subsidy costs on their energy bills.

Corporate PPAs, which do not rely on subsidies like
the FIT, will incentivize corporate users and private
power producers to bring more renewable energy
projects online and deliver clean energy to the grid
at no cost to other consumers or energy users in
Japan. In the past, while public funding has been
essential to enable renewable energy to compete
with fossil fuels on price per megawatt-hour (MWh),
with corporate PPAs, the cost of building a renewable
energy source, such as a solar or wind farm, is fully
borne by the corporate purchaser or a private power
producer.

A virtual PPA (VPPA) is a contract between a power
producer and an offtaker (buyer) in which the price
for the underlying electricity is settled under a
contract for difference (CFD), typically over a fixed,
extended period of time, without the requirement
for any physical exchange or delivery of power.
Under the CFD, the power producer and offtaker
agree on a “strike price” for the electricity and a
market-based reference price over the duration of
the contract. When the market reference is lower
than the strike price, the offtaker tops up the
amount paid to the power producer to the strike
price. When the market reference price is higher
than the strike price, the power producer pays the
difference to the offtaker.

VPPAs enable renewables developers to obtain
project financing without needing to rely on public

1. https://www.meti.go.jp/shingikai/enecho/denryoku_gas/denryoku_gas/pdf/031_04_00.pdf
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1. https://www.meti.go.jpo/shingikai/enecho/denryoku_gas/denryoku gas/pdf/031 04 00.pdf

BARICEFZ/N\—F vILPPADRR EEEHIRICK D BEICL DRI DFERMIE TOBLEREIR/ILFT—BADIEKE

IXINF—FER / 2022F3AXTHEY

Recommendations on Enabling Virtual Power Purchase Agreements and Lowering Hurdles to Scaling Corporate
Renewable Power Purchases Quickly and Affordably in Japan / Energy Committee / Valid through March 2022 3



ACCJ Viewpoint

subsidies by providing developers with a long-
term, fixed price for power. Beyond delivering a
more decarbonized grid mix paid for entirely by
corporate purchasers of renewable power, VPPAs
also have the added benefit of helping to scale
development in a greater variety of and in more
remote regions than is possible with PPAs that
require physical delivery of power. VPPAs also result
in greater trading volume of renewable power on
the wholesale market, since the energy purchased
in corporate VPPAs is sold on the wholesale
electricity market at a defined settlement location
(with the buyer continuing to get their electricity
locally from their utility company at the utility’s
rate). The combined flexibility, convenience, and
scalability of VPPAs thus makes this approach a
clear win-win-win for corporate consumers, for RE
developers, as well as for society at large.

VPPAs have the potential to be a great driver for
growth in Japan as well, and thus should not be
excluded from any considerations around exemption
of the FIT levy for non-FIT corporate PPAs in Japan.
Going forward, any exemptions applied to PPAs in
Japan should be applied equally to all PPA types,
without being limited to those dependent on physical
delivery of power.

2. To further reduce barriers to corporate procure-
ment of non-FIT RE, it is crucial that Japanese
policymakers and regulators ensure that non-FIT
non-fossil fuel certificates (NFCs) can be transferred
bilaterally between RE developers and PPA-contracted
consumers. We are encouraged to see discussion of
this underway at METI,? and urge continued focus on
resolving this impediment.

For corporate consumers in Japan to be able to
claim credit against their global RE commitments,
it is important that they be able to purchase RE
that can be certified with environment attributes
or renewable energy certificates (RECs), which in
Japan’s case generally means use of NFCs.

However, currently in Japan, the Non-Fossil Fuel
Energy Promotion Act (Koudoka hou) limits transfer
of non-FIT NFCs between developers and retailers.
Bilateral, direct transfer of non-FIT NFCs between
RE developers and end-use consumers—via VPPAs,
for example, one of the most common means by
which corporate RE PPAs are structured around the
world today—is currently not permitted. This, on top

2. https://www.meti.go.jp/shingikai/enecho/denryoku_gas/denryoku_gas/seido_kento/
pdf/047_04_00.pdf
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2. https://www.meti.go.jp/shingikai/enecho/denryoku gas/denryoku gas/seido kento
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of potential filing obligations under the Commodity
Derivatives Transaction Act, is one of the clearest
regulatory hurdles to enabling VPPAs in Japan today.
Ensuring that non-FIT NFCs can be transferred
bilaterally between RE developers and PPA-contracted
consumers should therefore be an important
deregulatory focus for quickly scaling markets for
non-FIT RE via corporate VPPASs in Japan.

Without revisions to enable the bilateral transfer of
NFCs between developers and offtakers, corporate
consumers are likely to look for alternatives, such
as the International Renewable Energy Certificate
(I-REC) system, an internationally recognized means
of contracting for and tracking renewable energy claims
from production to end-user under the Greenhouse
Gas Protocol,® which was recently approved for use
in Japan (and which allows for interaction with NFCs,
while avoiding the risk of double counting).

3. Finally, as Japan transitions from the FIT to a
feed-in-premium (FIP) system starting in 2022,
Japanese policymakers and regulators should
focus on doing whatever can be done to make
sure that the forthcoming FIP regime maintains a
reference price as close as possible to wholesale
market rates going forward.

This is a crucial point, which has not been adequately
considered in recent Japanese policy deliberations,
and yet which will have a critical impact on whether
corporate renewable power PPAs will take off in
Japan or not.

In Japan to date, high, fixed long-term Feed-in-
Tariff (FIT) rates have driven a high reference price
for PPAs, as RE developers have little incentive to
sell renewable power at prices lower than FIT rates.
Ensuring that the FIP reference price is maintained
as closely as possible to wholesale electricity rates in
2022 and onwards will help to ensure that renewable
power project developers in Japan are incentivized
to take a serious look at PPAs, driving down costs
to Japanese taxpayers and ratepayers, and enabling
an equal playing field while creating the conditions
for corporate renewable power PPAs to scale quickly
in Japan.

3. https://ghgprotocol.org/sites/default/files/standards/Scope%202%20Guidance_Fi-
nal_Sept26.pdf (p. 48) — English

https://ghgprotocol.org/sites/default/files/standards/Scope%202%20Guidance%20Trans-
laton%20Final%20%28Feb%206%202020%29%20SLSV%20CES%20INSTITUTE%20
%28PDF%29 5.pdf (p.63) - Japanese
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3. https://ghgprotocol.org/sites/default/files/standards/Scope%202%20Guidance%20
Translaton%20Final%20%28Feb%206%202020%29%20SLSV%20CES%20INSTITUTE%20
%28PDF%29 5.pdf
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CONCLUSION

In recent years, corporate renewable PPAs have
been the most significant driver for the increasing
uptake of RE globally, and have substantial potential
to accelerate RE development at no cost to taxpayers
or other electricity ratepayers in Japan. We hope that
the recommendations above will help to ensure that
virtual PPAs, the most scalable and flexible corporate
RE PPA option used globally today, will be deployable
in Japan as well. And to be able to scale corporate
RE investment quickly and affordably in Japan,
further consideration is needed around lowering
hurdles by enabling the bilateral, direct transfer
of non-FIT NFCs from developer to consumer,
in addition to lowering costs by ensuring a FIP
reference price tied closely to wholesale market
rates in 2022 and beyond.
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