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Executive Summary

Though Iran is endowed with massive reserves of oil and natural gas, it is plagued
by an energy deficit. The primary serious causes of such a situation are wasteful use
of energy and bad energy efficiency at the consumption side. The country's per capita
energy consumption has nearly doubled the world average and is increasing by 1.6%
every year during the previous decade. It indicates that energy resources are
wastefully being consumed.

One of the useful methods to address this issue is through the implementation of
energy performance contracts (EPCs). EPCs allow for the deployment of energy
efficiency projects without having to utilize major initial capital funding. In an EPC
agreement, ESCs undertake the project, and costs are recouped through energy
savings or from renewable energy revenue. ESCs receive payments only after the
projected savings have been delivered, which makes the model appropriate for
organizations with insufficient funds or ability.

There are two principal EPC models: guaranteed savings and shared savings. In
the shared savings model, cost savings gains are split between the client and the ESC,
with the client also taking some of the performance risk. The shared savings model is
most suitable for short-term projects, as smaller ESCs will not be able to finance
multiple new projects if they have high debt levels. Conversely, the guaranteed
savings model transfers all technical and performance risks to the ESC and is most
appropriate for large and complicated projects. This model is financed by banks or
financial institutions with repayment handled by the client. Besides these two main
models, there are other types such as the build-own-operate-transfer model, energy
supply model, lease agreements, and early settlement options. They are appropriate
for long-term activities or those with unique requirements. Apart from cost savings,
such models realize enhanced energy conservation and utilization of existing
resources. The build-own-operate-transfer example involves designing, constructing,
leasing equipment temporarily by the ESC, and transferring ownership to the employer
upon lapse of the agreement period. It is appropriate for activities like combined heat
and power production due to its enhanced efficiency.

EPCs expansion is viewed as one of the key measures towards improving efficiency
in energy consumption and addressing Iran's energy imbalance crisis. Selecting the
appropriate model depends on nature of project, acceptable risk level, employer
financial position, and long-term aims. Not only are such contracts effective tools in
managing energy consumption, but they also provide grounds for more sustainable
economic growth within Iran.
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