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Introduction 

This document sets out the Department’s response to certain elements of the request of 16 

December 2016 for views on certain recommendations of the Report of the Expert 

Commission the Funding of Domestic Water Services in Ireland.  The Department has 

sought to respond as fully as possible to the questions raised in relation to factual matters, 

but it would not be appropriate for the Department to express a view on the merits of any 

particular recommendations of the Expert Commission which are now before the Oireachtas 

for consideration. However, as the work of the Joint Committee evolves the Department is 

available to aid the Committee’s consideration by providing any views or information 

required regarding the implementation of any emerging proposals, from an administrative, 

financial or legal perspective. 

Responses to questions 1, 2, 4 and 5 are included.  Responses for questions 3 and 6 are 

being finalised, including the preparation of a redacted version of the NewERA report on 

Irish Water funding options, which will follow separately. 

 

 

Water Division 

Department of Housing, Planning, Community and Local Government 

10 January 2017 
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Q1. Irish Water investment programme  

a) How can it be best ensured that there is “a price determination for water that 

also provides for the investment requirements to meet national objectives and 

international obligations, with an appropriate efficiency target incorporated in 

this determination”?  

The Commission for Energy Regulation (CER) is the independent economic regulator for the 

public water and wastewater services in Ireland.  The CER is tasked with the economic 

regulation of Irish Water under sections 39 to 43 of the Water Services (No. 2) Act 2013.  

The CER’s role is to protect the interests of water customers to ensure public water services 

are delivered in a safe, secure and sustainable manner and that Irish Water operates in an 

economically efficient manner.   

Section 22 of the 2013 Act provides for the approval of a Water Charges Plan (WCP) for the 

delivery of water and wastewater services, following submission of the WCP from Irish Water 

to the CER. In order to approve a WCP, the CER has to determine the level of revenue 

required by Irish Water to run operations efficiently and invest in assets appropriately.  The 

CER does this by reviewing a submission from Irish Water, which will have taken account of 

national objectives and international obligations, such as ensuring compliance with the 

relevant EU Directives on drinking water, urban waste water treatment etc.; the elimination of 

raw sewage discharges; eliminating serious pollution; improving the levels of leakage and 

providing for future population and economic growth needs. 

Once the allowed revenue is determined (i.e. the price determination for water), the question 

of the sources of funding can be determined including the split between domestic and non-

domestic charges and Government subvention.    

This regulatory process therefore delivers the price determination for public water and 

wastewater services. In carrying out this role the CER seeks to ensure that Irish Water is run 

as efficiently as possible while providing the requisite water and waste water services to the 

public.  The regulatory model also provides for long-term planning of investment and 

operational efficiencies as the revenue control periods typically cover a multi-annual periods. 

b) b) On page 16, the Expert Commission report states "there is an investment 

target of €5.5 billion to 2021 to bring water services to an acceptable level, and 

it is quite likely that significant ongoing investment will be required beyond 

2021. A total capital requirement of €13 billion has been identified by Irish 

Water (2015) as the minimum to meet good infrastructure and service 

standards”. Can you comment on the investment requirement identified by 

Irish Water? Does this appear adequate or inadequate in the context of current 

and future water service needs?  

The Independent Assessment on a public water utility conducted by 

PricewaterhouseCoopers (PwC) in 2011, stated that “with an ageing and poor quality 

infrastructure in some areas, substantial investment will be required to bring the standard of 

the water network up to the needs of a modern economy”.1  The report also noted that full 

compliance with the Water Framework Directive was likely to run to “several billion euro over 

                                                           
1
 PWC Irish Water: Phase 1 Report 2011 
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the period to 2027”.  While there is a historical deficit to be addressed in Ireland, which this 

report highlights, it is also the case internationally that the water sector tends to be capital 

intensive, with most utilities consistently investing in both new works for network expansion 

as well as significant asset replacement programmes. 

In 2015, Irish Water published its business plan to 2021 which reflects the priority investment 

in capital amounting to some €5.5 billion.  Irish Water has taken a risk-based approach to the 

development of its Capital Investment Plan, addressing critical issues such as drinking water 

quality, compliance with the EU Urban Waste Water Treatment Directive and reduction in 

leakage levels.  A significant programme of investment will be required beyond 2021, 

including investment in a number of key large-scale national strategic projects both to 

continue improvements in compliance and to expand capacity to meet economic growth 

needs.   Irish Water has estimated that some €13 billion is required over a 20 year period 

(i.e. €650m per annum, which is of a similar order of magnitude as that suggested in the 

PwC 2011 report). 

The actual level of capital investment will be determined through the regulatory process. The 

CER assesses Irish Water’s investment plans with the aim of placing an efficiency challenge 

on Irish Water in the delivery of the outputs and outcomes of its investment plan submission. 

To ensure that Irish Water is delivering efficiently for its customers, the CER will monitor Irish 

Water’s capital expenditure and the delivery of associated outputs and outcomes and overall 

investment targets during the revenue control period.  On 12 December 2016, the CER 

published  the second interim revenue control (IRC2) for the 2017-18 period which regulates 

Irish Water's allowed revenue determining operational and capital budgets for Irish Water.  

The CER has allowed for a capital expenditure of €1.152 billion (2015 prices) over the two 

year period 2017-20182. 

  

                                                           
2
 http://www.cer.ie/docs/001108/CER16342%20CER%20Decision%20on%20Irish%20Water%20Revenue%20for%202017-

2018%20(4).pdf 

 

http://www.cer.ie/docs/001108/CER16342%20CER%20Decision%20on%20Irish%20Water%20Revenue%20for%202017-2018%20(4).pdf
http://www.cer.ie/docs/001108/CER16342%20CER%20Decision%20on%20Irish%20Water%20Revenue%20for%202017-2018%20(4).pdf
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Q2. State funded allowances to households  

a. The report proposes that the State would be charged for the total volume of 

drinking and waste water comprising the allowance to households. Is this the 

optimal method? Are there other approaches that might produce better 

outcomes for the State, water users and Irish Water respectively?  

Under the current regime, Irish Water invoices the Department for the cost of the subsidy 

provided in respect of 

- Free allowance for children; 

- Capped charges; and 

- Subsidy on the volumetric charge. 

These are supported by water consumption data gathered by Irish Water, and a limit is 

placed on the overall subvention (taking account of the CER determination of allowed 

revenue) as part of the budgetary process.  It would be feasible, therefore, for the State to be 

charged for the total volume of drinking water and waste water services comprising a 

household allowance in a similar manner. It would not be appropriate for the Department to 

offer views on other approaches. 

b. How many households would you expect to use more water than the allowance 

provided? What might be the financial and other implications of such a number 

of households exceeding the allowance?  

As there is now significant meter penetration throughout the country, Irish Water has very 

good quality data on consumption levels and patterns of usage by domestic customers, 

which could be used in determining an appropriate household allowance.  However, the 

implications of exceeding such an allowance cannot be determined until the allowance has 

been set, together with policy approaches on leakage etc.   

c. What is the estimated overall cost of these State funded allowances to the 

Exchequer?  

The provision of funding to Irish Water is to allow the utility to meet the costs of providing 

day-to-day water services nationally and complete much needed capital investment on the 

water network in Ireland. Government funding to Irish Water is by way of operational 

subvention, working capital loans and capital contributions.  

Irish Water’s Business Plan for 2015-2021 sets out the indicative level of State support 

required in each year, subject to budgetary and regulatory review. In this regard, the 

projected level of subvention and equity to be provided by Government to Irish Water 

assumed in its Business Plan to 2021 averages €475m in subvention and €270m in equity 

contributions for both 2017 and 2018, based on the domestic water charging regime set out 

in the Water Services Act 2014. Additional funding is being provided in 2017 to address the 

shortfall arising from the suspension of domestic water services charges provided for under 

the Water Services Act 2016. 
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The approach recommended by the Expert Commission would involve significant additional 

costs.  While some revenue would arise from charges for excessive usage beyond the 

proposed allowance, it is difficult to estimate that level of revenue without determining the 

level of the allowance.  As a guide to these deliberations, if the State was to cover all of the 

costs appropriate to the domestic water sector, a further €114m would be required by Irish 

Water in 2017 and some €175m would be required in 2018.  Additional costs would also 

arise for non-public water services.   Some €1m-€2m annually would be required to restore 

subsidies to the group water sector to the level which applied prior to the introduction of 

public domestic water charges.  Alternative subsidy arrangements for this sector may have 

different cost impacts. 

d. At what point should the State funded allowances in the report be deemed to 

have run-out?  

Currently the state funded allowances are provided through an operating subvention. These 

arise from Government decisions on funding requirements based on the legislative 

underpinning of domestic water charges and the CER decisions on Irish Water’s allowed 

revenue.  As such they continue until policy and statute is changed and the same would 

apply to any new State funded allowances. 

  

 Table 2.1:  State support envisaged by Irish Water in its Business Plan (adjusted for 

additional funding required for suspension of charges) 

 2017 2018 

Subvention covering cost of 

free child allowance, capped 

charges and limit on unit 

charge 

€475m €474m 

Cost of suspending 
domestic water charges 

€125m €42m 

Total Subvention €600m €516m 

Working Capital  €39m €29m 

Capital Contribution €270m €270m 

Total €909m €815m 
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Q4. Obligations under EU law 

On pages 35-36 the Expert Commission report states “additionally, the State is 

obliged to meet its obligations under European law, as underpinned by the 

various directives on water and wastewater” 

a. Will the regulatory settlement proposed in the report ensure the State 

complies with its obligations under European law, as underpinned by the 

various directives on water and wastewater?  

The Water Framework Directive (WFD) is the overarching directive that governs the 

management of water quality across EU Member States.  It requires Member States to 

manage their water resources in an integrated way to achieve at least “good” status for all 

water bodies and to avoid deterioration in the status of any waters.   Related directives, often 

referred to as “daughter” directives, deal with matters such as drinking water quality, urban 

waste water treatment, bathing water quality, nitrates etc.   

 

Article 9 of the WFD requires Member States to take account of the principle of recovery of 

the costs of water services, including environmental and resource costs, in accordance with 

the polluter pays principle. Cost recovery must have regard to an economic analysis of the 

costs associated with the provision of water services, including long-term forecasts, 

undertaken for the purpose of Article 5 of the Directive. Article 9 also sets out the need to 

ensure adequate incentives for users to use water resources efficiently and for an adequate 

contribution from the different categories of water users (industry, households and 

agriculture) to the recovery of costs. In doing so, Member States may have regard to the 

social, environmental and economic effects of the recovery of costs, as well as the 

geographic and climatic conditions of the region.  

 

Furthermore, Article 9 allows Member States, where it is established practice, to not apply 

the provisions of cost recovery, where this does not compromise the purposes and the 

achievement of the objectives of the Directive.  In order to avail of the exemption provisions 

of Article 9(4), three criteria must be met: 

 a decision must be made in accordance with “established practices” not to apply the 

cost recovery provisions; 

 the objectives of the Directive to protect and improve water quality must not be 

compromised; and 

 the reasons for not applying the recovery of costs must be reported in the River 

Basin Management Plans. 

 

Ireland did not use the exemption provisions of Article 9(4) in preparing its first River Basin 

Management Plans.  The plans submitted to the Commission in 2010 indicated that 

domestic charging was being introduced as the means of complying with the Directive. 

 

The Commission can initiate infringement proceedings leading to referral to the European 

Court of Justice (ECJ) where it is considered that a Member State is not compliant with any 

directive. This can lead to the imposition of fines if the ECJ finds against the Member State, 

until such time as compliance is demonstrated.  The burden of proof on compliance in such 

circumstances would largely rest with the Member State. 
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In its letter to the Expert Commission, dated 24 November 2016, the European Commission 

stated: “Ireland adopted its river basin management plans in July 2010, making a clear 

commitment to set up water charges to comply with the provisions on water pricing in Article 

9(1) of the Water Framework Directive. Ireland subsequently applied water charges. The 

Directive does not allow Member States to revert to any previous practice not entailing the 

recovery of costs and the application of the polluter pays principle.”   

In considering the issue of overall compliance, it is of note that the Directive does not require 

full cost recovery in all circumstances.   The Directive does allow for Member States to have 

regard to the social, environmental and economic effects of cost recovery as well as 

geographic and climatic conditions of a region.  So this allows for an element of State 

funding to abate the level of charges, which could include for example 

 Social – funding to address affordability issues (e.g. the current child allowance/ capping 

of charges or mechanisms applied in other jurisdictions such as waivers, social tariffs); 

 Economic – funding to support regional development or critical enabling infrastructure; 

 Environmental – funding to support particular legacy issues associated with 

environmental compliance.  

 

The Department considers that to ensure compliance with the Water Framework Directive 

the funding model of Irish Water would need to 

 ensure delivery of the capital investment and operational improvements to address 

the particular deficits highlighted in ongoing infringement proceedings; 

 reflect some element of cost recovery rather than the State simply paying for all 

water usage of a particular sector; and 

 promote conservation through pricing. 

 
The Expert Commission considered that it could be cogently argued that its 

recommendations would achieve the objective of Article 9.     Ultimately, if infringement 

proceedings are advanced this is a matter which would be settled by the European Court of 

Justice.   

 

b. If not, what might the consequences be, including in terms of financial 

consequences and environmental standards?  

The relevant EU Directives set standards for urban wastewater treatment and drinking water 

quality, standards that are viewed as being consistent with protecting human health and 

protecting and managing our environment in a sustainable way. Failure to achieve the 

requirements set out in the relevant Directives suggests that Ireland is not achieving the 

required level of protection of the environment and human health. As well as the direct 

impact on the environment and human health, non-compliance may result in reputational 

damage, both in terms of our image as a ‘green economy’ and the perception of our ability to 

sustainably manage our water resources.  

The European Commission has initiated four cases against Ireland with regard to 

compliance with requirements of water related directives: 
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 The Commission has issued a reasoned opinion with regard to non-compliance in 40 

agglomerations with the requirements of the Urban Waste Water Treatment 

Directive. A response issued to the Commission in November 2016.  

 An infringement case exists regarding failure to fully implement the Water Framework 

Directive, citing nine grounds. The Commission initiated this case in 2007 and while 

most have been resolved, three issues remain outstanding. Ireland has undertaken 

to address these issues in primary legislation at the earliest possible opportunity. The 

European Commission has recently indicated that it will escalate its complaint to the 

Court of Justice of the European Union if substantive progress is not made on these 

issues. 

 A pilot infringement case is ongoing with regard to elevated levels of trihalomethanes 

in both public and group water supplies, with around 500,000 people across 

approximately 100 supplies impacted. 

 There is also a pilot infringement case regarding the failure by Ireland to produce a 

second cycle river basin management plan (RMBP), which, according to the Water 

Framework Directive, should have been reported to the Commission by 22 March 

2016. The Minister intends publishing a draft RBMP shortly, and, following a period of 

consultation, expects to finalise a plan by the end of 2017. 

Non-compliance by Ireland with the various EU Directives could lead to fines, the level of 

which would be a matter for the ECJ.  Furthermore, to ensure fines are fair and appropriate 

to the size and output of Member States, the level of fines imposed by the ECJ are based on 

the seriousness of the infringement, the duration, and the need for sanction to deter 

continued non-compliance.  Fines can take the form of a lump sum penalty and on-going 

fines (e.g. daily) until compliance can be demonstrated. 
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Q5. Commercial users  

a. How, in your view, should commercial users be treated, vis-à-vis the proposed 

treatment of domestic users?  

Article 9 of the Water Framework Directive requires member states to take account of the 

principle of recovery of the costs of water services, including environmental and resource 

costs, in accordance with the polluter pays principle. The article also sets out the need to 

ensure adequate incentives for users to use water resources efficiently, and for an adequate 

contribution of the different water users (industry, households and agriculture) to the 

recovery of costs.    

Government water pricing policy commits to both the domestic and non-domestic sector 

making a contribution towards the recovery of water services costs through domestic and 

non-domestic water charges.  

b. Is the proposed system fair for both commercial and domestic users?  

In compliance with article 9 of the Water Framework Directive, there is a long-established 

water pricing policy in place to ensure that the non-domestic water sector is charged for its 

share of water services costs.    

Irish Water has been applying the local authorities’ non-domestic tariffs that were in place on 

31 December 2013. Currently, 44 distinct billing authorities (local authorities who had been 

acting as agents for Irish Water) are in the process of transferring non-domestic billing 

functions to Irish Water. Over 500 non-domestic tariffs exist among 170,000 non-domestic 

customers (with a total of 189,000 connections, i.e. some customers have multiple water 

connections), ranging from small retail outlets to large industrial connections.  

A wide range of non-domestic tariff levels, tariff categories, billing methodologies, billing 

arrangements and billing cycles apply across the country. By the end of 2016, Irish Water 

had successfully migrated 24 of 27 billing systems that had been managed directly by the 

local authorities.  

The Commission for Energy Regulation (CER) intends commencing a public consultation 

process in early 2017 on its project to establish a new national tariff framework for non-

domestic users. The CER, as economic regulator of Irish Water, is responsible for approving 

non-domestic water and wastewater tariffs. A new framework will aim to bring transparency, 

simplicity and equity to non-domestic water pricing. Consultation on proposals is due to 

begin in Q1 2017 and the CER expects implementation of new non-domestic tariff rates to 

commence in Q2 2018.  

To gain the views of businesses and industry throughout the process of regulatory change, 

the CER established a non-domestic water user group. The group had its first meeting in 

October 2016 and will meet quarterly in 2017.   

c. Is there a risk of cross-subsidisation from one group of users to the other? If 

so, what are the implications of this?  

In line with the Water Framework Directive, current water pricing policy is designed to ensure 

a fair distribution of water costs between the domestic and non-domestic sectors, and it is 
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not intended that cross-subsidisation would occur.  This is a matter which would be kept 

under review as part of the regulatory process as data evolves on costs and consumption 

patterns.  

 

 

 

 


