CER=

Commission for Energy Regulation
An Colmisin um Rialail Fuinnimh

17" September, 2014

Mr. John Tierney Our Ref: D/14/19346

Managing Director
Irish Water

Colvill House

24-26 Taibot Street
Dublin 1

Dear John,

in accordance with Section 22 of the Water Services (No. 2) Act 2013, Jrish Water is directed to
submit to the Commlsslon for Energy Reguiation (‘the CER’), a Water Charges Plan (‘the Plan’) for the
charging of customers for the provision of water services. The Plan shall specify the manner and
method by which charges under section 21 of the Act shall be calculated, and the costs likely to be
incurred by irish Water in the performance of its functions under this Act during the period to which

the Pian relates.

On 31" July 2014, the CER published a consultation on the proposed Plan, which sought the views of
stakehoiders on ali elements of the Pian; the proposed interim Price Control for the periad 2014-
2016, the details of the Plan as it pertains to domestic and non-domestic customers, connection
poiicy and additional charges. The consultation closed on 28" August and there were approximately
340 responses received addressing the range of consuitation issues. The CER has now reviewed aii of
the responses received and has set out in this letter final guldance to irish Water regarding the
contents of the Plan to be submitted to CER for finai review. The guidance note is appended to this
letter. The CER will then decide whether to approve the Plan with or without modification.

The respondents to the consultation did not raise any Issues regarding the approach to the
calculation of irish Water's allowed revenue which would require a change to the proposed price
control for the interim review 2014-2016. Therefore, the CER proposes to impiement the price
control as set out in the consuitation. This will result in a gross allowed revenue of €2,078.8m (NPV
as of 1" October 2014 expressed in 2013 prices) to irish Water for the period of the interim review. A
mare detailed breakdown of the elements of the allowed revenue calculation is provided in the
Appendix. in addition, the CER has set out some further requirements regarding the implementation
of a partial Operational Performance Assessment (OPA) framework and capital expenditure
prloritisation and monitoring. it is noted that approvai of capital expenditure Is contingent on the
provision of a sufficientiy detailed baseline pian based on the information requested in paragraph six
of the Appendix to this letter which, Inter alig, facilitates monitoring by the CER of the efficient
delivery of Irish Water’'s capital investment plan.

in its original submission to the CER, irish Water did not include a provision for tariff recovery from a
significant number of premises. Irish Water has identified a group of approximately 230,000
premises which have been recorded as ‘vacant’ premises in the 2011 census, as calculated by the
Central Statistics Office. The CER considers that the complete exclusion of these premises forgoes
potential revenue to irish Water and Is inconsistent with some of the principles set out in the
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proposed Plan; namely equity, non-discrimination between customers, and cost recovery. Therefore,
the CER requires that Irish Water recalculate Its tariff model taking account of these additional
premises with reference to the billing assumptions set out in the appendix to this letter. The
resulting recalculation of the average charge to househalds should continue to be in line with the
Minlster’s Water Charges Policy Direction 2014 and not exceed €240 per annum. Furthermore, any
amendment to the Plan should be consistent with Irish Water's obligations to comply with the
requirements of the Market Corporation Test {'MCT’) under Eurostat rules {ESA 95/ESA 2010).

The CER considers that final unit rates should not exceed those proposed in the consultatlon,
notwlthstanding some proposed changes to the tarlff schedule and therefore expected revenue e.g.
extension of the tariff cap and reduction in the minimum charges for non-primary residences. The
final allowed revenue is recoverable through tariffs, as per the Plan, in line with the regulatory
framework as set out in the CER's Advice to the Minlster {CER14/076). Therefore, where the ex ante
assumptions in relatlon to the tariff schedule and charging base {e.g. number of customers) lead to
an over or under recovery of revenue relative to allowed revenue, a correction factor (k factor) may
be applied to allow for a true-up of actual revenues relative to those allowed over the interim review
period.

Finally, the level, structure and rules for the implementation of the proposed charges for inclusion in
the Plan for domestic and non-domestic customers, are set out in the Appendix to this letter. There
are, however, a number of areas where the CER requires further information in order to reach a final
decision. The CER will publish further consultations, specifically in relation to connections, additional
charges and the first fix policy. The detalls of these additional consultations are set out in the
appendix.

The CER requlres that Irish Water submit its final Water Charges Plan, a revised tariff model and any
supporting documentation no later than Friday 19th September 20124. The CER will conslder this
submission prior to publication of the fina! decision on the approved Plan.

Yours sincerely,

Mlho

Paul McGowan
Commissioner



Appendix to Letter of 17" September 2014 from CER to Irish Water — Final Guldance on Irish
Water’s Water Charges Plan for Period 1" October 2014 to 31® December 2016

Pursuant to Section 22 of the Water Services (No. 2) Act 2013, the CER is providing the following
guidance to irish Water to inform the preparatlon of its Water Charges Pian.

Duration

The CER confirms that the duration for this Water Charges Plan is 1" October 2014 to 31" December
2016. Please note that, as provided for in legislation, the CER may require Irish Water to modify the
Pian to cover any additions to the existing or new areas of work as they arise. For example, the CER
will require irish Water to submit a modified Plan to reflect work to be carried out on connection

charges later this year.

1. Domestlc Customers

1.1 Principles & Objectives
* The Plan should reflect the consultation proposals made in the tariff consuitations earlier
this year, being: equity and non-discrimination; efficiency In use of water services; cost

reflectivity; cost recovery; stabllity and; simplicity.
1.2 Liabllity

» irish Water should clearly set out where the liability for charges lies, particularly for
iandlord/tenant scenarios.

1.3 Tariff Structure
¢ The Plan should include tariffs calcuiated on a national basis, with customers’ bills reflecting
separate line items for water and waste water services on a 50/50 basis, with no standing

charge for primary residences as per the Policy Direction.

1. 4 Average Household Charge

* Inline with the Minister's Water Charges Policy Direction 2014, the definition of the average
charge per househoid is (total revenues recoverable from households) divided by (number
of adjusted households) — where adjusted households is a weighted sum of households
receiving comblned service and single service. The reiative weightings should be applied as 1
and 0.5 respectively.

s As per the Minister’s Direction, the average household charge should not exceed €240 per
annum.

1.5 Allowances

* irish Water should apply 2n annuzl 30,000 litre allowance to domestic customers for their
usage in their primary residences as per the Minister’s Direction.

» irish Water should faciiitate the transfer of the household ailowance where the customer
moves their primary residence. This facility shouid be available for temporary moves also.

e As per the Minister’s Direction, irish Water should apply an annual child’s allowance to cover
water supplled and wastewater treated per child for usage in their primary residence. The
annual allowance should be 21,000 Jitres.

¢ lirish Water should facilitate the transfer of the chiidren’s aiiowance where the child moves
their primary residence with the permission of the holder of the allowance.

This facility should be available for temporary moves also.



The allowance year commences from 1* October 2014 or from the date of validatlon;
whichever is the later. Where customers do not register within the perlod of the validation
campaign, they should be facilitated with a 60 day look-back period within which all eligible
allowances wil! be applied to their account unless otherwise determined by the Commission.
All allowances should be pro-rated daily and unused alfowances should be carried over
between quarters.

All allowances should be used within 12 months from the date of registration and 1*
October 2014 whichever is the later. Allowances do not carry over between years.

1.6 Unmetered Tariffs

Unmetered tariffs for a primary residence should be calculated on the basis of a one adult
household consumption of 66,000 litres with an !ncrement of 21,000 litres for every
additional adult occupant In the household.

Tariffs should be pro-rated dally.

Irish Water should facilitate a change in customer circumstances, which changes the
occupancy in the household and their assessed tariff. This facility should be available for
temporary changes in occupancy level alsa.

A minimum period should apply to a temporary change in occupancy; the minimum period
should be specified In the Plan, subject to CER approval. Where a change in occupancy
impacts on the application of a customer rebate as set out in 1.11, thls should be specified in
the Plan.

1.7 Monitoring Consumption Data

As per the Minister’'s pollcy Directlon, the objective of the assessed tariff is to serve as a
proxy for metered consumption in an unmetered premise, while allowances for children are
intended to cover the normal annual consumption of a child. Consumptlon levels and the
children's allowances are being set on the basis of the best available data to date, as
provided by lrish Water. The CER requires Irish Water to monitor consumption levels to
ensure that these objectives are met.

Irish Water should submit a monitoring report to the CER on a quarterly basis. The report
should calculate consumption profiles across the range of household types, including non-
primary residences, based on metered data across the range of household categories e.g.
single occupancy, one parent with one child, two adults, etc. The report should facilitate a
review of the accuracy of the baseload, increment and children’s allowance consumption
astimates as set out !n the Plan.

Irish Water's monitoring reports should be statistically robust and recommendations should
be independently verified.

1.8 Metered Tariffs

Metered tariffs should be volumetric only with no standing charge applied as per the
Minister's Direction.

1. 9 Tariff Caps

Where a customer transitions from an unmetered to a metered tariff they should be capped
at the relevant assessed rate for a period of 9 months.

Irish Water is required to submit to the CER its ‘First Fix' policy no later than Wednesday 17"
September 2014. The CER will consult on the proposed first fix policy in October. lrish Water
is also required to submit its interim proposal, to be approved by the CER, for
implementation of a first fix unti! a fina! decision has been made regarding the policy.

Where a leak qualifies under the first fix policy the customer charges should be capped at



the unmetered rate.

¢ in accordance with the Minister’s Water Charges Policy Direction 2014, customers who have
medicai conditions requiring significant additional water consumption will have their charges
capped at the relevant assessed tariff.

1.10 Non Primary Residences
* Where a premise is registered as a non-primary residence or is vacant, irish Water should
apply a minimum annual charge. The annual combined charge of €125, or €62.50 per
service, should be pro-rated daily.
» The minimum charge should apply to customers that are metered and unmetered.

1.11 Rebates

* Rebates shall be facilitated for customers where they transition from a higher assessed tariff
to a lower metered charge.

e The rebate shalil be caiculated on the basis of average usage over a 6 month metered billing
period following meter installatlon.

* Rebates shouid be applied to a customer’s bill in z single payment, payable on the first bill
following the 6 month rebate calcuiation period.

» A minimum of three months on an assessed charge is required to avail of the rebate. All
rebates should be processed for customers automatically, with no minimum rebate
threshold applled.

*  Where the account holder closes their account they shouid benefit from a rebate, if eligible,
where they have been on the capped tariff for 3 months.

¢ Rebates for mixed-use customers are addressed in section 2 below.

1.12 Impaired Services

*  Where a water service is deemed unfit for human consumption, irish Water should provide a
discount on the water suppiy charge.

e This discount should equate to a 100% on the water supply charge. The discount appiies
from 24 hours after the Issuance of the notice.

s The discount should be caiculated after charges, inclusive of allowances, and calcuiated on a
daily rate.

* Where provision Is made for force majeure, the definition must be fair and equitable and
approved by the CER. Invaking the force majeure clause should not provide an indefinite
Indemnity to irish Water on impaired services. The CER will monltor irish Water’s application
of the force majeure clause to ensure that services are restored as promptly as possible.
Where CER will conslder the continued application of discounts where, in its view, irish
Water had not restored services in a reasonable timeframe {as determined by the CER).

1.13 Volidation & Default

s Where customers register with Irish Water after the period of the validation campaign they
should be facilitated with a 60 day look back rule.

e Where customers do not register by the end of the validation period, Irish Water should
apply a default tariff which imposes a charge no greater than a two person household with
no allowances.

* The CER shall determine the end date for the validation period.

1.14 Unit Rotes & Toriff Mode!
* irish Water should submit its finai tariff modei underpinning the calculation of the final unit



rates with the Plan.

e The tariff model should make provision for the inclusion of a humber of currently vacant
premises. The final number should take account of the following assumptions;

79% of the properties are assumed to be connected to the Irish Water network

0 Acombined service weighting of 89% should be applled;

o Growth rates as provided In Irish Water’s tariff model (CER 14/409 A04)

o 50% of the propertles are assumed to be billable.

o}

= For all other properties Irish Water should assume a billing rate of 100%.

1.15 Customer Impact Analysis/Distributional Analysis
¢ The CER requires !rish Water to provide a distributional analysis relating to each tariff option
considered and its final proposal alongside the Plan to aid the CER’s review of customer
impact resulting from the tariffs. This analysis should Include the Impact of each tariff
proposal on the range of household types, including a frequency distribution, and equity
impacts across both assessed and metered charges for primary and non-primary residences.

2. Mixed Use Customers

* The CER requires Irish Water to continue bllling mixed-use customers for the!lr non-domestic
consumption as of 31* December 2014 and these customers will continue to receive the
Local Authority free domestic allowance. The domestic portion of mixed-use customers
should be billed as unmetered domestic customers based on the number of adults In the
dwelling and subject to all applicable domestic allowances i.e. 30,000 litres per household
and 21,000 litres per child.

» The CER requires Irlsh Water to ensure that customers are not over charged for their water
use. The CER notes, in particular, Instances where a mixed-use customer has metered
evidence that their overall consumption Is lower than their assessed domestic consumption,
or where the free domestic allowance provided to the non-damestic bill is lower than the
assessed domestic consumption for that household. In these cases, the CER considers that a
rebate option should be made available to customers at the end of the year, when
requested by the customer. Rebates wlll be at the appropriate domestic tariff. This
approach should be included In the fina! Water Charges Plan,

* The CER requires that Irish Water includes the approach to charging mixed-use customers
where a mixed-use property is connected to the publlc water system as a precautionary
measure, but normally draws water from a private supply. The CER considers that these
customers should pay the domestic volumetric rate for thelr consumption above the 30,000
litre household allowance and any applicable child allowance. These customers should be
capped at their relevant assessed domestic charge.,

3. Non-Domestic Customers

3.1 Tariff Structure
* The CER has decided that the current policy regarding non-domestic charges, including for
public group water schemes that are customers of Irish Water, as applied by Local
Authgritles as at December 31st 2013, will continue by default to be implemented until such
time as tariff arrangemants and charges are proposed by Irlsh Water and approved by the
CER. The CER agrees that non-domestic customers should retain their current payment
options unless they choose to opt-In ta Irish Water’s payment options. The CER requires Irish
Water to provide updates on the progress of migration of non-domestic customer data from



Local Authorities on a monthiy basis and to provide a data migration pian with the final Plan
submission.

The CER requires Irish Water to include an engagement plan in the Water Changes Plan
submission to the CER that outlines how lrish Water Intends to engaged with its non-
domestic customers from 1st October 2014 untii the completion of the data migration plan.
This engagement plan should include the topics for discussion, the stakeholder groups and
organisations, a timeline and the manner in which irish Water intends to engage with non-
domestic customers.

The CER requires that in the interlm all new non-domestic contracts agreed will include a
provision to reflect that tariffs will change in line with the CER’s approval of an enduring
tariff framewark.,

3.2 impaired Services

The CER has considered Irish Water's submission with regard to the Information available to set
different tariff discounts for non-domestic customers based on industry type. The CER acknowledges
that the information is not currently available and so it Is not possible to implement such a discount
at this time. The CER Is therefore requiring that irish Water provides the following:

Where water is unfit for human consumption {to include, but not iimited to, a Boll Water
Notice and Drinking Water Restriction Notice) for more than 24 hours, irish Water should
apply a 40% discount to the customerss’ water services charge.

Large Water Users may be dealt with on a case by case basis and may be assigned a discount
up to 40%. This is subject to irlsh Water providing a clear, reasonable definition of Large
Water User and the rationale for why the definitlon is appropriate here in this regard to the
CER.

The process for assessing the consumption of a Large Water User, the timeline for the
carrying out of such and assessment and the basis for the reievant discount for the short and
lang term.

The scope and timeline for the micro-component study of non-domestic customers’ water
consumption should be submitted to the CER for approval no later than 31* October 2014.
The definition of Force Majeure shali apply to discounts for non-domestlc customers as it
does for domestic customers.

4, Process Documentation

The Plan should include sufficient detaii for customers to understand how charges will be
levied by irish Water.

The CER requires that irish Water should also prepare for publication a detailed process
manual to support the Pian. The process manual should set out all the business rules that
underpin the conditions set out in the Plan, with detailed information regarding the
impiementation of those ruies. The level of detail shouid be sufficient to understand billing
processes and how the business rules will be applied to customer transactions.

The CER requires an initial draft of the process manual for review no later than 31* October
2014. The CER intends to publish the Plan Process Manual no later than 1st December 2014.

5. Connection Charges

The CER will publish the timeline for the consultation on new connection charges with its
decision paper on the Plan. Until the CER receives and reaches decisions on proposals from



Irish Water for a new connection charging policy Irish Water should, by default, apply the
arrangements that were in place in each Local Authority as on 31st December 2013,

The CER acknowledges that the arrangements in place in the Local Authorities may not be
appropriate in all cases given the advent of Irish Water. Therefore, the CER will consult on
Interlm arrangements regarding the following:

o [nterlm Financial Security Policy
o Interim General Conditions for a Water and Wastewater Connection Agreement

¢ Pro Forma Agreement(s)

In the period from October 1st 2014 to the approval of such interim arrangements, the CER
notes that Irish Water has advised that it may continue to engage with customers on these
issues as it has done to date, by default.

6. Interim Price Control

6.1 Allowed Revenue

The CER has undertaken a review of Irish Water's revenue submission with respect to the
period 1" October 2014 to 31* December 2016. The CER has decided that a gross revenue
allowance of €2078.8m (NPV as of 1st October 2014 expressed in 2013 prices) should be
used to construct the charges set out in the Plan, The allowance is gross of government
subsidies and non-household revenues. The tables below set out a breakdown of the cost
components and underlying revenue maodel Is attached far information.

Allowed Revenues: CER - PV (1 October 2014, 2013 prices, €m)

_ 04 2014 2015 2016 Total IR
PV - Opex 203.8 766.3 716.2 1686.3
PV- Capex 138.3 598.2 571.2 1307.7
PV - Change in RAB -915.2
PV - Total 2078.8
IW Submitted Revenues {PV): IW {1 October 2014, 2013 prices, €m)

- Q4 2014 2015 2016 Total IR
PV - Opex 205.5 829.5 788.4 1823.5
PV - Capex 186.3 832.8 819.8 18389
PV - Change in RAB -1399.1
PV - Total 2263.2

6.2 Capital Investment Plan

The CER requests Irish Water to submit a final Capital Investment Plan for the interim review
period which should address the CER’s consultation and upcoming decision belng a
reduction in legacy accounts by €50m for contractor claims; efficiently incurred contractor
costs will be recognised upon review, ex post.

This document will be published alongside the CER'’s decision on the Plan,

The CER requests that Irish Water also submits 3 document comparing the proposed and
final Capital Investment Plan which should clearly set out and explain the differences
between the two documents. This document will be published alongside the CER's decision
on the Plan.



6.2.1 Approach to Prioritisation of Projects and Programmes

The CER requests that irish Water submits a document setting out the approach to
prioritisation of the projects and programmes set out in the final Capital investment Pian for
the interim review period. The document should set out how the approach taken reflects
Irish Water’s legal duties and functions. This should address the approach to prioritisation of
major projects, both water and wastewater, including prioritisation between water and
waste water major projects. it should also set out the approach to prioritisation between
these major projects and other components of irish Water’s final Capitai investment Plan.
Where the approach includes a cost benefit analysls or similar the approach and
methodology should be cleariy set out, as shouid the Incidence of appiication of same.
Where the approach includes a risk assessment process, this should be ciearly explained, as
should the incidence of appiication of same. If it is proposed that certain aspects of the
approach are integrated over time, the reievant timeiine and the reasons for same should be
clearly explained. This document will be published alongside the CER’s decision on the Pian.

6.2.2 Baseline Plan

The CER requests that irish Water submits a fuliy populated baseline plan detailing all projects and
programmes within the final Capital investment Plan. The baseline plan, in excel, tabular format,
shouid reflect engagement on this issue and therefore address, inter olia, the following for projects

and programmes:

Name, iD, location and Environmentai Protection Agency (EPA) licence number & status
{where appropriate)
Overview of project scope/work to be done
Category {A, 8,C and B1 to B7 for major projects)
Scheduled completion within the Interim review period (Y/N})
Primary driver and secondary driver(s) - This should reflect drivers as discussed with the CER
and the EPA.
Defined environmental standard({s) to be achieved - indicate basis for required standard {e.g.
EPA licence etc.}
Primary output(s) and secondary output(s) - for exampie, elimination of boil water notice,
provision of capacity for defined number of people, achlevement of defined environmentai
standard, addressing defined infringement case etc.
Project timeiines and key milestones ~ to include timelines for scoping of
projects/programmes for category ‘C’ projects as a minimum. Milestones to reflect iW
Water investment Approvals Committee gates plus milestones as follows:

- lodgement of planning application;

- site works/construction commencement ;

- EPA acceptance of project where drivers/outputs are environmental in nature.
Budget/spend at each key milestone and for each year of the interlm review
Percentage of construction complete at each milestone as appropriate
identification of interdependencies for each project/programme
Comments = Placeholder for comments

If some of the information requested above cannot be provided in the required timelines, the CER
requires that Irish Water provides specific dates by which the information in question will be
provided. A summary of outputs by drivers for the interim review period is also requested. The



baseline plan should also refiect engagement with the CER, the EPA and the DECLG on this issue as
appropriate. This document wilt be published alongside the CER’s decision on the Plan.

6.2.3 Matters not Addressed In the Capital Investment Plan

The CER requests that Irish Water submits a document setting out its views on the matters ident!fied
by the EPA as not being addressed by the Capital Investment Plan in letter to Irish Water dated June
5th and subsequent correspondence on this issue. This document should clearly set out Irish Water's
views on the matters dent!fied by the EPA, Induding if Irish Water agrees with the EPA’s views, why
the matters have not been addressed in the final Capital Investment Plan and how lrish Water
proposes to address these matters and in what timelines. This document or an overview of same wil!
be published alongside the CER's decision on the Plan and/or refiected in the CER’s decision paper
on the Plan.

6.3 Operational Performance Assessment

As stated in the consultation paper, the CER intends to implement a part!al Operational Performance
Assessment framework for Irish Water. The CER will engage with lrish Water to develop an
Operaticnal Performance Framework where the initial performance metrlcs will focus on key
indicators such as service delivery. The details of the OPA framework will be published for
consultation in November 2014,

6.4 Revenue Assurance

The CER requlres Irish Water to submit a Revenue Assurance plan as supporting document to the
Plan. This paper should set out the risks to revenue that Irish Water has identified and what
mitlgatlons have been implemented, or are planned to be implemented, to protect revenue. The
plan should include a timetable for the Implementation of any such measures. The CER will monitor
the Implementation and effectiveness of these measures through regular reporting.
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