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Funding Model 

 

The funding model of Irish Water is underpinned by independent economic regulation based on 

the regulatory framework set out by the Commission for Energy Regulation (CER). As part of the 

regulatory review process, the investment and operational plans of Irish Water are reviewed and 

challenged by CER.  Following this the CER makes a determination on the funding requirements 

to deliver an agreed capital investment plan and to meet the operations and maintenance 

programmes of Irish Water. Initially this is for a two year period (it is expected this will move to a 

5 year period in the future).  

In order to meet CER’s approved plans, additional funding, over and above the approved 

revenue, must then be met from either borrowings or equity, so that all operational and capital 

investment plans can be delivered. 

The overall funding requirements for Irish Water, together with the assumed split of the sources 

of this funding, is set out in appendix 1. 

This paper will now consider in more detail the debt or borrowings element of the overall funding 

requirements. 

 

Borrowings 

 

Irish Water currently borrows from a combination of commercial banks (€810m available 

facilities, €675m drawn at year end 2016) and ISIF (€450m available facilities, €300m drawn at 

year end 2016). Commercial borrowings are currently arranged on a one-year basis and 

refinanced each year. The average cost of these borrowings is currently c.1.5%. Overall debt 

funding is expected to rise to around €3bn by 2021 in order to deliver on the investment 

programme and the associated improvement in water and waste water quality and capacity. 

Given the nature of Irish Water’s activities as a public utility, investing in and operating and 

maintaining critical long term national infrastructure, there is a need for security of funding over 

the longer term as the assets themselves have long lives, many greater than 40 years. The 

planning of investment and funding, therefore, needs to take a long term view. This means that 

debt funding should ideally have longer maturities i.e. 10 years, or even longer if market 

conditions are favourable.  

Typically, regulated utilities establish a track record, and secure revenue flows based on 

regulatory frameworks of five years or more (e.g. Ervia’s subsidiary company Gas Networks 

Ireland; ESB Networks etc.), and have strong investment grade credit ratings with International 

Credit Rating Agencies such as Standard & Poors, Moody’s or Fitch. This allows the regulated 

utilities to access Debt Capital Markets to issue long term Bonds at competitive interest rates. 

The regulatory frameworks developed by the CER are well regarded by international investors 

and are recognised as a significant positive for Irish utilities when sourcing debt funding. 

Irish Water’s funding strategy has been to move from short term commercial bank funding to 

longer term funding from investment banks such as EIB and more particularly from the bond 

markets in order to secure funding on a longer term basis at the best commercial rates. 

Regulated utilities can move through this funding cycle from short to longer term relatively 

quickly given the regulated nature of their activities which provides certainty on investment and 

income and so gives the business a low risk profile.  
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Other semi-state utilities in Ireland have followed the same strategy and based on their strong 

investment grade credit ratings, they can access the bond markets readily for long term debt at 

very competitive interest rates. For example, Ervia’s own subsidiary, Gas Networks Ireland, is an 

A rated utility, and recently (December 2016) raised €625m on the Eurobond markets over 10 

year and 20 year terms. The 10 year bond was at c.1.4%, which was c.0.5% higher than an 

equivalent State 10 year bond.  

Irish Water is still at an early stage in its establishment and so does not have access to longer 

term funding as yet. It’s funding and investment is currently agreed with the Regulator on a 2 

year basis, and it is expected that this will move to a 5 year basis in future years. The longer 

term regulatory framework and greater certainty on the source of income would allow Irish Water 

to move towards longer term funding. 

 

State Funding Alternative 

Under normal market conditions, it should be cheaper for the State to raise funds directly, rather 

than through a semi-state entity.  For a fully regulated and established utility such as Gas 

Networks Ireland, the current price differential is c. 0.5% for a 10 year bond.  

As noted in the NewEra Report, the State could currently raise funds on a one year basis at 

below zero interest cost compared to a commercial interest cost to Irish Water of c.1.5%. On this 

basis, NewEra has assessed a saving on current interest costs for Irish Water of c. €13-15m.  

While the State may decide to fund Irish Water on a one year basis, and therefore this saving 

would arise, the State currently raises very limited funds on this basis. It would be more typical 

that investment in long term infrastructure would be funded on a longer term basis (10 year+). 

The actual real cost saving is likely, therefore, to be somewhat lower than this amount (c. €5m).  

Nevertheless, the State should generally be able to raise funds at a lower cost than the semi-

state entities it owns, and in the case of Irish Water which is currently on the Government 

balance sheet, the State does need to consider what funding approach is in its best interests on 

an overall basis, both now and into the future. 

 

Certainty of Funding 

At all times, the most important funding issue for Irish Water, is that it has certainty over its 

funding sources over the longer term so that it can strategically plan for and invest in the critical 

water and wastewater infrastructure needed by the State. 

Irish Water has a large and long term capital investment plan and this requires certainty of 

funding if it is to be delivered effectively. Many of the projects planned by Irish Water have multi-

year planning and construction periods. Consequently, Irish Water will need to commit to capital 

expenditure on certain projects for periods of up to 10 years. The short term funding 

requirements of the business also fluctuate due to the timing of capital investment and 

operational activity. Access to external bank facilities (‘revolving credit facilities’) provides great 

flexibility in meeting these needs as the bank  facilities can either be drawn or left undrawn as 

required.  

Funding based on annual budget cycles would not meet the long term funding needs of the 

business and would increase the risk of funds not being available to deliver the investment 

plans. There is undoubtedly increased risk to the funding of Irish Water if the majority of the 
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overall funding requirements, both the revenue funding and the debt funding, was to come from 

the State, given the inevitable competition for funds from other State activities. 

The funding requirements for a regulated utility are based firmly on the regulatory control 

framework which is established by the CER and the typical period of 5 years for such 

agreements may be a useful basis over which to provide funding certainty. A longer term view 

would be required for any national infrastructure projects. 

If funding was to be primarily provided by the State, both for revenue and debt purposes, it is 

imperative that there is certainty of funding over the longer term, so that Irish Water can plan and 

deliver the water and wastewater infrastructure that is critically needed. The best way to fund 

fluctuating working capital requirements also needs to be considered so that cash shortfalls do 

not arise during the normal course of business. 

Overall, if funding is not available, or is uncertain and changes on a year by year basis then the 

investment and repair programme set out in the  Irish Water Business plan, with the associated 

health, economic and environmental benefits, cannot be delivered.
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Appendix 1:   Funding Requirements for Irish Water: 2014 - 2021 

Irish Water Funding Profile '14-'21 2014 2015 2016 2017 2018 2019 2020 2021 14-'21

Actuals 14-15, Business Plan '17-'21 Act Act BP15 BP15 BP15 BP15 BP15 BP15 Total 

€'m €'m €'m €'m €'m €'m €'m €'m €'m

Inflows 

Subvention 439 399 479 475 474 466 462 459 3,653

Tariff Income (actual/projected) 145 306 451 478 514 524 546 572 3,536

Total  Operating Revenue 584 705 930 953 988 990 1,008 1,031 7,189

Equity 407 54 184 270 270 270 270 0 1,725

Borrowings 200 592 372 132 134 277 241 544 2,492

Borrowings to be reprofi led (timing of projects) 436

Total  Inflows /  Funding 1 ,191 1,351 1,486 1,355 1,393 1,537 1,519 1,575 11,842

Outflows 

Total  Operating outlf lows 643 780 885 824 798 760 791 770 6,251

Capital  Expenditure 548 571 601 531 595 777 728 805 5,156

Investment to be reprofi led (timing of projects) 435

Total  Outflows /  Expenditure 1,191 1,351 1,486 1,355 1,393 1,537 1,519 1,575 11,842

 

 


