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Eligibility criteria for projects in the M3E
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About IREEMA

Iran belongs to the top ten greenhouse gases emitting countries in the world and the Iranian economy
is the most energy intensive of all oil and gas producing nations. Domestic energy tariffs are set by
administrative decree far below export market prices. Over the last decade, the energy productivity in
Iran declined further. Iranian policy makers are aware of the need to the increase energy efficiency
(EE) of the economy.

With the adoption of the Article 12 of the “Law on elimination of barriers to competitiveness and
improving the country’s financial system” the legal basis was created for specific economic incentives
for energy efficiency investments. Because the implementation mechanism is still to be developed,
investment projects have not yet been implemented on a large scale.

The IREEMA project shall support Iran’s Vice-Presidency for Science and Technology to implement an
integrated energy efficiency market in practice.

The project therefore aims at developing together with the responsible Iranian stakeholders an
efficient implementation mechanism and to lower transaction costs for potential investors. In addition,
the project aims at testing this approach in practice by developing the huge energy efficiency potential
in the country in two main areas: the gas sector with special focus on the South Pars Special Economic
Energy Zone (PSEEZ) in Assaluyeh and the sustainable energy supply in selected rural pilot areas. In
case of necessity, adjustments of the implementation mechanism will be suggested accordingly to
ensure proper functioning. The implementation mechanism shall become the corner stone of the
integrated market for energy efficiency in Iran. Such a functioning mechanism could foster the
implementation of Iran’s INDC and even raise the ambitions of policy makers.

IREEMA

c/o DIW Econ GmbH
Mohrenstral3e 58

10117 Berlin, Germany

Project Manager: Dr. Lars Handrich
Tel: +49 (30) 2060 9720

Fax: +49 (30) 2060 97299
service@ireema.com

www.ireema.com
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Executive Summary

The basic requirement for establishing the market mechanism is the definition of clear criteria for
projects to be eligible for it. Most of all, these criteria must reflect the political aims that are connected
with the market initiation and their priorities. The specification of eligibility criteria should hence be a
top priority for the responsible political institutions.

For the support of a quick market initiation, the number and complexity of eligibility criteria should be
kept low. There are two major reasons for this:

e Eligibility criteria should be sufficiently pragmatic and applicable so that project developers
and investors can handle them. Project developers need to understand quickly and easily the
exact conditions for an energy efficiency project to be eligible for the M3E.

e It is important to avoid too many specifications and restrictions for the sake of maximum
market efficiency. A market mechanism such as the M3E generally works best with as many
participants and types of projects as possible. Potential participants should be in a position to
exert creativity to find innovative solutions for tapping energy efficiency and savings potential.

With regard to the second point, it is important to understand that the M3E is indeed a market
mechanism, relying on market forces within the set framework of eligibility conditions. This means that
besides defining the boundaries of the market, the regulator should interfere as little as possible.

In particular, the eligibility criteria should not be mistaken for instructions manuals, or even priority
lists. Quite the contrary, the choices of specific projects is up to individuals and based on their own
assessment of feasibility and the expected rewards. There should be no need to convince the
authorities of the technical and financial feasibility of projects when this is at the individual project
owner’s and investor’s responsibility and risk. With rationally acting investors, projects that promise
the highest potential for achieving margins will be selected and implemented first. In this case,
individuals as well as the economy as a whole will benefit most in terms of efficiency gains.

In section 1 we suggest three criteria that have evolved as key requirements in the context of the M3E,
to fulfill its aims:

o Projects within the M3E must serve the goal of raising the efficiency in using conventional

energy sources.
« Eligibility is conditional on the direct saving of natural gas or grid-supplied electricity.
o The saved energy should be measurable, verifiable and reportable.

Further, we propose to consider including also environmental requirements for project eligibility,
specifically with regard to controlling emissions.

Section 2 outlines a non-exhaustive list of project types that could be generally eligible for the M3E.
This list is meant as a suggestion, a means of providing clarity and inspiration.
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List of Abbreviations

DoE Department of the Environment

EE Energy Efficiency

EEE Energy Efficiency and Environment

ESC Energy Saving Certificate

ESCO Energy Service Company

ESPC Energy Saving Performance Contracting
GHG Greenhouse Gas

IFCO Iranian Fuel Conservation Organization
INSO Iranian National Standards Organization
IRENEX Iran Energy Exchange

M3E Market for Energy Efficiency and Environment
M&E Monitoring and Evaluation

M&V Measurement & Verification

MRV Monitoring, Reporting and Verification
MoE Ministry of Energy

MoP Ministry of Petroleum

NIGC National Iranian Gas Company

NIOC National Iranian Oil Company

PBO Plan & Budget Organization

RE Renewable Energy

RES Renewable Energy Solutions

SEC Supreme Energy Council

SEO Securities and Exchange Organization
VPST Vice-Presidency for Science and Technology
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