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1 Executive Summary

In 2022, energy security concerns were acute in Japan due to a combination of:

(i) the oil price surge and a weak yen and (ii) power shortage alerts in March and June
triggered by the reduced capacity of inter-regional transmission lines following the
earthquake on 16 March 2022 and power demands in response to extreme

weather conditions.

In the offshore wind sector, the Japanese government’s initial response to the energy
security concerns has been: (i) reaffirmed its commitment to implementing annual
offshore wind auctions (more than 1GW in aggregate every year); (ii) to incentivise
earlier commercial operation of offshore wind projects; and (iii) to focus on the
creation of resilient supply chains.

Looking forward, there have been policy discussions on the creation of an auction
process for offshore wind projects in the Exclusive Economic Zone (“EEZ”). The
opportunities in the EEZ are likely to shape the offshore wind sector in the next coming
decades. In the recent G7 Summit in Hiroshima, G7 countries referred to a collective
increase in offshore wind capacity of 150GW by 2030 based on each country’s
existing targets.!

To that end, we will focus on the updates with respect to:

> project site designations (including designations of areas subject to the
“Japan Central Model”) — further announcements are expected in
August/September 2023;

> changes in the auction guidelines (see section 3);
> offshore wind project opportunities in the EEZ (see section 4); and
> grid related updates (see section 5).

We have previously published the following offshore wind reports (all of them are
available on our website) and this report is intended to update and supplement
the information set out in our previous reports:

i. “Japan Offshore Wind: Approaching a Tipping Point” published in October 2018
(the “2018 LL OSW Report”);?

ii. “Japan Offshore Wind Report (2nd Edition): At the Crossroads of Key Decisions”
published in November 2019 (the “2019 LL OSW Report”);3

iii. “Japan Offshore Wind Report (3rd Edition): Time to Bid” published in September
2020 (the “2020 LL OSW Report”);* and

iv. “Japan Offshore Wind Report (4th Edition): Winds Of Change” published in
September 2020 (the “2021 LL OSW Report”).®

Capitalised terms in this report have the same meaning given to them in the reports
listed above.

Section 25 of the G7 Hiroshima Leaders’ Communiqué.

Download Japan Offshore Wind: Approaching a Tipping Point.

Download Japan Offshore Wind Report (2nd Edition): At the Crossroads of Key Decisions.
Download Japan Offshore Wind Report (3rd Edition): Time to Bid.

Download Japan Offshore Wind Report (4th Edition): Winds Of Change.
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The opportunities in the
EEZ are likely to shape
the offshore wind sector
in the next coming
decades.



https://www.mofa.go.jp/files/100506907.pdf
https://www.linklaters.com/de-de/insights/publications/2018/october---archived/japan-offshore-wind
https://www.linklaters.com/en/insights/publications/2019/october/japan-offshore-wind-report-2
https://www.linklaters.com/en/insights/thought-leadership/asia-pacific-renewable-energy-insights-2020/japan-offshore-wind-report-third-edition
https://www.linklaters.com/en/insights/thought-leadership/asia-pacific-renewable-energy-insights/2021/japan-offshore-wind-report-fourth-edition
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2 Project Site Designations

2.1 Offshore wind projects under the Marine Renewables Energy Act

Prior to the announcement of the results of the public auction for the Round

1 Fixed Bottom OSW Projects (the “Round 1 Fixed Bottom Auction”) on 24
December 2021, METI/MLIT launched a public auction for the sea area off the
coast of Happo Town and Noshiro City, Akita Prefecture as a Promotion Area (the
“Happo Promotion Area”) on

10 December 2021. However, given the Ukraine crisis and energy security
concerns, METI/MLIT decided to revise the auction guidelines to incentivise
acceleration of the construction of the auctioned projects.

As a result, the auction for the Happo Promotion Area was suspended on

18 March 2022.

On 30 September 2022 METI/MLIT designated the following areas as promotion
areas with a view to launching a public auction (together with the Happo
Promotion Area) by the end of 2022 (the “Round 2 Promotion Areas”):

i. Enoshima, Saikai City, Nagasaki Prefecture (the “Enoshima Saikai
Promotion Area”);

i. Murakami City and Tainai City, Niigata Prefecture (the “Murakami Tainai
Promotion Area”); and

iii. Oga City, Katagami City and Akita City, Akita Prefecture (the “Katagami
Promotion Area”).

All of these Promotion Areas are for fixed bottom offshore wind projects. Set out
below is certain project information:

R

Secured grid capacity 356MW éggmv\/\é ?ggl\Mﬂ\x 336MW
Minimum output capacity 285MW 99MW 282MW 269MW
Foundation Monopile Jacket Monopile Monopile
Ceiling price JPY19/kWh JPY29/kWh JPY19/kWh JPY19/kWh
Port Akita or Noshiro Kitakyushu Niigata Akita or Noshiro
Assumed earliest COD 30 June 2027 31 August 2028 30 June 2029 30 June 2027

6 https://www.meti.go.jp/press/2021/03/20220318012/20220318012.htm
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Executive Summary

2.1.2 Promising areas

METI/MLIT designated the sea area off the

coast of Kujukuri Town, Yamatake City and
Yokoshibahikari Town, Chiba Prefecture as a new
promising area for 2022 (the “Kujukuri Promising
Area”). As was the case with the sea area off the
coast of Isumi City, the Kujukuri Promising Area
did not go through the phase of the

preparatory stage.

The Northern and Southern side of the Sea of
Japan off the coast of Aomori Prefecture, and
the sea area off the coast of Yuza Town, Yamaga
Prefecture remain promising areas.

On 12 May 2023, following the grid connection
survey conducted by the government, five
preparatory stage areas in Hokkaido were
promoted to promising areas. Please see
paragraph 2.3.2 for further details.

Further announcements are expected in
August/September 2023.

2.1.3 Preparatory stage areas
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2.2

Port area project

There are five port area nearshore wind projects
under development to be implemented in
accordance with the Ports and Harbours Act.
The Akita offshore wind project reached its
commercial operation date on 31 January 20237
It is the first commercial scale offshore wind
project to reach its commercial operation date in
Japan. In addition, the Ishikari New Port project
reached financial close and started construction
in September 2022, and the Hibikinada Port
Project also reached the construction phase in
April 2023.

The Akita offshore wind project reached its
commercial operation date on 31 January 2023.
It is the first commercial scale offshore wind
project to reach its commercial operation date
in Japan.

METI/MLIT designated the sea area off the
coast of Nyuzen Town and Asahi Town, Toyama
Prefecture as new preparatory stage area for
2022. There have been no escalations from
preparatory stage areas to the promising area
in 2022.

See Schedule 1 for the geographical location
of Promotion Areas, promising areas and
preparatory stage areas.

-l
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2.3

Japan Central Model

The Act Concerning the Japan Qil, Gas and Metals
National Corporation (“JOGMEC”) was amended
in 2022 and JOGMEC was empowered to carry out
initial surveys for meteorological, oceanographic,
atmospheric, and seabed geological conditions.?
This amendment is expected to address
inefficiencies in the multiple surveys carried

out on the same or adjacent sites and minimise
disruption to fishing and other business activities.
The disruption caused by the surveys by multiple
developers on some occasions gave rise to
opposition among the stakeholders (which
resulted in delays in the relevant project
designation process).

Following a consultation of the METI and MLIT
Offshore Wind Joint Working Group (“METI/MLIT
OSW WG”) on 30 September 2022, METI and
MLIT determined the criteria for area designation
for JOGMEC surveys.® On 13 January 2023,

METI designated the following three sites as sites
subject to JOGMEC surveys:

> Gannu Area, Minami-shiribeshi Area,
Hokkaido Prefecture;

> Shimamaki Area, Hokkaido Prefecture; and

> Hiyama Area, Hokkaido Prefecture.'©

In addition, METI carried out a survey on grid
connection on five sites in Hokkaido with a view

to applying the new scheme for procurement of
grid capacity by the government introduced by the
amendment to the Promotion Area Designation
Guidelines in July 2021 (please also see section
3.2.2.d.ii. of the 2021 LL OSW Report) and, on 12
May 2023, it announced that the five sites set out
below in the north western coast of Hokkaido have
been designated as additional

“promising areas”:

> Ishikari City, Hokkaido Prefecture;

> Gannu Area, Minami-shiribeshi Area,
Hokkaido Prefecture;

> Shimamaki Area, Hokkaido Prefecture;
> Hiyama Area, Hokkaido Prefecture; and
> Matsumae Area Hokkaido Prefecture.

In respect of the sites listed above, METI noted

in the press release that the auctions will not be
based on the grid connection rights procured

by private developers. The grid connection
information will be provided by the government (on
the basis that the connection rights are “non-firm”
connections — see also section 3.2.3.b.1. of the
2021 LL OSW Report).

8 https://www.jogmec.go.jp/english/offshore-wind/offshore-wind_10_00001.html
9 https://www.meti.go.jp/shingikai/enecho/denryoku_gas/saisei_kano/yojo_furyoku/pdf/015_03_00.pdf
10 https://www.meti.go.jp/press/2022/01/20230113005/20230113005.html
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3 Changes in the Auction Guidelines

3.1 Round 1 results and subsequent discussions

The results of the Round 1 Fixed Bottom Auction sparked intense ;. m .'_' o

debates across the industry and required METI and MLIT to ° n N ’ . °
consider revisions to the auction guidelines. In the meantime, ., L. .’ . E—I
the Ukraine crisis raised energy security concerns and, given : -

the Round 1 Fixed Bottom Auctions, offshore wind projects were
perceived to be a cost competitive source of energy.

The proposal for changes in the auction guidelines first came out

at the 11" meeting of the METI/MLIT OSW WG held on 23 May The results of the Round 1 Fixed

2022. At the 12" meeting of the METI/MLIT OSW WG held on 30 Bottom Auction sparked intense
May 2022, Japan Wind Power Association and the representative debates across the industry
of the consortium which participated in the Round 1 Fixed Bottom and required METI and MLIT to
Auction were given an opportunity to express their views regarding consider revisions to the

the proposed changes., Based on the two meetings, METI and
MLIT proposed changes at the 14" meeting of the METI/MLIT
OSW WG held on 23 June 2022. The proposed changes were then
released for a public consultation process, with the consultation
period being closed on 13 August 2022.

auction guidelines.

Following the responses provided in the public consultation METI
and MLIT held the 15th meeting of the METI/MLIT OSW WG on 30
September 2022. METI/MLIT then discussed the port use conflict
issue and other follow-up items at the 16th METI/MLIT OSW WG
held on 14 October 2022 and the 17th METI/MLIT OSW WG held
on 28 October 2022. The draft public auction guidelines for the
Round 2 Promotion Areas were released for public consultation on
8 November 2022.11 On 28 December 2022, the auction guidelines
for the Round 2 Promotion Areas (“Round 2 Auction Guidelines”)
were finalised and the auction was launched.

11 https://public-comment.e-gov.go.jp/servlet/Public?’CLASSNAME=PCM1040&id=1552211
03&Mode=1
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3.2 Public consultation process

The Round 2 Auction Guidelines went through
three public consultation processes before they
were finally released on 28 December 2022.

3.2.1  Firstly, the public consultation process regarding
the public auction guidelines for the Happo
Promotion Area was launched in November 2021,
and there were 580 comments and questions
from 38 parties. The responses were released

on 10 December 2021 simultaneously with

the launch of the public auction for the Happo

Promotion Area.!?

3.2.2  The public auction for the Happo Promotion Area
was subsequently suspended (see section 2.1.1
above), and following the discussions on the
change to the public auction guidelines, the public
consultation regarding the general guidelines

for the implementation of the public auction
process (the “General Sea Areas Public Auction
Implementation Guidelines”)!® was launched

in July 2022. There were 1045 comments and
questions, and the responses were published on
27 October 2022.14

Following the amendment to the General Sea
Areas Public Auction Implementation Guidelines,
the public consultation for the draft of the

Round 2 Auction Guidelines was conducted in
November 2022. There were 1449 comments
and questions, and the responses were published
on 28 December 2022 simultaneously with the
launch of the public auction for the Round 2
Promotion Areas.!® In addition, METI and MLIT
accepted the questions regarding the Round 2
Auction Guidelines from 28 December 2022 to 30
January 2023. The responses to 636 comments
and questions were released on 3 April 2023
(later amended on 9 May 2023) (the “Round 2
Guideline Q&A”).15V

S8
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3.3

Key features of Round 2 Auction
Guidelines

The basic evaluation framework remains
unchanged. 120 marks are allocated to each of
the price and Project Feasibility evaluation and
within the Project Feasibility evaluation 80 marks
are allocated to the Project Implementation
Capability and 40 marks to local stakeholders
engagement and economic impact. The key
changes in the auction guidelines are:

> transition from feed-in-tariff (“FIT”) to feed-
in-premium (“FIP”)(see section 3.3.1);

> changes in the Project Feasibility Criteria (see
section 3.3.2);

> alimit on awarded capacity (3.3.3);

> port capacity and priorities (3.3.4); and

> post-bid information disclosure (3.3.5).

Auction guidelines for the Round 1 Fixed Bottom
Auction were separate for each area, but the
Round 2 Auction Guidelines covers all four Round
2 Promation Areas. This is partially due to the limit
imposed on the awarded capacity across the four
Round 2 Promotion Areas.

The basic evaluation framework remains

unchanged - 120 marks are allocated to each of
the price and Project Feasibility evaluation.

12 https://public-comment.e-gov.go.jp/servlet/Public?’CLASSNAME=PCM1040&id=155211103&Mode=1

13 See also paragraph 1.4 of the 2019 LL OSW Report.

14 https://public-comment.e-gov.go.jp/serviet/Public’CLASSNAME=PCM1041&id=155221102&Mode=1

15 https://public-comment.e-gov.go.jp/serviet/Public’CLASSNAME=PCM1040&id=155221103&Mode=1

16 https://www.enecho.meti.go.jp/category/saving_and_new/saiene/yojo_furyoku/dl/sentei/20230509_kouboFAQ.pdf

17 METI/MLIT confirmed that the power generation surcharges apply only after the FIP period in respect of the offshore wind projects for the
Round 2 Promotion Areas: ref. n0s.93, 95, 551 and 622 of the Round 2 Guideline Q&A.

10 Japan Offshore Wind Report (5th Edition): Recalibration
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3.3.1 Transition from FIT to FIP
(Feed-in Premium)

i. Overview

FIP is an alternative subsidy regime where
renewable developers will receive the floating
payments representing the difference between
a pre-fixed base price and the market-based
reference price calculated under a certain
formula. Similar to the contract-for-different
scheme in the United Kingdom!® FIP is an
additional payment in addition to the revenues
from the sale of electricity and non-fossil
certificates. Therefore, developers will have
flexible offtake arrangements. However, unlike FIT,
developers are not exempted from the balancing
costs, being liable for the discrepancy between
the projected and actual power generation and
bearing the imbalance risks.

FIP came into effect on 1 April 2022 to replace the
existing FIT scheme, but the transition schedule

is not the same across all renewable categories.
Since the offshore wind industry in Japan is at

a nascent stage it was expected that FIT would
continue to apply for offshore wind projects for at
least a couple of future rounds. However, following
the low supply prices for the Round 1 Fixed
Bottom OSW Projects, the Procurement Price
Determination Committee made recommendation
that FIP should apply to the offshore wind projects
under the Marine Renewables Energy Act to be
certified by MET! in or after fiscal year 2024.1°

In accordance with this recommendation FIP
mandatorily applies to all of the offshore wind
projects for Round 2 Promotion Areas.?®

Please also see Schedule 2 for the details of
FIP calculation.

o> [

Zero Premium Level (“ZPL”)

The evaluation formula for FIT similarly applies

to FIP. In the public auctions under the Round 2
Auction Guidelines the fixed base price (strike
price) will be tendered instead of the supply

price in the FIT projects. However, unlike FIT,

a zero price bid is possible if a bidder relies on
bilateral corporate PPAs or sales to the wholesale
market (JEPX) and chooses not to benefit from
FIP. This causes a technical calculation issue as
the lowest bidder price is a denominator in the
evaluation formula, and more importantly, raises
a question if there should be any difference in
evaluation if two bid prices are sufficiently lower
than the expected minimum market price. For
example, under the existing formula there will be a
difference in evaluation between 1 yen/kWh and 2
yen/kWh bids but none of them would require any
FIP payment (unless the market price goes down
below 2 yen/kWh).

Supply price score = ([Lowest bid pricel/[Bidder’s
bid pricel) x 120

Therefore METI/MLIT proposed that, if the fixed
base price is below a “zero-premium level” (below
the anticipated market price) all bidders would
receive 120 marks. The proposed ZPL for Round 2
Promotion Areas is 3 yen/kWh.

The implication of ZPL is that if bidders are
comfortable with waiving FIP, the pricing
evaluation will no longer be a differentiator, and
the project feasibility evaluation determines the
winning bidder.

18 However, unlike UK CfD, even if the reference price exceeds the strike price, the difference does not have to be paid back to the government

under the FIP regime.

19 See I11.2.(7) of the opinion for the procurement price, etc. in or after fiscal year 2022 available here.
20 Floating offshore wind is not yet as competitive as fixed-bottom offshore wind and FIT will continue to be available, with no specific timeline for

transition to FIP for the moment.

11 Japan Offshore Wind Report (5th Edition): Recalibration
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Importance of corporate PPA arrangement 3.3.2

In contrast with FIT where GTDOs are the sole i.

offtakers, the route to market for FIP projects is
either: (a) sales at the wholesale market; or (b)
bilateral CPPAs. The biggest concern with respect
to the FIP model is the potential gap between the
FIP’s reference price and the actual applicable
market price. Reference price will be determined
by reference to: (x) annual weighted average
electricity price for the previous year; and (y) in the
case of solar and wind, the weighted average of
the regional power generation profile of the facility
using that technology (solar/wind). In particular,
wind conditions within a particular region can be
significantly different (eg Tohoku region

east/west coasts).

In addition: (1) onshore wind projects may be
located in bespoke places and therefore historical
datais not likely to represent the region as a whole
and (2) onshore wind and offshore wind conditions
are very different. Therefore the CPPA (and pricing
models therein) is likely to be a critical factor for
the project viability and bankability.

Imbalance risks

Generally, power generators are required to submit
power generation plans to OCCTO, and if metered
volumes do not match projected volumes, power
generators will bear the imbalance charges (being
the costs for balancing the difference) to the
relevant GTDO.

FIT projects are exempted from payment
obligations of balancing costs, but the bidders for
FIP projects will be exposed to these imbalance
risks (FIP includes premiums to compensate

the balancing costs to some extent but those

will be phased out). The balancing costs may

be significant and if bilateral corporate PPAs

are involved the risk allocation would need to be
clearly addressed in the corporate PPA.

Changes in the Project Feasibility Criteria
Overview

Following the Round 1 Fixed Bottom Auctions, a
wholesale change has been made in relation to the
Project Feasibility Criteria. A holistic approach (to
consider various factors in total) was taken in the
Project Feasibility Criteria evaluation in the Round
1 Fixed Bottom Auctions but there has been
criticism that the evaluation lacked transparency.
In response to the feedback, the revised auction
guidelines take a very detailed and atomistic
approach with the 5-level (and if disqualification

is included, the 6-level) scoring system based on
detailed standards and requirements. It is also
possible that there are multiple “top runners”
(which was not possible for certain criteria in the
Round 1 Fixed Bottom Auctions). However, there
remain subjective elements such as “outstanding”
or “excellent” in these criteria. Please see
Schedule 3 for details.

One of the changes that has been discussed
intensely is the “bottom-up” scoring approach
taken in relation to the Project Feasibility Criteria
and the imbalance between price and Project
Feasibility Criteria (given that on price evaluation
full marks (120 marks) is awarded to the lowest
bidder but no bidder may be awarded full marks
in relation to the Project Feasibility Criteria). In
the Round 1 Fixed Bottom Auction none of the
bidders scored full marks (120 marks) on the
Project Feasibility Criteria (the highest scores were
98 marks for the Choshi promotion area (“Choshi
Promotion Area”), 88 marks for the Noshiro,
Mitane and Oga promotion area (“Noshiro
Promotion Area”) and 91 marks for the Yurihonjo
promotion areas (“Yurihonjo Promotion Area”)).
Many bidders which participated in the Round 1
Fixed Bottom Auctions commented that, in effect,
the price and Project Feasibility Criteria are not of
equal weight.?!

21 See the presentation slides by the representatives for 13" METI/MLIT OSW WG available here.

12

Japan Offshore Wind Report (5th Edition): Recalibration


https://www.meti.go.jp/shingikai/enecho/denryoku_gas/saisei_kano/yojo_furyoku/013.html

13

METI and MLIT’s original proposal maintained the
Round 1 Fixed Bottom Auctions approach, but,
based on such feedback, METI and MLIT agreed
to change the approach. In the revised proposal,
the Project Feasibility Criteria is adjusted after the
initial evaluation is made based on the scoring
table such that the highest bidder is awarded

full marks (and the other bidders are awarded
marks proportionately to what they scored in the
initial scoring). Compared with the Round 1 Fixed
Bottom Auctions it is believed that the revised
approach will result in an approximately 20-30%
increase in the weight of the Project

Feasibility Criteria.

Project Implementation Capability

Among the Project Feasibility Criteria, the Project
Implementation Capability sub-criteria are

key. For the Round 2 Promotion Areas, Project
Implementation Capability has been restructured
into four categories set out below:

a. speedy implementation of the project plan/
earlier commencement of operations
(20 marks)

b. robustness of the project plan (20 marks),
comprising the sub-categories of:

[.  business implementation structure and
track records (10 marks); and

. financial plan (10 marks)

c. implementation of the project plan,
comprising the sub-categories of:

|.  project plan until commencement of
operations (15 marks)

ll. project plan after commencement of
operations (O&M and decommissioning
(5 marks)); and

d. stable electricity supply (20 marks).

The previous experience/track records (which
accounted for 30 marks) were removed as

an independent item and consolidated with
the business implementation structure and
track records as part of paragraph b above.

Japan Offshore Wind Report (5th Edition): Recalibration

The cutting-edge technology has been
removed as all consortium demonstrated
some sort of cutting-edge technology and did
not differentiate the bidders in the Round 1
Public Auction. See also the diagram set out in
Schedule 4.

Speediness of the project

One of the issues raised in relation to the

Round 1 Fixed Bottom Auction results was the
scheduled dates of commencement of operations
(September 2028 for Choshi Promotion Area,
December 2028 for Noshiro Promotion Area and
December 2030 for Yurihonjo Promotion Area). In
addition, in view of the developments in Ukraine
and the rising concerns for energy security, it was
proposed that 20 marks be allocated to the earlier
commencement of projects/scheduled COD. The
size of the allocated marks was heavily criticised
as excessive but remained in the final draft.

The manner of evaluation is that the Round

2 Auction Guidelines designate a back-end
reference date, and certain marks will be added
for each of the periods before that date. The
reference date for the public auctions regarding
the Round 2 Promotion Areas is 1 April 2031, such
date being the reference date for determining the
progress of the 2030 renewables introduction
target. To prevent reckless proposed CQOD, if the
Project Plan Feasibility score falls below 50%

(20 marks), no marks will be given to the COD
evaluation, and the COD score will be scaled in
proportion to the project plan feasibility score
against the maximum score (40 marks). Please
also see paragraph 2.1.1 of Schedule 3.

An additional guarantee deposit will be introduced
as a deterrent for delayed commencement, in
addition to the three phase existing guarantee
deposits.

Long-lead items including EIA, grid procurement,
and coordination with Class NK will be a key factor
for an earlier achievement of COD.
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iv. Risk scenarios

3.3.3

In the Round 1 Public Auctions, bidders were
required to identify risk scenarios and propose
mitigants as a part of the bid proposals. However,
METI and /MLIT seems to have experienced
difficulties for comparing the bidders’ risk
scenarios as they were presented differently.

The Round 2 Auction Guidelines provide basic
risk scenarios and require analysis for them, and
analysis on additional risk scenarios may receive a
higher evaluation if appropriate.

Limit on awarded capacity

Following the Round 1 Fixed Bottom Auction
results, in an attempt to diversify the winning
bidders, 1GW-awarded capacity limit will be
imposed on bidding consortiums under the Round
2 Auction Guidelines. Capacity limit will apply on a
consortium basis — bidders may form consortiums
with different partners for respective sea areas,
but will be deemed as same if more than 50%
voting rights of are held by same entities or
individuals. Please also see the examples provided
by METI as set out in Schedule 5.

METI and MLIT may or may not set the limit for
each auction round. The current indication is that
the capacity limit will be applied in the inception
stage only and will not be applied for subsequent
rounds.

Capacity limit will apply on a consortium basis
— bidders may form consortiums with different
partners for respective sea areas, but will be
deemed as same if more than 50% voting rights
of are held by same entities or individuals.

14
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3.34

Port capacity and priorities

The limited availability of port structure is a

key bottleneck issue for offshore wind project
development in Japan. Currently there are four
ports designated as the “base port” capable of
offshore wind farm constructions, such ports
being Akita Port, Noshiro Port, Kajima Port and
Kitakyushu Port. The availability of Akita Port and
Noshiro Port is heavily limited as these ports will
be occupied for the construction of the Round 1
Fixed-Bottom OSW Projects in Akita and these
ports will also be needed for Happo Promotion
Area and Katagami Promotion Area.

As the availability of the ports is limited, the
proposed port use plans of the bidders with the
highest evaluation for the Happo Promotion

Area and the Katagami Promotion Area could
conflict with each other. METI and MLIT therefore
proposed that, after the evaluation of the bidders
of the respective Promotion Areas, if there are port
use conflicts: (i) the prevailing winning bidder will
be determined by the scoring margin between
the next bidder without duplicate port use plan,
and then (ii) the un-prevailing winning bidder

will submit a revised occupation plan using the
unconflicted port and determine the winning
bidder of the un-prevailing Promotion Area.

The interaction with awarded capacity limit

will add additional complexity. The awarded
capacity limit will be applied after determining the
prevailing winning bidder and the winning bidder
with a subordinate port use plan.
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3.3.5 Post-bid information disclosure ii. Successful bidder only — the summary of the

Although the track records accounted for project plan as follows:

30 marks in the project feasibility evaluation a. Supply price;

cr|ter|g, internationally rgputable dgvelopers with b. Project implementation structure;
extensive track records in the leading markets

did not necessarily receive higher marks in the c. Construction plan (construction schedule,
Round 1 Fixed Bottom Auction results. This port, tie schedule for use of the port); and
raised a concern regarding the credibility of the d. Summary of supply chain formation plan.

third party advisory board as the identity of the
board members were not disclosed to ensure the
fairness of the evaluation process (the concern
was that developers may approach the board
members to influence the evaluation). The Round
2 Auction Guidelines provide that the identity of
the committee members will be disclosed at the
time of the certification of the occupancy plan
post-bid.

In addition, the identity of the losing bidders was The identity of the committee members will be
not disclosed in the Round 1 Fixed Bottom Auction disclosed at the time of the certification of the
results. The Round 2 Auction Guidelines provide occupancy plan post-bid.

that the identity, the summary of the project plan

and the score of each bidder will be published

when the successful bidder is announced.

The information to be published at the time of the
announcement of the successful bidder is
as follows:

i. Allbidders

a. Name of bidder (including the names of
the consortium members);

b. Summary of project plan (output capacity,
number and specification of turbines,
COD); and

c. Score (supply price score, project
feasibility score), breakdown of project
feasibility score and comments.

15 Japan Offshore Wind Report (5th Edition): Recalibration
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4 Offshore Wind Project
Opportunities in EEZ

The Marine Renewables Energy Act applies to offshore wind projects within
the territorial waters. To explore the potential to support the development
of offshore wind projects in the EEZ, the Cabinet Office launched an inter-
ministerial initiative involving Ministry of Foreign Affairs, Fisheries Agency,
ANRE, MLIT and Ministry of Environment to discuss the issues associated
with offshore wind projects in the EEZ.2% After much deliberation, the task
force which consists of academics and other experts published a report on
31 January 2023 (the “EEZ Report”). The EEZ Report is a report focused on
six key legal issues which is expected to form the Japanese government’s
official interpretation of the United Nations Convention on the Law of the
Sea of 10 December 1982 (“UNCLOS”)> and other related international
law. The EEZ Report’'s recommendation is set out below:

4.1.1 Application of Article 56 of the UNCLOS

Article 56, Paragraph 1 of the UNCLOS provides that the coastal
state has: (a) sovereign rights for the purpose of activities for the
economic exploitation and exploration of the EEZ including the
production of energy from the water, currents and winds and (b)
jurisdiction with regard to, amongst other things, the establishment
and use of “artificial islands, installations and structures”. The
view expressed in the EEZ Report is that the offshore wind power
facilities qualify as “installations and structures”. The Ship Safety
Act (Act 11 of 1933) categorises offshore floating foundations as
“special vessels”. However, this is to regulate the safety aspects
of the foundations and would not conflict with the interpretation of
Article 56 of the UNCLOS.

4.1.2 Jurisdiction as the coastal state

The EEZ Report concludes that, as part of the sovereign right and
jurisdiction provided for in Articles 56 and 60 of the UNCLOS, Japan
may, subject to required legislative procedures in Japan, carry

out surveys or other activities associated with the development of
offshore wind projects, grant occupancy permits, take regulatory
actions and require reporting and inspections in respect of

each phase (construction, operation and maintenance and
decommissioning) of an offshore wind project in the EEZ.

22 https://www8.cao.go.jp/ocean/policies/energy/yojo_kentoukai.html
23 https://www.un.org/Depts/los/convention_agreements/texts/unclos/UNCLOS-TOC.htm

17 Japan Offshore Wind Report (5th Edition): Recalibration

To explore the potential to support
the development of offshore wind
projects in the EEZ, the Cabinet
Office launched an inter-ministerial
initiative to discuss the issues
associated with offshore wind
projects in the EEZ.
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4.1.4
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Safety zones 4.1.5

Japan already has a statute with respect to

safety zones in the EEZ (Act in relation to the
provision of safety zones etc. with respect to
Marine Structures, Act 34 of 2007, the “Safety
Zone Act”). Japan may establish safety zones
surrounding the offshore wind facilities (safety
zones not to exceed 500 metres from the edge of
the outer edge — details to be considered further).
A public notice of the safety zones and provision in
the hydrographic/maritime charts would comply
with the “due notice” requirement under Article
60, Paragraph 5 of the UNCLOS.

Due regard to other states

Japan as the coastal state shall have due regard
to the rights and duties of other states (Article
56, Paragraph 2 of UNCLQOS), in particular, the
freedom of (i) navigation and overflight and (ii)
laying of submarine cables and pipelines (Article

87 of the UNCLOS). 1.6

In relation to the freedom of navigation and
overflight, the EEZ Report takes the view that the
provision of offshore wind facilities in the maritime
chart and public notification of the safety zones
would be sufficient to satisfy the “due regard”
requirement under the UNCLOS.

In relation to the freedom of laying submarine
cables and pipelines, in addition to the provision

in the maritime charts and public notification of
the safety zones, the EEZ Report suggests that

a requirement to maintain a certain distance
between the cables/pipeline and the offshore wind
facilities is appropriate.

Japan Offshore Wind Report (5th Edition): Recalibration

Environmental impact assessment

Article 206 of the UNCLOS provides that, “when
states have reasonable grounds for believing

that planned activities under their jurisdiction

or control may cause substantial pollution of or
significant and harmful changes to the marine
environment, they shall, as far as practicable,
assess the potential effects of such activities

on the marine environment...”. The EEZ Report
notes that, the coastal state may determine

the threshold for triggering the requirement to
carry out the environmental impact assessment
(“EIA"), substance, procedure and requirements
in relation to the EIA. The EEZ Report suggests
further analysis and consideration of other state’s
precedents and legislating a new statute for

EIA in accordance with the Act on the Exclusive
Economic Zone and Continental Shelf (Act No. 78
of 1996).

Notification to other states

The UNCLOS does not require notification to
other states with respect to the establishment

of artificial islands, installations and structures.
However, there is international case law that
requires the state that has jurisdiction to carry out
the EIA, give prior notification/have consultation
and report the outcome of the EIA to relevant
states. To that end, the EEZ Report suggests that
the government carefully consider triggers for
prior notifications and the substance of the prior
notification.
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5 Grid-related Updates

5.1 Merit Order under Re-dispatching Rule

The Non-Firm Connection, from 1 April 2022, was expanded to all core grid systems (with
or without excess capacity). Since then all applications for grid connection with the core
grid systems have been approved on the basis of the Non-Firm Connection.?*

Under the previous operation, if the transmission capacity were fully exhausted in the grid
system where power sources with the Firm Connection and the Non-Firm Connection
were operating together, the power sources with Non-Firm Connection would be curtailed
first on a pro rata basis without regard to the type of power sources.?® This means that
new renewable power sources would be exposed to a higher risk for curtailment due to
the transmission capacity.

In an attempt to promote the introduction of new renewable power sources, the
government started the transition to the Re-dispatching Rule. The Re-dispatching Rule
will be rolled out in two phases, and in the first phase which has already been set in

place from December 2022, the power sources reserved for stabilising the transmission
systems will be utilised first to resolve the congestion in the relevant grid system.?® In the
second phase which is scheduled to be launched by December 2023, the Re-dispatching
Rule will expand to all thermal powers (whether connected on the Firm Connection or
Non-Firm Connection) and non-thermal powers with Non-Firm Connection. In this phase,
the thermal powers will be curtailed first and, if the thermal powers are fully exhausted,
the curtailment order as illustrated below that is similar to the existing priority rule for the
demand/supply gap curtailment (yusen kyuden rule) will apply:?”

Power reserved for balancing purposes (thermal, pumped hydro, battery, etc.);
Powers not controllable by GTDO online (thermal);

Biomass power with Non-Firm Connection (excluding locally sourced biomass
where curtailment is difficult to implement);

Solar and wind power with Non-Firm Connection;

Locally sourced biomass (where curtailment is difficult to implement) and the
long term fixed power sources (nuclear, geo-thermal, hydro (excluding pumped-
hydro) power) with Non-Firm Connection.

Renewables with Firm Connection will not be subject to the Re-dispatching Rule and will
continue to enjoy the benefit of the Firm Connection.

24 See Page 5 of the presentation slides regarding the grid connection rules by OCCTO available here. See also
section 3.2.3.b.1. of the 2021 LL OSW Report.

25 Power sources with the Firm Connection will not be curtailed due to the grid capacity because sufficient
capacity was reserved at the time when the connection was approved.

26 Article 153 of OCCTO’s Network Codes available here.

27 Page 6 of OCCTO’s materials regarding the introduction of Re-Dispatching Rules in December 2023
available here.


https://www.occto.or.jp/grid/business/documents/nf-tekiyou.pdf
https://www.occto.or.jp/en/about_occto/articles/files/Network_Codes_2022.pdf
https://www.occto.or.jp/access/oshirase/files/220729_saikyuden_donyu.pdf
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5.2 Information available for
risk profile analysis

Following the rollout of the Non-Firm Connection power
generators are exposed to the risk of curtailment due to
grid capacity limitation. There are a number of relevant
parameters — for example, a nearby nuclear power plant
will increase the risk of curtailment risk for solar or wind
renewables because the nuclear power sources will be
curtailed later than the solar or wind renewables under the
Merit Order.

To assist the risk analysis for investment decisions by
power generators, METI have published the guidelines
for information disclosure regarding the grid systems (last
updated as of 1 April 2023).28 In accordance with these
guidelines, GTDOs are publishing various information
which include the hourly capacity utilisation for one year,
excess capacity map and contracted future potential

grid connections on their websites. In addition, GTDOs
would also provide more detailed information (eg power
generation for individual power plants) upon request.??

Se s
Offshore Wind Project Grid-related Updates Appendices
Opportunities in EEZ

To assist the risk analysis for investment decisions
by power generators, METI have published the
guidelines for information disclosure regarding

the grid systems.

28 https://www.enecho.meti.go.jp/category/electricity_and_gas/electric/summary/regulations/pdf/keitou_kangaekata_20230401.pdf
29 Disclosure of information for individual power plants will require a non-disclosure agreement.
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Project Implementation Capability
Evaluation Criteria
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SCHEDULE 1

Promotion Areas, Promising Areas and Preparatory Stage Areas

(As of June 2023)

| Ishikari City, Hokkaido Prefecture

| Gannu Area, Minami-shiribeshi Area, Hokkaido Prefecture

| Shimamaki County, Hokkaido Prefecture

| Hiyama County, Hokkaido Prefecture

| Matsumae Town, Hokkaido Prefecture

| Northern side of Japan sea off the coast of Aomori Prefecture**

| Southern side of Japan sea off the coast of Aomori Prefecture**

| Happo Town and Noshiro City, Akita Prefecture*

| Noshiro City, Mitane Town, Oga City, Akita Prefecture*

| Oga City, Katagami City, Akita City, Akita Prefecture®

H Mutsu Bay, Aomori Prefecture |
Aomori
H Kuji City, Iwate Prefecture |

Akita
Iwate
}—\\yamagata Miyagi
Japan Sea

| Yurihonjo City, Akita Prefecture* (northern side, southern side)*

| Yuza Town, Yamagata Prefecture**

| Murakami City, Tainai City, Niigata Prefecture®

North Pacifi
| Toyama Prefecture, East (Nyuzen Town, Asahi Town i Faee Geean

| Awara City, Fukui Prefecture
Fukushima

Niigata
_| Karatsu City, Saga Prefecture -
ol < Tochigi
— Ishikaiva y e Choshi City, Chiba Prefecture*
Hibikinada, Fukuoka Prefecture i Ibaraki
FURG /; Saitama
"’ma"aéa“i?kf; Kujukuri Town, Sanmu City, Yokoshiba Hikari Town,
o 8 ehivg Chiba Prefecture™*
M Shiga oka
Osaka Mie
N Nara
A Isumi City, Chiba Prefecture**
i ; sumi City, Chiba Prefecture ) .
) el Waka Y AL *Designated Promotion Areas
"} A **New Potential Promotion Areas
)\ Preparatory Stage Area
[ Hokkaido
Philippines Sea Tohoku
Kagoshima
KYOSHO 7 Tokyo
’ Hokuriku
G [ Chubu
Enoshima, Saikai City, Nagasaki Prefecture* ) e Kansal
OKTawa [ Chugoku
Goto City, Nagasaki Prefecture* | © e Shikoku
. Kyushu
. Okinawa

Source: METI website
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Calculation Details of FIP

1 Revenue stream under FIP regime

The revenue stream under the FIP regime is illustrated as follows:°

Total revenues Market revenues +' FIP

FIP = (Fixed Base Price — (Reference Price)) x kWh

Reference Price | = Annual average electricity price for the previous year

+ (Monthly average price for current year — monthly average price for the corresponding
month of previous year)

+ Non-fossil value market revenue

— Balancing costs

i.  Market revenues comprise: (i) the revenue from the sale of electricity; and (ii) the revenue from non-fossil values.

ii. The base price is a fixed amount and will not be indexed or adjusted throughout the FIP period. The base price will be
determined through a tender process for offshore wind projects under the Marine Renewables Energy Act.

iii. The balancing cost is an additional payment to address the imbalance risks. The balancing cost was JPY 1.0 per kWh
for year 2022 which will be reduced by JPY 0.05 kWh each year until 2024 and thereafter an annual reduction of JPY
0.1 per kWh will apply.

‘ 2022 ‘ 2023 ‘ 2024 ‘ 2025 ‘ 2026 ‘ 2027 ‘ 2028 ‘

JPY/KWh 1.0 0.95 0.90 0.8 0.7 0.6 0.5

iv. If curtailment occurs due to the supply and demand gap (where the wholesale market price will be JPY 0.01 per
kWh), the FIP for the curtailed hours will be allocated to the hours not subject to curtailment.

v. METI published the indicative cashflow for the FIP regime for various scenarios on certain assumptions.3!

Under the FIT regime, the term of offtake is heavily regulated with very limited scope for negotiation. In addition, power
generators are not exposed to the risk for compensating the gap between the projected and actual power generation (the
imbalance risk).

2 Implication of FIP regime for offshore wind projects

Under the FIT regime the term of offtake is heavily regulated with very limited scope for negotiation. In addition, power
generators are not exposed to the risk for compensating the gap between the projected and actual power generation (the
im-balance risk).

In contrast with the FIT regime, the offtake arrangement is not regulated under the FIP regime. Power generators have
the options to sell generated electricity to the market as well as to engage a corporate PPA on negotiated terms.

30 See page 10 of “Introduction of the FIP Regime”.
31 Page 11 to 17 of the "Introduction of the FIP Regime".
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Project Feasibility Criteria

1 The scoring methodology for the evaluation is set out below.
i. Five scales (top runner, excellent, middle runner, good, minimum required level) plus disqualification.

ii. The full score (100%) is awarded to the top runner, 75% of the marks to the excellent bidders, 50% to the middle
runners, 25% to the good bidders and 0% to the bidders who achieved the minimum required level.

iii. The speediness of the project is evaluated according to the method described in paragraph 2 below.

iv. Based on the total score for each evaluation item, the project feasibility evaluation score shall be adjusted in
accordance with the following formula.

Project Feasibility Criteria Marks = (the relevant bidder’s total marks/total marks of the highest bidder in the same
promotion area) x (full score (120 marks))
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2 Project Feasibility Criteria evaluation standards

Set out below are evaluation standards and, where relevant, risk scenarios provided by METI and MLIT based on their
experience in the Round 1 Fixed Bottom Auctions.

2.1.1 Speediness of the project

The speediness of the project is based on the evaluation marks shown in the table below (which is proportionate to
the timing of the commencement of operation).

The evaluation marks that the bidder was awarded based on the table will be multiplied by the “evaluation ratio” - a value
obtained by the relevant bidder’s marks for “substance of the project plan” and “implementation of the project plan”
relative to 40 marks. If the product is less than 20 marks, the evaluation mark for the speediness of the project will be 0.

i.  Happo Promotion Area and Katagami Promotion Area

Start of operation ‘ Marks
Period up to June 30, 2027 20
Period from 1 July 2027 to 30 June 2028 16
Period from 1 July 2028 to 30 June 2029 12
Period from 1 July 2029 to 30 June 2030 8
Period from 1 July 2030 to 31 March 2031 4
Period after 1 April 2031 0

ii.  Murakami Tainai Promotion Area

Start of operation ‘ Marks
Period up to 30 June 2029 20
Period from 1 July 2029 to 30 June 2030 13.33
Period from 1 July 2030 to 31 March 2031 6.67
Period after 1 April 2031 0

iii. Saikai Promotion Area

Start of operation ‘ Marks
Period to 31 August 2028 20
Period from 1 September 2028 to 31 August 2029 15
Period from 1 September 2029 to 31 31 August 2030 10
Period from 1 September 2030 to 31 March 2031 5
Period after 1 April 2031 0
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2.1.2 Project implementation structure and track record

Top runner Among the proposals that meet the standards of "excellent," those proposals that

(10 marks) specifically describe the project implementation structure, such as securing and
appropriately deploying personnel with practical experience, in order to reliably and
efficiently implement the relevant offshore wind power generation business.

Excellent Among the proposals that meet the standards of "middle runners," those proposals

(7.5 marks) that have been appropriately identified and analysed independently in addition to the
risk scenarios indicated in the auction guidelines, and that have been evaluated as
having particularly excellent mitigation measures.

Middle runner Among the proposals that meet the standards of "good," those proposals that meet all of
(5 marks) the following criteria:

i. SPC’s decision-making process, risk-management systems, and regional coexistence
systems are clearly defined;

ii. SPC’s decision-making body is staffed with officials experienced on offshore wind
projects; and

iii. the contents of the emergency policies, response, and training are concrete

and feasible.
Good Among the proposals that meet the "minimum required level" criteria, those proposals
(2.5 marks) that are evaluated as having excellent consideration and response to the risk scenarios

indicated in the auction guidelines.

Minimum required level It is required to satisfy all of the below:

(0 marks) i. SPC, consortium, Project Sponsors and other cooperating companies have distinct

roles in workstreams such as installation of wind turbines, marine civil engineering
works, and operation of power generation projects. In addition, the person taking the
lead for each workstream is clearly presented.

ii. thetrack record of the person taking the lead is appropriate for such role
(participation in a project only as an equity investor does not count. The track record
may be in Japan or other countries)

iii. the track record is not that of the parent company or its subsidiaries. The track
record must be that of the SPC, consortium, Project Sponsors, and the EPC and
other cooperating companies’. Alternatively, in the case of the track record of
the parent company or the subsidiary, etc., it must be demonstrated that the
performance of the parent company or the subsidiary can be utilised for the
relevant project, for example, that the person who has experience at the parent
company must maintain a role in the project implementation structure.

Disqualification Proposals that do not meet the minimum required level of evaluation.
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Evaluation criteria

Project Implementation
structure and track
record

Risk scenario classification

Deficiencies in response
to emergencies (natural
disasters, cyber-attacks,
etc.)

Failure to establish a
consortium business
implementation structure

Delays in concluding
contracts with contractors
(including wind turbine
manufacturers, EPC, PPA,
0&M, etc.) and non-
performance/termination
of contracts

Overview of risk scenarios

Risk of interruption, suspension, or delay in construction or
operation expected due to natural disasters, etc.

Risk of insufficient capability of the consortium members
or the withdrawal of some members which impairs the
consortium members from implementing the functions
originally envisaged, and will impair the construction of a
sufficient project implementation system.

Risk of deterioration in economic efficiency and operational
stability assumed at the time of the bid due to delays in
concluding contracts with contractors (pricing, etc.).

Risk of contract default due to differences of views between
the consortium members and the relevant contractor,

or performance made in a standard that is substantially
different from what was originally expected.

Risk of termination of contracts due to the withdrawal of the
relevant contractor(s).



2.1.3 Finance plan

m Approach to evaluation

Top runner Among the proposals that are evaluated as "excellent," those proposals that are evaluated

(10 marks) as having taken more appropriate measures against risks such as increased costs and
reduced income (including identification of risk and analysis of risk in addition to the
scenarios provided in the auction guidelines), thereby ensuring stable funding and
financial soundness over a long-term period, and highly reliable business continuity plans.

Excellent Among the proposals that meet the standards of "middle runner," those proposals that
(7.5 marks) satisfy all of the below:

i. therisk scenarios described in the auction guidelines are evaluated as excellent in
terms of their consideration and response; and

ii. inthe case of a project finance, carried out the sensitivity analysis using the scenarios
provided in the auction guidelines, and in all cases the outcome of the considerations
between the finance providers, finance and technical advisers etc. confirmed that in
all cases the there is no impairment to the continuation of the project.

Middle runner Among the proposals that meet the "good" standards, the appropriateness of funding and

(5 marks) income and expenditure plans is examined and evaluated by experts such as financial and
technical advisors.

Good Among the proposals that meet the minimum required level of standards:

(2.5 marks) i. asensitivity analysis presented in the auction guidelines is carried out (not including

combined scenarios) and, in all cases, the LLCR (LLCR = Z (present value of cash flows
before principal and interest payments)/principal borrowed) is 1.0 or more; and

ii. ifthe finance is not project finance, LOIs have been obtained by the financiers that
have a long-term credit rating of A- or A3 or higher given by a rating agency registered
with the Financial Services Agency.

Minimum required level = Proposals that satisfy all of the below.

(0 marks) i.  Main project costs (construction costs, procurement costs of materials and equipment
(wind turbines, foundations, submarine cables), and facility maintenance and
management costs) (estimates or past results, etc.) are demonstrated. Construction
costs are not extremely inexpensive considering natural conditions, construction
methods, etc., and there is no suspicion of dumping;

ii. those that are not inappropriate, such as the lack of feasibility of procuring the
necessary amount of capital;

iii. revenues from business operations are considered by taking into account the
projected power generation, the costs associated with the adjustment of supply and
demand, strike price, offtaker information and bilateral power purchase agreements
as well as projection of the power price in the wholesale market. Proposals that have
specific descriptions with respect to the consideration and mitigation measures to
each relevant risk scenarios provided in the auction guidelines;

iv. the planis such that the cumulative loss can be eliminated by the end of the last year
based on the income from the offshore wind power generation business; and

v. proposals for which the cost of decommissioning is appropriately secured (those for
which the necessary amount is planned to be reserved by the deadline for removal).

Disqualification Proposals that do not meet the minimum required level of evaluation.
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Evaluation
criteria

Finance
plan

Risk scenario classification

Financing | Required additional financing

up to the
start of
operations

Cashflow
after the
start of
operation

Reduction
in revenue

Cost
increase

Wind fluctuation

Low utilisation due
to malfunctions
and accidents

Curtailment

Decline in
wholesale market
prices

Default or
insolvency of
offtaker

Interest rate
fluctuations

Fluctuations in
imbalance cost

Increased costs
of failures and
accidents

Rising prices and
labor costs

Growth in premium

Overview of risk scenarios

Risk that financing will not proceed as initially
anticipated due to changes in the financial markets and
other factors, and that funds for the construction will be
insufficient.

Risk that development and construction costs
increase due to delay in construction etc. and
additional financing will be required.

Risk of reduction in expected power generation due to
deterioration of wind conditions.

Sensitivity Analysis a case where the wind condition
is on excess probability of P90.

Risk of increased repair work due to an increase in
failures and accidents, and a decrease in the expected
power generation due to a slump in the operating rate.

Risk of power generation exceeding demand due to
changes in the balance of power supply and demand,
resulting in output curtailment and a decrease in
assumed power generation.

Risk associated with declining wholesale market prices
(also applicable to electricity sales under bilateral PPAs
linked to wholesale market prices).

Risk of defaults under the PPA due to deterioration in

the financial condition of PPA customers, etc. (including

not only arrears but also risks of changes in the contract,
such as demands to renegotiate price due to reduction in
the unit price of electricity sold).

Risk of interest rate levels rising in response to economic
and monetary policies.

Increased imbalance cost (under the FIP system).

Risk of increased maintenance and management costs
due to increased repair work due to increased failures
and accidents.

Sensitivity Analysis a case where there is an increase
in maintenance and management costs by 10%.

Risk that the procurement cost increases and therefore
results in higher operation and maintenance costs due
to anincrease in raw material prices, labour costs and/or
currency fluctuations.

Risk of increased premium payments due to
insured events.

Sensitivity Analysis a case where there is increase in
premium payments by 15%.



2.1.4 Project plan until the start of operation

Rank Approach to evaluation

Top runner Among the proposals evaluated as "excellent," those proposals that satisfy all of the below:

(I5imarks) i. risks related to schedule delays, etc. until the start of operation is appropriately

identified, and the mitigation measures are evaluated to be particularly excellent; and

ii. interms of facilities and structures, particularly excellent proposals have been
made that will ensure coordination and alleviate grid congestion.

Excellent Among the proposals that meet the standards of "middle runners," those proposals that

(11.25 marks) have been appropriately identified and analysed independently in addition to the risk
scenarios indicated in the auction guidelines, and that have been evaluated as having
particularly excellent mitigation measures.

Middle runner Among the proposals that meet the standards of "good," those proposals that satisfy all of
(7.55 marks) the below:

i. appropriate power generation estimation by third-party organisations is being
conducted to maximise the annual power generation by the excess probability of P50
("), taking into account the effects of wake etc.

ii. (*figures expected to achievable with a 50% probability. Value of an average year.);

iii. detailed design considerations for obtaining domestic wind farm certification are
specifically described;

iv. using turbines that have obtained the required level of type certification (eg CLASS T)
required for the site, or those for which the certification is not obtained. grounds on the
prospect of obtaining the certification by the time of operation are demonstrated;

v. thelogic of the plan that demonstrate the reliability and efficiency of the construction
work is clearly indicated; and

vi. marine civil works contractors are expected to obtain ISO45001 (occupational safety
and health) or the Occupational Safety and Health Management System (COHSMS) or
equivalent accreditation prior to the commencement of construction.

Good Proposals that meet the "minimum required level" criteria and that are evaluated as having
(3.75 marks) excellent consideration and mitigation measures in relation to the risk scenarios indicated
in the auction guidelines.
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Minimum required level
(0 marks)

Disqualification

Proposals that satisfy all of the below:

Vi.

Vil.

vii.

timeline from bid award to various surveys/consultations/coordinations, approvals
related to power generation, construction, operation, and decommissioning etc., are
described with grounds and, the substance is appropriate;

the distance from shipping routes and port facilities is appropriate

consideration is given to social constraint factors such as noise, vibration, and radio
wave intermittence;

if submarine transmission lines, etc. in general sea areas (where promotion areas
have not been designated) are planned, the area does not exceed the minimum area
required without any reasonable grounds;

the concept of the structural design of offshore wind power generation facilities
is based on "unified explanation of technical standards on offshore wind power
generation facilities";

each process from the start of construction to the completion of construction is
described in detail;

it is not a construction plan that is not feasible. Construction plans that are not feasible
are those which do not provide for an appropriate construction period and contingency
periods considering the natural conditions and construction methods, or those which
the construction method is clearly inappropriate considering the seabed conditions;

plans that include specific descriptions of the management system and policies,
education and training of workers, and risk reduction measures, etc., concerning the
policy of consideration for safety, health, and crisis management of workers during the
construction period and environmental preservation; and

design and construction plans that take into account the issues of concerns for
installations and constructions raised in the Council opinion.

Proposals that do not meet the minimum required level of evaluation.



Evaluation criteria

Project plan until the
start of operation
(development,
construction, and
commissioning period)

Risk scenario classification

Delays in the licensing process

Design change

Difficulties in procuring major
components

Delay in construction

Delay in coordinating with local
stakeholders

Overview of risk scenarios

Risk of delay in applying for and approval of licences in
respect of construction (wind farm certification etc.),
environmental (environmental assessment, etc.) and
grid and port development, etc.

Risk of changes in the design considered at the time of
the bid, such as by modification of the layout of the wind
farm in order to comply with environmental regulations.

Risk that parts and vessels required for the construction
are delayed due to production delays, natural disasters
in the country of shipment, failure in the port of
shipment, accidents during transportation, etc.

Risk that the construction schedule is delayed due to
unusual weather, defective design and construction,
inadequate procurement of required personnel,
inadequate quality of basic components and submarine
cables, etc.

Risk of delays in coordinating with local stakeholders
throughout the development and commissioning
period.



2.1.5 Project plan after the start of operation

_ Approach to evaluation

2

Top runner
(5 marks)

Excellent
(3.75 marks)

Middle runner
(2.5 marks)

Good
(1.25 marks)

Minimum required level
(0 marks)

Disqualification

Evaluation criteria

Project plan after the
start of operation

Among the proposals that meet the standards of "excellent," those proposals giving
special consideration to the education and training of maintenance personnel and the
creation of employment opportunities.

Among the proposals that meet the standards of "middle runners," those proposals that
have appropriately identified and analysed additional risk scenarios in addition to the risk
scenarios indicated in the auction guidelines, and that have been evaluated as having
particularly excellent mitigation measures.

Among the proposals that meet the standards of "good," those proposals that satisfy all of
the below:

i. the maintenance and management plan of each facility is specifically and
appropriately described; and

ii. insolvency remote measures in respect of reserving the decommissioning cost funds is
specifically demonstrated with grounds.

Proposals that meet the "minimum required level" criteria and that are evaluated as having
better consideration and mitigation measures in relation to the risk scenarios indicated in
the auction guidelines.

Proposals that satisfy all of the below:
i. clearly indicates mitigation measures to various laws and regulations;

ii. compliant with the “Unified Explanation of Offshore Wind Power Generation Facility
Maintenance and Management.”;

iii. includes specific descriptions of management systems and policies, education and
training for workers, and risk reduction measures, etc., concerning safety, health,
crisis management and environmental preservation during the operational and
maintenance stage;

iv. describes the manner of decommissioning, the amount of the decommissioning costs,
and the grounds for calculation;

v. methods for securing decommissioning costs are indicated (reserve of the necessary
amount by the decommissioning deadline or LOIs obtained from financial institutions);
and

vi. maintenance plans and decommissioning policies that take into account issues
of concern discussed at the Council regarding the implementation of projects and
dealing of facilities at the end of the project.

Proposals that do not meet the minimum required level of evaluation.

Risk scenario classification Overview of risk scenarios

Damage to the core parts of the
wind turbine (rotor or nacelle)
and the submarine cables

Risk of damage to wind turbines and submarine cables
due to natural disasters, human-induced accidents,
inadequate maintenance, etc.

Risk of defects or failures of facilities other than those
listed above due to natural disasters, human-induced
accidents, inadequate maintenance, etc.

Failure of the facilities other
than the facilities listed above
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2.1.6 Stable power supply

_ Approach to evaluation

Top runner
(20 marks)

Excellent
(15 marks)

Middle runner
(10 marks)

Good
(5 marks)

Minimum required level
(0 marks)

Disqualification

Evaluation criteria

Stable power supply
(assuming after start of
operation)

Among the proposals that meet the standards of "excellent," those proposals evaluated as
particularly excellent in terms of stable supply and early reinstatement based on “hard”
and “soft” supply chains and operation and maintenance initiatives.

Among the proposals that meet the standards of "middle runners," those proposals that
have been appropriately identified and analysed independently in addition to the risk
scenarios indicated in the auction guidelines, and that have been evaluated as having
particularly excellent mitigation measures.

Among the proposals that meet the standards of "good," those proposals that meet all of
the below:

i. Withregard to “hard” supply chains (equipment, parts procurement, etc.), after
identifying those offshore wind power generation facilities that have a high failure
rate and that require a procurement lead time when they fail, concrete deliberations
are being carried out in respect of: (i) concrete studies aimed at securing spare parts
through domestic production and procurement; (ii) double-track supply chains; (iii)
shorter delivery times or other measures for early restoration and reinstatement in
case of failures in order to stabilise power supply; and

ii. Withregard to “soft” supply chains (human resources, etc.), the development
and procurement of human resources for maintenance for stable supply and early
recovery is being specifically considered.

Proposals that meet the “minimum required level” criteria and that are evaluated as having
excellent consideration and mitigation measures to the risk scenarios indicated in the
auction guidelines.

Main “hard” supply chain formation plans (offshore wind turbines, foundations, submarine
cables) are specifically described (candidates for parts suppliers, storage areas for
spare parts).

Proposals that do not meet the minimum required level of evaluation.

Risk scenario classification Overview of risk scenarios

Parts procurement Risk that parts requiring replacement will not arrive as
scheduled due to production delays, natural disasters in
the country of shipment, failure in the port of shipment,

or accidents during transportation.

Vessel procurement Risk that sufficient vessels to transport workers
and parts to be replaced during maintenance and

management cannot be procured.

Risk that sufficient workers for maintenance and
management cannot be hired.

Hiring workers
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2.1.7 Ability to coordinate with the heads of the relevant municipalities

_ Approach to evaluation

Top runner i. Therelevant prefectural governor has expressed his/her opinion that the proposals
(10 marks) should be regarded as a “top runner” based on reasonable grounds.

i. Among the proposals that meet the standards of "excellent," those proposals that
have a particularly excellent record of coordination with the heads of the relevant
municipalities on domestic offshore wind power generation.

Excellent i. Therelevant prefectural governor has expressed his/her opinion that the proposals
(7.5 marks) should be regarded as "excellent" based on reasonable grounds.

i. Among the proposals that meet the standards of "middle runners," those proposals
that have a track record of coordination with the heads of relevant municipalities on
domestic offshore wind power generation.

Middle runner i.  The relevant prefectural governor has expressed his/her opinion that the proposals
(5 marks) should be regarded as "middle runners" based on reasonable grounds.

i. Among the proposals that meet the minimum required standards, those proposals that
meet one of the following (a) and (b):

a. Track record of coordination with the heads of the relevant municipalities in
relation to domestic onshore wind power projects.

b. Track record of coordination with the heads of the relevant municipalities in
relation to projects that have relevance to offshore wind power projects (projects
in domestic offshore and coastal areas that involve coordination with fisheries,
vessels, and local stakeholders).

Good i.  The relevant prefectural governor has expressed his/her opinion that the proposals
(2.5 marks) should be regarded as "good" based on reasonable grounds.

ii. Among the proposals that meet the “minimum required standards”, those proposals
with the track record of coordination with the heads of the relevant municipalities
in relation to other projects (projects other than those listed in the “top runner”,
“excellent”, or “middle runner” criteria).

Minimum required level i. The relevant prefectural governor has expressed his/her opinion that the proposals
(0 marks) should be regarded as "minimum required level" based on reasonable grounds.

i. The main person in charge of coordination with the heads of the relevant
municipalities is clearly identified in the project implementation structure.

iii. The track record of the main individuals in charge of coordination with the heads of the
relevant municipalities is provided in the plan.

iv. Track record is not that of the parent company or its subsidiaries but the track record
of the SPC. Alternatively, there are grounds that would be regarded as equivalent to the
SPC’s track record based on the project implementation structure.

Disqualification Proposals that do not meet the minimum required level of evaluation.
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2.1.8 Cooperation and coexistence with surrounding ports and fisheries (10 marks)

Rank Approach to evaluation

Top runner i. Therelevant prefectural governor has expressed his/her opinion that the proposals
(10 marks) should be regarded as "top runner" based on reasonable grounds.

i. Among the proposals that meet the standards of "excellent" and among those
proposals that propose concrete and feasible local co-existence measures based
on regional characteristics (plans and strategies of local governments concerning
regions and industries, etc) having regard to the opinion of the Council, and that
are outstanding, such as proposals that contribute to the medium- to long-term
development and promotion of the region and fisheries.

Excellent i. Therelevant prefectural governor has expressed his/her opinion that the proposals
(7.5 marks) should be regarded as "excellent" based on reasonable grounds.

i. Among the proposals that meet the standards of "middle runner", those proposals
that propose concrete and feasible local co-existence measures based on regional
characteristics (plans and strategies of local governments concerning regions and
industries, etc) having regard to the opinion of the Council, proposals that are superior.

Middle runner i. Therelevant prefectural governor has expressed his/her opinion that the proposals
(5 marks) should be regarded as "middle runner" based on reasonable grounds.

i. Among the proposals that meet the "good" criteria, those proposals that propose
concrete and feasible local co-existence measures based on regional characteristics
(plans and strategies of local governments related to regions and industries, etc.)
having regard to the opinion of the Council.

Good i. Therelevant prefectural governor has expressed his/her opinion that the proposals
(2.5 marks) should be regarded as "good" based on reasonable grounds.

i. Among the proposals that meet the "minimum required level", those proposals that
specifically propose measures for co-existence with the local community having
regard to the Council's opinions and give maximum consideration to the safety of the
surrounding sea routes, environmental conservation etc.

Minimum required level i. The relevant prefectural governor has expressed his/her opinion that the proposals
(0 marks) should be regarded as "minimum required level" based on reasonable grounds.

ii. Proposal setting out a policy for coexistence with local communities having regard to
the opinion of the Council, which is not clearly inappropriate.

Disqualification Proposals that do not meet the minimum required level of evaluation.
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2.1.9 Local economy impact (10 marks)

_ Approach to evaluation

Top runner
(10 marks)

Excellent
(7.5 marks)

Middle runner
(5 marks)

Good
(2.5 marks)

Minimum required level
(0 marks)

Disqualification

i. Therelevant prefectural governor has expressed his/her opinion that the proposals
should be regarded as "top runner" based on reasonable grounds.

i. Among the proposals that meet the standards of "excellent," those proposals that
contribute to the development of the regional economy from a medium- to long-term
perspective.

The relevant prefectural governor has expressed his/her opinion that the proposals
should be regarded as "excellent" based on reasonable grounds.

ii. Those that meet the standards of “middle runner” and have a high impact on local
economy.

i. Therelevant prefectural governor has expressed his/her opinion that the proposals
should be regarded as "middle runner" based on reasonable grounds.

ii. Proposals that the prospect of economic impact is specifically described, indicating the
factors of economic impact including the certainty of direct investments in the regional
development measures, etc., development of manufacturing facilities and other
infrastructure, demand projection of construction, maintenance, logistics centres, etc.

i. Therelevant prefectural governor has expressed his/her opinion that the proposals
should be regarded as "good" based on reasonable grounds.

ii. The prospect of the economic impact is described in detail, but prospect of
economic impact indicating the factors of economic impact including the certainty
of direct investments in the regional development measures, etc., development of
manufacturing facilities and other infrastructure, demand projection of construction,
maintenance, logistics centres, etc. remains partially unclear.

i. The relevant prefectural governor has expressed his/her opinion that the proposals
should be regarded as "minimum required level" based on reasonable grounds.

ii. The prospect of the economic impact is described in detail, but there is no indication
of the factors of economic impact including the certainty of direct investments in
the regional development measures, etc., development of manufacturing facilities
and other infrastructure, demand projection of construction, maintenance, logistics
centres, etc.

Proposals that do not meet the minimum required level of evaluation.
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2.1.10 National economic impact (10 marks)

Rank Approach to evaluation

Top runner Among the proposals that meet the standards of "excellent," those proposals that
(10 marks) contribute to the development of the national economy from a medium-to
long-term perspective.
Excellent Proposals that meet the standards of "middle runner" and have a high
(7.5 marks) economic impact.
Middle runner Proposals in which the prospect of economic impact is specifically described, indicating
(5 marks) the factors of economic impact including the certainty of direct investments in the

regional development measures, etc., development of manufacturing facilities and other
infrastructure, demand projection of construction, maintenance, logistics centres, etc.

Good The prospect of the economic impact is described in detail, but prospect of economic

(2.5 marks) impact indicating the factors of economic impact including the certainty of direct
investments in the regional development measures, etc., development of manufacturing
facilities and other infrastructure, demand projection of construction, maintenance,
logistics centres, etc. remains partially unclear.

Minimum required level = The prospect of the economic impact is described in detail, but there is no indication

(0 marks) of the factors of economic impact including the certainty of direct investments in the
regional development measures, etc., development of manufacturing facilities and other
infrastructure, demand projection of construction, maintenance, logistics centres, etc.

Disqualification Proposals that do not meet the minimum required level of evaluation.
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Project Implementation Capability Evaluation Criteria

Prompt Project Plan Execution
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Trackrecord R
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Substance of Project Plan
> Implementation structure (10p) 20
Project > Finance plan (10p)
Implementation _| 59 Project Feasibility
Capability Project Plan Implementation
(80 marks) > Project plan towards commercia
operation (15p) 20
" Risk Identification > l\gaintenance/decommissioning
and Analysis p)
10 Stable Power Supply
/ Cost Reduction Stable Power Supply 20
| 5 Best Available Technology h
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Criteria

Project Feasibility
Criteria
(80 marks)

Local Community/
Economic Impact
(40 marks)

Middle category Detailed category

Speediness of the business

(20 marks)

Substance of project plan Implementation
structure
(10 marks)
Finance plan
(10 marks)

Implementation of the project plan = Construction
period
(15 marks)
Operation period
(5 marks)

Stable supply of electricity

(20 marks)

Coordination with the head of the
relevant municipalities
(10 marks)

Coordination and co-existence
with the local associations and
fisheries regarding the use of
sea rouges (10 marks)

Impact on the local economy
(10 marks)

Impact on the national economy
(10 marks)

Evaluation

Evaluate the speediness of a project
plan (which must be feasible) by
the scheduled timing of commercial
operation date.

Track record of implementing a

project plan that is relevant to the
auctioned project and/or establishment
of an appropriate governance and
implementation structure.

Evaluate if the finance plan is
appropriate.

Evaluate the appropriateness of the
timeline, layout, facility structure, and
construction plan and construction
programme.

Evaluate the appropriateness of the
maintenance and decommissioning
plan.

Evaluate “hard” and “soft” supply chain
resilience from the viewpoint of stable
supply to ensure speedy reinstatement
in the case of any damages or
deficiencies.

Considering the opinion of the relevant
prefectural governor.

Evaluate the track record of coordination
with the relevant heads of the
municipalities.

Considering the opinion of the relevant
prefectural governor.

Evaluate the proposal for cooperation
and co-existence with local
communities and fisheries.

Considering the opinion of the relevant
prefectural governor.

Evaluation of the reliability of the factors
and substance of the economic impact.



Awarded Capacity Limit

Examples of identification determination of auction par-

ticipants when bidding in multiple areas

With regard to the determination of the identity of the auction
participants when bidding in multiple areas, if the total voting
rights ratio of the common members of a consortium or SPC
(or the voting rights ratio of such member if there is only a
common member) exceeds 50%, it will be deemed to

be identical.

Sea Area 2

Note:

1 Members defined as “Parent”/“Subsidiary Companies” under the Companies Act are deemed as the identical members.

Case 1

Common members:

Aand B
(100%)
—ldentical

Consortium a
Member A (51%)
Member B (49%)

Consortium
Member A (49%)
Member B (51%)

Case 2

Common members:

A,BandC
(100% and 70%)
—Identical

Consortium a
Member A (40%)
Member B (30%)
Member C (30%)

Consortium
Member A (30%)
Member B (15%)
Member C (25%)
Member D (30%)

Case 3

Common member:

A
(70% and 60%)
—I|dentical

Consortium a
Member A (70%)
Member B (20%)
Member C (10%)

Consortium
Member A (60%)
Member D (40%)

2 Ifacommon member is an SPC, the identification will be determined by the member(s) of the SPC.
https://www.meti.go.jp/shingikai/enecho/denryoku_gas/saisei_kano/yojo_furyoku/pdf/014_01_00.pdf
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Case 4

Common members:

A
(50% and 50%)
—NOT Identical

Consortium a
Member A (50%)
Member B (30%)
Member C (20%)

Consortium
Member A (50%)
Member D (25%)
Member E (25%)


https://www.meti.go.jp/shingikai/enecho/denryoku_gas/saisei_kano/yojo_furyoku/pdf/014_01_00.pdf

Contacts

To find out more about Japan offshore wind, please contact any of the following individuals:

Japan

Hirofumi Taba

Partner, Tokyo

Tel: +81 36212 1245
hirofumi.taba@linklaters.com

Mamoru lkeda

Managing Associate, Tokyo
Tel: +81 36212 1251
mamoru.ikeda@linklaters.com

llia Ditiatev

Partner, Tokyo

Tel: 481 36212 1173
ilia.ditiatev@linklaters.com

Regional

John Maxwell

Partner, Singapore/Tokyo

Asia Head of Energy & Infrastructure

- Tel: +65 6692 5818/ +81 90 6044 2422
‘ john.maxwell@linklaters.com

Ying Fu

Partner, Hong Kong SAR
Tel: +852 2901 5379
ying.fu@linklaters.com

Xylia Sim

Counsel, Singapore

Tel: +65 6692 5893
xylia.sim@linklaters.com

London

James McLaren

Partner, Hong Kong SAR/London
Asia Head of Renewable Energy
Tel: +852 2842 4106
james.mclaren@linklaters.com

Joo Hee Lee

Managing Partner, Seoul
Tel: +82 2 6320 1040
joo_hee.lee@linklaters.com

Richard Coar

Partner, London

Tel: +44 20 7456 5189
richard.coar@linklaters.com

This report features research and insights by Linklaters LLP.

This publication (the “Publication”) is intended merely to highlight issues and not to be comprehensive, nor to provide legal advice, and its contents
should not be relied upon as legal advice, either generally or in relation to any specific transaction. Although the contents of the Publication are
current as at the date of the Publication, the subjects covered constantly change and develop, and neither Linklaters LLP nor its partner or associated
firms undertakes to update them in respect of information provided to it after that date, or to notify any person of such information. Linklaters LLP and
its partner or associated firms accepts no responsibility for any loss which may arise from reliance on the information contained in the Publication.
Should you have any questions on issues presented here or on other areas of law, please contact one of your regular contacts. Please also refer to

specific disclaimers in the Publication.
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Gaikokuho Kyodo-Jigyo Horitsu Jimusho Linklaters is a firm organised under the Japanese Civil Code. Gaikokuho Kyodo-Jigyo Horitsu Jimusho Linklaters is affiliated with Linklaters LLP, a limited
liability partnership registered in England and Wales with registered number OC326345. Linklaters LLP is a law firm authorised and regulated by the Solicitors Regulation Authority. The term
partnerin relation to Linklaters LLP is used to refer to a member of the Linklaters LLP or an employee or consultant of Linklaters LLP or any of its affiliated firms or entities with equivalent standing
and qualifications. A list of the names of the members of Linklaters LLP and of the non-members who are designated as partners and their professional qualifications is open to inspection at its
registered office, One Silk Street, London EC2Y 8HQ, England or on www.linklaters.com and such persons are either solicitors, registered foreign lawyers or European lawyers. This document
contains confidential and proprietary information. It is provided on condition that its contents are kept confidential and are not disclosed to any third party without the prior written consent of
Linklaters. Please refer to www.linklaters.com/regulation for important information on our regulatory position. LIN.LAT.Z
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