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Draft Report Released on the Auction Criteria for 
Japanese Offshore Wind Projects  

On 30 November 2018, the bill to enact a new Japanese law for the 
promotion of offshore wind projects in Japan was passed by the Japanese 
Diet.  The "Law on Promotion of Use of Territorial Waters for Offshore 
Renewable Energy Generation Facilities (Kaiyo saisei kanou enerugi 
hatsuden setsubi no seibi ni kansuru kaiiki no riyo no sokushin ni kansuru 

houritsu)" (Law No. 89 December 7, 2018) 海洋再生可能エネルギー発電設備の整備

に係る海域の利用の促進に関する法律 ("Offshore Wind Promotion Law")
1
 sets 

out the framework for expanded use of Japan's general waters for offshore 
wind projects.  As set out in our Client Alert No 36

2
, the framework includes 

the designation of special promotion zones for offshore wind development 
and an auction bidding process, under which developers must compete on 
both electricity supply price and other factors to secure rights to build 
projects in such sites

3
.  

The Offshore Wind Promotion Law will come into force on 1 April 2019.  
Whilst the law sets out the framework for offshore wind development, many 
details of the criteria and rules that will be applied in practice have been 
unclear.  However, in a positive development for the industry, the Japanese 
government has moved quickly to clarify a number of key issues for the 
operation of the new law.  Whilst more remains to be done, the government 
is heading in a welcome direction to promote this important sector in Japan.  

This client alert examines the draft interim report that has now been 
released and is expected to be submitted to the main government 
ministries responsible for offshore wind development and summarizes the 
key issues that have been clarified in the report.   

The Joint Committee Report 

In order to establish the rules and guidelines for projects under the 
Offshore Wind Promotion Law, a joint committee ( the "Joint Committee") 
has been formed, comprised of academics and experts who are familiar 
with Japanese offshore wind industry.  The Joint Committee is 
administered by the Japanese Ministry of Land, Infrastructure, Transport 
and Tourism ("MLIT") and the Ministry of Economy, Trade and Industry 
("METI").  These are the main ministries responsible for energy sector 
development and sea area administration in Japan, and will each play key 
roles in the process to approve new offshore wind projects in Japan.   

Since the promulgation of the Offshore Wind Promotion Law on 7 
December 2018, the Joint Committee has held a series of meetings (open 
to the public) to discuss and formulate the new rules under the law.  This 
has culminated in the 4th Joint Committee meeting held on 20 March 2019 
at which the Joint Committee discussed and approved a draft interim report 
(the "Report") setting out:  

(1) the procedure for designation of Promotion Zones for offshore wind 
development: and  

                                                        
1
 http://www.sangiin.go.jp/japanese/joho1/kousei/gian/197/pdf/s0801970051970.pdf 

2
 Client Alert 36, New offshore wind general waters bill approved by the Japanese Cabinet 

(March 2018). 
3
 Please see Schedule 1 in this alert for further details on the process. 

http://www.sangiin.go.jp/japanese/joho1/kousei/gian/197/pdf/s0801970051970.pdf
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(2) the procedures and criteria for auctions of rights to site areas within 
such Promotion Zones.  

METI and MLIT have confirmed that they are also now preparing a 
guideline ("Guideline") that will set out a uniform procedure for each 
auction under the Offshore Wind Promotion Law as recommended in the 
Report.  

General Comments on the Report 

The Report refers to the potential for 5 offshore sites to reach commercial 
operation by 2030 with a total of 10 GW of onshore and offshore wind 
capacity in Japan by that time (including existing onshore wind capacity of 
3.6 GW).  However, it also states that these are not caps or targets for wind 
development.  At the same time, it recommends the promotion of cost 
effective offshore wind development to the maximum extent possible in 
order to reduce the burden to electricity customers of the current Feed in 
Tariff surcharge.   

The Report further recommends that consideration be given to the planned 
and continuous promotion of offshore wind development whilst also taking 
into account grid constraints.  In this regard, the Report notes the  
importance of "foreseeability" for developers to be able to commit to private 
sector investments

4
 .   

The Report does not set a specific target capacity for offshore wind 
development.  We therefore believe an important measure to promote 
Japanese offshore wind development will be to amend the current national 
Power Generation Mix Target (see Schedule 2) in which the renewable 
energy target is only 22 - 24 % by 2030.  For this to be effective, the 
amendment should take place before the next policy review round in 2021, 
and should introduce an ambitious renewable energy target of around 40%, 
including at least 10-15 GW for new offshore wind power by 2030.  Without 
such an ambitious government target, it will be difficult for the private sector 
to commit human resources, facilities and capital to offshore wind projects 
in Japan.   

Outline of the Report 

In this section we outline key points in the Report as follows. 

1. Promotion Zone Selection 

METI and MLIT have began the process to identify sites to be designated 
as Promotion Zones under the Offshore Wind Promotion Law.  The first 
step in that process began on 8 February 2019 when METI and MLIT 
requested prefectures in Japan with potential offshore wind development 
sites to provide information on such sites by 14 April 2019. 

The Report sets out the criteria that will be used to select Promotion Zones 
from those proposed by prefectures under the above process ("Zone 
Designation Criteria"), with the key criteria including the following:  

(a) Natural Conditions and Capacity Size 

The Report notes that Promotion Zones should generally have wind speeds 
of 7 m/s or more and water depths of 30 m or less.  The Report also refers 
to the European project experience where the average site capacity is 
around 350 MW.  We note that in practice, such capacity may be slightly 
out of date, particularly if commercial operation is targeted for 2023 to 

                                                        
4
 Please see page 15 and footnote 4 of the Report 
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2024, by which time project capacity levels are expected to be much bigger 
(for example 500 MW) as pointed out at the footnote 1 of the Report. 

(b)  Grid Connection Rights  

Whilst the Offshore Wind Promotion Law will grant occupancy and FIT 
rights to successful bidders, it is not clear on how grid connection capacity 
will be handled for such projects.  As this is a separate process with each 
utility, and as various developers are now participating in existing grid 
capacity upgrade auction processes, it is possible that grid connection 
rights may be secured by parties other than the successful bidders in the 
site auction processes under the Offshore Wind Promotion Law.  As noted 
in our previous Client Alert No. 36, METI has stated that parties holding 
such grid connection rights should assign their rights to successful bidders 
in auctions held under the Offshore Wind Promotion Law.  However, the 
process for such assignment has not been clear.   

Whilst the Report does not fully address this issue, it states that one 
precondition for designation of a Promotion Zone is that grid connection 
rights holders must be willing to transfer their grid connection rights to the 
winner of the auction process under the Offshore Wind Promotion Law.  
This will be particularly critical for the Northern parts of the Tohoku area 
where offshore wind developers are designated as preferred grid 
connection applicants for 2.12 GW of upgraded capacity.  It is likely that 
such a pre-condition will be included as a requirement for bidders under the 
site auction process for each designated Promotion Zone (e.g. by 
participating in such auction processes, each bidder that holds grid 
connection rights must accept an obligation to transfer such rights to the 
successful bidder in the process etc).   

A number of members of the Joint Committee pointed out in the public 
hearing that it will be important to establish a method to determine an 
"objectively calculated transfer price" in order to prevent unjustifiable profit 
taking in such transfers.  We expect this issue will therefore need to be 
addressed in more detail at a later point.  

(c)  Fisheries Business 

The Report emphasized that it will be important for a general consensus to 
be obtained from fisheries organizations in a specific Promotion Zone  
before a Council for such Zone can be formed (provided that such Council 
will include fisheries organizations, local government representatives and 
marine transportation organization representatives).  

(d)  Council Formation and Consultation 

Where a prefecture considers that it has promising areas for offshore wind 
development, and sufficient local stakeholder consensus to establish a 
local council to examine such development, then such a Council should be 
formed by that prefecture.  The topics that should be discussed and 
considered by the Council will include, but not be limited to: 

 the arrangements among interested parties to designate a 
promotion zone;  

 key points for auction criteria; and  

 related information for construction etc.  
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The Report states that the wining bidder should participate in the Council 
process. However, it is not clear in the Report whether potential bidders will 
be able to participate in the Council process before the auction or not

5
.  

The Report recommends that the Central Government should undertake 
research to confirm that proposed sites are in line with the Zone 
Designation Criteria. 

After the Council has formed a local consensus and the Central 
Government research has been completed, the decision on zone 
designation will be made.  The Report recommends that a third party 
specialist committee should be formed at intervals of approximately 6 
months to designate Promotion Zones. 

The Report emphasizes that the planned and continuous formation of the 
offshore wind market is important and recommends that a certain annual 
target of MW should be decided by the third party specialist committee.  In 
this regard, the Report refers to the European track record which has 
averaged around 1 GW per year of offshore wind development since the 
year 2000. 

2 Selection Criteria 

The selection criteria of a preferred bidder for each Promotion Zone will be 
decided on a zone by zone basis.  However, to guide the process, the 
Report recommends that the Guideline issued by METI and MLIT should 
set out a uniform selection criteria that will apply across all Promotion 
Zones.  The Report also recommends that a general evaluation auction 
method (sogo hyoka Ippan kyoso nyusatsu) be applied, which will include 
both a price component and capability and local contribution component.  
This auction method is similar to the airport PPP auction method under the 
PFI Promotion Law

6
 (1999 Law No 117 ) and is also similar to port offshore 

wind auction method under the Port and Harbor Law (1950 Law No 218)
7
. 

The selection criteria that will be applied is described in more detail in the 
chart in Schedule 3. 

The Report recommends that the price component (for electricity supply) in 
each auction process should make up 50% or more of the selection criteria. 
This is because the auction is a form of electricity procurement (i.e. a 
reverse auction), where the price component should be transparent and 
objective, and should lead to a lowering of electricity prices together with a 
reduction in the surcharge burden to electricity users.  The Committee 
discussed the treatment that should be applied to the price component and 
evaluated 2 possible methods.  One is the so called "division method" 
where non-price points are divided by the price (with a lower price resulting 
in a higher overall score).  Another method is so called "addition method" 
where non price points are evaluated separately from price and are then 
added to the price component.  

                                                        
5
 Whilst it is not totally clear, the description on page 17 of the Report suggests that potential 

bidders can participate in the Council process before the Promotion Zone is selected. 
6
 Under this law, Orix and Vanci Airport in France were selected as a preferred bidder in the 

Kansai International Airport PPP where Baker McKenzie worked for an unsuccessful 
European airport operator, and Mitsubishi Corporation and Changi Airport in Singapore were 
selected in the Fukuoka International Airport PPP where Baker McKenzie worked for Aviation 
Department of MLIT. 
7
 Please find a link to the Kita Kyushu Port Offshore Wind Auction Criteria below. Note 

however that the Kita Kyushu Port project was based on a  fixed 36 yen FIT tariff (about US 
Cents 32.7) and so bidders were only required to compete on non-price criteria. 
 http://www.city.kitakyushu.lg.jp/files/000747919.pdf 
http://www.city.kitakyushu.lg.jp/kou-ku/30300004.html 
 

http://www.city.kitakyushu.lg.jp/files/000747919.pdf
http://www.city.kitakyushu.lg.jp/kou-ku/30300004.html
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The Joint Committee discussed this issue in detail during its 4th meeting on 
20 March 2019 and reached a consensus to support the addition method 
under which the price component will be 120 points and the non-price 
component will be 120 points.   

Under this method, the lowest price bidder will be awarded 120 points and 
the second lowest bidder will be awarded points under the following 
formula. 

Second lowest bidder's price point = Lowest bidders price/Second 
lowest bidders price x 120 points 

The Joint Committee then discussed the ratio between the capability points 
and local contribution points, and agreed to allocate 80 points for capability 
and 40 points for local contribution.  This 33% allocation for local 
contributions within non price criteria is relatively high compared to the 
Fukuoka International Airport PPP (5%) and Shimane Prefecture Prison 
PFI (15%) auction processes.  However, it is similar to the Kita Kyushu Port 
Auction where the local contribution points were 100 points out of 300 
points (33%). 

The Joint Committee further discussed how to allocate points to each 
criteria and decided on a 5 scale point system

8
 under which the top runner 

gets 100% of the maximum possible points, the middle runner gets 70%, a 
minimum runner gets 30%, the bottom runner get 0 points and those who 
do not show any merit are treated as a failed bidder.  Bidders that fail to 
obtain points in any criteria will fail the entire evaluation (even if they obtain 
higher points in other criteria, they will fail the overall bid procedure and be 
excluded from the bid process). 

As noted in the chart in Schedule 4, a top runner's track record shall be 
based only on their project development experience in Japan.  This means 
that an overseas bidder without experience in Japan will not be able to 
qualify for top runner status by itself.  Such bidders will therefore need to 
form a consortium with a Japanese companies who have good track record 
of offshore and onshore wind power construction, operation and 
maintenance and marine construction in Japan.  

For the criteria of: 

 Realization of Business Plan;  

 Cooperation and Involvement with the Community; and  

 Knock-on Effect to the Local Economy,  

only one top runner will be selected. Whereas for other criteria, multiple top 
runners may be selected.  For more details please refer to Schedule 4.  

The Joint Committee also reached a consensus that a ceiling price should 
be set to keep auction prices down.  Such a ceiling price should be 
disclosed for all auctions up until 6 December 2020 (Article 2 of Proviso of 
the Offshore Wind Promotion Law). 

The Report finally suggests that consideration may be given to applying a 
right to match system (the so called "last call") under which bidders who 
provide site survey information may get an option to match the lowest price 
and win the bid (i.e. a similar system to that adopted in Germany). 

 

                                                        
8
 The Report uses specific terms for each of the 5 scales.  The term used for the first category 

is "top runner" and the term used for the second category is "middle runner".  For 
convenience, we have used similar terms in this section for other categories as well (though 
they are not specifically used in the Report).  
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Other Issues Discussed at the Joint Committee 

The Joint Committee discussed and reached a consensus on the following 
further points for the auction process: 

 each bidder may adjust their proposed project capacity by up to 20% 
(either more or less) than the specified capacity for a particular 
Promotion Zone; 

 to qualify to participate in an auction, a bidder must be a Japanese 
incorporated company; 

 bidders that have failed to assign their grid status in any other offshore 
wind auction without legitimate reasons will be disqualified from the 
current bid procedure; 

 based on the European approach, it is likely that some parts of the 
project facility may be left in place under the sea bed on conclusion of 
the project term;  

 a bank guaranty must be provided as security for wind facility removal 
costs if the project company becomes insolvent; 

 bidders may propose an operation period that is longer than the 20 
year FIT period; 

 a specific commercial operation date deadline is recommended to be 
set for each auction process with the FIT period reducing on a month 
by month basis corresponding to any delay in achieving operations 
past such deadline;  

 a bid bond and performance bond will be requested from bidders in 
each auction process; 

 certain site data (wind condition, lightening, tidal and wave conditions, 
geological data) researched by the Central Government will be 
provided to the bidders in order to reduce bidding costs;  

 the Occupation Rent for the general sea area should be calculated 
based on the vertical axis turbine radius and the bird's eye horizontal 
swing area for the blades for each turbine (see Schedule 5) and the 
length of chains and cables (this will vary from local government to 
local government but will generally be set at around 100 yen (US 90 
cents) per square meter per year or less; 

 a 2 step procedure will apply to evaluate occupancy plans, the first 
step will check compliance with the general selection criteria, and the 
second will evaluate the merits in terms of a long term, stable and 
efficient power business. The first step will be done by METI/MLIT and 
the second by a third party special evaluation committee formed by 
academic and specialists. The governor of the relevant prefecture 
should also be consulted as part of the process; and 

 to ensure a transparent and fair procedure, bidders are generally 
prohibited to communicate with local stakeholders during the bid 
period (with the scope for contacts with such local related people to be 
determined before the bid process). 

Please see the attached Schedule 6 for potential development areas that 
may fall within the first rounds of auction processes. 

Conclusion 

Contrary to the usual speed of Japanese government decision making, 
METI and MLIT have moved very swiftly in this case to produce the basic 
structure for offshore wind auctions.  They will now move to issue the 



 

Page 7 of 10 

Renewable Energy in Japan - Recent Developments No. 43 

Guideline and speed up the process.  Hopefully, the first auction will then 
start in Q1 or Q2 of 2020 and the first project COD will take place around 
2023.  By this date, we would hope to see ambitious renewable targets 
being announced and annual volume of offshore wind being set at 1 GW or 
more.  
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Schedule 3 

 

 

Schedule 4 

Point Allocation to Evaluate Realization of Offshore Wind Project 

http://www.bakermckenzie.co.jp/wp/wp-
content/uploads/Point_Allocation_to_Evaluate_Feasibility_of_Offshore_Wind_Project2019032
2-2.pdf 
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Schedule 5 

Projected Areas 
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