FINANCIAL STUDIES FOR  HEAT DECARBONIZATION
PROJECTS

INTRODUCTION

As part of the ActlonHeat project's Support Facility, financial studies were conducted to assist
municipalities in assessing funding options and economic feasibility for heat decarbonization
projects. This document summarizes the approach taken in these studies and provides key lessons
learned to guide other municipalities in replicating this process.

APPROACH TO FINANCIAL STUDIES

The financial studies aimed to provide municipalities with a comprehensive understanding of
available funding mechanisms, regulatory frameworks, and economic considerations for
implementing district heating and other heat decarbonization projects. The key components of the
studies included:

1. Regulatory Framework Analysis

2. Funding Landscape Mapping

3. Economic Feasibility Analysis

4. Financing Strategy Development
5. Governance Model Considerations

Replicating this approach in different contexts requires a flexible and adaptive methodology. Fach
municipality will face unique challenges and opportunities based on their local conditions, national
policies, and specific project goals. To effectively replicate this process, it's crucial to start with a
thorough understanding of the local context. This includes not only the technical aspects of the
proposed heat decarbonization project but also the broader socio-economic and political

landscape.

Begin by forming a dedicated project team that includes representatives from relevant municipal
departments (e.g., energy, planning, finance) as well as external experts if needed. This team should
first conduct a comprehensive review of existing local plans and strategies related to energy and
climate. Identify any pre-existing commitments or targets that could influence the project.

Next, engage with key stakeholders early in the process. This might include local businesses,
community organizations, potential heat customers, and other relevant parties. Their input can
provide valuable insights into local priorities, concerns, and opportunities that might not be

immediately apparent.

When analyzing the regulatory framework, don't limit the review to energy-specific policies.
Consider broader urban development plans, environmental regulations, and economic



development strategies that could impact the project. Look for potential synergies with other
municipal initiatives.

For funding landscape mapping, cast a wide net initially. While some funding sources may seem
less relevant at first glance, they could become valuable as part of a more complex financing
strategy. Consider unconventional sources such as health-related funds (if the project has air
quality benefits) or economic development grants (if it creates local jobs).

In the economic feasibility analysis, be sure to account for local factors that might not be captured
in standard models. This could include things like seasonal tourism impacting heat demand, local
labor costs, or the presence of industrial waste heat sources. Sensitivity analysis is particularly
important to understand how changes in key variables could affect project viability.

When developing financing strategies, think creatively about how to combine different funding
sources. Look for examples of innovative financing approaches used in other sectors or regions
that could be adapted to your context. Consider phased approaches that allow for gradual scaling
up as initial successes are demonstrated.

Finally, in considering governance models, reflect on the local political and institutional context.
What models have worked well for other large infrastructure projects in your municipality? Are
there opportunities for regional collaboration that could enhance project feasibility?

LESSONS LEARNED

Through conducting financial studies for multiple municipalities across Europe, several key lessons
emerged that can inform future efforts:

1. Policy alignment is critical

Projects that clearly align with and contribute to EU, national, and local policy objectives are better
positioned to access funding and overcome regulatory hurdles. It is essential to frame projects
within the context of broader energy transition and climate goals.

Replicating this lesson in different contexts requires a deep dive into the policy landscape at
multiple levels. Start by thoroughly reviewing national energy and climate plans, as well as any
sector-specific strategies for heating and cooling. Identify key targets, priority areas, and specific
support mechanisms mentioned in these documents.

At the local level, examine not just energy-related policies, but also urban development plans,
sustainability strategies, and economic development initiatives. Look for opportunities to position
your heat decarbonization project as a solution that addresses multiple policy objectives
simultaneously.



When framing your project, develop a clear narrative that explicitly links project outcomes to
policy goals. Quantify contributions where possible — for example, the percentage of local
renewable energy targets that will be met, or the number of energy-poor households that will
benefit.

Consider creating a simple matrix that maps project elements to specific policy objectives at
different levels. This can be a powerful tool for communicating with policymakers and funders.
Be prepared to adapt your framing as policies evolve, staying attuned to shifts in priorities or new
initiatives that could create opportunities for your project.

2. Funding landscapes are complex but opportunities exist

While navigating the array of funding options can be challenging, there are often more
opportunities available than municipalities initially realize. A systematic approach to mapping and
assessing funding sources is valuable.

To replicate this approach effectively, start by creating a comprehensive database of potential
funding sources. Cast a wide net initially, including both obvious and less conventional options.
Categories to consider include:

- EU-level funds and programs

- National government grants and incentives

- Regional development funds

- Local budget allocations

- Private sector financing (banks, investment funds)
- Philanthropic organizations

- Crowdfunding platforms

For each potential source, gather key information such as eligibility criteria, funding amounts,
application deadlines, and any specific focus areas or requirements.

Develop a system for regularly updating this database, as funding landscapes can change quickly.
Assign team members to monitor specific sources or sectors. Consider partnering with other
municipalities or joining relevant networks to share information and stay informed about new
opportunities.

When assessing funding sources, look beyond just the monetary value. Consider factors like
reporting requirements, flexibility of use, and potential for leveraging additional resources. Some
sources might offer smaller amounts but could open doors to larger funding streams if utilized
effectively.

Don't overlook the potential for bundling smaller projects or collaborating with neighboring
municipalities to reach threshold amounts for certain funding programs. Similarly, explore



opportunities to integrate heat decarbonization elements into larger urban development or
infrastructure projects that might access different funding streams.

3. Combine funding streams for optimal financing

Many successful projects utilize a mix of funding sources (e.g. grants for feasibility studies,
concessional loans for capital costs, commercial financing for balance). Creative blending of

finance can improve project viability.

Replicating this approach requires both creativity and careful financial planning. Start by breaking
down your project into distinct phases or components. This might include feasibility studies,

detailed design, infrastructure construction, building connections, and ongoing operations.

For each phase, identify the most appropriate type of funding. For example:

- Grants or technical assistance funds for early-stage planning and studies

- Concessional loans or public funding for high-risk or less commercially attractive components
- Commercial financing for proven technologies or revenue-generating elements

- Citizen finance or community shares for local engagement and buy-in

Look for opportunities to use one funding source to leverage others. For instance, securing a grant
for a detailed feasibility study can make your project more attractive to commercial lenders by

reducing perceived risk.

Consider creating multiple financing scenarios, each with a different mix of funding sources. Use
financial modeling to compare these scenarios, looking at factors like overall project cost, risk
profile, and long-term sustainability.

Be prepared to adapt your financing strategy as the project develops. Initial funding might focus
on proving concept viability, while later stages could attract more commercial investment as risks

are reduced.

Engage early with potential funders to understand their priorities and requirements. Some may be
willing to collaborate on developing innovative financing structures if your project aligns well with

their objectives.
Remember that different funders may have different reporting or governance requirements.

Ensure your project management structure can accommodate these varying needs without creating

excessive administrative burden.

4. Economic feasibility varies widely



Project economics depend heavily on local context (e.g. heat demand density, fuel prices, existing
infrastructure). What works in one location may not be viable elsewhere. Site-specific analysis is
essential.

Replicating this lesson means developing a nuanced understanding of your local context and how
it impacts project economics. Begin with a comprehensive mapping of heat demand in your target
area. This should include not just current demand, but projections for future changes due to factors
like population growth, building renovations, or industrial developments.

Conduct a detailed assessment of local energy resources. This might include:
- Availability and cost of different fuel sources

- Potential for waste heat recovery from industrial processes

- Feasibility of integrating local renewable energy sources

- Existing energy infrastructure that could be leveraged or repurposed

Consider broader economic factors that could impact project viability. This might include local
labor costs, land availability and prices, or the presence of complementary industries that could

create synergies.

Develop multiple technical scenarios that could meet your decarbonization goals. For each
scenario, conduct a thorough economic analysis that accounts for all relevant local factors. This
should include both capital and operational costs over the project lifetime.

Pay particular attention to how local policies and regulations might impact project economics. This
could include things like carbon pricing, building energy performance standards, or incentives for
renewable heat.

Use sensitivity analysis to understand how changes in key variables could affect project viability.
This is particularly important for factors that are difficult to predict long-term, such as fuel prices
or policy support mechanisms.

Consider non-financial benefits that could indirectly impact economic feasibility. For example, a
project that significantly improves local air quality might receive stronger political and community
support, potentially leading to more favorable regulatory treatment or access to additional funding.

5. Look beyond traditional district heating

While large-scale district heating is often a focus, other approaches like decentralized renewable
heating systems or building-level interventions may be more suitable in some contexts. Consider
a range of technical options.

To effectively replicate this lesson, start by conducting a comprehensive assessment of your local
built environment and energy landscape. This should go beyond just identifying heat demand to



understanding the characteristics of different building types, their current heating systems, and

potential for energy efficiency improvements.

Consider a wide range of technical solutions, which might include:

- Large-scale district heating networks

- Smaller, decentralized heat networks

- Building-level renewable heating systems (e.g., heat pumps, solar thermal)
- Hybrid systems combining multiple technologies

- Demand reduction through deep energy retrofits

For each option, assess not just the technical feasibility but also factors like:
- Implementation complexity and timeline

- Scalability and flexibility to adapt to future changes

- Local capacity for installation and maintenance

- Potential for local job creation and economic benefits

- Alignment with resident preferences and behavior patterns

Engage with local stakeholders to understand their priorities and concerns. This might reveal
important non-technical factors that could influence the success of different approaches.

Consider piloting multiple approaches on a small scale before committing to a large-scale solution.
This can provide valuable real-world data and help build local support and expertise.

Look for opportunities to create integrated solutions that combine heating, cooling, and electricity.
This could improve overall system efficiency and economic viability.

When evaluating different options, consider lifecycle costs and benefits, not just upfront
installation expenses. Some approaches might have higher initial costs but offer significant long-
term savings or co-benefits. Be prepared to combine different approaches to create a
comprehensive heat decarbonization strategy. For example, you might focus on building-level
solutions in less dense areas while developing district heating in areas with high heat demand

density.

The decarbonization of heating systems represents a critical inflection point in Europe's energy
transition. With heating and cooling accounting for approximately 50% of total energy
consumption and 75% still reliant on fossil fuels, as highlighted by the ActlonHeat project, the
sector presents both a significant challenge and a substantial opportunity for achieving EU 2050
climate objectives.

The financial studies conducted through ActlonHeat's Support Facility provide crucial insights
into the complex landscape municipalities must navigate to implement effective heat
decarbonization projects. These studies, in conjunction with the broader ActlonHeat initiative,

illuminate several strategic imperatives for stakeholders across the heating sector:



Localization of Global Strategies While EU-level directives provide the macro framework,
the ActlonHeat project underscores the necessity of tailored, local implementation.
Municipalities serve as the primary arena for translating overarching policies into tangible
solutions. The financial studies demonstrate the critical importance of aligning local
projects with national and EU objectives, creating a cascading effect of policy coherence
and impact maximization.

Multi-Stakeholder Ecosystem Engagement ActlonHeat's methodology emphasizes the
criticality of comprehensive stakeholder engagement throughout the project lifecycle. The
financial studies reinforce this principle, illustrating how diverse perspectives can inform
more robust project designs and financing structures. Early and continuous engagement
with funders, community representatives, and domain experts is essential for developing

innovative, sustainable solutions.

Knowledge Dissemination and Capacity Enhancement A core tenet of ActlonHeat is the
proliferation of best practices and methodologies for strategic heating and cooling
planning. The financial studies contribute significantly to this objective by providing
replicable frameworks for assessing funding options and economic feasibility. This
knowledge transfer is crucial for building institutional capacity within municipalities,
enabling them to develop and implement more sophisticated heat decarbonization
strategies autonomously.

Integrated Systems Approach ActlonHeat advocates for a holistic view of heat
decarbonization that transcends siloed technical solutions. The financial studies reflect this
ethos by considering not only economic viability but also governance structures, policy
alignhment, and long-term sustainability. This integrated approach is essential for
developing transformative projects that drive systemic change and create lasting impact.

Adaptive Innovation The ActlonHeat project recognizes the imperative for innovative
approaches to overcome the multifaceted challenges of heat decarbonization. The financial
studies exemplify this by showcasing how creative financing strategies, blended funding
mechanisms, and a diverse portfolio of technical solutions can unlock new possibilities for

municipalities, even in resource-constrained environments.

Data-Driven Decision Architecture ActlonHeat emphasizes the criticality of robust
analytical tools in developing effective heat strategies. The financial studies complement
this by providing frameworks for economic assessment and funding landscape analysis,
enabling municipalities to construct data-driven decision architectures that enhance project
viability and optimize resource allocation.



CONCLUSIONS

Looking forward, the insights derived from these financial studies and the broader ActlonHeat
project delineate a transformative trajectory for European heating systems. By equipping
municipalities with the requisite knowledge, tools, and support to develop viable heat
decarbonization projects, we can accelerate the transition to sustainable, efficient, and resilient
heating infrastructure.

The path ahead presents significant challenges, necessitating sustained innovation, cross-sector
collaboration, and policy coherence across all governance levels. However, the work of ActlonHeat
demonstrates that with strategic approaches and targeted support, municipalities can serve as
catalysts in revolutionizing heating systems for buildings and communities.

As these localized efforts proliferate and scale, they have the potential to fundamentally reshape
Europe's energy landscape, contributing significantly to climate mitigation goals while enhancing
energy security and socio-economic welfare. The journey towards decarbonized heating systems is
complex, but it is replete with opportunities for innovation, economic revitalization, and
environmental stewardship.



