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Paragraph (p) of Article 33 of the Seventh Development Plan emphasizes “transferring subsidies to
the end of the chain” as an approach to reforming the government’s subsidy system. This concept was
previously addressed in Article 10 of the Law on Removing Obstacles to the Development of the Electricity
Accepted: 17 August 2026 Industry, enacted in 2022. Accordingly, examining the implementation of this mechanism can provide
Published: 18 August 2026 valuable lessons for the effective implementation of the policy envisaged in the Seventh Development
Plan. This study aims to identify the challenges of implementing the transfer of energy subsidies to
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. laws, regulations, and policy documents were systematically reviewed and analyzed within the theoretical
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Plan; Energy optimization. framework of energy subsidy reform. Semi-structured interviews with energy experts were subsequently
conducted to validate and complement the findings of the documentary analysis. The findings reveal four
major challenges: conflicting interests between the Ministry of Petroleum and the Ministry of Energy;
weaknesses in information, measurability, and monitoring systems; the absence of a clear roadmap for
energy price reform; and the risk of financial instability in the “Subsidy Settlement and Optimization
Account.” Accordingly, the study recommends strengthening intersectoral governance and institutional
coordination mechanisms; redesigning information and monitoring systems based on data governance;
developing a transparent and phased pricing roadmap for the gradual realization of fuel and electricity
prices; and ensuring sustainable financial resources while establishing resilient mechanisms for policy

implementation.
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Extended Abstract

Introduction

Iran’s electricity sector suffers from a chronic front-end subsidy model where heavily subsidized natural gas is supplied
to power plants, distorting price signals, discouraging efficiency investments, and creating financial imbalance across
the value chain. To address this, Article 33 of the Seventh Progress Plan emphasizes “transferring subsidies to the end
of the chain.” A precedent was established in Article 10 of the Law on Removing Barriers to the Development of the
Electricity Industry (2022), mandating a concrete mechanism for this transition. This study analyzes that mechanism,
addressing three questions: What is the detailed mechanism? What are the critical implementation challenges? And
what policy solutions can address them?

Methodology

This qualitative study employs a mixed-method approach combining systematic documentary analysis and
semi-structured interviews. First, a systematic documentary analysis was performed on relevant laws and regulations,
including Article 33 of the Seventh Progress Plan, Article 10 of the Law on Removing Barriers, and its executive bylaw
approved in 2024. Key concepts such as “fuel certificates,” the “subsidy and optimization settlement account,” and
“power plant efficiency” were identified and coded to map the intended mechanism and uncover internal contradictions.
Second, semi-structured interviews were conducted with senior managers and academic experts. Interviews were
transcribed and analyzed using thematic analysis. Findings from both analyses were synthesized to extract core
challenges and develop targeted policy recommendations.

Results and Discussion

The analysis reveals five major challenges threatening the success of the proposed mechanism. First, a fundamental
institutional conflict of interest exists between the Ministry of Petroleum and the Ministry of Energy. The Ministry of
Petroleum acts as fuel supplier, and its interests may not align with the reform’s goal of improving power plant efficiency,
as this could be perceived as reducing its revenue. The policy’s cross-sectoral nature lacks strong coordinating
structures, leading to risks of delayed implementation, incomplete certificate transfer, and financial disagreements. This
institutional tension stems from fundamentally different organizational incentives and performance metrics. Second,
there is profound weakness in data, measurement, and digital monitoring infrastructure. The “fuel certificate” model’s
success hinges on accurately measuring power plant efficiency and fuel consumption in real-time. However, current
systems are fragmented, lack integration, and often rely on self-reported data without robust independent verification.
The absence of standardized, verifiable, and real-time data creates high risk of incorrect subsidy allocation and
institutional disputes. The required infrastructure would take years and significant investment to develop, yet the bylaw
assumes its immediate availability. Third, the mechanism is highly vulnerable to risks associated with measuring and
validating power plant efficiency. Given the absence of a strong, independent auditing system, there is significant
risk of error and corruption, as entities could misreport efficiency data to gain greater share of fuel certificates. The
current self-reporting system creates perverse incentives for power plants to exaggerate efficiency improvements or
underreport fuel consumption. Without third-party verification, the entire incentive structure may be compromised
from the outset. Fourth, the plan lacks a clear, transparent, and phased pricing roadmap for gradual liberalization of
fuel and electricity prices. The executive bylaw specifies no defined timeline for price increases. This ambiguity hinders
long-term financial planning and raises the specter of sudden, disruptive price shocks that could lead to policy reversal.
Without predictable price signals, power plants cannot make informed investment decisions about efficiency upgrades,
fundamentally undermining the reform’s purpose. Fifth, there is considerable risk of instability in the finances of the
central “Subsidy and Optimization Settlement Account.” The account’s sustainability depends on consistent fund flow
and strict coordination. Any delay or deviation could recreate the debt accumulation cycles the reform was designed to
break.

Conclusion

This study concludes that successful implementation requires a strategic revision of the current operational model. Key
policy solutions are proposed. First, strengthen cross-sectoral coordination by transforming the joint working group into
a powerful coordination committee with decision-making authority, establishing a joint secretariat between Tavanir and
the National Iranian Oil Refining and Distribution Company, and formally clarifying that efficiency improvement is
a shared national responsibility. Second, shift the policy’s core focus from complex fuel certificates to gradual and
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predictable fuel price liberalization. Fuel prices should increase in a pre-announced, phased manner, directly creating
financial incentive for power plants to reduce consumption. Third, ensure financial sustainability by securing initial,
reliable funding sources to prevent early-stage deficits and establishing robust, real-time monitoring systems with

Mohammad Azimzadeh Arani et al.

automatic correction mechanisms. By adopting these recommendations, Iran can transform this legislative initiative
into a viable policy that improves the financial health and efficiency of its electricity sector while providing a valuable
model for broader subsidy reform.

Keywords: Subsidy system reform; electricity industry; Seventh Development Plan; Energy optimization.
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