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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 no
such investment projects have yet been implemented.
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.
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Executive Summary
Energy efficiency has been an important agenda in the process of development of IR Iran. Strategies
and policies have been formulated and implemented in the framework of fiscal budgets and five years
development plans since 1992 (1371 of Iranian calendar). Institutions for implementing energy
efficiency programs were established in 1990s (in the decade starting in 1370). Laws on reforming
energy subsidies and improving energy consumption pattern were approved in the first decade of 21st
century (1380 decade). Despite legislation efforts, primary energy intensity has been increasing
continuously over last 4 decades. Annual rate of increase in primary energy intensity was estimated
4.1% in the period 1974-2016 (1353-95). The persistence of increasing trend of energy intensity has
been major challenge of energy sector in IR Iran. Therefore, article 12 of law on elimination of barriers
to competitive production and improving financial system was approved in 2015.
Historical review of energy efficiency programs in IR Iran indicate that there have been considerable
achievements. Despite all achievements it is observed that the goals of reforming energy sector have
hardly been realized. It is also concluded that structural changes in energy market and introduction of
competition and promotion of private sector for active involvement in energy efficiency business
remains as in important challenge of energy sector.
Achievements and problems persisting in the energy market shall be described in the present paper.
Policy paper number 1 presents historical review of development of energy efficiency programs and
this paper provides background analysis for the following policy papers. Policy papers are intended to
provide information for decision making and they would present framework for implementing market
for Energy Efficiency and Environment (M3E)
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List of Abbreviations

MoP

Ministry of Petroleum

VPST

Vice Presidency for Science & Technology

MoE

Ministry of Power (also known as Ministry of Energy)

MoA

Ministry of Agriculture

CEEE

Committee for Energy Efficiency & Environment

IFCO

Iranian Fuel Conservation Company

SATBA

Renewable Energy and Energy Efficiency Organization

PBO

Plan and Budget Organization

NIOC

National Iranian Oil Company

FY

Fiscal year

MTOE Million Tons of Oil Equivalent
IECP

Law for “Improvement of Energy Consumption Pattern”

TSRA

Law for “Targeted Subsidy Reform Act”
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Preface
Energy efficiency (EE) is an appropriate response to the pressing energy, economic and climate related
challenges facing Islamic Republic of Iran. Energy sector is also responsible for 85 percent of
greenhouse gas emissions that are due to the use of oil and gas. This proves the importance of utilizing
energy efficiency measures in different sectors to reduce greenhouse gas emissions effectively.
Pursuing energy efficiency measures in different economic and social sectors, especially in energy
intensive industries, is necessary to realize goals of sustainable development.
Energy efficiency programs have been pursued through different policies in the Islamic Republic of
Iran. However, their implementation is involved with challenges such as high energy subsidies. One of
the latest approved regulatory mechanisms on energy efficiency is Article 12 under the law on
“Elimination of Competitive Production Barriers and Improvement of Financial System” which was
approved and ratified in 2015. Development and implementation of energy efficiency programs could,
therefore, be reviewed on the basis of article 12.
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1

Introduction

Energy consumption in Iran has been growing constantly over last four decades. Primary energy
consumption was 24.7 MTOE in 1974, which increased to 302.0 MTOE in 20161 [1]. The increasing
trend has been continuing ever since. Average annual growth rate of primary energy consumption over
42 years was estimated 6.1%. In the same period the rate of growth of GDP was less than the rate of
increase in primary energy consumption. As a result, the total energy intensity of the economy has
increased from 0.02 TOE/Mio. IRR2 in 1974 to 0.11 TOE/Mio. IRR in 2016, which indicates an annual
growth rate of 4.1% [2]. The trend of energy intensity has shown continuous increase until 2000. It
remained constant in the period 2000-11 when the oil price in the international market rose to a high
level of 100 $/bl. Increase in the oil price had positive impact on the level of GDP. GDP grew due to
high oil prices in the world market where it was independent of changes in the economic production
factors. Additional oil revenue contributed to economic growth. The outcome of this phenomenon was
that the energy intensity remained constant at a level of 0.10 TOE/Mio. IRR. Thereafter, the increasing
trend of energy intensity continued and it reached 0.121 TOE/Mio. IRR in 2015. Primary energy
intensity decreased slightly in 2016 and it reached a level of 0.113 TOE/Mio. IRR in 2016.
Energy consumption per capita has also increased with a high rate of growth. Per capita primary energy
consumption was 0.8 TOE/Capita in 1974 and it increased to 3.78 TOE/Capita in 2016, which
corresponds to an annual average rate of increase of 3.8% in the last four decades. The per capita
primary energy consumption in IR Iran is comparable to its level in Germany, which was 3.9 TOE/Capita
in 2014. In the same year GDP in Germany was 3162 Billion US$3 where the GDP in IR Iran was
estimated to be just 400 Billion US$4. Total GDP and economic productivity of IR Iran relative to their
values in Germany was estimated 13% and 12% respectively. This general data indicates that the
resource efficiency and factor productivity in IR Iran is considerably low.
Continuous increase in energy intensity and economic growth has necessitated expansion of energy
supply system. Energy supply system has experienced a rapid expansion and the annual rate of
increase in total capacity of energy supply system was estimated 6.1% in the period 1974-2014. The
extensive growth of capacities accompanied with structural changes in energy supply where the share
of natural gas in total primary energy consumption reached 71.1% in 2016, where it was almost
negligible in 1974. The ratio of final to primary energy consumption was 61.1% in 1974 and it decreased
to 59.3% in 2016. The reduction in overall efficiency of energy supply system has been mainly due to
the rapid expansion of electric power generation. Considerable energy losses in thermal power plants
and rising trend of the energy conversion in power sector contributed to decrease in the ratio of final
to primary energy consumption. Share of electricity in final energy consumption was estimated 14.4%
in 2016.

1 The last available official energy balance of the country is in 2016. All data

are based on Energy Balance Tables.

2 Mio. IRR: Million Rials in constant prices of 2005.
3 In US$ of 2005
4 The figure has been estimated, because foreign exchange rate has been fluctuating. Figure is also in US$ 2005.
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Increased energy usage and rising trend of energy intensity has also been associated with growing
amount of GHG5 emissions, which reached a level of 536 Million Tons of CO2 equivalent in 2016. This
figure is comparable with the emission of GHG in Germany, where it was 759.6 Million Tons of
equivalent CO2 in 2013. These figures indicate that GHG intensity (emission of GHG relative to GDP) in
Iran is about 5 times of its level in Germany. If continuous economic growth follows present trends,
high rate of increase in GHG emissions in IR Iran ought to be expected.
Local pollution due to emissions from energy sector has also been high. Emission of particles and SOx
were estimated 317 kt and 452 kt respectively in 2016 [2]. High air pollution in urban areas has been
immense and it has initiated disease und damages to human health. Urban traffic is restricted in highly
polluted seasons and schools are closed when the cumulated air pollution exceeds the permitted
levels. Restriction usually happens more often in the period of December to February.
Needs for economic development under conditions of increasing energy intensity of GDP has been
associated with allocation of considerable amount of economic resources to expansion of energy
sector. This situation has also led to reduced potential of energy export that has had negative impact
on the economic growth and export revenue. Low energy productivity, high level of rate of emission
of air pollutants and GHGs has necessitated development and implementation of package of policies
that would enable improvement of energy efficiency and enhancing factor productivities.
Formulation of programs for improving energy efficiencies and implementing appropriate measures
for reducing energy intensity have been major issues of energy policy in IR Iran that has been discussed
at different levels of the society since 1992. Improving energy efficiency was a major challenge in the
process of development when the reconstruction of economy was stared in early 1990s and it became
a public discussion. It also coincided with the preparation of 2nd five years development plan6 of the
country. Hence, an intensive review of energy programs and due consideration of energy efficiency
was an important agenda of parliament in 1995 when the 2nd five years development plan was to be
approved [3].
Further development of energy policies and programs has led to formulation and approval of law on
improving energy consumption pattern and article 12 of law on elimination of barriers to competitive
production and improving financial system. The law was approved and ratified in April 2015. Article 12
has been the last policy formulation for implementing energy efficiency in IR Iran. Historical review of
efforts on development of policies on energy efficiency may provide reliable information for better
understanding of the content and extent of article 12 and challenges of energy efficiency in the Islamic
Republic of Iran.
When reconstruction of the economy started in early 1990s, shortage of energy was observed as an
issue in the process of development. Preliminary studies7 [4] indicated that the expansion of energy
supply system would require large amount of investment and insufficiency of capital and foreign
currency presented themselves as barriers to maintaining energy balances with the help of supply

5 GHG – Green House Gas
6 2nd five years development plan was implemented in the period of 1996-2000
7 “Comprehensive Energy Plan of IR Iran”, Plan & Budget Organization, 1995
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expansion. Therefore, it was concluded that programs on demand side management, renovation of
energy supply system and structural changes in energy systems towards increased share of natural gas
in fuel mix should be prepared. This conclusion were embedded in 2nd five years development plan
when it was formulated in 1995. Special chapter of development plan was then devoted to energy
sector as a whole. Improving energy efficiency and reducing the growth rate of energy intensity were
well acknowledged in the plan.
It was noticed in the process of preparation of 2nd development plan that there were barriers to
improving energy efficiency. It was well understood that high level of energy subsidies and low relative
energy prices are obstacles that would prevent implementation of energy efficiency measures. A policy
of reducing energy subsidies was formulated. Average energy prices was increased by 75% in the first
year of implementation of 2nd five years development plan. A steady growth of energy prices by 20%
was envisaged in the course of implementation of 2nd five years development plan.
Initial year of implementing 2nd five development plan was therefore the starting point for efforts on
improving energy efficiency. This time point was then followed by further development of energy
efficiency programs that could be summarized in three historical phases. A review of these three
phases reveals how the long term program of energy efficiency has been evolved. Therefore, historical
review of energy efficiency program shall be summarized in three phases in the next chapters of the
present report.
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2

Reducing Energy Subsidies – Phase I

First year of 2nd five years development plan (1996-2000) was the starting point of economic reform
and elimination of rationing on basic commodities and foreign exchange needs. Implementation of
economic reform and simultaneous increase in energy prices were based on partial approaches to
economic reform. Structural changes in economic system were hardly considered. It was assumed that
taking measures for devaluating domestic currency and increasing energy prices, without initiating any
changes in the structure of state regulated market, would lead to improvement in energy efficiency
and factor productivity. Hence, the rate of inflation got out of control and it reached to a level of almost
50% in 1996. Such a high rate of inflation made the increase in energy prices ineffective and the rate
of inflation continued to be more that 20% over the period of 2nd five years development plan (19962000). Such an outcome undermined increase in relative energy prices and energy subsidies were
hardly reduced.
In the middle of 2nd five years development plan, in 1998, the price of oil in the international market
decreased and pressure on the state budget was apparent. On the other hand, maintaining energy
balances with increased costs due to rapid growth of energy demand was an additional burden on the
state budget. Reduction of energy subsidies and increase in energy prices were discussed intensively
in 1998. A report was then prepared by Ministry of Petroleum8 [5]. The report reviewed the mechanism
of allocation of energy subsidies and its short and long-term consequences. It was concluded that an
increase of 250% in energy prices would be feasible if a comprehensive policy of reallocation of
revenues from sale of energy carriers in the domestic market could be implemented. Such a
comprehensive policy may include; compensating the increase in household budget, shortage of
liquidity in production sectors, supporting structural changes in transportation sector, promotion of
energy efficiency programs, initiating private energy service business, promotion of development and
application of innovative and energy efficient technologies and systems, and finally introduction of
feed in tariff for renewable energies. It was then argued that implementation of this policy would
enable sustainable structural changes in the energy sector. Structural changes could lead to reduced
energy intensity and to efficient use of economic resources. It was also envisaged in the same report
that in the short term a share of domestic energy revenue may be used for limiting the state budget
deficit. Such an undertaking could have helped to manage changes in consumer prices and to control
rate of inflation. The aforementioned report also discussed the importance of creation of a welfare
fund in the medium term. It was argued that establishment of such a fund could help to protect
deprived layers of society that needed social security.
It was also noted that when energy prices were increased by 250%, domestic prices would approach
to the level of energy prices in Persian Gulf and part of the revenue stemming from the sale of energy
would be the royalty of natural gas and petroleum products. Revenue based on royalty would be in
addition to the marginal and average costs of energy supply. In this case, it would be possible to

8 “Reallocation of Resources of Energy Subsidies”, Deputy for Planning, Ministry of Petroleum, 1998

Author had prepared and delivered this report as consultancy to Ministry of petroleum.
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introduce reform in the energy market. It was pointed out that it would be possible to initiate structural
changes in energy economics smoothly.
The proposed reallocation of resources and implementation of comprehensive energy efficiency
program was discussed in a technical committee that was organized by the government. It was
intended to submit the energy efficiency program in the framework of fiscal budget of 1999 [6].
There were different and contradictory arguments, in the committee, on the impact of envisaged
energy subsidy reform on the rate of inflation. When the discussion paper was delivered to the cabinet,
it was hardly possible for the government to conclude a concrete decision on the subsidy reform due
to the uncertainty involved with the rate of inflation. The uncertainty was initiated by differences in
expert estimates. While the report by Ministry of Petroleum and a separate report by Central Bank of
IR Iran had estimated an increase in the household expenditure in the range of 28%-32%, it was
reported by Ministry of Energy that an increase in energy prices would lead to a rate of inflation of
60%. Due to high uncertainty in estimated results of analysis the government decided on partial
increase in energy prices. It was, then, concluded that the price of gasoline should be increased by
250% and prices of other energy carriers should be increased by only 30%. The proposal was radically
reformulated in the parliament. The rate of increase in energy prices was reduced considerably. Price
of gasoline was increased by 75% and rate of changes in prices of other energy carriers were set 20%
as it was defined by 2nd five years development plan.
Implementation of above policy could only help to overcome state budget deficit and it hardly
contributed to any changes in the energy market. The main criterion for increasing energy prices was
to overcome budget deficit and it was clear that energy efficiency was hardly an element of the policy
criterion.
Discussion on energy subsidies continued in 1999. Major concern was impact of changes in energy
prices on the household budget and the rate of inflation. Therefore, a committee was organized at the
Plan &Budget Organization (PBO) to study alternative “targeted” policies on reforming subsidies. This
working committee continued the discussion until 2002 and it reached hardly a clear conclusion. In
2002-3 energy prices at the international oil market increased and considerable amount of export
revenue of crude oil was available to the Iranian government. Hence, issue of energy subsidies was
moved to a level of secondary priority.
Some institutions were established in the period 1996-2000 to initiate energy efficiency programs.
SABA was initiated by Ministry of Energy (MoE) and IFCO was organized by Ministry of Petroleum
(MoP). Both organizations planned and implemented projects on energy auditing, public awareness,
supporting projects on insulation systems in buildings, changing lighting system, supporting
development of public urban transportation and fuel switching to natural gas. IFCO pursued intensive
program of promoting CNG in transportation sector where gasoline and gas oil would be substituted
by natural gas. Import of light petroleum products started in early years of 21st century, which was due
to rapid expansion of transportation sector. Import of fuel was also involved with considerable costs
in foreign currency. Substitution of light petroleum products with CNG was easily justified economically
because it had direct impact on foreign exchange reserve and state budget. It was also planned to
support expansion of public transportation in urban areas. A public transportation charge was
12
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introduced into price of gas oil. Ministry of Petroleum paid transport charges to Ministry of Internal
Affairs every month. New buses for urban transportation were purchased according to transport
charges.
First phase of efforts on development and implementation of energy program may be concluded as
follows.
Achievements:
a. Formulation and implementation of policies on energy efficiency was well recognized and it
was seriously considered in development plans and state fiscal budgets.
b. Enhanced awareness on the importance of energy efficiency program and necessity of
reducing energy intensity could be observed in that period.
c. Energy subsidy was understood as major obstacle for implementing energy efficiency program.
d. Database on energy and information on the potentials of energy efficiency was developed
through energy auditing.
e. Certain state organizations were established to pursue the issue of energy efficiency.
f. Further development of infrastructure, that could help reducing energy intensity in transport
sector, took place.
g. Capacity building on energy efficiency was initiated and efforts on energy efficiency were
institutionalized.
Problems related to Policies and Measures:
a. Lack of comprehensive economic reform plan made it difficult to initiate a partial reform of
energy market successfully. Energy efficiency is an important element of improving total
productivity. Partial improvement of economic efficiency, i.e. energy efficiency, was hardly
conceivable without tackling the total economic inefficiency and structural changes.
b. Energy prices were fixed according to state directives and no market mechanism played a role
in the energy market.
c. Energy market was a state monopoly and neither private sector nor private investor played a
role in the energy market.
Energy efficiency became a subordinate of fiscal policies. Lack of ability of implementing a
comprehensive energy efficiency program limited efforts of administrative body. Energy prices were
presumed as a tool for easing the burden of budget deficit. Energy prices provided a tool that
prevented any transparency of inefficiency in the state budget, which again intensified economic
inefficiency.
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3

Law on Energy Management – Phase II

Second phase of implementation of energy efficiency program extends over the period 2005-12.
Reducing energy subsidies and reallocation of its resources was again considered as an important issue
in 2005-6. A group of experts in the government, parliament and academics initiated discussion on the
energy efficiency and the necessity of reducing energy subsidies. On the other hand, rapid increase in
price of oil in the world market enhanced the oil revenue. Abundant financial resources were then
available to the state. Energy efficiency and reducing energy intensity was again acknowledged in five
years development plans (4th and 5th five years development plans in the period 2006-15) [7]. There
was hardly a practical and notable implementation of an energy efficiency program until 2010.
Institutionalization of energy efficiency program provided a sound foundation for continuous capacity
building. Related organizations pursued a process of enhancing the public awareness and utilizing
international experiences in the period 2003-11. It was then concluded that energy management
should be regulated. Drafts of “Targeted Subsidy Reform Act” (TSRA) and “Improving Energy
Consumption Pattern” (IECP) were formulated which included directives on energy management. TSRA
and IECP were approved in the parliament in 2010 and 2011 respectively. It was first law on the
changes of energy prices and energy efficiency. These laws were independent of five years
development plans and annual fiscal budgets. They provided legal platform for long-term policy and
obligation for implementing energy efficiency programs and measures on decreasing energy subsidies.
Targeted Subsidies Reform Act (2010) (TSRA) gave permission to government to implement a gradual
increase in energy prices within next 5-years period (2010-2014) to the level of FOB prices in the
Persian Gulf. The government was also made responsible for managing the effect of energy cost
fluctuations on national economy. A redistribution measure was assumed to limit the impact of energy
prices on the economy. An allocation of domestic energy revenues was formulated. It was planned
that 50% of increase in energy revenue would be paid to individual households in forms of cash or
social security programs. It was also presumed that 30% of increased revenue would be allocated to
industries and producers to compensate for shortage of their liquidities due to increased energy costs.
Finally, 20% of increase in energy revenue was assumed for governmental bodies to cover rising costs.
In practice major part of increased revenue was paid to individual households irrespective of their
income. Industry and production sectors were hardly compensated for increased costs. As a
consequence, the implemented measure led to high final demand and rising import of final consumer
goods and recession in production sectors.
IECP puts emphasis on capacity building, promotion of energy service business, development and
application of energy efficient technologies, supporting private sector, public awareness, introduction
of energy label and standards and criteria, provision of cap and penalty on energy consumption,
establishment of energy efficiency fund and energy management at micro and macro level. IECP
acknowledged National Supreme Energy Council as the highest policy making body in the country. The
decree of law was issued in 2011 and it was indicated that the energy intensity should be reduced till
2020 to 50% of its level in 2011.
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Implementation of “Targeted Subsidy Reform Act” was a result of discussion in public and in the state
institutions in 2009-10. Multiple objectives were pursued according to TSRA scheme. First, it was
argued that reforming subsidies would help to enhance the economic efficiency. Second, there was
pressure on the foreign exchange market. Such a pressure was due to the international politics and
related sanctions against the country. Third, it was stated that reallocation of resources of subsidies
should support the policy of helping the poor and redistributing the national wealth to the benefit of
deprived layers of the society. Fourth, it was necessary to overcome budget deficit.
Political and social objectives were dominant in formulating and implementing the policy on energy
subsidies. Hence, energy prices were increased by 200% and major share of its resources were
distributed in the form of direct monthly payment to households throughout the country. At the same
time, domestic currency was devaluated by 250%. Rate of inflation increased to more than 45% in 2012
and production sector had insufficient liquidity to cover increased costs. The country faced with
economic recession.
The second phase of implementing energy efficiency program may be concluded as follows.
Achievements:
a. Approval of law on subsidy reform called “Targeted Subsidy Reform Act” (TSRA)
b. Approval of law on “Improving Energy Consumption Pattern” (IECP)
c. Legal framework and platform was established for pursuing reform on energy subsidy and
initiating capacity building for implementation of energy efficiency program.

Problems related to Policies and Measures:
a. Increase in oil revenue, due to high prices of oil in the international market, helped the
government to have access to abundant resources and there was little acknowledgement of
needs for improving economic efficiency in general and energy efficiency in particular.
b. Preference of political and social objectives to economic efficiency led to a situation where
energy efficiency became a subordinate of social issues and state budget.
There was rarely a program for implementing the law on “Improving Energy Consumption Pattern”
(IECP). Implementation of TSRA was not compatible with the planned allocation of resources.
Redistribution of additional revenue achieved through increase in energy prices was governed by
egalitarian approach.
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4

Energy Efficiency program and Article 12 – Phase III

Increased rate of inflation and economic recession were urgent issues in the country. Tackling these
problems was of the highest importance in 2013. Improving the economic efficiency and increasing
the total productivity became first priority in public discussion. Reducing energy intensity gained due
consideration in 2013 when the new government took office. Improving energy productivity was
considered as the central element of total productivity. A program of improving productivity was
formulated when fiscal budget of 2014 was being prepared. An article was embedded in 2014 budget
and it was known as article “G”.
According to article “G” it was proposed that a credit of 100 billion US$ should be allocated for
improving productivity in the energy sector. It was assumed that this amount of credit could have been
returned through increased productivity in the energy sector. Therefore, different projects were
approved and Supreme National Economic Council made sufficient resources available to these
projects. Considerable amount of the approved sum (about 30%) was allocated to public transport
sector and expansion of railway system. The remaining amount was allocated to priority list of projects.
This list included following projects.








Improving boiler houses in the buildings (2.5 billion US$);
Conversion of engine based water pumps to electric pumps;
Expansion of natural gas to rural areas;
Improving energy efficiency of trucks and buses;
Improving the production line of gas heaters for manufacturing energy efficient heaters;
Supporting the import of hybrid cars for using them as urban taxis;
About 50% of the credit was allocated for supporting upstream natural gas projects;

It was envisaged that implementation of these projects would lead to increased energy productivity.
Allocation of financial resources to development of efficient infrastructure for transportation (such as
expansion of railway system) could contribute to long term growth of economy, but it could hardly be
categorized as improvement of energy efficiency. Fuel switching and maintaining energy balances
through growing investment in natural gas upstream could be economically justified. Such schemes
could hardly lead to reduction in energy intensity. Therefore, a mixture of investment projects on
development of reliable infrastructure and energy efficiency programs were considered in the
framework of article “G”.
According to the envisaged program it was assumed that private sector would invest on the
improvement of energy efficiency and the payback would be guaranteed by NIOC based on the
performance of individual projects.9 However, improving boiler houses was the only project where the
pay back was based on the performance of the project.
The discussion for enhancing energy efficiency continued in 2014 and it was concluded that the
content of article “G” should be included in the framework of a permanent law and this would

9 National Iranian Oil Company
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consolidate implementation of measures for improving energy efficiency. At the same time,
formulation of a law for enhancing total productivity through development of transparent and efficient
financial and banking system and eliminating barriers of competitive production was under way. Since
energy productivity was understood as a major element of total productivity, article “G” of fiscal
budget was reformulated as article 12 of new law on “Elimination of Barriers to Competitive
Production and Improving Financial System” which was approved by the parliament and it was issued
in April 2015.
In addition to the above commitments, energy efficiency was also emphasized in 6th five years
development plan and fiscal budgets. Articles 39 to 50 of 10th chapter of the sixth five-year plan (20162020) were assigned to the energy, industry and mining sectors. Reforming the water and energy tariffs
was stated in Article 39, where it was founded on the Targeted Subsidies Reform Act. Article 44
considers the increase in energy value-added together with reduction in energy intensity using
different measures. These measures included reducing losses in buildings, establishing efficient
transportation sector, and improving the efficiency of power plants. Article 45 obliges Ministry of
Petroleum (MoP) and Ministry of Energy (MoE) to prepare a Comprehensive National Energy Plan.
Article 50 envisages increase in share of renewables to 5% of the total installed power capacity through
the sixth five-year development Plan (2016-2020).
Annual fiscal policies also included items that would enhance the energy efficiency. In the FY 1392
(2013-2014) National Budget law, under Article 19, MoE is allowed to sign contracts with the private
sector for implementation of projects in the following areas: increasing the yield of power plants,
development of renewable power plants, energy efficiency, fuel switching from gas or petroleum
products to electricity, and increasing the share of electricity export. The same article was repeated in
the FY 1393 (2014-2015) National Budget law in a more complete form through adding water and
wastewater treatment and water saving projects. In another Article, MoP was allowed to implement
projects on energy efficiency, reducing greenhouse gas emission and energy losses in different sectors.
Moreover, the fifth note of the FY 1396 National Budget it is stated that stock market securities could
be issued for large projects in energy sector. MoP and MoE should guarantee the securities. The list of
projects included following items.
 Urban and rural development projects
 Power plant projects with high efficiencies such as combined production of electricity
and desalinated water, combined heat and power (CHP), combined cooling, heating
and power (CCHP)
 Efficient transmission and distribution of electricity
 Renewable power plants, etc.
In the period 2013-2017 there has been clear determination for identifying challenges and formulating
strategies for intensive development of social systems, economics and culture. Formulation of policies
at the highest level of decision-making hierarchy could be observed in the aforementioned period.
Long term policies of development has put considerable emphasis on energy efficiency and reducing
energy intensity. Following long-term policies can be listed among the most important items.


General Policies on Resilient Economy (2015)
17
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Policy of resilient economy was formulated in 24 Articles. In Article 4, increasing the production
capacity, reducing rate of unemployment, enhancing efficiency, decreasing energy intensity and
improvement of indices of social justice are emphasized (mainly through Targeted Subsidies Reform
Act).



General Policies on Environment (2015)

A long-term strategy paper on environment in 2015 includes 15 Articles. The necessity of developing
Green Economy is emphasized in Article 8 through developing low-carbon production systems, utilizing
clean energy resources, amendment of production patterns in the economic and social sectors,
developing resource efficient economy, development of green public transportation based on nonfossil energy use and increasing share of public transportation in mega-cities. Article 11 of the policy
on environment points out to the implementation of appropriate instruments, such as green taxes, for
supporting the investment on development of sustainable systems based on efficient technologies.



National Energy Strategy Document (2016)

The Document on national energy was approved in National Supreme Energy Council and it is a
comprehensive deed for management of the energy sector in the next 25 years period leading to the
year 1420 (2041). This document is based on the Article 125 of 5th National Five-Year Economic, Social,
and Cultural Development Plan. It indicates main strategies of the energy sector in Iran. Regarding the
challenges facing the energy sector in Iran, one of the fundamental target of the energy sector has
been identified as enhancement of energy efficiency and decreasing energy intensity to half by the
end of the year 1420 (2041). This policy on energy intensity is more conservative than the defined
objective in 2011, which was based on the law on Improvement of Energy Consumption Pattern.
The process of implementation of energy efficiency programs during third phase of development
(2013-19) could be concluded as follows.
Achievements:
a. Energy efficiency has been included in all development strategies and its importance in the
process of sustainable economic growth and social progress has been acknowledged at the
highest level of decision making in the country.
b. Energy productivity is considered as a major element of total productivity. This is an important
step towards transition from partial approach to systems approach and considering energy
efficiency as a central instrument for enhancing total productivity.
c. Concrete measures were considered for allocating resources for implementing energy
efficiency programs in the form of article “G” and article 12.
d. Partial allocation of resources was based on the performance of energy efficiency project, i.e.
improvement of boiler houses in buildings.
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Problems related to Policies and Measures:
1. Although energy efficiency has been considered as an element of strategies for sustainable
development, it can hardly be observed that concrete measures would be implemented for
implementation of the assumed strategies. No directive has been established for measuring
performance of the assumed strategies and plans.
2. Allocation of resources to development of efficient infrastructure, such as transportation, was
considered as improvement of energy efficiency. This approach has undermined
implementation of energy efficiency programs.
3. Major part of projects was implemented through allocation of resources by state. There has
been few projects that the allocation of resources was based on the energy efficiency
performance.
4. Energy sector remains as state owned enterprises and there has been no indication of
introducing competitive energy market. Implementation of policies has also assumed that
state commitment would be necessary where very little competitive and performance based
approaches have been considered.
5. Mechanism of assessment of project performance was founded on estimation of project yield
and competition played no role. Bureaucratic management of projects has been predominant.
Prioritization of projects has been a matter of subjective assessment of each project.
6. There was little relationship between law on “Improving Energy Consumption Pattern” (IECP)
and measures adopted in article “G” and other measures. It is not clear how the
implementation of law on IECP would take place although in many cases it was referred to
articles embedded in IECP.
Implementation of “Targeted Subsidy Reform Act” (TSRA) has been discussed rarely. Hence, increase
in energy prices has not been considered as conceivable in the last five years.
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5

Conclusion

Development and implementation of energy efficiency programs has been an important challenge in
the Iranian society since 25 years ago. Formulation of policies on energy efficiency has been an issue
and it has been understood as an important task of the government. Main polices on eliminating
barriers to reducing energy intensity and promotion of energy efficiency were formulated in the
framework of five years development plans and annual fiscal budgets. Parallel to that capacity building
has started since 1995. Implementation of energy efficiency programs has been slowed down due to
persistence of considerable energy subsidies and continuous condition of low energy prices.
In the first decade of 21st century there has been deliberate effort on formulation of long term
programs on energy management and reforming energy subsidies. Laws on “Targeted Subsidy Reform
Act” (TSRA) and “Improving Energy Consumption Pattern” (IECP) were ratified in 2010 and 2011
respectively. These laws have provided a legal and institutional framework for formulation and
implementation of long term and continuous energy efficiency programs. On the other hand,
implementation of these laws have been hindered due to social and economic upheavals.
Consequently, objectives of energy efficiency programs have hardly been realized in the last decade.
Improvement of total productivity has been conceived as the central element of the economic growth
and sustainable development in the last decade. It has been presumed that enhancement of
productivity is subject to introduction of economic and financial reform which could lead to structural
changes in the economic system. Competition and reconstruction of transparent and effective financial
and banking system have then been important macro policies. Therefore, law on “Eliminating barriers
to competitive production and improving financial system” was ratified in April 2015. Implementation
of energy efficiency programs has also been included in this law, which is identified as article 12.
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