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investment projects have not yet been implemented on a large scale.
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efficientimplementation 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.
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Executive Summary

Article 12! as well as the M3E (Market for Energy Efficiency and Environment) Bylaws? have been
established to create the legal framework for a market environment which is characterized by very low
consumer prices for energy. The artificially low prices, supported through government subsidies,
currently encourage the wasteful use of energy and impede projects for energy efficiency
improvement as the price distortion prevents consumers and potential investors from reaping the true
economic benefits associated with reduced energy consumption. Consequently, many energy
efficiency projects that are worthwhile from an overall economic perspective are currently not
implemented because the associated cost savings for the consumer do not cover the investment costs.

The idea behind Article 12’s provisions and the M3E is to incentivise energy efficiency investments
which are otherwise unprofitable from an energy consumer’s point of view: they assign an additional
value to energy savings by reimbursing energy saved, or by allowing project owners to sell the savings
to higher-tariff national or international consumers for a pre-defined period. The basis for this
mechanism is the strongly differentiated system of energy tariffs currently in place in Iran.

Article 12 grants potential investors the opportunity to receive cash flows as repayment of energy
efficiency investments through one of the following options:

selling energy savings on international markets and obtaining the revenues,

receiving payments in the amount of the (internal or export) market value for energy savings

from the state.

Article 12 depends strongly on the state as a major stakeholder of the planned market for reimbursing
energy savings, due to the difficulties connected with independently exporting products. As this is
incompatible with key characteristics of a market-based mechanism and in order to remove
executional obstacles and challenges on Article 12, the ideas regarding an energy efficiency market in
Iran have been further developed: The Bylaws, passed in early 2018, further determine the regulatory
setup for another option: selling energy savings independently to higher-tariff domestic consumers.
They determine the general conditions under which an investor can obtain the amount of saved energy
and sell this amount on the national market to other, higher-tariff customers. This setup for internal
trade among domestic consumers is referred to as the M3E.

The relative differences across energy tariffs are substantial, regarding electricity as well as natural
gas. Still, the major challenge for implementing the M3E stems from the fact that margins are still small
in absolute values, as Iranian energy tariffs are generally very low compared to internationally
customary prices. Therefore, from the perspective of any energy efficiency project, obtaining the
export price margins is of course always more attractive than obtaining internal tariff margins.

Ultimately, M3E can be seen as the successor of Article 12 with somewhat different conditions and
requirements. The types of energy saving projects addressed hence differ at some instances:

1 Article 12 of the “Law on Elimination of barriers to competitiveness and improving the country’s financial
system”, ratified in April 2015.

2 The ”Bylaws for creating the market for energy efficiency and environment”, ratified by the Supreme Energy
Council in March 2018.
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The M3E is a framework for state-independent trade in energy savings, currently only among
domestic consumers. It is suitable for large projects as well as for smaller ones, where the
amount of energy saved is too low to justify the high transaction cost of selling on
international markets. Given that it builds on the internal price margins, the M3E’s internal
trade primarily addresses the “low-hanging fruits”, i.e. energy savings achievable at low cost
by consumers which are able to exploit the largest price differentials on the internal energy
market. Thus, the M3E focuses on consumers in the lowest tariff groups, with the ability to

reduce consumption easily.

The option to consider export prices for savings as granted by Art. 12 involves more
interaction with the state, possibly relatively high transaction cost and a risk of delayed
repayment due to the dependence on dedicated budgets. For consumers/sectors that
already face comparatively high energy tariffs and therefore low domestic opportunity cost
to exploit price differentials within the M3E, selling energy savings at export rates is the only
viable option. The possibility to export saved energy via Art. 12 (or possibly even the M3E
framework in the future) may also cover energy savings in utilities, such as through the
reduction of natural gas leakages and electricity losses in transmission and distribution

networks, or flare gas reductions, that basically have no internal tariff.
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1 Why an energy trading mechanism?

Article 12° as well as the M3E (Market for Energy Efficiency and Environment) Bylaws® have been
established to create the legal framework for a market environment which is characterized by very low
consumer prices for energy. The artificially low prices, supported through government subsidies,
currently encourage the wasteful use of energy and impede projects for energy efficiency
improvement as the price distortion prevents consumers and potential investors from reaping the true
economic benefits associated with reduced energy consumption. Consequently, many energy
efficiency projects that are worthwhile from an overall economic perspective are not implemented
because the associated cost savings for the consumer do not cover the investment costs.

The idea behind Article 12’s provisions and the M3E is to call project developers and potential investors
into action to provide ideas and financial means to implement economically sensible projects for
improving energy efficiency. In many instances, such plans exist and they are in a well advanced state,
too — but their implementation is too costly to pay off through energy savings, given the current low
tariffs. The regulations’ target is to incentivise energy efficiency investments which are otherwise
unprofitable from an energy consumer’s point of view: they assign an additional value to energy
savings by reimbursing energy saved or by allowing project owners to sell the savings to higher-tariff
national or international consumers for a pre-defined period. The basis for this mechanism is the
strongly differentiated system of energy tariffs currently in place in Iran (see section 3). As the
mechanism is market-based, it supports energy productivity improvement by pushing the
implementation of measures at the lowest possible cost.

In the following, section 2 presents a more detailed outline of the regulatory setup of Art. 12 and the
M3E. Section 3 provides an overview on the current Iranian energy tariffs, to enable a better
understanding of trading options for energy savings.

2 Regulatory setup of Article 12 and the M3E

Article 12 of the “Law on Elimination of barriers to competitiveness and improving the country’s
financial system*, was ratified in April 2015 as a permanent law on the basis of paragraph Q of 2014’s
budget law. The budget law in 2014 and precedent years had provided the opportunity for investors
to receive reimbursements of energy savings based on the difference between local tariffs and export
values.

Article 12 grants potential investors the opportunity to receive cash flows as repayment of energy
efficiency investments through one of the following options:

selling energy savings on international markets and obtaining the revenues,

receiving payments in the amount of the (internal or export) market value for energy savings

from the state.

5 Article 12 of the “Law on Elimination of barriers to competitiveness and improving the country’s financial
system”, ratified in April 2015.

6 The ”Bylaws for creating the market for energy efficiency and environment”, ratified by the Supreme Energy
Council in March 2018.
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Article 12 depends strongly on the state as a major stakeholder of the planned market for reimbursing
energy savings, due to the difficulties connected with independently exporting products. As this is
incompatible with key characteristics of a market-based mechanism and in order to remove
executional obstacles and challenges on Article 12, the ideas regarding an energy efficiency market in
Iran have been further developed: The Bylaws, passed in early 2018, further determine the regulatory
setup for another option: selling energy savings independently to higher-tariff domestic consumers.
They determine the general conditions under which an investor can obtain the amount of saved energy
and sell this amount on the national market to other, higher-tariff customers. This setup for internal
trade among domestic consumers is referred to as the Market for Energy Efficiency and Environment
(M3E).

In the following, subsection 2.1 explains in greater detail the possibilities granted by Article 12 and the
institutional processes of the mechanism. Subsection 2.2 succeeds with the same information
regarding the M3E.

2.1 Specifics of the Article 12 mechanism

Article 12 of the “Law on Elimination of barriers to competitiveness and improving the country’s
financial system®, ratified in April 2015, specifies that an amount of USD 100 billion and an additional
IRR 500,000 billion (inflation-indexed) should be made available each year for measures to improve
the efficiency of production in the country, with a particular focus on energy. The figures build on the
premise that investments of this magnitude would soon pay off, through production cost savings in
general and energy savings in particular.

Projects eligible for Article 12 need to increase the quality or quantity of production, reduce the cost
of production, minimize environmental damage or improve health or property. The major focus
however is on energy saving, which is considered to have the greatest potential for productivity gains
in Iran. To repay the incurred investment costs, the Government is entitled to purchase the additional
outputs or saved inputs.

The regulation is addressed to all Iranian ministries and other governmental institutions, but
particularly the Ministry of Petroleum (MoP) and the Ministry of Energy (MoE), including their
subsidiaries and subordinate organizations. Their task is to support and advance investments in energy
efficiency measures made by individuals or legal entities, by signing contracts of repayment through
governmental funds in the abovementioned amounts. The focus of support is on private-sector
initiatives.
The institutional process for the implementation of energy efficiency projects under the framework of
Article 12 includes the following steps:
Any individual person, legal entity or governmental organization may propose a project via
an online proposal form. The proposal is subject to evaluation by the responsible
governmental organization, which is the potential contracting partner. Approval by the

Supreme Economic Council is further required.

The project must provide proof of energy savings or improved outputs, i.e. there is need for

implementing a monitoring, verification and reporting procedure. In some cases of

10
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improvements in outputs or, e.g., infrastructure, the calculation of savings might be

hypothetical.’
There are two options for the project owner to collect the equivalent value of the savings:

1. receiving the saved amount of energy carrier (against paying one’s own tariff) and the

authorization to sell it on international markets®,

2. obtaining the monetary difference between the average export price® and one’s own

tariff, reduced by exporting costs and penalties.

Repayment is guaranteed by MoP, according to the future additional incomes or cost

reductions from saving energy.

Due to the need for considering exporting opportunities, the provisions of Art. 12 to sell saved energy
on international markets imply comparatively high transaction costs per project — for project owners
as well as the contracting governmental organizations. Profitability is conditional on a broad
knowledge of (international) energy markets and on the relevant infrastructure base. Thus, the
exporting opportunity provided in Art. 12 is a more relevant option in cases of large-scale investment
at large companies with very high savings potential, e.g. in the energy sector (South Pars Special
Economic Zone in Assaluyeh).

2.2 Specifics of the M3E mechanism for internal trade in energy savings

The Bylaws for Creating the Market for Energy Efficiency and Environment set an institutional frame
for trade in energy savings in the domestic market only (at current). The market design addresses
internal price differences due to time, location, and type of consumer. At the core of the M3E are
tradable certificates that project owners obtain against the proof of energy savings. An energy saving
certificate (ESC) demonstrates ownership of a certain amount of energy carrier and can be sold to
other consumers in the market. Buyers of certificates, upon delivering them to their energy suppliers,
may receive the claimed amount of energy carriers or count it against their bill.

Main addressees with regard to investment projects within the M3E framework are, on the one hand,
small, medium and large businesses with substantial use and savings potential of energy. On the other
hand, potential buyers of saved energy include businesses that face higher tariffs (see section 3).

The M3E mechanism in itself does not provide adequate opportunities for projects at individual
households. Their energy saving potential is usually limited to small amounts, while transaction costs
of project implementation, savings measurement and verification as well as trading costs and risks are
high. Given the overall low level of energy prices, Iranian households are not likely to engage in the

7 The calculation of hypothetical savings will be necessary, e.g., when actual energy consumption rises through
energy efficiency measures which are associated with a scale-up of production. Another case in which savings
must be calculated hypothetically is the improvement of public transport, as reductions in demand for
individual transport must be estimated.

8 Alternatively, project owners may put the amount of energy carriers that they receive to their own use or sell
it on the internal market.

% In case of electricity and natural gas savings, the monetary return may be determined by the revenue obtainable
with equivalent exports of oil.

11
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M3E individually. Projects in households may be attractive for investors if sampled to bundles of
projects (to so-called “programs of activities”) to increase investment volumes while keeping
transaction costs low, exploiting scale effects.

Importantly, trading opportunities in the M3E currently cover natural gas and electricity savings only.
The Ministry of Petroleum (MoP) has determined that petroleum products are excluded from the M3E
for the time being.'® There is no reason in principle to refuse widening the scope of the M3E to include
also petroleum products.

The trade in energy savings within the M3E framework concerns final energy consumption. This is
evident based on the background of using differences in consumer prices for energy carriers such as
electricity and natural gas. Trade among consumers, drawing electricity and natural gas from the grids
at their own premises, makes it necessary to take into account, measure and report savings in terms
of final energy consumption.

Following discussions with Iranian stakeholder institutions and organizations in early 2019, fuel
switches will generally not be accepted in the given framework, with the exception of off-grid
renewable solutions. This implies that trading saved energy carriers will only be possible if the measure
does not replace it with another conventional carrier.’! In other words, savings in grid-supplied
electricity or natural gas achieved by replacement with off-grid renewable installation will be eligible
for trade under the mechanism; though a list of definite and clear eligibility criteria has not been agreed
on so far. However, there is a broad consensus that projects must serve the goal of reducing energy
intensity with regard to conventional carriers. This means that projects need to directly save grid-
supplied electricity or natural gas, and that the savings must be measurable, verifiable and
reportable.’?

The Bylaws determine that IFCO and SATBA are responsible for setting up measurement, reporting and
verification (MRV) systems for fuel and electricity savings, respectively. Savings shall be reported
monthly. Besides energy savings, the Bylaws further demand a monthly reporting of greenhouse gas
emissions and pollutants.

The Bylaws state that the basis for savings calculations at an entity that produces goods or services
includes the following variables:

production volumes with regard to a certain product and

energy (fuel or electricity) intensity of the product according the relevant Iranian standards

at the time of implementation of the project.

A more standard approach, which is also currently discussed among stakeholder institutions, is to
consider actual energy consumption before energy saving measures have been implemented (pre-

10 Article 12 does not exempt any specific carriers of energy.

11.e., switching from natural gas to electricity or vice versa will not be a viable option for trade in energy savings.

12 For a set of standard projects which are easy to keep track of and with comparatively small quantities, there
might be relaxed rules for measurement and verification. However, this is still subject to discussion among the
responsible specialized and technical institutes.

12
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retrofit).’® Furthermore, it is suggested that other determinants of energy use besides production
volumes may also be considered for the calculation of a baseline scenario. Decisions are pending.

The Bylaws appoint the suppliers of energy carriers as publishers of certificates, having obtained
approval by the Energy Saving Commission (ESC). Issuance of certificates for savings as reported and
verified is against the payment of the respective consumer’s tariff at the time that energy is saved.

Before any project can receive certificates under the M3E, a formal application is necessary, indicating
the project’s characteristics and eligibility for the mechanism. It is envisaged that a central data registry
and an online proposal toolkit will be established. The project proposal needs evaluation and approval
by a commission set up by the specialized and technical institutes for the M3E.%*

3 Overview on the Iranian energy tariff system

Electricity and natural gas tariffs in Iran vary in many dimensions, and the differences are substantial.
The present section is intended to provide an initial orientation, including some exemplary rates. Note
that the structure of energy tariffs for non-residential consumers differs from the one for residential
consumers.

Regarding petroleum products, rates vary much less. Power plants pay a lower price for diesel and
mazut (fuel oil) than other consumers (see Table 3-1).

Table 3-1: Prices for petroleum products, 2019 rates

Regular Gasoline 10,000

Premium Gasoline 12,000

Diesel for Power Plants 2,100
Diesel for other sectors 3,000
Mazut for Power Plants 1,300
Mazut for other sectors 3,000
Kerosene (white oil) 1,500

3.1 Residential consumers

For residential consumers, the tariff system considers the following features:

IM

climate zone (electricity: “normal” regions as opposed to four categories of warm regions;
natural gas: four climate zones) and season (electricity: warm regions have lower tariffs in

the warmest months; natural gas: tariffs are generally lower in the cold season),

13 Otherwise, there would be no energy saving incentive from the mechanism for producers with below-standard
energy efficiency, as they would not be able to claim the improvement as savings.

14 The Bylaws specify the following bodies as specialized and technical institutes for the M3E: Ministry of
Petroleum (which includes IFCO and supply companies), Ministry of Energy (which includes SATBA and supply
companies), Vice-Presidency for Science and Technology (VPST), Department of Environment, Iranian National
Standards Organization (INSO) and the Planning and Budget Organization (PBO).

13
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consumption volumes (with higher tariffs for large-scale consumers and, additionally, higher

rates for those consumers who exceed the defined monthly consumption pattern),

load profile (electricity only, applicable only to consumers with time-of-use meters,
considerable surcharges for peak consumption and discounts for off-peak consumption).
The monthly consumption pattern as outlined in Table 3-2 below defines standard volumes of per

household consumption. The standards for warm seasons differ substantially across regions, as
consumers in the warmest regions have a high need for cooling.

Table 3-2: Monthly consumption patterns for residential consumers

Normal Regions 22 May to 22 300

September

Rest of the year 200
Non-warm seasons of all types of warm regions 200
Warm Region Type 4 400
Warm Region Type 3 1,000
Warm Region Type 2 2,000
Warm Region Type 1 3,000

The range of electricity tariffs applicable to residential consumers, before surcharges and discounts, is
between 175 IRR/kWh (small-scale consumers in warmest regions during warm months) and
4319 IRR/kWh (large-scale consumers in normal regions).”® Table 3-3 below presents an exemplary
outline of the electricity tariffs for residential consumers in normal regions (applicable also to
consumption in warm regions during the colder months), disregarding timing (load).

Natural gas tariffs for residential consumers range between 414 IRR/m? (small-scale consumers in the
cold season) and 4830 IRR/m? (large-scale consumers in the cold season). Table 3-4 further below
provides an overview of natural gas tariffs for residential consumers in the warm season, differentiated
with regard to consumption ranges.

Generally, the most substantial variation of tariffs is with regard to consumption volumes.

Table 3-3: Electricity: exemplary tariffs for residential customers in normal regions, 2019 rates

Below-pattern* average
Tariff monthly consumption
(IRR/kWh) | Above-pattern average
monthly consumption
* The pattern foresees consumption of 300 kWh in summer (22 May to 22 September) and 200 kWh in the rest
of the year.

524 611 1,310 = = = =

603 702 1,506 2,710 3,113 3,916 4,319

15 By May 2019, Persian year 1398.
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Table 3-4: Natural gas: exemplary tariffs for residential consumers in warm seasons (Apr-Nov), 2019 rates

ConMszrr:h'tyion s | 4 9% 146 196 246~ 296 346- 396 446 496 .
P 95 | 145 | 195 @ 245 @ 295 @ 345 395 445 495 545

range (m?3)

Tariff

(IRR/m?) 1,081 | 1,311 | 1,656 | 2,116 | 2,576 | 2,806 | 3,151 | 3,496 | 3,726 | 3,956 @ 4,186 @ 4,301
3.2 Non-residential consumers

With regard to electricity tariffs, there are ranges of two to three sub-categories for each category of
non-residential consumers (public/governmental, agriculture/water, industry/mining, and other). The
sub-categories relate to specific branches or type of energy usage (e.g. pumps for irrigation). Besides,
the electricity tariff system considers the following features:

contracted power (electricity only; constant monthly power subscription fees for consumers

surpassing the threshold of 30 kW),

load profile (electricity only, with considerable surcharges for peak consumption and
discounts for mid-peak and off-peak consumption, applicable only to consumers with proper

meters).

Furthermore, there are some specific modifications. E.g. for all non-residential customers, a
20 percent surcharge is added to the bill in the summer months. Other rules consider the
type of energy usage (production vs. non-production use) or if producers contribute to

network balancing, e.g. by switching off their installations at peak hours.

In some instances, electricity consumers can choose between different tariff options that shift
between per-unit charges of energy consumed and power subscription fees: by paying a higher
subscription fee, consumers can reduce their per-unit price. In any case, it is important that project
developers consider the actual specific rates applied to the relevant consumer.

Electricity tariffs are generally lowest for agricultural producers. In off-peak hours, agricultural
producers are, e.g., charged 70 IRR/kWh for running water pumps for irrigation, at peak hours the
charge is 282 IRR/kWh. Electricity consumers from industry and mining pay up to 1,642 IRR/kWh at
peak hours, but generally less than 500 IRR/kWh at off-peak hours. The largest per-unit charges are at
4,952 IRR/kWh, for ministries and governmental organizations as well as inner-city road lighting at
peak hours.
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Table 3-5: Electricity: exemplary tariffs for non-residential consumers, agriculture and water, 2019 rates

Tariff Power more than 30 kw Power less than 30 kw

Code
Subscription | Energy Tarlff IRR/kwh Subscription | Energy Tariff IRR/kwh
(IRR/kw) peak (IRR/kw) peak off peak

peak peak peak

3-A - 141 - 141

3-B 20,965 546 273 136 - 682 341 170

3-C  Choicel 34,940 714 357 178 -

Choice2 | -- 1,068 | 534 267 - 1,068 >34 267
Explanation
3-A Water pumps for irrigation (agriculture, second pumps, pressure and gravity irrigation)

Electric busses and trains

Water pumps for horticulture, livestock farms, mushroom, flower plants and fish production)

3-B Non-pumping consumption of livestock farms (poultries, animal farms), Silk caterpillar production,

bees, etc.

3-C

Non-pumping consumption for mushroom and flower production
Tea plants, Cool Houses, rice and corn processing units, rural flour units

Drinking water pumps, water and wastewater treatment plants, etc.

Regarding natural gas tariffs, there is an extensive list of activities with specific tariffs. In some

instances, they differ regarding

[1 season (warm vs. cold season), and

(1 consumption scale (high-pressure consumers have higher tariffs in the warm season).

The range is from free-of-charge natural gas (religious facilities) up to 4,500 IRR/m3® (CNG suppliers
serving final consumers). The petrochemical industry, which uses natural gas as a feedstock, pays an
even higher price, following a dedicated calculation formula that partly considers prices on export
markets. This price is subject to regular, three-monthly updates. Currently, the tariff is at 9,000 IRR.

Converted to USD by the official SANA exchange rate, this has been around 0.09 to 0.13 USD lately.!®

Table 3-6: Natural gas: exemplary tariffs for non-residential consumers, 2019

Consumer Tariff (IRR/m3) Tariff (IRR/m3)
Warm season Cold season

Rural and urban mosques, religious centres etc. free

Power plants 607

Education and sports places 926

Brick industry, sugar, aluminium, copper, hotels, 1,000

mechanized bakeries and others (large-scale cons.: 1,000
1,500)

Agriculture 1,150 ’ 690

Commercial services and retail (for space heating) 1,495

Steel industry 2,600

Governmental and public institutions 2,990 ’ 1,495

CNG stations (serving final consumers) 4,500

16 https://www.sanarate.ir/.
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4 Conclusion

Against the background of highly subsidized energy tariffs in Iran, raising energy efficiency needs an
innovative approach. A market-based mechanism may be successful in realizing opportunities for
energy efficiency improvement.

With regard to internal trade of energy savings under the M3E, section 3 demonstrated that the
relative differences across energy tariffs are substantial. This holds for electricity as well as natural gas.
For example, governmental organizations pay 4,952 IRR per kilowatt-hour in peak hours while
agricultural producers are charged only 282 IRR — these rates differ by factor 17.5. Natural gas is even
free of charge in some instances, while governmental organizations pay 2,990 IRR per cubic meter (in
the warm season) and CNG stations serving final consumers pay 4,500.

Despite the tremendous relative differences, the major challenge for implementing the M3E stems
from the fact that margins are still small in absolute values, as Iranian energy tariffs are generally very
low compared to internationally customary prices.’” Therefore, energy savings that are contingent on
the acquisition of expensive technology might not pay off in many instances, even if the sales value of
savings is many times as high as one’s own tariff. The case is more difficult when a project requires
investment in foreign currency such as Euro or US Dollar, as the Iranian Rial has been subject to high
inflation rates recently.

From the perspective of any energy efficiency project, obtaining the export price margins is of course
always more attractive than obtaining internal tariff margins. Even if project owners are not capable
of trading energy internationally themselves, applying for compensations from the Government, which
consider international market prices, promises higher margins than internal trade. However, previous
experience proves that the Government sets high requirements for the approval and monitoring of
projects that receive compensation oriented at export prices and the administrative effort is high.
Furthermore, the budget for compensation from the Government under Art. 12 is limited — in contrast
to trade in energy savings among consumers, which does not strain the Government’s budget.

Ultimately, M3E can be seen as the successor of Article 12 with somewhat different conditions and
requirements. The types of energy saving projects addressed hence differ at some instances:

The M3E is a framework for state-independent trade in energy savings, currently only among
domestic consumers. It is suitable for large projects as well as for smaller ones, where the
amount of energy saved is too low to justify the high transaction cost of selling on
international markets. Given that it builds on the internal price margins, the M3E’s internal
trade primarily addresses the “low-hanging fruits”, i.e. energy savings achievable at low cost
by consumers which are able to exploit the largest price differentials on the internal energy
market. Thus, the M3E focuses on consumers in the lowest tariff groups, with the ability to

reduce consumption easily.

The option to consider export prices for savings as granted by Art. 12 involves more

interaction with the state, possibly relatively high transaction cost and a risk of delayed

17 Using an exchange rate of 100,000 IRR/USD, the highest tariffs mentioned above translate into 0.11 USD/kWh
(4,628 IRR/kWh) and 0.07 USD/m? (2,990 IRR/m?3) respectively.
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repayment due to the dependence on dedicated budgets. For consumers/sectors that
already face comparatively high energy tariffs and therefore low domestic opportunity cost
to exploit price differentials within the M3E, selling energy savings at export rates is the only
viable option. The possibility to export saved energy via Art. 12 (or possibly even the M3E
framework in the future) may also cover energy savings in utilities, such as through the
reduction of natural gas leakages and electricity losses in transmission and distribution

networks, or flare gas reductions, that basically have no internal tariff.
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