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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
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.

IREEMA

c/o DIW Econ GmbH
MohrenstraBRe 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

We present an overview of different internationally used market-based instruments that promote
energy efficiency and the reduction of emissions. The main objective is to foster the understanding of
different market-based mechanisms, their modes of operations, and their potential to achieve energy
efficiency and environmental targets:

e For international cooperation projects, the Clean Development Mechanism (CDM), derived from
the Kyoto Protocol, provides a framework that allows industrialized countries to invest in emission
reduction projects where it is least costly globally. In exchange, investors receive Certified Emission
Reduction units (CERs) from developing countries.

e Brown certificate systems (cap and trade schemes) provide emission permits and allow trading
these permits between obligated parties. The overall amount of emissions and permits is limited
and reduced over time. Most prominently, the European Union implemented this system through
the EU Emissions Trading System (EU ETS).

e Green certificates verify that certain amounts of energy are generated using renewable sources.
Once fed into the grid, electricity from renewable sources becomes indistinguishable from
electricity produced using fossil fuels. To overcome this problem, green certificates aim to create a
market for the immaterial value of energy produced from renewable sources.

e Whereas the aforementioned mechanisms are targeted at reducing emissions, white certificates
focus primarily on the reduction of energy consumption. They certify that certain reductions of
energy consumption have been attained with a given project. Under this regime, energy producers
and suppliers are typically obligated to achieve a pre-defined target of energy savings by
encouraging or enabling end-users to reduce their energy consumption. White certificate schemes
have the advantage that the costs of implementing energy efficiency measures are usually regained
through the energy savings achieved. Therefore, they have become a successful component in a
large number of national climate policies.

In Iran, Article 12 of the Law on elimination of barriers to competitiveness and improving the country’s
financial system and the Bylaws for creating optimized market of energy and environment provide a
framework for a regulatory setup that is oriented towards improving energy efficiency through the use
of market-based instruments, explicitly referring to energy saving certificates. In terms of policy targets
and individual project goals, the envisaged energy saving certificates and internationally used white
certificates share similar properties. Against the background of the Iranian framework, we hence derive
policy insights for the implementation of a certificate-based energy efficiency scheme by focusing
primarily on white certificate schemes.

Generally, international white certificate schemes differ in terms of design. This concerns the actors
involved, the planned objectives, and implementation practice. Due to the variety of schemes, much
evidence, experience, and lessons learned were accumulated internationally. Whereas white
certificates offer important insights into the implementation and practical application of an energy
efficiency scheme, the experience gathered with other mechanisms offer further guidance for the
effective operation of a certificate market. We thus complement the findings for white certificates by
investigating the experience gathered with the European Union Emissions Trading System (EU ETS). In
the following, we outline the major recommendations for a successful implementation of a market-
based instrument for improved energy efficiency:
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Creating demand and defining actors

e Committing clearly to the scheme and the future strategy

e Communicating sufficiently with all participants involved

e Making the economic benefits and necessary steps of implementation evident to all participants
e Assigning responsibilities to all parties affected by the scheme

Project eligibility

e Starting small-scale and expanding eligible project types with growing experience
e Standardizing eligible projects
e Making eligible projects accessible to firms and investors (e.g. through a project catalogue)

Monitoring and Verification

e Clarifying acceptable methods to all parties
e Taking risks seriously and setting up dedicated departments to counter fraud
e Considering timely training of qualified agents for auditing and verification

Market operation

e Ensuring a functioning and stable certificate market
e Enabling the banking of certificates under specific conditions
e Considering market stability reserves to balance price volatility

The Market for Energy Efficiency and Environment (M3E) as envisaged in Iran differs with respect to
the incentive mechanism from traditional white certificate schemes. They mostly rely on obligations in
the form of energy saving targets that are assigned to specific actors and enforced with sanctions if
actors fail to meet these obligations. For M3E, the incentive to participate in a certificate scheme relies
solely on economic benefits for the participants.

Overall, the versatile experience of the EU ETS and white certificate schemes from India, UK, France,
Italy, and Poland still provide many important lessons, giving direction for the energy efficiency scheme
in Iran. In particular, the study of international experience will help to avoid pitfalls in the design of the
market.
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List of Abbreviations

ANAH National Housing Improvement Agency (France)
BEE Bureau of Energy Efficiency (India)

CDM Clean Development Mechanism

CER Certified Emission Reduction

CERO Carbon Emissions Reduction Obligation (UK)
Csco Carbon Saving Community Obligation (UK)

DC Designated Consumers (India)

ECO Energy Company Obligation (UK)

EPC Energy Performance Contracting

ESC Energy Savings Certificate (France)

ESCO Energy Service Company

EU ETS European Union Emissions Trading Scheme

GSE Gestore dei Servizi Energetici S.p.A. (Energy Services Manager, ltaly)
HHCRO Home Heating Cost Reduction Obligation (UK)
NAPCC National Action Plan on Climate Change (India)
NDCs Nationally Determined Contributions

NMEEE National Mission on Enhanced Energy Efficiency (India)
Ofgem Office of Gas and Electricity Markets (UK)

PAT Perform, Achieve and Trade (India)

REC Renewable Energy Certificate

toe ton of oil equivalent (= 11.63 kWh)
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