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● POTENTIAL REMAINS HIGH
● FIRST INITIATIVES

LAUNCHED TO OVERCOME
CHALLENGES

● PPA ISSUES MUST BE TOP

PRIORITY FOR IRANIAN
POLICYMAKERS TO ENABLE
LARGE SCALE PROJECTS

Iran’s implementation of both feed-in-tariff scheme for renewable energy
providing for high tariffs and a guaranteed power purchase agreement ("PPA")
with a 20 year term, together with its strategic geographic location and ideal
climatic conditions has, in recent years, put it at the top of the list of emerging
markets for renewable energy. In May 2016, we published an overview of
Iran’s vision to promote renewable energy - please find the relevant briefing
here. This briefing provides an update in respect of subsequent major
developments.

High potential - successful commissioning of initial projects, but targets yet to be
met
The number of international delegations visiting Iran and the number of conferences
held in connection with the Iranian renewable energy market, alongside the number
of construction permits issued and PPAs signed, demonstrate the continued high
levels of interest in, and the potential of the sector.
The Iranian Renewable Energy and Energy Efficiency Organization announced that it
had, by October 2017, issued permits for the construction of approximately 8,000
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MWp and entered, by January 2018, into PPAs with a total capacity of circa 2,840
MWp. Moreover, the Organization for Investment, Economic and Technical
Assistance of Iran (“OIETA”) has reportedly received until October 2017 applications
for licenses under the Iranian Foreign Investment Promotion and Protection Act
(“FIPPA”) covering circa €4bn worth of investments. Also in 2016/2017, solar
projects with capacities of 21 MWp in Hamadan province, 20 MWp in Kerman
province and 10 MWp in Esfahan province were successfully commissioned.
However, compared to the vast potential of the Iranian renewables market and the
Iranian government’s target of 5,000 MWp by 2020 (as set out in the 6th
Development Plan), the number of energy projects actually commissioned remains
low.
Reorganisation of the Renewable Energy Organization
Previously, the specific authority for renewable energy matters was the Renewable
Energy Organization of Iran (“SUNA”). It was managed and supervised by TAVANIR,
Iran's national power generation, transmission and distribution holding company. In
addition to SUNA there was also the Iranian Energy Efficiency Organization
(“SABA”), which was tasked with developing and promoting energy efficiency in Iran.
In 2017, in order to exploit synergies between them, the two organisations were
merged to form SATBA, the Renewable Energy and Energy Efficiency Organization,
which now sits under the direct supervision of the Iranian Ministry of Energy.
This reorganisation demonstrates the government’s recognition of the growing
importance of renewable energy in Iran.

“FEED-IN TARIFFS ARE
STABLE, BUT IRANIAN
RIAL FACES
DEPRECIATION.”
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Feed-in tariffs stable
Iranian feed-in-tariffs have remained unchanged (and have not been reduced) since
the Iranian year 1395 (which started on 20 March 2016). Under Ministry of Energy
directive no 95/14273/30/100 dated 8 May 2016 (Iranian calendar: 19/2/1395)
(the Ministerial Directive) the feed-in tariffs applicable in the Iranian years 1395 and
1396 were as follows1:

By the time of release of this briefing the new feed-in tariffs applicable in the new Iranian year 1397 were not published yet.
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POWER
PLANT TYPE

FEED-IN-TARIFF
(IRANIAN RIALS PER KWH)

APPROXIMATE AMOUNT

APPROXIMATE AMOUNT

CONVERTED IN EUROCENT
(open market rate as of 28 March
2018 - EUR1 ~ IRR59,904)2

CONVERTED IN EUROCENT
(official rate Central Bank as of
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28 March 2018 - EUR1 ~
IRR46,808)

1

2

3

Biomass

Wind farm

Solar farm

Landfill

2,700

0.045

0.058

Anaerobic digestion

3,500

0.058

0.075

Incineration

3,700

0.062

0.079

over 50 MWp

3,400

0.057

0.073

50 MWp and less

4,200

0.070

0.090

1 MWp and less*

5,700

0.095

0.122

over 30 MWp

3,200

0.053

0.068

over 10 MWp up to
10 MWp

4,000

0.067

0.085

10 MW and less

4,900

0.082

0.105

100 KW and less*

7,000

0.117

0.150

20 KW and less*

8,000

0.134

0.171

4

Geothermal (including drilling and
equipment procurement)

4,900

0.082

0.105

5

Waste heat recovery in industrial
processes

2,900

0.048

0.062

6

Small

Installation on rivers

2,100

0.035

0.045

hydropower
(10 MW and
less)

and side facilities of
dams
0.025

0.032

Installation on
pipelines

1,500

2

Pursuant to the website www.sanarate.ir

* Only for end-users and limited to the line capacity.

The stability of the Iranian feed-in-tariff regime is to be welcome and market players
anticipate that they will remain stable in the pending new Iranian year 1397 (as of
20 March 2018). However, the currency of payment under the PPA is the Iranian
Rial, which has depreciated in value against the Euro in the last two years.
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Local content bonus
Under the Ministerial Directive, the local content bonus was increased from 15% to
30%. Where local technology, design and manufacturing are used, up to an
additional 30% applies to feed-in-tariffs. Exact guidelines for the application and
calculation of the local content bonus are, however, still missing and will need to be
provided by SATBA.
Revision of governmental land lease agreements
Many sites in Iran suitable for renewable energy projects are on government-owned
land. The lease agreements for such sites follow a prescribed template and only
limited amendments are permitted to that form. The provisions of the lease
agreements raise various concerns and give rise to uncertainty. For example, the
extension of the initial term of three years is subject to the completion of a power
plant and the approval of the relevant authorities. In the case of the latter, the criteria
and legal process in respect of obtaining said approval are not transparent.
Similarly, the amount of rent is subject to adjustment by the government lessor
without any reference to indexation.
In an effort to encourage foreign investment and to address the above mentioned
issues, the template lease agreement is currently under revision and will reportedly
be approved shortly. We understand that the revisions to the lease template will
include a fixed term of up to 23 years and a restriction such that rent adjustments
must be linked to rate of inflation as announced by the Central Bank of Iran.
Increase of electricity levy to secure budget
The budget for feed-in-tariffs is accumulated by an electricity levy charged to the
end-consumer. It was increased from 30 Iranian Rials per kWh to 50 in Iranian year
1396 (which started on 21 March 2017). A further increase of ten Rials to 60 per
kWh will reportedly take effect in Iranian year 1397.
Furthermore, it is understood that budgetary allocations to all the various relevant
organisations under the Ministry of Energy will be specified in the law and said
budget (or parts of it) will be transferred directly to SATBA to ensure the smooth and
timely payment of power purchase prices under the PPA.
It is worth mentioning that a draft payment guarantee to be issued by the Iranian
Ministry of Finance has been prepared and is in the approval process. The
guarantee will secure the payments of SATBA under the PPA, giving additional
comfort to foreign investors.
Bankability and uncertainty issues of PPA
A number of bankability issues have been raised regarding the template PPA.
Amongst others, the following issues require resolution:
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Inflation and exchange rate fluctuations: The PPA provides a formula for the
adjustment of Iranian Rial-denominated tariffs to mitigate the risk of inflation
and exchange rate fluctuations. The point from which the adjustment applies
commences at the beginning of the year of operation of the power plant with
regard to inflation, and one year before operation with regard to exchange
rate fluctuations. Hence, inflation and exchange rate fluctuations from the
date of signature of the PPA to the date of actual operation are not fully
covered.
Moreover, there are two exchange rate systems in Iran, i.e. the official rate of
the Central Bank of Iran and the open market rate. This raises the question of
alignment between the rate applied for the adjustment of the power purchase
price and the rate pursuant to which profits can be converted into foreign
currency and repatriated by the foreign investor.

“PPA MUST BE REVISED TO
BECOME BANKABLE.”



Deadlines for completion of construction: Deadlines for the completion of
construction of power plants have been incorporated into the PPA as a result
of the Ministerial Directive. The deadline for photovoltaic power plants is 15
months and for wind power plants 24, each from the date of signature of the
PPA. A delay has the consequence that the lower of the following tariffs apply:
the tariff applicable at the date of signature of the PPA and the tariff
applicable at the date of operation of the power plant.
The deadlines appear, especially for wind power plants, too short, particularly
given that solicitation of debt financing can only commence following
signature of the PPA. Obtaining debt finance is a time consuming and
intensive process in no small part due to the difficulties generally encountered
when obtaining financing for Iranian projects. Moreover, the consequence of
loss of tariff and application of a future, unknown tariff by the time of
operation of the power plant leads to uncertainty and bankability issues.



Assignment: The PPA provides a right of the power purchaser to assign the
PPA without the prior consent of the seller. However, the seller may only
assign the PPA with the approval of the power purchaser. Critically, standard
provisions permitting assignment to lenders are missing.



Termination rights: Extraordinary termination rights in favour of the power
purchaser are broadly drafted and weigh heavily in favour of the purchaser.
On the other hand, the PPA does not provide extraordinary termination rights
for the seller with fair compensation provisions. Standard international lender
requirements, such as cure periods and step in rights, remain absent.

•

Dispute resolution: The PPA provides the Iranian courts with jurisdiction over
disputes in relating to it. Given that Iran is still a very new market for
renewable energy and, more generally, many banks and institutional
investors have limited experience with the Iranian judicial system, the use of
international arbitration has been suggested in place of the Iranian courts.
However, Article 139 of the Iranian Constitution sets out certain requirements,
i.e. the approval of the Council of Ministers and, in certain cases, the
approval of the Iranian parliament that must be satisfied before a dispute can
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be referred to arbitration. Adhering to these requirements presents a
challenge.
It should be noted that the aforementioned issues have been communicated to high
ranking officials of the Iranian ministries and there is reason to expect that such
issues will be addressed during Iranian year 1397.

“ECA HAVE STARTED TO
OFFER COVERAGE.”

European banks still reluctant, but ECAs have started to offer coverage
Despite the relief of sanctions in January 2016, European banks remain reticent to
do business with Iran. This affects both the processing of payment transactions to
and from Iran, and the availability of long term project financing. However, despite
this, a number of small to medium sized banks from Germany, Austria, Italy and
France, have started to establish relationships with Iranian banks. Resolution of the
outstanding PPA bankability issues may contribute to opening up avenues for
renewable energy projects to obtain debt finance.
In addition, Export Credit Agencies (“ECAs”), including Germany’s Euler Hermes,
Denmark’s EKF and UK Export Finance, have started to offer guarantees to financing
banks. The main challenge to date is the ECA’s requirement for a sovereign
guarantee from the Iranian Ministry of Finance or the Central Bank of Iran to secure
the repayment of the financing.
Conclusion
The Iranian renewable energy industry has high potential and has gone through an
important learning curve in the last two years, which is standard procedure for
emerging markets. There have been various initiatives launched in Iran to address
the currently existing challenges, particularly with regard to the revision of the lease
agreement for government owned land, the allocation to SATBA of the budget
accumulated through the electricity levy, the bankability of the PPA and the need for
a sovereign guarantee. Accomplishing the objectives of such initiatives in order to
implement large scale renewable power plants should be a high priority for Iranian
policy makers in Iranian year 1397.
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FOR MORE INFORMATION
Should you like to discuss any of the matters raised in this Briefing, please
contact Dr Ahmad Khonsari or any other member of WFW’s Iran group below,
or your regular contact at Watson Farley & Williams.
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T +49 800 084 343
akhonsari@wfw.com
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SIMON ALSEY
Partner – London
T +44 20 7814 8214
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Partner – Paris
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