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Capacity building for cities and regions - from learning to action!

How to secure resources to accelerate 
investments in sustainable energy and 

low-emission transport:
Introduction to innovative financing instruments and how to 

choose the right one.
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Why Innovative Financing?

Non-traditional way of raising funds and facilitating sustainable energy and climate 
investments for cities and regions by mixing different sources (own fund, public and 
private funds) or engaging different partners (e.g. citizens, private sector) aside from 

established financial institutions (e.g. banks) 

Reduce the dependency on subsidies
Decrease need for own capital 

→ Reduce burden on public budgets



Public Buildings Private Buildings Public Lighting Transport Cross-sectoral

EPC ✓ ✓ ✓

Third-party Financing ✓ ✓ ✓

Revolving Funds ✓ ✓ ✓

Guarantee Funds ✓ ✓

Soft Loans ✓ ✓

Green Municipal Bonds ✓ ✓ ✓

Internal Contracting ✓ ✓

Citizen Finance ✓ ✓ ✓ ✓ ✓

Selecting a financing scheme for the thematic areas
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Types of financing schemes
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Raising finance for projects
owned by local authorities

Energy Performance Contracting (EPC)

Internal Contracting

Green Municipal Bonds

Citizen Finance (Cooperatives & 
Crowdfunding

Providing funding for projects
owned by citizens and businesses

Revolving Fund

Guarantee Fund

Soft Loans

Third-Party Financing



A functionally debt instrument, like any other bond. It offers fixed return, and a promise to use the 
proceeds to finance or re-finance, in part or fully, new or existing sustainable projects. The bond issuer 

(borrower/municipality) has to ensure that the proceeds are invested in green projects, such as 
renewable energy, energy efficiency, projects leading to reduced carbon emissions, etc.

Green Bonds
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Green Bonds
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How is it carried out?

1. Pre-issuance: Preparation, including 
analysis of green bond market, 
identifying of projects, creating of 
framework to structure the bond, 
verification of the framework

2. Issuance: Preparing the offer, 
structuring the offer, presenting to 
potential investors, distribution and 
allocation

3. Post-issuance: Monitoring and 
reporting, management of the proceeds

What are the benefits?

• Greater transparency on how issuers 
use funds

• Evaluation of impacts

• Improve liquidity

• Reasonable returns



Developed for financing energy-saving measures in the public building sector, intracting involves 
booking saved electricity or heating cost savings from energy improvement measures to a separate 

account to reinvest in further measures. With an initial investment, a self-reinforcing financial 
resource cycle is set up. Even with a tight budget, significant contributions to climate protection can be 

made. 

Internal Contracting (Intracting)
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Energy efficiency measures 

Separate savings account 
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cost savings 
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Thematic
area



Internal Contracting (Intracting)
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How is it carried out?

1. Determine which properties are suited 
and conduct energy audit

2. Capital is used to carry out energy 
savings measures

3. Cost savings are booked to a separate 
account

4. Funds saved from reduced electricity 
or heating costs are reinvested in new 
climate protection measures 

What are the benefits?

• Self-reinforcing 

• Saves time 

• No interest or banking fees occur

• Efficient use of public funds

• Can be applied to local authorities with 
tight budgets

• Expertise stays within the municipality



Crowdfunding is a collective effort by individuals, groups, 
enterprises or organisation  who network and pool their 

money together, usually via the internet, in order to invest in 
and support efforts initiated by other people or organizations. 

Citizen Finance (Crowdfunding)
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TRANSPORT

Thematic areas
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Citizen Finance (Cooperative)

TRANSPORT

Source: Asian Development Bank, 2015

A cooperative ("co-op") is an autonomous association of persons who voluntarily cooperate for their 
mutual, social, economic, and cultural benefit. Cooperative raises equity capital through a large number of 

investors, including citizens, and obtain debt capital from cooperative bank or subsidized loans.

TRANSPORT

Thematic areas



Citizen Finance (Crowdfunding / Cooperative)
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How is it carried out?

There is no standardized mechanism for 
crowdfunding or cooperative financing. 

What are the benefits?

• Simple & suitable for short-term 
projects

• Flexible approach 

• Many forms of innovative citizen 
finance

• Common practice of pooling resources 

• Engages citizens 



A method to implement energy efficiency projects, by which an ESCO (Energy Services Company) acts as a 
unique contractor and assures all of the steps of a project, from audit through installation up to operations 

and maintenance. The ESCO delivers a performance guarantee on the energy savings and takes 
responsibility for the end result. The EPC contract is the contractual agreement by which the output-driven 

results are agreed upon.

Energy Performance Contracting (EPC)
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Energy Performance Contracting (EPC)
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How is it carried out?

1. Analysis of current situation and 
savings potential

2. Designing project measures

3. Cost vs. savings analysis

4. Selection of energy company and 
implementation of project measures

5. Service provided by ESCO

What are the benefits?

The energy company: 

• guarantees energy savings,

• handles performance risks, 

• provides professional services, and 

• offers financial contributions.



Debt financing where the project financing comes from a third party, usually a financial institution, 
outside investor, or an ESCO, which is not the user or customer.

Third-party Financing
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Source: PROSPECT+, 2018

Third Party 
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Third-party Financing
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How is it carried out?

1. Either building owner or ESCO takes 
the loan and pays itself for the 
investment cost

2. When the building owner is due for 
payment to the bank the EPC service 
fees paid to the ESCO cover the cost 
of the project minus financing cost 
and loan payback. Or in the case of 
the ESCO taking the loan the service 
fees include the repayment rate plus 
interest.

What are the benefits?

• Third parties have professional and 
technical expertise 

• Contract provider manages the 
performance risks

• Positive project cash flows 

• Minimize risk of repayment of the bank 

• Interest costs during period of 
construction and installation are 
included in project financing agreement 



Thematic areas

Funds established to finance a continuing cycle of investments through initial amounts received from 
shareholders, creditors or donors, and later on through amounts received from reimbursements of 

provided funding or loans to projects. Recovered funds become available for further reinvestment in 
other projects under a similar scope (e.g. revolving funds for sustainable energy will use the recovered 

funds to finance new sustainable energy projects).

Revolving Funds
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Source: NREL, 2011

TRANSPORT



Revolving Funds
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How to set up a revolving fund?

1. Establish the purpose of the RF including 
a needs assessment and eligibility of 
investments

2. Set eligibility requirements for borrowers

3. Define fund and loan specifics

4. Set up a committee to review loan 
applications

5. Promote the RF and capitalize with funds 
from external investors or from the 
community

6. Provide loans to borrowers

What are the benefits?

• Relatively simple 

• Funds revolve indefinitely, creating a 
long-term source of funding

• Efficient use of public funds

• Eliminates barrier by creating liquidity

• Eligibility requirements can be changed 
as market conditions change



Guarantee funds are provided by public authorities as loan guarantees for banks or financial institutions 
to buffer financial losses of non-payment by the debtor such as home-owners or ESCOs. A mechanism to 
facilitate public funding, trigger investments and eases access to financing for citizens and businesses.

Guarantee Funds
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Source: EERSF
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Guarantee Funds
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How is it carried out?

1. Identify potential commercial banks

2. Establish the guarantee fund (either alone 
or with other municipalities)

3. Establish the loans pot: either with funds 
from external investors/donors or own 
funds

4. Establish legal agreements between all 
parties

5. Obtaining permissions, licences and 
verifying compliance with regulations

6. Agree upon loan product details and 
processes

7. Promote and market the guarantee fund

What are the benefits?

• Leverage effect is greater than for a loan

• Reduces risks for banks

• Provides extra leverage for private 
sector funds

• Collateral reduction and interest rate 
reduction for borrowers



Soft loan schemes are loans below market rates and with longer payback periods. Soft loans may 
provide interest-free periods at the beginning of the loan. A mechanism whereby public funding 

facilitates/triggers investments and thus incentivises energy efficient renovations. 

Soft Loans
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Soft Loans
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How is it carried out?

1. Find out which banks offer (soft) loans 
for EE retrofits

2. Negotiate and partner with banks and 
decide which kind of support you can 
offer (subsidies, guarantee, etc.)

3. Inform citizens about soft loan scheme

4. Train energy auditors / craftsmen

Or

1. Partner with other local authorities to 
set up a revolving fund

2. Hire fund manager

What are the benefits?

• Scalable, flexible, easy to implement 

• Funds can revolve

• Low duration compared to commercial 
loans 

• Financial benefits signal the market 
about desired improvements 



What does it mean to be finance ready?

Finance ready means to have gathered all necessary information that 
are required by financial institutions and investors to make an informed 

decision about an investment project.

This includes all relevant analyses and studies such as financial and 
economic analyses, market barriers, legal analyses, assessment of 

involved stakeholders or interest groups.
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• Assess the financial maturity of the planned or ongoing local sustainable energy 
projects of the mentees, 

• highlight possible funding sources and 

• if required, provide suggestions for potential improvements and 
recommendations of available support mechanisms 

• Self-assessment at the end of the respective LC directly online. 
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Project financing readiness assessment

The aim of the finance readiness assessment is to make mentees aware of what their project is 
missing to be able to obtain funding for their climate and energy projects.



Thank you!
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